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SixTen and Associates 
Mandate Reimbursement Services 
KEITH B. PETERSEN, MPA, JD, President 
5252 Balboa Avenue, Suite 807 
San Diego, CA 92117 

March 24, 2006 

Paula Higashi, Executive Director 
Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 

RECEIVED 
MAR 2 7 2006 

_,.... • ·~ .. -r -·a 
W'V'l\Jt1V•r,..;u1"'"' fV VT,, 

STATE MANDATiiliphone: (858) 514-8605 
Fax: (858) 514-8645 

E-Mail: Kbpsixten@aol.com 

RE: Incorrect Reduction Claim of El Camino Community College District 
Health Fee Elimination 
Fiscal Years: 2000-01. 2001-02. and 2002-03 

Dear Ms. Higashi: 

Enclosed is the original and two copies of the above referenced incorrect reduction 
claim for El Camino Community College District. 

SixTen and Associates has been appointed by the District as its representative for this 
matter and all interested parties should direct their inquiries to me, with a copy as 
follows: 

Pamela Fees, Business Manager 
El Camino Community College District 
16007 Crenshaw Blvd. 
Torrance, CA 90506 

Thank-you. 

Sincerely, 

9&1 
frKeith B. Petersen 
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State of California 
COMMISSION ON STATE MANDATES 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 
(916) 323-3562 
CSM 2 (12/89) 

INCORRECT REDUCTION CLAIM FORM 

Local Agency or School District Submitting Claim 

EL CAMINO COMMUNITY COLLEGE DISTRICT 

Contact Person 

Keith B. Petersen, President 
SixTen and Associates 
5252 Balboa Avenue, Suite 807 
San Diego, CA 92117 
Address 

Pamela Fees, Business Manager 
El Camino Community College District 
16007 Crenshaw Blvd. 
Torrance, CA 90506 

Representative Organization to be Notified 

Robert Miyashiro, Consultant, Education Mandated Cost Network 
c/o School Services of California 
1121 L Street, Suite 1060 
Sacramento, CA 95814 

MAR 2 7 zc:s 
COMMISSION ON 

Telephone Number 

Voice: 858-514-8605 
Fax: 858-514-8645 
E-mail: Kbpsixten@aol.com 

Telephone Number 

Voice: 916-446-7517 
Fax: 916-446-2011 
E-mail: robertm@SSCal.com 

This claim alleges an incorrect reduction of a reimbursement claim filed with the State Controller's Office pursuant to 
section 17561 of the Government Code. This incorrect reduction claim is filed pursuant to section 17561 (b) of the 
Government Code. 

CLAIM IDENTIFICATION: Specify Statute or Executive Order 

HEAL TH FEE ELIMINATION Chapter 1, Statutes of 1984, 2nd E.S. Chapter 1118, Statutes of 1987 

Fiscal Year 

2000-2001 
2001-2002 
2002-2003 

Total Amount 

Amount of the Incorrect Reduction 

$ 97,894 
$167,511 
$134,486 

$399,891 

IMPORTANT: PLEASE SEE INSTRUCTIONS AND FILING REQUIREMENTS FOR COMPLETING AN 
INCORRECT REDUCTION CLAIM ON THE REVERSE SIDE. 

Name and Title of Authorized Representative 

Pamela Fees, Business Manager 

Signature of Authorized Representative 

x,;LJ~_J~ 

Telephone No. 

Voice: 310-660-3110 
Fax: 310-660-3798 
E-Mail: PFees@elcamino.edu 

Date 

March :J. /, 2006 
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Claim Prepared by: 
Keith B. Petersen 
SixTen and Associates 
5252 Balboa Avenue, Suite 807 
San Diego, California 92117 
Voice: (858) 514-8605 
Fax: (858) 514-8645 

BEFORE THE 

COMMISSION ON STATE MANDATES 

STATE OF CALIFORNIA 

INCORRECT REDUCTION CLAIM OF: ) 
) 
) 
) 
) 

EL CAMINO ) 
Community College District, ) 

) 
) 

Claimant. ) 
) 
) 
) 
) 
) 

~~~~~~~~~~~~~> 

No. CSM ____ _ 

Chapter 1, Statutes of 1984, 2nd E.S. 
Chapter 1118, Statutes of 1987 

Education Code Section 76355 

Health Fee Elimination 

Annual Reimbursement Claims: 

Fiscal Year 2000-01 
Fiscal Year 2001-02 
Fiscal Year 2002-03 

INCORRECT REDUCTION CLAIM FILING 

PART I. AUTHORITY FOR THE CLAIM 

The Commission on State Mandates has the authority pursuant to Government 

Code Section 17551(d) to" ... to hear and decide upon a claim by a local agency or 

school district, filed on or after January 1, 1985, that the Controller has incorrectly 

reduced payments to the local agency or school district pursuant to paragraph (2) of 

subdivision (d) of Section 17561." El Camino Community College District (hereafter 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 "District") is a school district as defined in Government Code Section 17519. Title 2, 

2 CCR, Section 1185 (a), requires the claimant to file an incorrect reduction claim with 

3 the Commission. 

4 This incorrect reduction claim is timely filed. Title 2, CCR, Section 1185 (b ), 

5 requires incorrect reduction claims to be filed no later than three years following the 

6 date of the Controller's remittance advice notifying the claimant of a reduction. A 

7 Controller's audit report dated October 5, 2005, has been issued. The audit report 

8 constitutes a demand for repayment and adjudication of the claims. On October 27, 

9 2005, the Controller issued "results of review letters" reporting the audit results for the 

10 FY 2000-01 and FY 2001-02 claims, and demanding payment of amounts due to the 

11 state. 

12 There is no alternative dispute resolution process available from the Controller's 

13 office. In response to an audit issued March 10, 2004, Foothill-De Anza Community 

14 College attempted to utilize the informal audit review process established by the 

15 Controller to resolve factual disputes. Foothill-De Anza was notified by the Controller's 

16 legal counsel by letter of July 15, 2004 (attached as Exhibit "A"), that the Controller's 

17 informal audit review process was not available for mandate audits and that the proper 

18 forum was the Commission on State Mandates. 

19 PART II. SUMMARY OF THE CLAIM 

20 The Controller conducted a field audit of the District's annual reimbursement 

21 claims for the costs of complying with the legislatively mandated Health Fee Elimination 

2 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 program for the period of July 1, 2000 through June 30, 2003. As a result of the audit, 

2 the Controller determined that $399,891 of the claimed costs are unallowable: 

3 Fiscal Amount Audit sco Amount Due 

4 Year Claimed Adjustment Payments <State> District 

5 2000-01 $137,923 $ 97,894 $54,835 <$14,806> 

6 2001-02 $167,511 $167,511 $34,266 <$34,266> 

7 2002-03 $174.277 $134.486 $ 0 $39.791 

8 Totals $479,711 $399,891 $89, 101 <$ 9,281> 

9 Since the District has been paid $89, 101 for these claims, the audit report concludes 

1 O that a remaining amount of $9,281 is payable to the state. 

11 PART Ill. PREVIOUS INCORRECT REDUCTION CLAIMS 

12 The District has not filed any previous incorrect reduction claims for this 

13 mandate program. The District is not aware of any other incorrect reduction claims 

14 having been adjudicated on the specific issues or subject matter raised by this incorrect 

15 reduction claim. 

16 PART IV. BASIS FOR REIMBURSEMENT 

17 1. Mandate Legislation 

18 Chapter 1 , Statutes of 1984, 2nd Extraordinary Session, repealed Education 

19 Code Section 72246 which had authorized community college districts to charge a 

20 student health services fee for the purpose of providing student health supervision and 

21 services, direct and indirect medical and hospitalization services, and operation of 

3 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 student health centers. This statute also required the scope of student health services 

2 for which a community college district charged a fee during the 1983-84 fiscal year be 

3 maintained at that level thereafter. The provisions of this statute were to automatically 

4 repeal on December 31, 1987. 

5 Chapter 1118, Statutes of 1987, amended Education Code Section 72246 to 

6 require any community college district that provided student health services in 1986-87 

7 to maintain student health services at that level each fiscal year thereafter. 

8 Chapter 8, Statutes of 1993, Section 29, repealed Education Code Section 

9 72246, effective April 15, 1993. Chapter 8, Statutes of 1993, Section 34, added 

1 O Education Code Section 763551
, containing substantially the same provisions as former 

1 Education Code Section 76355, added by Chapter 8, Statutes of 1993, Section 
34, effective April 15, 1993, as last amended by Chapter 758, Statutes of 1995, Section 
99: 

"(a) The governing board of a district maintaining a community college may 
require community college students to pay a fee in the total amount of not more than 
ten dollars ($10) for each semester, seven dollars ($7) for summer school, seven 
dollars ($7) for each intersession of at least four weeks, or seven dollars ($7) for each 
quarter for health supervision and services, including direct or indirect medical and 
hospitalization services, or the operation of a student health center or centers, or both. 

The governing board of each community college district may increase this fee by 
the same percentage increase as the Implicit Price Deflater for State and Local 
Government Purchase of Goods and Services. Whenever that calculation produces an 
increase of one dollar ($1) above the existing fee, the fee may be increased by one 
dollar ($1 ). 

(b) If, pursuant to this section, a fee is required, the governing board of the 
district shall decide the amount of the fee, if any, that a part-time student is required to 
pay. The governing board may decide whether the fee shall be mandatory or optional. 

(c) The governing board of a district maintaining a community college shall adopt 
rules and regulations that exempt the following students from any fee required pursuant 

4 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 Section 72246, effective April 15, 1993. 

2 

3 

2. Test Claim 

In December 1985, Rio Hondo Community College District filed a test claim 

to subdivision (a): 
(1) Students who depend exclusively upon prayer for healing in 

accordance with the teachings of a bona fide religious sect, denomination, or 
organization. 

(2) Students who are attending a community college under an approved 
apprenticeship training program. 

(3) Low-income students1 including students who demonstrate financial 
need in accordance with the methodology set forth in federal law or regulation 
for determining the expected family contribution of students seeking financial aid 
and students who demonstrate eligibility according to income standards 
established by the board of governors and contained in Section 58620 of Title 5 
of the California Code of Regulations. 
( d) All fees collected pursuant to this section shall be deposited in the fund of 

the district designated by the California Community Colleges Budget and Accounting 
Manual. These fees shall be expended only to provide health services as specified in 
regulations adopted by the board of governors. 

Authorized expenditures shall not include, among other things, athletic trainers1 

salaries, athletic insurance, medical supplies for athletics, physical examinations for 
intercollegiate athletics, ambulance services, the salaries of health professionals for 
athletic events, any deductible portion of accident claims filed for athletic team 
members, or any other expense that is not available to all students. No student shall be 
denied a service supported by student health fees on account of participation in athletic 
programs. 

( e) Any community college district that provided health services in the 1986-87 
fiscal year shall maintain health services, at the level provided during the 1986-87 
fiscal year, and each fiscal year thereafter. If the cost to maintain that level of service 
exceeds the limits specified in subdivision (a), the excess cost shall be borne by the 
district. 

(f) A district that begins charging a health fee may use funds for startup costs 
from other district funds and may recover all or part of those funds from health fees 
collected within the first five years following the commencement of charging the fee. 

(g) The board of governors shall adopt regulations that generally describe the 
types of health services included in the health service program." 

5 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 alleging that Chapter 1, Statutes of 1984, 2nd Extraordinary Session, by eliminating the 

2 authority to levy a fee and by requiring a maintenance of effort, mandated increased 

3 costs by mandating a new program or the higher level of service of an existing program 

4 within the meaning of California Constitution Article XIII B, Section 6. 

5 On November 20, 1986, the Commission on State Mandates determined that 

6 Chapter 1, Statutes of 1984, 2nd Extraordinary Session, imposed a new program upon 

7 community college districts by requiring any community college district, which provided 

8 student health services for which it was authorized to charge a fee pursuant to former 

9 Section 72246 in the 1983-1984 fiscal year, to maintain student health services at that 

1 O level in the 1984-1985 fiscal year and each fiscal year thereafter. 

11 At a hearing on April 27, 1989, the Commission of State Mandates determined 

12 that Chapter 1118, Statutes of 1987, amended this maintenance of effort requirement to 

13 apply to all community college districts which provided student health services in fiscal 

14 year 1986-1987 and required them to maintain that level of student health services in 

15 fiscal year 1987 -1988 and each fiscal year thereafter. 

16 3. Parameters and Guidelines 

17 On August 27, 1987, the original parameters and guidelines were adopted. On 

18 May 25, 1989, those parameters and guidelines were amended.· A copy of the 

19 parameters and guidelines, as amended on May 25, 1989, is attached as Exhibit "B." 

20 So far as is relevant to the issues presented below, the parameters and guidelines 

21 state: 

6 

9



1 

2 

3 
4 
5 

6 

7 

8 
9 

10 

11 

12 
13 
14 

15 

16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

27 

Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

4. 

"V. REIMBURSABLE COSTS 

VI. 

A. Scope of Mandate 

Eligible community college districts shall be reimbursed for 
the costs of providing a health services program. Only 
services provided in 1986-87 fiscal year may be claimed. 

CLAIM PREPARATION 

B... 3. Allowable Overhead Cost 

Indirect costs may be claimed in the manner 
described by the State Controller in his claiming 
instructions. 

VII. SUPPORTING DATA 

For auditing purposes, all costs claimed must be traceable to 
source documents and/or worksheets that show evidence of the 
validity of such costs .... 

VIII OFFSETTING SAVINGS AND OTHER REIMBURSEMENTS 

Any offsetting savings the claimant experiences as a direct result 
of this statute must be deducted from the costs claimed. In 
addition, reimbursement for this mandate received from any 
source, e.g., federal, state, etc., shall be identified and deducted 
from this claim. This shall include the amount of $7.50 per full-time 
student per semester, $5.00 per full-time student for summer 
school, or $5.00 per full-time student per quarter, as authorized by 
Education Code section 72246(a). This shall also include 
payments (fees) received from individuals other than students who 
are not covered by Education Code Section 72246 for health 
services .... " 

Claiming Instructions 

28 The Controller has frequently revised claiming instructions for the Health Fee 

29 Elimination mandate. A copy of the September 1997 revision of the claiming 

7 
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Incorrect Reduction Claim of El Camino Community College District 
1 /84; 1118/87 Health Fee Elimination 

1 instructions is attached as Exhibit "C." The September 1997 claiming instructions are 

2 believed to be, for the purposes and scope of this incorrect reduction claim, 

3 substantially similar to the version extant at the time the claims which are the subject of 

4 this Incorrect reduction claim were filed. However, since the Controller's claim forms 

5 and instructions have not been adopted as regulations, they have no force of law, and, 

6 therefore, have no effect on the outcome of this incorrect reduction claim. 

7 PART V. STATE CONTROLLER CLAIM ADJUDICATION 

8 The Controller conducted an audit of the District's annual reimbursement claims 

9 for fiscal years 2000-01, 2001-02, and 2002-03. The audit concluded that only 17% of 

1 O the District's costs, as claimed, are allowable. A copy of the October 5, 2005-audit 

11 report and is attached as Exhibit "D." 

12 VI. CLAIMANT'S RESPONSE TO THE STATE CONTROLLER 

13 By letter dated July 13, 2005, the Controller transmitted a copy of its draft audit 

14 report. By letter dated July 26, 2005, the District objected to the proposed adjustments 

15 set forth in the draft audit report. A copy of the District's letter of July 26, 2005 is 

16 attached as Exhibit "E." The Controller then issued its final audit report without change 

17 to the adjustments as stated in the draft audit report. 

18 PART VII. STATEMENT OF THE ISSUES 

19 Finding 1 - Overstated salary, benefits, and indirect costs 

20 The District is not disputing this adjustment. 
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Incorrect Reduction Claim of El Camino Community College District 
1/84· 1118/87 Health Fee Elimination 

1 Finding 2 - Overstated indirect cost rates 

2 The Controller asserts that the District overstated its indirect cost rates and 

3 costs in the amount of $188,652 for the three fiscal years. This finding is based upon 

4 the Controller's statement that "the district did not obtain federal approval for its IRCPs. 

5 We calculated indirect cost rates using the methodology allowed by the SCO claiming 

6 instructions." Contrary to the Controller's ministerial preferences, there is no 

7 requirement in law that the claimant's indirect cost rate must be "federally" approved, 

8 and the Commission has never specified the federal agencies which have the authority 

9 to approve indirect cost rates. Further, it should be noted that the Controller did not 

1 O determine that the District's rate was excessive or unreasonable. 

11 CCFS-311 

12 In fact, both the District's method and the Controller's method utilized the same 

13 source document, the CCFS-311 annual financial and budget report required by the 

14 state. The difference in the claimed and audited methods is in the determination of 

15 which of those cost elements are direct costs and which are indirect costs. Indeed, the 

16 federally "approved" rates which the Controller will accept without further action, are 

17 "negotiated" rates calculated by a district and then submitted for approval to federal 

18 agencies which are the source of federal programs to which the indirect cost rate is to 

19 be applied, indicating that the process is not an exact science, but a determination of 

20 the relevance and reasonableness of the cost allocation assumptions made for the 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 method used. 

2 Regulatory Requirements 

3 No particular indirect cost rate calculation is required by statute. The 

4 parameters and guidelines state that "Indirect costs may be claimed in the manner 

5 described by the Controller in his claiming instructions." The District claimed these 

6 indirect costs "in the manner" described by the Controller. The correct forms were used 

7 and the claimed amounts were entered at the correct locations. 

8 In the audit report, the Controller asserts that "the specific directions for the 

9 indirect cost rate calculation in the claiming instructions are an extension of Parameters 

10 and Guidelines." It is not clear what the legal significance of the concept of "extension" 

11 might be, regardless, the reference to the claiming instructions in the parameters and 

12 guidelines does not change "may" into a "shall." Since the Controller's claiming 

13 instructions were never adopted as law, or regulations pursuant to the Administrative 

14 Procedure Act, the claiming instructions are merely a statement of the ministerial 

15 interests of the Controller and not law. 

16 Unreasonable or Excessive 

17 Government Code Section 17561 (d)(2) requires the Controller to pay claims, 

18 provided that the Controller may audit the records of any school district to verify the 

19 actual amount of the mandated costs, and may reduce any claim that the Controller 

20 determines is excessive or unreasonable. The Controller is authorized to reduce a 

21 claim only if it determines the claim to be excessive or unreasonable. Here, the District 

10 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 has computed its indirect cost rate utilizing cost accounting principles from the Office of 

2 Management and Budget Circular A-21, and the Controller has disallowed it without a 

3 determination of whether the product of the District's calculation would, or would not, be 

4 excessive, unreasonable, or inconsistent with cost accounting principles. 

5 Neither state law nor the parameters and guidelines made compliance with the 

6 Controller's claiming instructions a condition of reimbursement. The district has 

7 followed the parameters and guidelines. The burden of proof is on the Controller to 

8 prove that the District's calculation is unreasonable, not to recalculate the rate 

9 according to its unenforceable ministerial preferences. Therefore, the Controller made 

1 O no determination as to whether the method used by the District was reasonable, but, 

11 merely substituted its FAM-29C method for the method reported by the District. The 

12 substitution of the FAM-29C method is an arbitrary choice of the Controller, not a 

13 "finding" enforceable either by fact or law. 

14 Finding 3: Understated authorized health revenues claimed 

15 The adjustments for the student health services revenue are based on two 

16 reasons. The Controller adjusted the reported enrollment and reported number of 

17 students subject to payment of the health services fee. The Controller then calculated 

18 the student fees collectible based on the highest student health service fee chargeable, 

19 rather than the fee actually charged the student, resulting in a total adjustment of 

20 $195,333 for the three fiscal years. 

11 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 Education Code Section 76355 

2 Education Code Section 76355, subdivision (a), in relevant part, provides: "The 

3 governing board of a district maintaining a community college may require community 

4 college students to pay a fee ... for health supervision and services ... " There is no 

5 requirement that community colleges levy these fees. The permissive nature of the 

6 provision is further illustrated in subdivision (b) which states "If, pursuant to this 

7 Section, a fee is required, the governing board of the district shall decide the amount of 

8 the fee, if any, that a part-time student is required to pay. The governing board may 

9 decide whether the fee shall be mandatory or optional." 

1 O Parameters and Guidelines 

11 This Controller states that the "Parameters and Guidelines states that health 

12 fees authorized by the Education Code must be deducted from costs claimed." The 

13 parameters and guidelines actually state: 

14 "Any offsetting savings that the claimant experiences as a direct result of 
15 this statute must be deducted from the costs claimed. In addition, 
16 reimbursement for this mandate received from any source, e.g., federal, state, 
17 etc., shall be identified and deducted from this claim. This shall include the 
18 amount of [student fees] as authorized by Education Code Section 72246(a)2." 

19 In order for a district to "experience" these "offsetting savings" a district must actually 

20 have collected these fees. Student health services fees actually collected must be 

21 used to offset costs, but not student fees that could have been collected and were not. 

2 Former Education Code Section 72246 was repealed by Chapter 8, Statutes of 
1993, Section 29, and was replaced by Education Code Section 76355. 
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Incorrect Reduction Claim of El Camino Community College District 
1/84· 1118/87 Health Fee Elimination 

1 The use of the term "any offsetting savings" further illustrates the permissive nature of 

2 the fees. 

3 Government Code Section 17514 

4 The Controller relies upon Government Code Section 17514 for the conclusion 

5 that "[t]o the extent community college districts can charge a fee, they are not required 

6 to incur a cost." Government Code Section 17514, as added by Chapter 1459, Statutes . 

7 of 1984, actually states: 

8 " Costs mandated by the state" means any increased costs which a local 
9 agency or school district is required to incur after July 1, 1980, as a result of any 

1 O statute enacted on or after January 1, 1975, or any executive order 
11 implementing any statute enacted on or after January 1, 1975, which mandates 
12 a new program or higher level of service of an existing program within the 
13 meaning of Section 6 of Article XIII B of the California Constitution." 

14 There is nothing in the language of the statute regarding the authority to charge a fee, 

15 any nexus of fee revenue to increased cost, nor any language which describes the 

16 legal effect of fees collected. 

17 The audit report states that the Controller agrees that community college 

18 districts "may choose not to levy a health service fee" and that Education Code Section 

19 76355 "provides the districts with the authority to levy of such fees." However, it does 

20 not logically follow from that statement to the Controller's conclusion, based on 

21 Government Code Section 17514, that "health service costs recoverable through 

22 authorized fees are not costs that the district is required to incur." 

23 I 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 Government Code Section 17556 

2 The Controller relies upon Government Code Section 17556 for the conclusion 

3 that the "COSM shall not find costs mandated by the State if the district has the 

4 authority to levy fees to pay for the mandated program or increased level of services." 

5 Government Code Section 17556 as last amended by Chapter 589/89 actually states: 

6 "The commission shall not find costs mandated by the state, as defined in 
7 Section 17514, in any claim submitted by a local agency or school district, if after 
8 a hearing, the commission finds that: 
9 ( d) The local agency or school district has the authority to levy service 

10 charges, fees, or assessments sufficient to pay for the mandated program or 
11 increased level of service. . .. " 

12 The Controller misrepresents the law. Government Code Section 17556 prohibits the 

13 Commission on State Mandates from finding costs subject to reimbursement, that is, 

14 approving a test claim activity for reimbursement, where there is authority to levy fees 

15 in an amount sufficient to offset the entire mandated costs. Here, the Commission has 

16 already approved the test claim and made a finding of a new program or higher level of 

17 service for which the claimants do not have the ability to levy a fee in an amount 

18 sufficient to offset the entire mandated costs. 

19 Student Health Services Fee Amount 

20 The Controller asserts that the district should have collected a student health 

21 service fee each semester from non-exempt students in the amount of $11 for FY 2000-

22 01 and $12 for FY 2001-02 and FY 2002-03. Districts receive notice of these fee 

23 amounts from the Chancellor of the California Community Colleges. An example of one 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 such notice is the letter dated March 5, 2001, attached·as Exhibit "F." While Education 

2 Code Section 76355 provides for an increase in the student health service fee, it did 

3 not grant the Chancellor the authority to establish mandatory fee amounts or mandatory 

4 fee increases. No state agency was granted that authority by the Education Code, and 

5 no state agency has exercised its rulemaking authority to establish mandatory fees 

6 amounts. It should be noted that the Chancellor's letter properly states that increasing 

7 the amount of the fee is at the option of the district, and that the Chancellor is not 

8 asserting that authority. Therefore, the state cannot rely upon the Chancellor's notice 

9 as a basis to adjust the claim for "collectible" student health services fees. 

1 O Fees Collected vs. Fees Collectible 

11 This issue is one of student health fees revenue actually received, rather than 

12 student health fees which might be collected. The Commission determined, as stated 

13 in the parameters and guidelines, that the student health services fees "experienced" 

14 (collected) would reduce the amount subject to reimbursement. Student fees not 

15 collected are student fees not "experienced" and as such should not reduce 

16 reimbursement. Further, the amount 'collectible" will never equal actual revenues 

17 collected due to changes in student BOGG eligibility, bad debt accounts, and refunds. 

18 Because districts are not required to collect a fee from students for student 

19 health services, and if such a fee is collected, the amount is to be determined by the 

20 district and not the Controller, the Controller's adjustment is without legal basis. What 

21 claimants are required by the parameters and guidelines to do is to reduce the amount 
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Incorrect Reduction Claim of El Camino Community College District 
1/84; 1118/87 Health Fee Elimination 

1 of their claimed costs by the amount of student health services fee revenue actually 

2 received. Therefore, student health fees are merely collectible, they are not 

3 mandatory, and it is inappropriate to reduce claim amounts by revenues not received. 

4 Enrollment and Exempted Student Statistics 

5 It is our understanding that the Controller adjusted the reported total student 

6 enrollment and reported number of exempt students based on data requested during 

7 the audit from the office of the Chancellor of the Community Colleges, although the 

8 audit report states otherwise. The information obtained from the Chancellor's office is 

9 based on information originally provided to the Chancellor by the District in the normal 

1 O course of business. The Controller has not provided any factual basis why the 

11 Chancellor's data, subject to review and revision after the fact for several years, is 

12 preferable to the data reported by the District which was available at the time the claims 

13 were prepared. 

14 Other than stating that the District "did not use the actual number of student 

15 counts and BOGG waiver counts," the audit report does not state the source of the data 

16 used by the auditor. That is to say, the Controller does not indicate how and why its 

17 determination of "actual" student counts is any more "actual" than the amount reported 

18 on the claims. 

19 Finding 4- Understated offsetting revenue 

20 The District is not disputing this adjustment. 
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1 Amounts Paid By The State 

2 This issue was not an audit finding. The payment received from the state is an 

3 integral part of the reimbursement calculation. The Controller changed the FY 2001-02 

4 claim payment amount received from the state without a finding in the audit report, then 

5 changed it again in the October 27, 2005 demand for payment. 

6 
7 

8 

9 

10 

Amount Paid by the State 

As Claimed 

As Audited 

October 27, 2005 demand for payment 

Fiscal Year of Claim 
2000-01 2001-02 2002-03 

$54,835 

$54,835 

$54,835 

$35,266 

$34,266 

$35,266 

$0 

$0 

nla 

11 The propriety of these adjustments cannot be determined until the Controller states the 

12 reason for the change. 

13 Statute of Limitations for Audit 

14 This issue is not a finding of the Controller. The District asserts that the FY 

15 2000-01 and FY 2001-02 claims are beyond the statute of limitations for audit when 

16 the Controller issued its audit report on October 5, 2005. The District raised this issue 

17 at the beginning of the audit and in its letter dated July 26, 2005 in response to the 

18 draft audit report. 

19 Chronology of Claim Action Dates 

20 January 14, 2002 FY 2000-01 claim filed by the District (certified mail) 

21 December 30, 2002 FY 2001-02 claim filed by the District (certified mail) 
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Incorrect Reduction Claim of El Camino Community College District 
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December 31, 2004 FY 2000-01 statute of limitations for audit expires 

December 31, 2004 FY 2001-02 statute of limitations for audit expires 

October 5, 2005 Controller's final audit report issued 

4 The District's FY 2000'-01 claim was mailed to the Controller on January 14, 

5 2002. The District's FY 2001-02 claim was mailed to the Controller on December 30, 

6 2002. The audit report is dated October 5, 2005. Pursuant to Government Code 

7 Section 17558.5, these claims were subject to audit no later than December 31, 2004. 

8 The audit was not completed by this date. Therefore, the audit adjustments for FY 

9 2000-01 and FY 2001-02 are barred by the statute of limitations. 

1 O In the audit report, the Controller responded as follows: 

11 "On December 2, 2004, we made phone contact with the district' business 
12 manager and sent a follow-up letter dated December 9, 2004, wherein we 
13 agreed to delay the start of the audit until January 5, 2005. In both the phone 
14 call and the letter, we clearly stated that the audit would include the claims filed 
15 in the 2002 calendar year. This audit was initiated prior to the statutory deadline 
16 of December 2004 in which to commence an audit." 

17 Thus, the Controller is asserting that date when the audit was "initiated" is relevant to 

18 the period of limitations, and not the date of the audit report. The comment regarding 

19 which claims would be included in the audit is not responsive to the issue of the statute 

20 of limitations. In any case, a review of the legislative history of Government Code 

21 Section 17558.5 indicates that the matter of the audit "initiation" date is not relevant to 

22 the FY 2000-01 and FY 2001-02 fiscal year claims. 

23 I 
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1 Statutory History 

2 Prior to January 1, 1994, no statute specifically governed the statute of 

3 limitations for audits of mandate reimbursement claims. Statutes of 1993, Chapter 906, 

4 Section 2, operative January 1, 1994, added Government Code Section 17558.5 to 

5 establish for the first time a specific statute of limitations for audit of mandate 

6 reimbursement claims: 

7 "(a) A reimbursement claim for actual costs filed by a local agency or school 
8 district pursuant to this chapter is subject to audit by the Controller no later than 
9 four years after the end of the calendar year in which the reimbursement claim is 

10 filed or last amended. However, if no funds are appropriated for the program for 
11 the fiscal year for which the claim is made, the time for the Controller to initiate 
12 an audit shall commence to run from the date of initial payment of the claim." 

13 Thus, there are two standards. A funded claim is "subject to audit" for four years after 

14 the end of the calendar year in which the claim was filed. An "unfunded" claim must 

15 have its audit "initiated" within four years of first payment. 

16 Statutes of 1995, Chapter 945, Section 13, operative July 1, 1996, repealed and 

17 replaced Section 17558.5, changing only the period of limitations: 

18 "(a) A reimbursement claim for actual costs filed by a local agency or school 
19 district pursuant to this chapter is subject to audit by the Controller no later than 
20 two years after the end of the calendar year in which the reimbursement claim is 
21 filed or last amended. However, if no funds are appropriated for the program for 
22 the fiscal year for which the claim is made, the time for the Controller to initiate 
23 an audit shall commence to run from the date of initial payment of the claim." 

24 The FY 2000-01 and FY 2001-02 annual claims are subject to the two-year statute of 

25 limitations established by Chapter 945, Statutes of 1995. Since funds were 

26 appropriated for the program for all the fiscal years which are the subject of the audit, 
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1 the alternative measurement date is not applicable, and the potential factual issue of 

2 when the audit is initiated is not relevant. The FY 2000-01 and FY 2001-02 claims 

3 were no longer subject to audit when the audit report was issued. 

4 Statutes of 2002, Chapter 1128, Section 14.5, operative January 1, 2003 

5 amended Section 17558.5 to state: 

6 "(a) A reimbursement claim for actual costs filed by a local agency or school 
7 district pursuant to this chapter is subject to the initiation of an audit by the 
8 Controller no later than three years after the end ef the calendar year in vvhieh 
9 the date that the actual reimbursement claim is filed or last amended, whichever 

1 O is later. However, if no funds are appropriated or no payment is made to a 
11 claimant for the program for the fiscal year for which the claim is made filed, the 
12 time for the Controller to initiate an audit shall commence to run from the date of 
13 initial payment of the claim." 

14 The FY 2002-03 claim is subject to this statute, since the claim was filed in January 

15 2004. However, the District does not allege a statute of limitations problem for the FY 

16 2002-03 claim. The amendment is pertinent since it indicates this is the first time that 

17 the factual issue of the date the audit is "initiated" for mandate programs for which 

18 funds are appropriated is introduced. This also means, at the time the claim is filed, it 

19 is impossible for the claimant to know when the statute of limitations will expire, which 

20 is contrary to the purpose of a statute of limitations. 

21 Statutes of 2004, Chapter 890, Section 18, operative January 1, 2005 amended 

22 Section 17558.5 to state: 

23 "(a) A reimbursement claim for actual costs filed by a local agency or school 
24 district pursuant to this chapter is subject to the initiation of an audit by the 
25 Controller no later than three years after the date that the actual reimbursement 
26 claim is filed or last amended, whichever is later. However, if no funds are 
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1 appropriated or no payment is made to a claimant for the program for the fiscal 
2 year for which the claim is filed, the time for the Controller to initiate an audit 
3 shall commence to run from the date of initial payment of the claim. In any case. 
4 an audit shall be completed not later than two years after the date that the audit 
5 is commenced." 

6 None of the fiscal period claims which are the subject of the audit are subject to 

7 this amended version of Section 17558.5. The amendment is pertinent since it 

8 indicates this is the first time that the Controller audits may be completed at a time 

9 other than the stated period of limitations. 

1 O Initiation of An Audit 

11 The audit report states that the Controller's staff telephone contact with the 

12 District on December 2, 2004 "initiated" the audit. First, the initiation date of the audit 

13 is not relevant to the FY 2000-01 and FY 2001-02 claims. The words "initiate an audit" 

14 are used only in the second sentence of Section 17558.5, that is, in a situation when no 

15 funds are appropriated for the program for the fiscal year for which the claim is made. 

16 Then, and only then, is the Controller authorized to "initiate an audit" within two years 

17 from the date of initial payment. The two claim years at issue here are not subject to 

18 the "no funds appropriated" provision, they are subject only to the first sentence of the 

19 statute, i.e., they were only "subject to audit" through December 2004. 

20 The unmistakable language of Section 17558.5 is confirmed by the later actions 

21 of the Legislature. Chapter 1128, Statutes of 2002, amended subdivision (a) of 

22 Government Code Section 17558.5 to change the "subject to audit" language of the first 

23 sentence to "subject to the initiation of an audit." Had the Legislature intended the 
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1 former Section to mean "subject to the initiation of an audit," there would have been no 

2 need to amend the statute to now say "subject to the initiation of an audit." Even if the 

3 Controller had "initiated" the audit on the date of the first phone call, it could not have 

4 completed its months of field work, exit conference, office review, draft audit report, and 

5 issued a final audit report on or before December 31, 2004. 

6 The Controller's apparent measurement date for "initiation" of an audit is actually 

7 the date of the entrance conference, not the date of the phone contact. However, for 

8 this audit, and two audits issued in 2004 for Los Rios Community College District 3
, the 

9 Controller asserts the telephone contact as the initiation date for the audit. In other 

1 O mandate audit reports issued both after the Los Rios audits and after this audit report, 

11 the Controller states that the entrance conference date initiates the audit. 4 Further, in 

3 The two Controller's audits which were released before the El Camino 
audit which assert that the telephone contact is the action which "initiates" the audit 
are: 

Los Rios Community College District, Health Fee Elimination, issued June 24, 
2004. 
Los .Rios Community College District, Mandate Reimbursement Process, issued 
June 24, 2004. 

4 The following Controller's audit reports were issued after the Los Rios 
audit reports and before the El Camino audit report and specifically state that the 
entrance date is the initiation date for the audit: 

Newport-Mesa Unified School District, School District of Choice, issued August 
31, 2004. 
State Center Community College District, Health Fee Elimination, issued 
September 17, 2004. 
Clovis Unified School District, Graduation Requirements, issued October 22, 
2004. 
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1 the matter of the Health Fee Elimination audit of North Orange Community College 

2 District, the draft audit report dated May 6, 2005, included the three fiscal years audited 

3 by the Controller: FY 2000-01, FY 2001-02, and FY 2002-03. In its response letter 

4 dated June 15, 2005, North Orange County asserted that the statute of limitations for 

5 the audit of the FY 2000-01 claim expired December 31, 2003, pursuant to Government 

6 Code Section 17558.5, because the audit report was issued after that date. In the final 

7 audit report dated July 22, 2005, the Controller agreed that FY 2000-01 was barred 

8 from audit, but for another reason, the stated reason being that the "FY 2000-01 claim 

9 was not subject to audit due to the expiration of the statute of limitations within which to 

10 initiate an audit." The North Orange County audit entrance conference date was 

San Bernardino Community College District, Health Fee Elimination, issued 
November 10, 2004. 
West Valley-Mission Community College District, Health Fee Elimination, issued 
April 8, 2005. 
Long Beach Community College District, Health Fee Elimination, issued April 27, 
2005. 
North Orange County Community College District, Health Fee Elimination, 
issued July 22, 2005. 
Poway Unified School District, Emergecy Procedures, Earthequakes and 
Disasters, issued August 31, 2005. 

The following Controller's audit reports were issued after the El Camino audit report 
and specifically state that the entrance date is the initiation date for the audit: 

Norwalk-La Mirada Unified School District, School District of Choice, issued 
October 7, 2005. 
Norwalk-La Mirada Unified School District, lntradistrict Attendance, issued 
December 23, 2005. 
Norwalk-La Mirada Unified School District, Collective Bargaining, issued 
December 23, 2005. 
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1 January 26, 2004, which is the date, according to the Controller, that the audit was 

2 "initiated." 

3 Given this contradiction in measurement dates, it does not appear that the 

4 Controller has a single position on this issue. It appears the Controller discarded the 

5 "telephone call date" rule after the Los Rios audits and then reinstated it for this audit, 

6 perhaps in order to avoid losing jurisdiction of the first two fiscal years. It can therefore 

7 be concluded that the Controller has no legal basis for their policy on the initiation date 

8 of audits. 

9 Delay of the Audit 

1 O The Controller asserts that the Controller "agreed to delay the start of the audit 

11 until January 5, 2005," which would seem to infer that the District either requested the 

12 delay or somehow committed a willful act intended to delay the completion of the audit. 

13 However, the Controller provides no evidence that there was any willful act by the 

14 District intended to delay the start or completion of the audit. The facts regarding the 

15 events of December 2 through 9, 2004, are stated in my declaration, which is attached 

16 as Exhibit "G." 

17 If there was any delay to the start of the audit, it was by unilateral action of the 

18 Controller. Regardless, the delay in the start of an audit which could not have been 

19 timely completed is not relevant. There was no credible attempt by the Controller's 

20 office "to initiate the audif' in December 2004. The Controller did not complete the 

21 audit within the statutory period allowed for the first two fiscal year claims included in 
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1 this audit. The date the audit was "initiated" for the two years is irrelevant, only the 

2 date the audit was completed is relevant as evidenced by the Controller's audit report. 

3 The audit findings are therefore void for those two claims. 

4 Completion of the Audit 

5 As stated above, the Controller's argument that an attempt was made to "initiate 

6 an audit" in December 2004 is not legally relevant since the claims were only "subject 

7 to audit" through December 2004. The relevant statute of limitations date is the date 

8 when the audit is completed, which is the date the audit report is issued. The annual 

9 claims are "subject to audit" until the audit is completed. The audit report is the 

1 O document which completes the audit. If the audit report is not the action which 

11 completes the audit, then the audit report is not a legally enforceable notice of findings 

12 or demand for payment, and there is no other document prior to the audit report which 

13 adjudicates the results of the audit. 

14 The Controller did not complete the audit within the statutory period allowed for 

15 the first two fiscal year claims included in this audit. The audit findings are therefore 

16 void for the FY 2000-01 and FY 2001-02 claims. 

17 PART VIII. RELIEF REQUESTED 

18 The District filed its annual reimbursement claims within the time limits 

19 prescribed by the Government Code. The amounts claimed by the District for 

20 reimbursement of the costs of implementing the program imposed by Chapter 1, 

21 Statutes of 1984, 2nd E.S., Chapter 1118, Statutes of 1987, and Education Code 
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1 Section 76355 represent the actual costs incurred by the District to carry out this 

2 program. These costs were properly claimed pursuant to the Commission's parameters 

3 and guidelines. Reimbursement of these costs is required under Article XlllB, Section 

4 6 of the California Constitution. The Controller denied reimbursement without any 

5 basis in law or fact. The District has met its burden of going forward on this claim by 

6 complying with the requirements of Section 1185, Title 2, California Code of 

7 Regulations. Because the Controller has enforced and is seeking to enforce these 

8 adjustments without benefit of statute or regulation, the burden of proof is now upon the 

9 Controller to establish a legal basis for its actions. 

1 O The District requests that the Commission make findings of fact and law on each 

11 and every adjustment made by the Controller and each and every procedural and 

12 jurisdictional issue raised in this claim, and order the Controller to correct its audit 

13 report findings therefrom. 

14 I 

15 I 

16 I 
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18 I 

19 I 

20 I 

21 I 
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PART IX. CERTIFICATION 

Jim L. Spano, Chief 
Compliance Audits Bureau 

May20, 2004 

By my signature below, I hereby declare, under penalty of perjury under the laws 

of the State of California, that the information in this incorrect reduction claim 

submission is true and complete to the best of my own knowledge or information or 

belief, and that the attached documents are true and correct copies of documents 

received from or sent by the state agency which originated the document. 

s-r 
Executed on March .:2/ , 2006, at Torrance, California, by 

sO~~--- \.J~ 
Pamela Fees, Business Manager 
El Camino Community College District 
16007 Crenshaw Blvd. 
Torrance, CA 90506 
Voice: 310-660-3110 
Fax: 310-660-3798 
E-Mail: PFees@elcamino.edu 

APPOINTMENT OF REPRESENTATIVE 

El Camino Community College District appoints Keith B. Petersen, SixTen and 
Associates, as its representative for this incorrect reduction claim. 

W~J~ 
PlrTleia Fees, Business Manager Date 
El Camino Community College District 
Attachments: 
Exhibit "A" 
Exhibit "B" 
Exhibit "C" 
Exhibit "D" 
Exhibit "E" 
Exhibit "F" 
Exhibit "G" 

Controller's Legal Counsel's Letter of July 15, 2004 
Commission Parameters and Guidelines amended May 25, 1989 
Controller's Claiming Instructions September 1997 
Controller's Audit Report dated October 5, 2005 
District's Letter dated July 26, 2005 
Chancellor's Letter dated March 5, 2001 
Declaration of Pamela Fees dated February 27, 2006 
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July 15, 2004 

STEVE WESTLY 
California State Controller 

Mike Brandy, Vice Chancellor 
Foothill-De Anza Community College District 
12345 El Monte Road 
Los Altos, CA 94022 

Re: Foothill-De Anza Community College District Audit 

Dear Mr. Brandy: 

This is in response to your letter to me dated May 13, 2004, concerning the Controller's 
Audit of the Health Fee claim. 

The Controller's informal audit review process was established to resolve factual disputes 
where no other forum for resolution, other than a judicial proceeding, is available. 

The proper forum for resolving issues involving mandated cost programs is through the 
incorrect reduction process through the Commission on State Mandates. As such, this 
office will not be scheduling an informal conference for this matter. 

However, in light of the concerns expressed in your letter concerning the auditors 
assigned and the validity of the findings, I am forwarding your letter to Vince Brown, 
Chief Operating Officer, for his. review and response. 

If you have any questions you niay contact Mr. Vince Brown at (916) 445-2038. 

RIC/st 

cc: Vincent P. Brown, Chief Operating Officer, State Controller's Office 
Jeff Brownfield, Chief, Division of Audits, State Controller's Office 

100 r.:mitnl M:ill SnitP. lR'iO S:ir.r:imP.ntn rA Q'iRld • P () RnY Qd?R'iO S:1rr:imPntn r.A Qd?'iO 
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Adopted: 8/27/87 
Amended: 5/25/89 

PARAMETERS AND GUIDELINES 
Chapter 1, Statutes of 1984, 2nd E.S. 

Chapter 1118, Statutes of 1987 
Health Fee Elimination 

I. SUMMARY Of ·MANDATE 

Chapter l, Statutes of 1984, 2nd E.S. repealed Education Code Sectio 
72246 which had authorized community college districts to charge a 
health fee for the purpose of providing health supervision and servi 
direct and indirect medical and hospitalization services, and operat 
of student health centers. This statute also required that health 
services for which a community college district charged a fee during the 
1983-84 fiscal year had to be maintained at that level in the 1984-85 
fiscal year and every year thereafter. The provisions of this statute 
would automatically repeal on December 31, 1987, which would reinstate 
the community colleges districts• authority to charge a health fee as 
specified. 

Chapter 1118, Statutes of 1987, amended Education Code section 72246 to 
require any community college district that provided health services in 
1986-87 to maintain health services at the level provided during the 
1986-87 fiscal year in 1987-88 and each fiscal year thereafter. 

II. COMMISSION ON STATE MANDATES 1 DECISION 

At its hearing on November 20, 1986, the Commission on State Mandates 
determined that Chapter 1, Statutes of 1984, 2nd E.S. imposed a 11 new 
program 11 upon community college districts by requiring any community 
college district which provided health services for which it was 
authorized to charge a fee pursuant to former Section 72246 in the 
1983-84 fiscal year to madrit~~n health services at the level provided 
during the 1983-84 fiscal year in the 1984-85 fiscal year and each 
fiscal year thereafter. This maintenance of effort requirement applies 
to all community college districts which levied a health services fee in 
the 1983-84 fiscal year, regardless of the extent to which the ~ealth 
services fees collected offset the actual costs of providing health 
services at the 1983-84 fiscal year level. 

At its hearing of April 27, 1989, the Commission determined that Chapter 
1118, Statutes of 1987, amended this maintenance of effort requirement 
.to apply to all community college districts which provided health 
services in fiscal year 1986-87 and required them to maintain that level 
in fiscal year 1987-88 and each fiscal year thereafter. 

III. ELIGIBLE CLAIMANTS 

Community college districts which provided health services in 1986-87 
fiscal year and continue to provide the same services as a result of 
this mandate are eligible to claim reimbursement of those costs. 
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IV. PERIOD OF REIMBURSEMENT 

Chapter 1, Statutes of 1984, 2nd E.S., became effective July 1, 1984. 
Section 17557 of the Government Code states that a test claim must be 
submitted on or before November 30th following a given fiscal year to 
establish for that fiscal year. The test claim for this mandate was 
filed on November 27, 1985; therefore, costs incurred on or after 
July 1, 1984, are reimbursable. Chapter 1118, Statutes of 1987, became 
effective January 1, 1988. Title 2, California Code of Regulations, 
section 1185.3(a) states that a parameters and guidelines amendment 
filed before the deadline for initial claims as specified in the 
Claiming Instructions shall apply to all years eligible for 
reimbursement as d~fined in the original parameters and guideli·nes; 
therefore, costs incurred on or after January 1, 1988, for Chapter 1118, 
Statutes of 1987, are reimbursable. 

Actual costs for one fiscal year should be included in each claim. 
Estimated costs for the subsequent year may be included on the same 
claim if applicable. Pursuant to Section 1756l(d)(3) of the Government 
Code, all claims for reimbursement of costs shall be submitted within 
120 days of notification by the State Controller of the enactment of the 
cl aims bi 11. 

If the total costs for a given fiscal year do not exceed $200, no 
reimbursement shall be allowed, exGept as otherwise allowed by 
Government Code Section 17564. · 

V. REIMBURSABLE COSTS 

A. Scope of Mandate 

Eligible community college districts shall be reimbursed for the 
costs of providing a health services program. Only services provided 
in 1986-87 fiscal year may be claimed. 

B. Reimbursable Activities~.~ 

For each eligible claimant, the following cost items are reimbursable 
to the extent they were provided by the community college district in 
fiscal year 1986-87: · 

ACCIDENT REPORTS 

APPOINTMENTS 
College Physician - Surgeon 

Dermatology, Family Practice, Internal Medicine 
Outside Physician 
Dental Services 
Outside Labs (X-ray, etc.) 
Psychologist, full services 
Cancel/Change Appointments 
R.N. 
Check Appointments 
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ASSESSMENT, INTERVENTION & COUNSELING 
Birth Control 
Lab Reports 
Nutrition 
Test Results (office) 
VD 
Other Medical Problems 
CD 
URI 
ENT 
Eye/Vision 
Derm./Allergy 
Gyn/Pregnancy Services 
Neuro 
Ortho 
GU 
Dental 
GI 
Stress Counseling 
Crisis Intervention 
Child Abuse Reporting and Counseling 
Substance Abuse Identification and Counseling 
Aids 
Eating Disorders 
Weight Control 
Personal Hygiene 
Burnout 

EXAMINATIONS (Minor Illnesses) 
Recheck Mi nor Injury 

HEALTH TALKS OR FAIRS - INFORMATION 
Sexually Transmitted Disease 
Drugs 
Aids 
Chi 1 d Abuse 
Birth Control/Family Pl1afihlng 
Stop Smoking 
Etc. 
Library - videos and cassettes 

FIRST AID (Major Emergencies) 

FIRST AID (Minor Emergencies) 

FIRST AID KITS (Filled) 

IMMUNIZATIONS 
Diptheria/Tetanus 
Measles/Rubella 
Influenza 
Infonnation 
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INSURANCE 
On Campus Accident 
Voluntary 

- 4 -

Insurance Inquiry/Claim Administration 

LABORATORY TESTS DONE 
Inquiry/Interpretation 
Pap Smears 

PHYSICALS 
·Employees 
Students 
Athletes 

MEDICATIONS (dispensed OTC for misc. illnesses) 
Antacids 
Anti di arrhi al 
Anti histamines 
Aspirin, Tylenol, etc. 
Skin rash preparations 
Mi SC. 
Eye drops 
Ear drops 
Toothache - Oil cloves 
Sti ngki 11 
Midol - Menstrual Cramps 

PARKING CARDS/ELEVATOR KEYS 
Tokens 
Return card/key 
Parking inquiry 
Elevator passes 
Temporary handicapped parking permits 

REFERRALS TO OUTSIDE AGENCIES 
Private Medical Doctor 
Health Department ,. 
Cl i ni c 
Dental 
Counseling Centers 
Crisis Centers 

~-·. ·:· 

Transitional Living Facilities (Battered/Homeless Women) 
Family Planning Facilities· 
Other Health Agencies 

TESTS 
Blood Pressure 
Hearing 
Tuberculosis 

Reading 
Information 

Vision 
Gl ucometer 
Urinalysis 
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Hemoglobin 
E.K.G. 
Strep A testing 
P .G. testing 
Mono spot 
Hemacul t 
Mi SC. 

MISCELLANEOUS 
Absence Excuses/PE Waiver 
Allergy Injections 
Banda ids 
Booklets/Pamphlets 
Dressing Change 
Rest 
Suture Removal 
Temperature 
Weigh 
Misc. 
Infonnation 
Report/Fann 
Wart Removal 

COMMITTEES 
Safety 
En vi ronmenta 1 
Disaster Planning 

SAFETY DATA SHEETS 
Central file 

X-RAY SERVICES 

COMMUNICABLE DISEASE CONTROL 

BODY FAT MEASUREMENTS 

MINOR SURGERIES 

SELF-ESTEEM GROUPS 

MENTAL-HEALTH CRISIS 

AA GROUP 

.r :· : ~ 

- 5 -

ADULT CHILDREN OF ALCOHOLICS GROUP 

WORKSHOPS 
Test Anxiety 
Stress Management 
Comnunication Skills 
Weight Loss 
Assertiveness Skills 
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VI. CLAIM PREPARATION 

Each claim for reimbursement pursuant to this mandate must be timely 
filed and set forth a list of each item for which reimbursement is 
claimed under this mandate. 

A. 

B. 

Description of Activity 

1. Show the total number of full -time students enrolled per 
semester/quarter. 

2. Show the total number of ful 1-time students enrolled in the summer 
program. 

3. Show the total number of part-time students enrolled per 
semester/quarter. 

4. Show the total number of part-time students enrolled in the summer 
program. 

Actual Costs of Claim Year for Providing 1986-87 Fiscal Year Program 
Level of Service 

Claimed costs should be supported by the following information: 

1. Employee Salaries and Benefi"ts 

Identify the employee(s), show the classification of the 
employee(s) involved, describe the mandated functions performed 
and specify the actual number of hours devoted to each function, 
the productive hourly rate, and the related benefits. The average 
number of hours devoted to each function may be claimed if 
supported by a documented time study. 

2. Services and Supplies 

Only expenditures whi.ch· can be identified as a direct cost of the 
mandate can be claimed. List cost of materials which have been 
consumed or expended specifically for the purpose of this mandate. 

3. Allowable Overhead Cost 

Indirect costs may be claimed in the manner described by the State 
Controller in his claiming instructions. 

VII. SUPPORTING DATA 

For auditing purposes, all costs claimed must be traceable to source 
documents and/or worksheets that show evidence of the validity of such 
costs. This would include documentation for the fiscal year 1986-87 
program to substantiate a maintenance of effort. These documents must 
be kept on file by the agency submitting the claim for a period of no 
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less than three years from the date of the final payment of the claim 
pursuant to this mandate, and made available on the request of the State 
Controller or his agent. 

VIII. OFFSETTING SAVINGS.AND OTHER REIMBURSEMENTS 

Any offsetting savings the claimant experiences as a direct result of 
this statute must be deducted from the costs claimed. In addition, 
reimbursement for this mandate received from any source, e.g., federal, 
state, etc., shall be identified and deducted from this claim. This 
shall include the amount of $7.50 per full-time student per semester, 
$5.00 per full-time student for summer school, or $5.00 per full-time 
student per quarter, as authorized by Education Code section 72246{a). 
This shall also include payments (fees) received from individuals other 
than students who are not covered by Education Code Section 72246 for 
health services. 

IX. REQUIRED CERTIFICATION 

0350d 

The following certification must accompany the claim: 

I DO HEREBY CERTIFY under penalty o_f perjury: 

THAT the foregoing is true and correct: 

THAT Section 1090 to 1096, inclusive, of the Government Code and 
other applicable provisions of the law have been complied with; 

and 

THAT I am the person authorized by the local agency to file claims 
for funds with the State of California. 

Signature of Authori ze<;t 'Re'j:>resentati ve Date 

Title Telephone No. 
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State Controller's Office School Mandated Cost Manual 

HEAL TH FEE ELIMINATION 

1. Summary of Chapters 1/84, 2nd E.S., and Chapter 1118/87 

Chapter 1, Statutes of 1984, 2nd E.S., repealed Education Code§ 72246 Yiklich authorized 
community college districts to charge a fee for the purpose of providing health supervision 
and services, direct and indirect medical and hospitalization services, and operation of 
student health centers. The statute also required community college districts that charged 
a fee in the 1983/84 fiscal year to maintain that level of health services in the 1984/85 
fiscal year and each fiscal year thereafter. The provisions of this statute would 
automatically repeal on December 31, 1987, v.hich 'M>Uld reinstate the community college 
districts' authority to charge a health fee as specified. 

Chapter 1118, Statutes of 1987 amended Education Code§ 72246 to require any 
community college district that provided health services in the 1986/87 fiscal year to 
maintain health services at that level in the 1986/87 fiscal year and each fiscal year 
thereafter. Chapter 8, Statutes of 1993, has revised the numbering of§ 72246 to § 76355. 

2. Eligible Claimants 

Any community college district incurring increased costs as a result of this mandate is 
eligible to claim reimbursement of these costs. 

3. Appropriations 

To determine if current funding is available for this program, refer to the schedule 
"Appropriations for State Mandated Cost Programs" in the "Annual Claiming Instructions for 
State Mandated Costs" issued in mid-September of each year to community college 
presidents. 

4. Types of Claims 

A. Reimbursement and Estimated Claims 

A claimant may file a reimbursement claim and/or an estimated claim. A 
reimbursement claim details the costs actually incurred for a prior fiseal year. An 
estimated claim show.; the costs to be incurred for the current fiscal year. 

B. Minimum Claim· 

Section 17564(a), Government Code, provides that no claim shall be filed pursuant to 
Section 17561 unless such a claim exceeds $200 per program per fiscal year. · 

5. Filing Deadline 

Revised 9/97 

(1) Refer to item 3 "Appropriations" to determine if the program is funded for the current 
fiscal year. If funding is available, an estimated claim-must be filed Vllith the State 
Controller's Office and postmarked by November 30, of the fiscal year in v.hich costs 
are to be incurred. Timely filed estimated claims Y..;11 be paid before late claims. 

After having received payment for an estimated claim, the claimant must file a 
reimbursement claim by November 30, of the folloVlling fiscal year regardless 
whether the payment was more or less than the actual costs. If the local agency 
fails to file a reimbursement claim, monies received must be returned to the 
State. If no estimated claim was filed, the local agency may file a reimbursement 

Chapters 1 /84 and 1118/87, Page 1 of 3 

42



School Mandated Cost Manual State Controller's Office 

claim detailing the actual costs incurred for the fiscal year, provided there was an 
appropriation for the program for that fiscal year. (See item 3 above). 

(2) A reimbursement claim detailing the actual costs must be filed with the State 
Controller's Office and postmarked by November 30 following the fiscal year in \Mtich 
costs were incurred. If the claim is filed after the.deadline but by November 30 of the 
succeeding fiscal year, the approved claim must be reduced by a late penalty of 10%, 
not to exceed $1,000. Claims filed more than one year after the deadline 'Nill not be 
accepted. 

6. Reimbursable Components 

Eligible claimants 'Nill be reimbursed for health service costs at the level of service 
provided in the 1986/87 fiscal year. The reimbursement will be reduced by the amount of 
student health fees authorized per the Education Code § 76355. 

After January 1, 1993, pursuant to Chapter 8, Statutes of 1993, the fees students were 
required to pay for health supervision and services were not more than: 

$10.00 per semester 

$5.00 for summer school 

$5.00 for each quarter 

Beginning with the summer of 1997, the fees are: 

$11.00 per semester 

$8.00 for summer school or 

$8.00 for each quarter 

The district may increase fees by the same percentage increase as the Implicit Price 
Deflater (IPD) for the state and local government purchase of goods and services. 
Whenever the IPD calculates an increase of one dollar ($1) above the existing amount, the 
fees may be increased by one dollar ($1 ). 

7. Reimbursement Limitations 

A. If the level at Wiich health services were provided during the fiscal year of 
reimbursement is less than the level of health services that were provided inthe 
1986/87 fiscal year, no reimbursement is forthcoming. 

B. Any offsetting savings or reimbursement the claimant received from any source (e.g. 
federal, state grants, foundations, etc.) as a result of this mandate, shall be identified 
and deducted so only net local costs are claimed. 

8. Claiming Forms and Instructions 

The diagram "Illustration of Claim Forms" provides a graphical presentation of forms 
required to be filed with a claim. A claimant may submit a computer generated report in 
substitution for forms HFE-1.0, HFE-1.1; and'form HFE-2 provided the format of the report 
and data fields contained within the report are identical to the claim forms included in these 
instructions. The claim forms provided with these instructions should be duplicated and 
used by the claimant to file estimated and reimbursement claims. The State Controller's 
Office wll revise the manual and claim forms as necessary. In such instances, new 
replacement forms will be mailed to claimants. 

Chapters 1/84 and 1118/87, Page 2 of 3 Revised 9/97 
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A. Fonn HFE- 2, Health Services 

This form is used to list the health services the community college provided during the 
1986/87 fiscal year and the fiscal year of the reimbursement claim. 

B. Form HFE-1.1, Claim Summary 

This form is used to compute the allowable increased costs an individual college of 
the community college district has incurred to comply VI.4th the state mandate. The 
level of health services reported on this form mu~t be supported by official financial 
records of the community college district. A copy of the document must be submitted 
IMth the claim. The amount showi on line (13) of this form is canied to form HFE-1.0. 

C. Form HFE-1.0, Claim Summary 

This form is used to list the individual colleges that had increased costs due to the 
state mandate and to compute a total claimable cost for the district. The ''Total 
Amount Claimed", line (04) on this form is canied forv.iard to form FAM-27, line 13, for 
the reimbursement claim, or line (07) for the estimated claim. 

D. Form FAM-27, Claim for Payment 

Revised 9/97 

This form contains a certification that must be signed by an authorized representative 
of the local agency. All applicable information from form HFE-1.0 and HFE 1.1 must 
be canied forward to this form for the State Controller's Office to process the claim for 
payment. 

Form HFE-2 

Health 
Services 

Form HFE-1.1 
Component/ 
Activity 

Cost Detail 

Form HFE-1.0 

Claim Summary 

FAM-27 

Claim 

for Payment 

Illustration of Claim Forms 

Forms HFE-1.1, Claim Summary 

Complete a separate form HFE-1.1 for each 
college for which costs 11re claimed by the 
community college district. 

Chapters 1/84 and 1118/87, Page 3of3 
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State ~controller's ,Office 

:CLAIM FORPAYMENT . 
'Pursuantto:.Governmerit Code:S~etion :175S1 

:HE~l~H:FEE·ELIM_INATION 
(01 l ·Claimant identlflcatlori'Number 

( 

:A:·.1-,;__ ________ .;__ _____ ......; ______________ ~---......;-----.---....,..------1 
. 8 : (02) Ciaimant·Name : .. ·· .. ·. 

\.'-_;·1 ·,e: '----:.-_...;... ____ .;__ _______________ ....,....;.;.........;_..;,;.t......;----'-......;-.;......_,+;--,..,.-----......;-1 
.L •·· Countvof.Locatlon 

·H: Street'Acidress o(f',O.'Box .. 'SOiie 
E 
R~l-C-i----------------------·"":z""io""'c'".o""'d-e-----'---+----------''+-'-· ---------'i 

·. E. tv ... , ,, , ,, · .. c: ... ·>:>: .;·:< ,.; .. :, 

Type of Claim 

Fiscal.Year ofCost 

(03) Estima~e~ 

(04) 'cfombined 

(05) Amended 

(96) ' ' '2Q_' _/20 

Total 'Claimed:Amounf (Oil 

Less: 10% Late'PenalW,·nQUo exceed $1 ,ooo · . - ' ... '· . . . -· . . ~ - - . . . . . 

Less:,iPric>i'·plailJ;,;P@YrneritRece.ived .. ·.- · 
'·,: , . _:,. . . ... :~ • · _ - ~- I . .:. ·.",,: , •o _-, c '. .r _ l :.._ -· 

Nefc1~i;ri~a:Ain·ou'rlf''~ ···. -
-~-- -. -__ ,. ,"J:~.-~ :.- -'i .. ~-

oue to .Ciairil~nt: · 
Du~:,t!?, ~!at~11 ; ... , . , ,, 

·:·: 

D <m· 

. I .· . 

.. ·, 

·"l--------~----------1 
q.·:(:¥~··· ·.·• .. ; 

i[} ! (2Q)" ,: ' 

(3~}tCERT4F.ICl«\T~QN~fCYA1~,, . ~: .,·'.:_:,:.'·,···"' . . . .. , 
in.'accorcfanc~w,/lth'.th.!!JPr~lli~iop~·ofGe>vernment Co~e)§cj7~e1Jcel'.tlfy that l_am ttle officer'·alithor'ized,by tfie11ocal~agem:y to file claims 
With the.Sta~jl:of Calit'or~ia fpr:c~sts'manciafod ~y ·abi!pterd; :s~tuies'i)f 1984,;aitd Ch~pten111J11 Statutes·of;.~98.~,>i!nd .. (fertify under 
penaltY 6#, perjury tilai'i: have 'ridf~i6latetfa~yoHh'e provisions· of'.G9vernTe11.tP~.cle~~ection!>,,1ri,~nta,·~os6dn~~~~!~~i· · • ·_ .. · .. ·.· ·· 

i fl.irther .• cettifylth~t<there>W~~'no··aPl~iicat!9n oth~r· th~J1 .• fre>m' the ·c:iai~~rit;· norar,iy.g~ant or p!lyme'nt received/for reimbursement of 
costs claimed hereirii anti~such 'costs are for a n~w program':O~·lncreasea·level of ser.ifoes of an existii,g1p.rogra,m. mandated by 
Chapted, Sfatlites of19e4, an"H'ollapter'1118;1itatutes•of1987(. ''; ; ; ' ' ' h, "' •. 

The amounts for Estimated Claim and/or Reimbursement Claim are here~y claimeCI from tne:State for p~yment ~f estiinatetl·and/or actuai 
costs for the mantlated program of Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 1987, setforth on .the attached statements. 

Signature of Authorized Officer 

Type or Print Name 

(38) Name of Contact Person fofCiaim 

Form FAM-27 (Revised 9/01) 

T elephOnEi Nuniber 

E•Mail Address 

Date 

Title 

.. Ext. 

Chapters 1/84 and 1118/87 
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'State'Contro;.;;lle;.;r_.'s;.-.o,.ffi,;,,;1c;,,;e ____________________ ,s_c_h_o_o_1_:.M_·_an_d_a_t.,.e_d~<C_o_s_t_1M_a_nu_a.,.1 
. }. 

(01) 

(02) 

(O~) 

(04) 

(05) 

(06) 

(07) 

(08) 

(09) 

(10) 

(11)° ' 

(12) 

(13) 

(14) 

(15) 

Leave blahk. 

'HEAL:TffF.EE'EU1MIN;4KTION 
;Certification Claim 'Form · 

Instructions 

. ··._-·_,_ 

::FORM 
JFAM~27 

;_.,.-,_\._._ . 

-.:· 

. 'A set ·of. mailing labels with . the claimant's l.D. _ number_· and address <waS' 'enclosed ·WJth the letter. ·regai'ding the claiming_ 
'instructions.The mailing•labels are desjgned to·speed processing ano,p~eY'!lr:lt.coll)mO!J:~rrol'$1ha(:qel~yp~ymeJit.·Affix a·labelill 
the-space shown Ori form·FAM~2r. Gross' olit.a(ly"errors a11ctptint the, correc.:t information.on'fhe·labiiL 'Add arw rnissiri9 address 
items_, except county of location. ancl a ·person's _name. lfyou tlid not receive:labels; print oriYPe your agencY's•mailing address. 

If filing:an original estimated claim, enter ari ")(".in the bo~ on line (03) Estim~ted. 
If filing an .orjginal estimated claim on behalf of districts within the county, enter an ''X" in the be>x on .line (04). Combined .. 

' . . . · .. · - ._ ·.·_,: ' .· ·.--·.• ·:: ,· ',·,.-' .:., '.·, ... -: __ _ 

. lffili11g amamended or combined claim, eriter·an "X'1. in the box on line (05) Amended.·.Leave boxes (03) and.(04) blank. 
.. ,• ... ·'· .... - '. . . - .- . . . ·. - . 

·. , Enter-the fisoai yearjn which costs are fb.be in~urred. . · • ·· ~ , · ': 

E~ter the amount of~~timatecl .cla;m.-·1~.th~·~st;~~i~:ex~~~d~-th~ pr~vious· ye~~s actual costs by more than 10% ocomplete form 
HFE"1:0and enterthe amountiromline (04)(b). 

Enter the same amount as .shown oriJine (07). 
' . . - .. · . - _, - .. . ,; ·- - ., . :• ·.-. - . ·~ ', . - ·.- '· , 

'IMiling:an:o(iginal reimbursementolaim,emer an ''.X"; in thebcix on line (09}Reimburs~men!. 
-_.- ___ :' --.- '.·.···.- - ·_:_ . . -_··_').i>:".··-.:·< ·:':t;'~·~:.;:;·;· - :.\ ... ~·</·' .... -· .. ::-_•_,-·. ·''; :'/'·'' .. ,.:·_;-_ .. ~, _,:_._ .. -. -. 

·If filing'an otlginal'reimburseme~t cl~im9n b~half ()fdistricts wa~in.t~~ c9ur\Y •.. entenm ''X'' in the b?x on line (10) 'Combined. 

If fiiing•_~n-am~nded or~a :combined ~la1rn on ·beh.alf ofdi~tri9t~;~thi~-~h.~,\~q~nt~,,~r~~~ !ri "*:Li~.m~i~~x-~? l~n~ (1.1) ~~~nded. 
Enter.the fiscal .year for which actual costs are be1in9 claimed. If actual costs for.more than one fiscal~year are beiri'g claimed, 
·compleleaseparateform.FAM~27foreachfiscalyear. · · ·· ·-···.·· _;,,• ., .. ··· 

Enterthe alllo~nt ofreimbursemenf.dairnftroiri;f;~t1EE.1,Q;'line'(04)(b),, , 
.. . - .... :·-_: :,·.---;~·;· ·--·· ·~ . ~~·::.1-~ !:- -'·".,: .. ,,:, __ . ~-:._,,:·:-·r,;;<..'-;:~~-{:,'~-~-·:,··.--~._:,_. ~1-:--'. ,, ~·:-·~ .. :. 

Reimbursement claims must b.e filetl _by. Janua!Y 15 of the folioWing ·fiscal year in whic!l costs are. incurred or ttie claims shall be 
reduced by a late penalty. Enter either.the product of multiplyingline (13)by the factor0.10 (10% penalty) or$1,000,•whichever 
~les& · · · · · 

If fiii~g a reimburs~meht claim and a claim was' previously filed f~r the same'li~cafye~r(entedhe•amouhtreceived tor;the claim. 
Othe~13_1:1, e11ter_a ~erci, · · 

··.-..·-;.f' _'.''·!:';-':'· '= .. 

(16) E11tert~e resilltofsubfractirig-line(14) and line(15)·frorrlllne (13) .. • ., .• _. , , . • ,, · . . 

(17) If line (19) N~(21'~i~~~ A~d4nt is pos~ive;. enter th~f~fub~rtt or{line(ti} Due fmm State. · , , .. 

(1 &) lf·li~e. (1 ~)'N~t.Claime~: ~ou~t is ~!!~~ti~e'.' entirihaf a~ounti~:·line·(1 sj·oueto Stat~~'' . -·." ' . 
,.· -._· .. ·· .. ' .. _ ,,,._ · _, -, ·,·.·-,, .. ::.~.'--:i~.! :,)o..:~.-~:,_::;.:.·~:.: ~-,:;:r '.(-~._:_;k··1·.--·> 

(19)to-(21) ·Leave blank; " 

(2Z) to (36) 

(37) 

(38) 

. . . - .- ..:.,.·,',_:· .. ,.._ . ,, ;·~·_J,-,·· -·"'.' .' ·:·.·,--<;: .. - - - _:.1 ... ·' ' .-. 

Reimburs.ementClahn Dat~. Bririg forward thE! cost informat.ion ?S spe,cified on th~. left-~and column of lines' (22)through (36)for 
the reimbursement claim, e.g .• HF&-1.Q, (04)(o), -means the infoJJilation is located ori·fonli' HFE::.:1.0, Hine (04);·columri (Ii)• Enter 
the information on the· same line but in_ the rjght•hand column. Cost information should be rounded to the hearest dollar, -i.e., no 
cents.'lndirect·.cos~:percehtage sl'!olii~Lbe shown as a whole nurnber and -wi~houtthe percent symbol, i.e., 7;548% should be 
shown a~ 8. Complf\ltion or this data, blo~k will ex'pe<lite'the'paymenl proc.ess: ' : :c · · i ., ·· 

Readc'the statement''Certification bf cl~irri." If it' is ir:J~. the oi~r~' h,~~t~~ 'aatet(signeo bythe'~genoy;s authorized officer, and 
must. include the person's name and title, typea ·or printed. Claims :t:annot. ,be ,'pai~. _unless .acco111pariied by a signed 
certification. · -~- · 

Enter the name, telephone number, arid e-mail address of the person whom this office sh;uld'~;~tact if addiilonal information is 
required;:. •: - · · 

i:r.-.·' 

SUBMIT A SIGNED, ORIGINAL FORM FAM-27 WITH ALL OTHER_foR.l\lls At.io'suPPORTING DOCUMENTS (NO COPIES 
NECESSARY) TO: . . -·· ·. ' - -.: . . . . 

Address, if delivered by U.S. Postal Seniice: 

OFFICE.OF THE STATE CONTROLLER 
ATTN: l..ocal R~imbursements Section 
Division ofAccounting and:·Reporting 
P.O. Box 942850 
Sacramento, CA 94250 

Address, if delivered by other delivery service: 

OFFICE OF THE STATE CQtffROL.LER 
ATTN:'LocalcReimbursements-Sectiori 
DMsion of AC:co11nting arid Reporting· 
3301 c-street, ·suite·soo · 
Sacramento, CA 95816 

Form FAM-27 (Revised 9/01) Chapter 1/84 and 1118/87 
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;state:Controllei'!s.•Qffice 
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- -

'MANDATEll-cosrs ' ' 

School':Mandated •.CosfManual 

!FORM 

'HEAL1TH1FEE\El11MINATJON --tHFE;;1ro -j 
,'CLAlM;SUMMARY ·.: .-· .- ,_ -• • j i._ ____ _.;.;.... ______ ..;.. ____ , __ .. _. __ .-__ ,,-_..;.'•-_'·-·_..' .. -______ ..;.··-·,_-, __ . __ ~_·---·-_-,.. __ ._:·'_•·_.;.>..;.·•-·:;....:....;,'..;,"-.;.--...;:.,_,_.,...;_..;....-..~'-•·.;."·...;····..;.•-~::';;,;•···,;.."•',;;.'·---_.,;..··~·l 

(01) Claimant · ''(02)' "f(ype:cwc1airri·· .<::. ->Fiscill¥eaL 
-----.• _._ ' ;Reimburaeinent_;J, -,h ~-- " .,~·,;;·- _, 

.. __ ,,_ -- _ :: , •••••• ,._.,, _ 1 _ .·./¥~iT~!ed . : l . J . .-.- .. 19:_Q1s · 

(03) ·-ListaU1the·co11~ges~oMhe1commu'1iiy;co11~gedistricUderiiified in t0nri:·HFE.;1A,'line'(tr~.) _ < •• ~ 
.- - ' - ' _"· _- -- - - ' - - ' --- ---- - _.,, _, -•--. .-,, . ._ .. _.--.'-";:'•'-:;_- _,-... ·- .: . ';_, '«,: ---- -----

--- - (a) _ · ' - :(b). _ 
Name of College , _ . <Claimed 

·-- •'Amount -_. 
-

--- '- - ' ~ .' . ' - ·- ~ . - ' - : . .. '. - .. - ' . -

.. -~ . ' 1. 

2. 
'- - - -- ; --

- 3. .' . ~. ~-':: . \ • !~~' , ' : 

4. 

5. 
: 

6. 
; 

-' 
7. 

8. 
'·' -

' 
9. 

--·-·· 

to. 

11. -
' 

12. 
-

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

(04) Total Amount Claimed (Line (3.1b) +line (3.2b) +line (3.3b) + .. .line (3.21b)] 

Revised 9/97 Chapters 1/84and1118/87 
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''School:iMandated :Cost :Manual 

·- .-·. ;. .. ,•.!i.:..:•·:·:'. -~'..-,,-;-,··~·-·~;,-~,.~- ~"'"l. 

- 'HEALTH!FEE:'ELIMINATION - .. ,,.< ., .. , - --·, , .... , .. ~.,, 
•• ,--:-, - •• :· > .·-, •; ,. •• 

:ClAIMzSUMMARY _,-

- ' ' - . -- ;" '.~<.-_-_ ...... ,_., : ~- :, ~--~.: '·,- ; ,,-;-1...-:- . ,,., .,,,:, ( 

-'(01.)·:Enter'the :name.9Mheiclal01ant: •'Only ~.;corn!Tluriiiy qolle,ge dlstriqt rn~yfil~ a :clahtj NJith::tt1e State 
Controller~s .Office on"behalf ofits colleges. ' - . -__ _ __ - · - . -

. __ ; __ . 

'(02)_-·:checl< 1a:·bo>C,1Reinibursement·or·estim~1eci,·:to-itjentify.:th~ type'of.cl~i~bei~g-'flled. ·enier.the;flscatyear 
~tor ,which 'the·e-><p~n~es ~ere/ar~:tpi_l:>~::jnpur~e~.; ;A·sep_~r,.ate ~lalrri-rnuSt\~~ \filed· fopeach :fisoahyear. _ -_. · -

: ~-·.:: ~.'?•'"; ~::' ,· _:?=<·:: • ; .. ·.· .::·: '!:;";:: ·:':~~- ,;~~ .. =·.,· ·, ·~>.:~; · .. ' .:'j>>;-~·:,/~.;~; ~~::r. :'.~•; --.~,.-~/-, , .::~'_{ 
0 

;:,.,.:~ • •L • 1'., , , , •• ;·{~ ~ :; .. \·~. i\i~:~ 

•••. •• . -· ••• ".· •• •••••• ,._ ... ··: , ••.• ••1:.':·;~'.:y;,~~;/: ... ~:(~:· .. .::~··.'_>_-···:· .. ~~-c_._· .. ·:·~'.,'.;'~::!J_··'"f·:.:_.',';\.~·- _·, /·1r',r""·.:.~·:_.. ·.;"'· .... · . .-.. _ •. '. _·.· .. · · ···: .".· ... ·.· .. ·· : 

;form1HF:E~.1 iO :rnust·b~ 1ileq,f9r;a,reimburseme!ll. clr:t!rrl, ._·Do .not corn~lete ;forrn,iHFE;'.'1 ;0'lfy6u •areifiliog ·an· 
1:estimated~~lairn~4nd·cth·~iestirn~t~·J~:, ~~tffi~re•;!hafr11 D,% .of 1thepreVio\Jsmscal.ye~r:s .actual· costs,,_ -~Simply 
-·en.ter.the arnount,of:the estirriatea claill) ·omformvFAM~27i"Jinif1(07); -l:Howevet,'iflhe,e§tim~ted •:Claim._ . 

,_ ·exceeds'ttie1previous~lsha1:,Yeaf\s_11ctuaL(lo~§·iby.:mq~e·ittiarr1,oo/il,tformsJ·;ti::i;~j.4i'.andil:ffE£1-:1.mustbe 
··completEICi .and a staternentc:E1tta,i'lfieaiexplairiin!;]:.the ;!n'cr~·a~ed/costsi· '),iylttio.i:n 1hj~ iflfor'matfonthe'high · 
estimated,clai111 :wlli automatical,ly.be ·r,educetj,tg'.110% °()f.the:preVious fiscai:y~a)·is ·adtual:coSis:· ' '.: '. 

··~f: ·:C.i ·'· ·,:·.;';_'··:-·;,-,>· .,:o;; •,~-""•''' -·; t' ·', ·,. •· ···'·\ '-~··~ ";. :, .. ·, ! \ ·• .... 

. _· './•----''· >i~-;~.i~ .. : :.~.·:.:< , ,:.~:.- ... ~-t\:~:~:·· ... ':. _ _;~,·:·";J~_::.;,","'J·}·:A-)> ·::<Ji:d-,,r, '!>,; ::·:;.;:'.:'·:j·z,•' - . 
{03) _•· 4i~ ,,all,.t~e,~.H<>!,'~9~,~ ~of. .~he ~?m~~~Jt¥'coll7Q~ -<ii~!iict~hiChc.ha\le)ncrea~e~-rio~~~. ,1A · s,~~~~~!e'for;w· f1FE~1 ,:1 

musFbe.qornpJete,cMor·ei;ioh·colle,ge:s1iow111g,how;cost!;,rwer,f!.(:lerrv~q1 ,, ;,.;,1ci . :.,~.-;. -_ i:·.;,/·, ... , -_, ._._- . · · 
'-'·::-:~:-··::.':·i·~J"~:-- ··~-T 1'.:~.· •L'if('.3-~;.~:>:;·r;::·:·.~ ... ~~·~;.~.~-~\.::J~ii·:;.,\i:-~fE,=-: ·- ' 'L,-,·,. ~.':2 .. "'.'~··:or·. ·\'2:1.•:_./?'.:.-(.Y· .... 

. :,r::.,,_i(~-···. _, ';;/i,,:'.h'<·- .:n::•:'.•ii::r:- - c;_~/:;'1: _ ·,_,;•<·F·.~,,,~)J;.:,~· ".··,:_:-:}~~\"·--:L··:·····, .. ,;,::;s;,~{).·~\ ·,\-);,, _ __ ·-
(04) ·-!Eriter·thertotahclaimed :t;lmourit:of au ccillei;J_13s t!Y addlng'tlJe claimed1Amo'unt;~line'(Bt1t;);+• Jinei(3~Qo)-- .• ;.+ 

(3.21Q). . ... _ . . , ... "- .,_,., ,;•_, . "• "· ·-..;:;• ::•_":".';· - :..·\~L(. :::'.. _,-,, 

Chapters 1/84 and 1118/87 Revised 9/97 

48



( 

'State'.Controllefos·Sffice·· ·•School~Mandated(Cost':Manual 

(Ot) Cl~imarit 

,!MANDATED COSTS . ' 
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· level provided in 19B6/B7 .. ·· · ·· · · · · · - · · · 

.· .. ,·,···· . . ·:. ,' .:'.' ·, 

(07). Cost o{:providlng.current fl~alyear healtil'S'ervic~s at the 1986/87 ievei' . 
· '[Line.(05j-llne(06)f • _: "'. · ':·'>~-~~':.,, -.- '·"· .~ ~-: 1 .. '· 'l;<r• 
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[Line (07) - line (O!:l)f 

[Line (10)-{line (11) +line (12)}] 

.. --"~"-,:;, :·· ····-·.: .. 
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School Mandated Cost Manual State Controller's Office 

(01) 

(02) 

(03) 

(04) 

(05) 

(06) 

(07) 

(08) 

(09) 

(10) 

(11) 

(12) 

(13) 

HEALTH FEE ELIMINATION 

CLAIM,SUMMARY 

Instructions 

Enter the name of the claimant. Only a community college district may file a claim with the State 
Controller's Office on behalf of its colleges. . 

FORM· 

HFE-1.1 

Type of Claim. Check a box, Reimbursement or Estimated, to identify the type of claim being filed. Enter the fiscal 
year of costs. 

Form HFE-1.1 must be filed for a reimbursement claim. If you are filing an estimated claim and the estimate does 
not exceed the previous year's actual costs by 10%, do not complete form HFE-1.1. Simply enterthe amount of the 
estimated claim on form FAM-27, line (05), Estimated. However, if the estimated claim exceeds the previous fiscal 
year's actual costs by more than 10%, form HFE-1.1 must be completed and a statement attached explaining the 
increased costs. Without this information the high estimated claim will automatically be reduced to 110% of the 
previous fiscal year's actual costs. 

Enter the name of the college or community college district that provided student health services in the 
1986/87 fiscal year and continue to provide the same services during the fiscal year of the claim. 

Compare the level of health services provided during the fiscal year of reimbursement to the 1986/87 fiscal year and 
indicate the result by marking a check in the appropriate box. If the "Less" box is checked, STOP and do not 
complete the remaining part of this claim form. No reimbursement is forthcoming. 

Enter the direct cost, indirect cost, and total cost of health services for the fiscal year of claim ·on line (05). Direct 
cost of health services is identified on the college expenditures report (individual college's cost of health services as 
authorized under Education Code § 76355 and included in the district's Community College Annual Financial and 
Budget Report CCFS-311, EDP Code 6440, column 5). If the amount of direct costs claimed is different than 
shown on the expenditures report, provide a schedule .. listirig those community college costs that are in 
addition to, or a reduction to expenditures shown on the report. For claiming indirect costs, college districts 
have the option of using a federally approved rate (i.e., utilizing the cost accounting principles frorn the Office of 
Management and Budget Circular A-21 ), or the State Controller's methodology outlined in "Filing a Claim" of the 
Mandated Cost Manua·1 for Schools. 

Enter the direct cost, indirect cost, and total cost of health service.s that are in excess of the level provided 
in the 1986/87 fiscal year. 

Enter the difference of the cost of health services for the fiscal year of claim, line (05), and the cost of providing 
current fiscal year health services that is in excess of the level provided in the 1986/87 fiscal year, line (06). 

Complete columns (a) through (g) to provide details on the amount of health service fees that could have 
been collected. Do not include students who are exempt from paying health fees established by 
the Board of Governors and contained in Section 58620 ofTitle 5 of the California Code of 
Regulations. After 01/01/93, the student fees for health supervision and services were $10.00 per semester, $5.00 
for summer school, and $5.00 for each quarter. Beginning with the summer of 1997, the health service fees are: 
$11.00 per semester and $8.00 for summer school, or $8.00 for each quarter. 

Enter the sum of Student Health Fees That Could Have Been Collected, (other than from students who 
were exempt from paying health fees) (Line (8.1 g) + line {B.2g) + line (B.3g) + line (B.4g) + line (8.5g) + 
line (8.6g)). 

Enter the difference of the cost of providing health services at the 1986/87 level. line (07).and the total 
health fee that could have been collected, line (09). If line (09) is greater than line (07), no claim shall be 
filed. 

Enter the total savings experienced by the school identified in line (03) as a direct cost of this mandate. 
Submit a schedule of detailed savings with the claim. 

Enterthe total other reimbursements received from any source, (i.e., federal, other state programs, etc.,). 
Submit a schedule of detailed reimbursements with the claim. 

Subtract the sum of Offsetting Savings, line (11 ), and Other Reimbursements, line (12), from Total 
1SB6/B7 Health Service Cost excluding Student Health Fees: 
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'State-corrtrollei"s 'Office 

·. (01) Claimant: 

·;:MANDAiTED:COSTS ·. 
-1tlS\u~a~eulM1tA,;10N~1t;EE · · 

· *l~Uf\H·SEBVICES . 

· .·· 'School :Mandated·~·costlManual 

·FORM 
· -~HFE~2 

- - ~ ·.· 

: :,(03) J!Jacea11 .. ~lXn·in columns :(~);and/or (b} ,,,as:applicable,tto indioateN.ihith-~health 'Services 
~;· were provided :by•Stlident"'healttl:ser\iice '.feesJotthe lnClicated'fisc~(,ye~rs., .· . . - .... · ... 
.:· -''~rr'.;'·'[•-'l::'ll'."·'·1~-.'~1'>~.~:,,.,"' '· ,. '· ' · ·· · ··> '-·'· ·:·~:·'•' ;.-.·. 

(b) 
• . FY 

·•Of Claim 

- Appointments. · , , . 
· ;colle.g1fllh.ysiclan; surgeon 

· · · ·. · ~Dermatolqgy;farriily;practice 
.. :1r\terri~11t•Aediclmr, ;; :_, . 

';. ':'0ui81cfo1R1Jy~1c1an .•.. : . • : .... 
· ~D.entaHSei:Vices · 

· · -. <O.IJtsi~~,l!i~s..:;;~~~a,y,. etcl , c •• " 

, , ... B~y~~ol9.Qis~~'fulU:1erjjl9es · · -·· ·.· 
. Danc~ilChange ~pointi:nents .·· 

" · ''tRegisieriicHNurse·~ -" 
·.·.. '•Ghebk'4ippil1ntinents, ·. .. . , . 

_ .-_ . . ·. ~;.:-·~;.:~jj·~*~~~~'.~1'.~V~;t~ ~,,t~'.~~~ ::){<~.:·: ) :_.. .--~·. ::··- -- ~ :· . ··c~·- .,_~ -._. _ 

.. Asses$ment(lntEnvention and Counseling 
Blrttf pentrol . · 
'.:~~;~i~~~s.~i -
:i'.es,tiRes~lts.;!>ttice 
\lenereamisease;. 

. . ··'" t; ;Cofurilurifoati1e Disease . . : 

~:, ~-~rt~cllo~ < . 
-~Yri~9oJogyJfi'i:~gnanqy$ervice · ·-· -
.~tl~i~~~·16~·;~· ·.···· .-. ,, . '••. ··.... '' 
Gen1to1urlfiaN: :.: :': c.. :. : 

·o.~nJ~!,(;.}:'../, .... • ... 
. Gastfri~lntestlnal · 
sfresso·p~ns~11~9 -
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. ;- -~ -

Child·Abuse'Reporting and Counseling 
S~bs~~ooeAbuseldeiitlfication.and Oounseling 
AC:qUired Immune Deficiency Syndrome 
Eatlriirbisorders 
We!Qtit·Cr:>mr.01 
Pet~91:tatH.Yfliene 
eurnouF· ··· · " 

• ·oitteriMei:tl~FProblems,tlist 

Examinations,· minordllnesses 
Recheck Mirier lniurY 

Health Talks or Fairs, Information 
Sexually Transmitted Disease 
01'4gS 
Acquired lmmune'Deflclency Syndrome 
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iHEAL~fl'IEUIMINAffilQN.;FEE 
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HE~UFHtSERWICES 

{03) .Place an·'!X'' lri column'~Ei)antt/or::(~); as ~pplicabie, to'indicate·Which~health seiviceswere .· : . 
· provlded by.studerirheattli seniice'fees'foMhecinqicatedifiscal\Years'... · · · 

.. •., : . 
:O!illdAbuse 
. Birth Confrol/Faml!YPtaniiing ··.• 
stop sma1<1'ng · · · · · '. ·· · 
·Ubrary,'Videos and Cassettes 

First Aid,;M~jor:Emergencies 

First Aid/ Minor Emergencies 

First Aid Kits, Filled 

Immunizations 
.. ··O.lphthefi~{Tetanus 
:Measles/RUbelta ·. 
Influenza · · ·· ·· · 

.. 1nt6rination ·· . ·." .··, .. ."\·. 

•· lnsuranc~ · : . 
OncCan,JpusAccident 
N(jlunfarir'' 1 

' ··; ;• . .·· . • . 

··tnsuraiic~.lnqui!)'/Claim Administration 

· LaboratocyT~sts·tione · 
. 1nquicy1fnterpretiltioh 

Pap·smears ·· ... · 
.· ~~'~ :-:-.~~:·~~-::"~. ·'.·:-:'· 

Rliyslcat.Exaftiinatlc:ms .. · 
· EriJpl()yees 
Students 
Athlete$· 

Medications 
Antacids 
Antldiarrheat 
Asplfln>w1enol, Etc 
Skin··.RashPreparations 
i;yeDr<:>ps 
EarDrops· 
Toothacheroil cloves 
Stl11gklH .. 
Midt:;)i;·MenStrual Cramps 
Other; list 
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EL CAMINO COMMUNITY 
COLLEGE DISTRICT 

Audit Report 

HEALTH FEE ELIMINATION PROGRAM 

Chapter 1, Statutes ·of 1984, 2nd Extraordinary Session-, 
and Chel:pter 1118, Statutes of 1987 

July ~ •. 2000 .. through June 30, 2003 

STEVE WESTL y· 
California State Controller 

October 2005 
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. ' 

Thomas M. Fallo, Ed~D. 
President, Superintendent 

STEVE WESTLY 
C!htltfornia ~htle al.onfr.o:ll.er 

October 5, 2005 

·El Camino Community College District 
16007 Crenshaw Boulevard 
Torrance, CA 90506 

Dear Dr. Fallo: 

The State Controller's Office audited the costs claimed by El Camino Community College 
District for the legislatively mandated Health Fee Elimination Program (Chapter 1, Statutes of 
1984, znd Extraordinary Session, and Chapter 1118, Statutes of 1987) for the period of July 1, 
2000, through June 30, 2003. 

The district claimed $479,711 for the mandated program. Our audit disclosed that $79,820 is 
allowable.and $399,891 is unallowable. The unallowable costs occurred because the district 
claimed unallowable costs and understated claimed revenue. The State paid the district $89,101. 
The amount paid exceeds allowable costs claimed by $9,281. 

If you disagree with the audit findings, you may file an Incorrect Reduction Claim (ffi.C) with 
the Commission on State Mandates (COSM). The m.c must be filed within three years 
following the date that we notify you of a claim reduction. You may obtain IR.C information at 
COSM's Web site, at www.csm.ca.gov (Guidebook link); you may obtain m.c forms by 
telephone, at (916) 323-3562, or by e-mail, at csminfo@csm.ca.gov. 

If you have any questions, please con.tact Jim L. Sp~o, Chief, Com2liance Audits Bureau, at 
(916) 323-5849. . 

Y V. BROWNFIELD 
Chief, Division of Audits 

JVB/ams · 

56



, Thomas M. Fallo, Ed.D 

cc: Pamela Fees, Business Manager 
El Camino Community College.Pistrict 

Marty Rubio, Specialist 
Fiscal Accountability Section 

-2-

California Community Colleges Chancellor's Office 
Jeannie Oropeza, Program Budget Manager 

Education Systems Unit 
Department of Finance 

October 5, ~!)05 

!::: 

!'.I. 
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El Camino Community College DiStrict 

Audit Report 
Summary 

Background 

Health Fee Elimination Program 

The State Controller's Office (SCO) audited the costs claimed by the 
El Camino Community College· District for the legislatively mandated 
Health Fee Elimination Program (Chapter 1, Sta~s of 1984, 2nd 
Extraordinary Session (E.S.), and Chapter 1118, Statutes of 1987) for the 
period of July 1, 2000, through June 30, 2003. The last day. of fieldwork 
was April 7, 2095. . 

The district. claimed $479,711 for the mandated program. Our audit 
disclosed that $79,820 is allowable and $399,891 is unallowable. The 
unallowable costs occurred because the district claimed unallowable 
costs and understated revenue. The State paid the district $89,101. The 
amount paid exceeds allowable costs claimed by $9,281. 

Education Code Section 72246 (repealed by Chapter 1, Statutes of 1984, 
2nd E.S. and renumbered as Section 76355 by Chapter 8, Statutes of 1993) 
authorizes community college districts to charge a health fee for providing 
health supervision and ···services, dii:ect and indirect medical and 
hospitalization services, and operation of student health centers. This statute 
also required that health services for which a community college district 
charged a· fee during fiscal year (FY) ·1983-84 had to be maintained at that 
level in FY 1984-85 and ever}- year thereafter. The provisions of this statute 
would automatically sunset on December 31, 1987, reinstating the 
commUnity college districts' author:ify to charge a health service fee as 
specified..··· · 

Education Code Section 72246. (amended by Chapter 1118, Statutes of 
1987. and renumbered as Section 76355. by Chapter 8, Statutes of 1993) 
requires any connm.mity college· district that provided health services in 
FY 1986-87 to maintain health services at the level provided during that 
year in FY 1987-88 and each fiscal year thereafter. 

oll November 20, 1986, the Co:mnlission on State Mandates (COSM) 
determined that Chapter 1, Statutes of°1984, 2nd E.S., imposed a "new 
program"- upon community college .districts by requiring any community 
college district that provided· health services for which it was authorized 
to charge. a fee pursuant to former Education Code Section 72246 in 
FY 1983-84 to maintain health services at the level provided during that 
year in FY-1984:..85 and each fiscal year thereafter. Tiris maintenance-of
effort requirement applies to.all community college districts that levied a 
health service fee in FY 1983-84, regardless oLthe extent to which the 
health service fees collected offset the actual costs of providing health 
services at the FY 1983-84Jevel. 

On Apnl 27, 1989, COSM .determined that Chapter 1118, Statutes of 
1987, amended this maintenance-of-effort requirement to apply to all 
community college districts that provided health services in FY 1986-87, 
requiring them to maintain that level in FY 1987-88 and each fiscal year 
thereafter. 

Steve Westly• California State Controller 1 

·,·1 
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El Camino Community College District Health Fee Elimination Program 

Objective, 
Scope, and 
Methodology 

.· 

Conclusion 

Parameters and Guidelines establishes the state mandate and defmes 
reimbursement criteria. COSM adopted Parameters and Guidelines on 
August 27, 1987, and amended it on May 25, 1989. In compliance with 
·Government Code Section 17558, the SCO issues claiming instructions 
for mandated programs, to assist ·school districts in claiming 
reimbursable costs. 

:-..:: 

We conducted the audit "to. determine whether costs claimed represent 
increased costs resulting from the Health Fee Elimination Program for 
the period of July 1, 2000, through June 30, 2003. 

Our audit scope included, but was not limited to, detennining whether 
costs claimed were supported by appropriate source documents, not 
funded by another source, and not unreasonable and/or excessive. 

We conducted the audit according to Government Auditing Standards, 
issued by the Comptroller General of the United States, a:h.d under the 
authority of Government Code Section 17558.5. We did not audit the 
district's financial statements. We limited our audit scope to planning 
and ··performing audit · procedures necessary to obtain reasonable 
assmance .that costs claimed were allowable for reimbursement. 

.. ·Accordingly, we. examined transactions, on a test basis, to determine 
'Yhether the.costs claimed were supported. 

We limit~d our review of the district's internal controls to gaining an 
rinderstaDding of the transaction flow and claim preparation process as 

.. necessary to develop appropriate auditing procedures. 

We asked the district's representative to submit a written representation 
letter 'regarding the distnctis accounting procedures, financial records, 
and mandated cost claiming procedures. as recommended by Government 

· Audititlg Standards. However, the district declined our request. 
: -·· ' ' . ' 

Our audit disclose.d instances. of. noncompliance with the requirements 
outlined above. These instances are described in the accompanying 

---~--SJJnll"llll!J' __ _gf Program _Costs_.(Schedule 1) and. in the Findings and 
Recommendations section of this report. 

For. the audit period, the El Camino Community College District claimed 
$479,711 f0r costs of the Health Fee Elimination Program. Our audit 
disclosed that $79,820 is allowable and $399,891 is unallowable. 

For fiscal year (FY) 2000-oi, the State paid the district $54,835. Our 
audit disclosed that $40,029 is allowable. The district should return 
$14,806 to the State. 

For FY 2001-02, the State paid the district $34,266. Our audit disclosed 
that all of the costs claimed are unallowable. The district should return 
the total amount to the State. 
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El Camino Community College District 

Views of 
Responsible 
Official 

Restricted Use 

Health Fee Elimination Program 

For FY 2002-03, the district was not reimbursed by the State. Our audit 
disclosed that $39,79:1 is allowable. The State will pay allowable costs 
claimed that exceed the amount paid, totaling $3 9, 791, contingent upon 
available appropriations. 

We issued a draft audit report on July 13, 2005. Pamela Fees, Business 
Manager, responded by letter dated July 26~ 2005 (Attachment), 
disagreeing with the audit results for Findings 2 and 3. The district stated 
that it is not disputing the adjustment at this time· for Findings 1 and 4. 
This final audit report includes the district's response . . · 

This report is sotely for the information and use of the El Camino 
Commwrity College District, the California Community Colleges 
Chancellor's Office, the California Department of Finance, arid the SCO; 
it is not intended to be and should not be used by anyone other than these 
specified parties. This restriction is not intended to limit distribution of 
this report, which is a matter of public record. 

Chief, Division of Audits 
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..... 
El Camino Community College District Health Fee Elimination Program 

Schedule 1-
Summary of Program Costs 

July 1, 2000, through June 30., 2003 
:;,;. 

Actual Costs Allowable Audit 
· Cost Elements Claimed per Audit · Adjustment Reference 1 

July 1, 2000, throu_gh June 30, 2001 

Health services costs: 
Salaries and benefits $ 331,487 $ 319,367 $ (12,120) Findirig 1 
Services· and supplies 40,562 40,562 
Indirect costs 122,627 48,015 (74;612) Firidirigs 1, 2 

.. 
Total health services costs 494,676 407,944 (86,732) 
Less cost of services iri excess of FY 1986-87 services 

Subtotal 494,676 407,944 (86,732) 
Less authorized health fees {343,160} {351,967} (8,807} Finding 3 

~ubtotal . 151,516 55,977 (95,539) 
less offsetting savings/reimbursements (13,593} (15,948} {2,355} Findirig 4 
I 

Subtotal 137,923 40;029 . (97,894) 
~djustment to eliminate negative balance 
~ 

fOtal $ 137,923 40,0~9 $ (97,8942 

~ess amount paid by the State (54,835} 

\1.lowable costs claimed iri ~xcess of Qess than) amount paid $ (14,806) 

luly 1. 2001. through June 30. 2002 

iealth services costs: · 
Salaries- and: benefits 
Services and supplies 

· Indirect costs 

btal health services costs 

$ 367,872 $ 367,872 $ 
35,754 35,754 

115,558 57,194 

519,184 460,820 

{58,364} Finding 2 

(58,364) 
f:ss cost of services in excess of FY 1986-87 services ________ ---'---

ipbtotal ___ ___ __ __ 
~ss authorized health fees 

~btotal 
f ss offsetting savings/1:"eimbursements 

~btotal · 
~tljustment to eliminate negative balance 

otal 
ess amount paid by the State 

51~,184 
(349,090) 

170,094 
{2,583) 

167,511 

460,820 -
{460,800) 

20 

(58;364) 
(111,710) Findirig 3 

(170,074) 
{2,583} __ _ 

(2!~63) (170,074) 
---- --~2,'-5_63_ 2,563 

$ 167,511 - $ (167,511) 

llovv:able costs claimed iri excess of (less than) amount paid 

".. (34,~'6~h::i 
$ (34,266) 
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El Camino Community College District Health .Fee Elimination Prowam 

Schedule 1 (continued) 

Actual Costs Allowable Audit 
Cost Elements Claimed Eer Audit Adjustment Reference 1 

~;: 

July 1, 2002, through June 30, 2003 

Health services costs: 
Salaries and benefits $ 400,431 $ 400,431 $ 
.Services and supplies 54,721 54,721 
Indirect costs 129,536 69,866 {59,670} Finding 2 

Total health services costs 584,688 525,018 (59,670) 
Less cost" of services in excess of FY 1986-87 services -

Subtotal 584,688 525,018 (59,670) 
Less authorized health fe.es {395,380} {470,196) {74,816) Finding 3 

.Subtotal 189,308 54,822 (134,486) 
Less offsetting savings/reimbursements {15,031} {15,031} 

Subtotal 174,277 39,791 (134,486) 
Adjustment to eliminate negative balance -
Total $ 174,277 39~791 $ ~134,486) 
J.,ess amount paid :by the State 

Allowable costs claimed in excess of (less than) amount paid $ 39,791 

Summary: July·l. 2000, throughJune30, 2003 

Health services costs: 
Salaries and benefits 
Services and supplies 

! Indirect costs 
~ 
Total health services costs 
tess cost of serVices in excess of FY 1986-87 services 

Subtotal• 
Less authorized health fees 

Subtotal 
Less offsetting ~ayings/reimbursements 

~ubtotal 
Adjustment to eliminate negative balance · 

Total 
Less amount paid by the State 

$ 1,099,790 
131,037 
367,721 

1,598,548 

----

$ 1,087,670 
131;037 
175,075 

1,393,782 

$ (12, 120) Finding I 

(192,646) Findings 1, 2 

(204,766) 

1,598,548 1,393,782 (204,766) 
{1,087,630) {1,282,963) (195,333) Finding 3 

510,918 110,819 (400,999) 
{31,207} {33,562) (2,355) Finding4 

479,711 77,257 (402,454) 
---- ___ 2.<....,5_63_ 2,563 

$ 479,711 79,"820 $ (399;891) 
{89,lOl} 

Allowable costs claimed in excess of (less .than) amount paid $ (9,281) 

1 See the Findings and Recommendations section. 
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l Camino Community College District Health Fee Elimination Program 

~indings and ~ecommendations 
1NDING1-
~verstated salary, 
enefit, and indirect 
DSts 

IND~NG2-· 
f\rerstated indirect 
•st rates 

The district overstated salaries and benefits by $12,120 for the fiscal year 
(FY) 2000-01. The related indirect cost was $3,995. 

The district claimed 12% of the D~an of Student Services' salary and 
benefit but did not provide documents such as time logs to validate the 
time worked at the health center. Therefore, the portion of the dean's 
salary claimed is unallowable. 

Parameters and Guidelines specifies that community college districts 
shall be reimbursed only for costs of health services programs that are 
traceable to supporting documentation showing evidence ·of the validity 
ofsuch costs. 

Recommendation 

We recommend the district utilize supporting documentation such as 
time logs to validate labor charges. 

District's Response 

The District is not disputing this adjustment at this time. 

SCO's Comment 

The finding and recommendation remain unchanged. · 

The distri.Ct overstated its indirect cost rates, and thus overstated its 
indirect costs by.$188,652for the audit period. 

The district claimed indirect costs based on indirect cost rate proposals 
(ICRPs) prepared for each fiscalyear by an outside consultant. However, 

:othe district did not obtain.federal.approval for its ICRPs. We calculated 
indirect cost rates· using the methodology allowed by the SCO claiming 
instructions. The calculated indirect costs rates did not support the 
indirect cost rates· claimed. Tue audited and claimed indirect cost rates 
are· summarized as follows; · 

Allowable indirect cost rate · 
Less claimed indirect cost rate 

Unsupported indirect cost rate 

· Fiscal Year 
. 2000-01 2001-02 2002-03 

13.34% 
(32.96)% 

(19.62)% 

14.17% 
(28.63)% 

(14.46}% 

15.35% 
(28.46)% 

(13.11)% 

Based on these unsupported indirect cost ra~es, the audit adjustments are 
summarized below. · 

Allowable direct costs claimed 
Unsupported indirect cost rate 

Audit adjustment 

Fiscal Year 
2000-01 20CH-02 2002-03 Total 

$ 359,929 $ 403,626 $ 455,152 
x(l9.62)% x(l4.46)% x(13.11)% 

$ (70,618) $ (58,364) $ (59,670) $(188,652) 
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El Camino Community College District 
I 

Health-Fee Elimination Program 

--
Parameters and Guidelines states that indirect costs may be claimed in 
the manner described in the SCO claiming instructions. The SCO 
cl~ming instructions require that districts obtain federal approval of 
ICRPs prepared according to Office of Management and Budget (Oiv.IB) 
Circular A-21. Alternately, districts may· use form F AM-29C to compute 
indirect cost rates. Form FAM-29C uses total expend!~es reported on 
the California Community. College Annual Financial and Budget Report, 
Expenditures by Activity (CCFS-311). 

Reconnnendation 

We recommend the district claim indirect costs based on indirect cost 
rates computed in. accordance with the . SCO claiming instructions. The 
district should obtain federal approval for ICRPs prepared in accordance 
with O:MB Circular A-21. Alternately, the district should use form 
FAM-29C to prepare ICRPs based on the methodology allowed in the 
SCO claiming instructions. 

District's•Response 

The Controller asserts that the indirect cost method used by the District 
was inappropriate since it was not a cost study specifically approved by 
the federal government. The parameters and guidelines do not require 
that indirect costs be claimed in the manner describ~d by the 
Controller. The parameters and guidelines for Health Fee Elimination 
(as last amended on May 25, 1989) state that ''Indirect costs may be 
claimed in the manner described by the Controller in his claiming 
instructions." . The parameters and guideliries do not require that 
indirect costs be claimed in the manner descnoed by ~e Controller. 

The . Controller's .. claiming instructions state that for claiming indirect 
costs, . college district!! have. the option of using a federally approved 
rate from the Office of Mariagement and Budget Circular A-21, a rate 
calculated using form FAM-29C, or a 7% indirect cost rate, The 
Controller claiming instructions . were never adopted as rules or 
regulations; and therefore have no force of law. The burden is on the 
Controller to show that the indirect cost rate used by the District is 

· excessive or: unreasonable, which · is the only mandated cost audit 
standard in statute--(Governinent Code Section 176Sl(d)(2). If the 

-----Controller wishes··· to~enforce audit- standards -for mandated cost 
reimbursement, the Controller should comply with the Administrative 
Procedure Act 

Since the Controller has stated no legal basis to disallow the indirect 
cost rate calculation method used by the. DistPGt, and has not shown a 
factual basis to reject the .rates. as unreasonable or excessive, the 
adjustments should be withdrawn. 

SCO' s Comment 

The finding and recommendation remain unchanged. 

We disagree with the district's assertions that the SCO has no legal basis 
to disallow the indirect cost rate cafoufations used by the district and has 
notshown -a factual basis to reject the rates as tmreasonable or excessive. 
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?:l Camino Community College District 

INDING3-
~nderstated 

~thorized health fee 
'venues claimed 

Health Fee Elimination Program . 

--
Parameters and Guidelines states that indirect costs may be claimed in 
the manner described in the SCO's claiming instructions. Therefore, the 
specific directions for the indirect cost rate calculation in the claiming 
instructions are an extension of Parameters and Guidelines. The SCO's 
claiming instructions state that communitY. colleges have the option of 
the using :a federally approved. rate prepared in acco:\'.flance with OMB 
Circular A-21 or the SCO'·s alternate methodology using Fonn 
F AM-29C. In this case, the district chose to use indirect cost rates not 
approved by the federal agency, which is not an option provided by the 
SCO's claiming instructions. 

The district und~stated authorized.health fee revenue by $195,333 for 
the audit period. 

The district did not use the actual number of student counts and Board of 
Governors Grants (BOGG) waiver counts in its reporting of the health 
fee revenue. We recalculated the authorized health fees the district was 
authorized to collect, using various student enrollment and BOGG detail 
reports dated January 2005 through March 2005. In addition, the district 
underreported authorized student health fees · by one dollar for FY 
2000-01, and two dollars forFY2001-02 and FY 2002-03. 

The ~derstated authorized health fee revenues are calculated as follows. 

Fall Spring Total 

FY 2000-01 

Student enrollment 22,111 21,592 
Less allowable health fee exceptions (5,724) (5,982) 

Subtotals 16,387 15,610 
Authorized student health fee x $(11) _x_----'--"$(._11..._) 

Auditedauthorizedhealthfeerevenues $ (180,257) $ (171,710) $ (351,967) 
Claiined authorized health fee revenues 343,160 

Auditadjustment, FY 2000-01 (8,807) 

FY 2001-02 

Student emollment 25,054 24,970 
. _I,es_s ~ll()_wa}?l~ }Iealtl! :fee exc:eptiollfj ___ - (5,736} {5,888} 

Subtotals 
Authoiized student health fee 

Audited authorized health fee revenues 
Claimed authorized .health fee revenues 

Audit adjustment. FY 2001-02 

FY2002~03 

Student emollment 
Less allowable health fee exceptions 

Subtotal 
Authorized studenthealthfee 

Audited authorized health fee revenues 
Claimed authorized health: fee revenues 

Audit adjustment, FY 2002-03 

Total audit adjustments 

19,318 19,082 
x ${12} x ${12) 

$ (231,816) $ (228,984) (460,800) 
. 349,090 

{111,710} 

25,626 27,353 
{7,047} (6,749} 

18,579 20,604 
x ${12} x ${12} 

$ (222,948) $ (247,248) (470,196) 
395,380 

{74,816} 

$ p95,333) 
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·El Cam1'no Community College DiStrict 

-! 

Health Fee Elimination Proit;ram . 

Parameters and Guidelines states that health fees authorized by 
Education Code must be deducted from. costs claimed. Education Code 
Section 76355 (c) states that health fees are authorized from all students 
except those students who: (!)·depend exclusively on prayer for healing; 
(2) are attending a community college under an approved apprenticeship . 
training program; or (3) demonstrate financial need. 

:.::; 

Also, Government Code Section ·17514 states that costs mandated by the 
State· means any increased ·costs which a district is required t~ incur. To 
the extent community college districts can charge a fee, they are not 
required to incur a cost. Jn addition, Government Code Section 17556 
states that COSM shall not find costs mandated by the State if the district 
has the authority to levy fees to pay for the mandated program or 
increased level of services .. 

Recommendation 

We recommend the district ensure that allowable health services program 
costs are offset by the .amount of health service fee revenue authorized by 
the Education. Code. 

District's Response 

The adjustments for the student health services revenue are based on 
two reasons.· The Controller adjusted the reported enrollment and 
reported number of students exempt from payment of the fee. The 
Controller then calculated the student fees collect:I"ble based on the 
highest student health service fee chargeable, rather than the . fee 
actually charged the student 

STUDENT HEALTH SERVICES FEEAMOUNT 

"Authorized" Fee Amount 

The· Controller· alleges that· cla.inlants must compute the total student 
health fees collectible based on the highest" "authorized" rate.· The 
Controller does not provide the factual basis. for the calculation of the 
"authorized" rate, nor provide any ·reference to the "authorizing" 
source, n.or the legal tjght of any ·state entity to "authorize" student 
health services . rates ,absent rulemaking- or compliance with the 
Administrative Procedure Act by the "authorizing" state agency. 

Education Code Section 76355 

Education Code· Section 76355, subdivisiq_~ (a), states that "The 
governing board of a district maintainillg a community college may 
require community college students to pay a fee ... for health 
supervision and services ... " There is no requirement that community 
colleges levy these fees. The permissive nature of the provision is 
further illustrated in ·subdivision (b) which states "![, pursuant to this 
section, a fee is required, the governing board of the district shall 
decide the amount of the fee, if any, that a part-time student is required 
to pay. The governing board mav decide whether the fee shall be 
mandatory or optional." (Emphasis supplied in both instances.) 
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~l Camino Community College .District 
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Health Fee Elimination Program 

Parameters and Guidelines 

The Controller asserts that the parameters and guidelines require that 
health fees authorized by the Education Code must be deducted from 
the costs claimed. This is a misstatement of the parameters and 
guidelines. The parameters and guidelines, as last amended on May 25, 
1989, state that "Anv:offsetting savings ... must be dedhcted from the 
costs claimed ... This shall include the amount of (student fees) as 
authorized. by Education Code. Section 72246(a)." Therefore, while 
studentfees actually collected are properly used to offset costs, student 
fee!I that could have been collected, but were not, are not an offset. 

Government Code Section 17514 

The Controller relies upon Government Code Section 17514 for the 
conclusion that ''to the extent connnunity college districts can charge a 
fee, they are not required to incur a cost." Government Code Section 
17514, as added by Chapter 1459, Statutes of 1984, actually states: 

"Costs mandated by the state" means any increased costs 
which a local agency or school district is required to incur 
after July 1, 1980, as a result of any statute· enacted on or after 

·January 1, 1975, or any executive order implementing any 
· statute enacted on or after January 1, 1975, which mandates a 

new program or higher level of service of an existing program 
within the. meaning of Section 6 of Article XIIl B of the 
California Constitution." 

There is nothing in the language of the statute regarding the authority to 
charge a fee; any nexus of fee revenue to increased cost, nor any 
~guage which describes the legal effect offees collected. 

Government Code Section 17556 . 

The Cb~troller relies upon Governinent Code Section 17556 for the 
conclusion that ''the COSM. shall not fmd costs mandated by the State 
if the school· district has the authority to levy fees to pay for the 
mandated program or increased level of service." Government Code 
Section 175?6 as last amended by Chapter 589/89 actually states: 

"The commission shall not find costs mandated'by the· state; as 
defined iif"Section 17514; iii any claim submitted by a local-··· 
agency or school district, if after a hearing, the commission 
finds that: ; .. 

(d) The focal agency or school .district has the authority to levy 
service· charges, fees; or assessments sufficient to pay for the 
mandated program or increased level of service .... " 

The Controller misrepresents the law. Government Code Section 17556 
prohibits the Commission on State.Mandates from fmding costs subject 
to reimbursement,· that is approving a test claim activity for 
reimbursement, where the authority to levy fees in an amount sufficient 
to offset the . entire mandated costs. Here, the Commission has already 
approved the test claim and made a finding of a new program or higher 
level of service for which the claimants do not have the ability to levy a 
fee in an amount sufficient to offset the entire mandated costs. 
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V Camino Community College District Health Fee Elimination Program 

' 
~ING4- ·. f :;:ated ~"_ttlilg . 
-~ 

·J 
.. .., 

1 
-~ 

ENROLLMENT AND EXEMPTED ~TUDENTS 

The Controller adjusted the reported total student enrollment and 
reported number of exempt students based .on data requested during the 
audit from the office of the Chancellor of the Community Colleges. 
The information obtained from the Chancellor's office is based on 
information provided by the District. The Controller lfas not provided 
any factual basis why the Chancellor's data, subject to review and 
revision for several years, is preferable to the data reported by the 
District which was available at the time the claims were prepared. · 

SCO's Comment 

The finding and recommendation remain unchanged. 

The district is incorrect when· it states that we used student enrollment 
and Board of Governors Grants (BOGG) waiver counts based on data 
from the office of Chancellor of the Community Colleges. As mentioned 
above, the district did not use the actual number of student counts and 
.BOGG waiver counts in its reporting of the health fee· revenue. We 
recalculated the authorized health fees the district was authorized to 
collect using the district's Student Enrollment Reports and the BOGG 
Detail .Reports dated January 2005 t}lrough March 2005. 

We agree that community college districts may choose not to levy ·a 
health service.fee. This is iiue even if Education Code Section 76355 
provides the districts with the authority to levy such fees. However, the 
effect of not. imposing the. health service fee is that the related health 
service costs do not meet the requirement for mandated costs as defined 
by Government Code Section 17514. Health service costs recoverable 
through authorized fees are not costs that the district is required to incur. 
Government Code Section 17556 states that COSM shall not find costs 
mandated by the State as defined in Government Code Section 17514 if 
the district has authority to· levy fees to pay for mandated program or 
increased levelof service. · · 

For FY 2000-01, the district understated offsetting revenue by $2,355 
. because it did not reduce claimed health services costs and related health 
. .. ··services revenues r.ecorded in revenue account 8890. 

Parameters and Guidelines specifies that any offsetting savings or 
reimbursements received by the district from any source as a result of the 
mandate must be identified and deducted so that only net district health 
services costs are claimed. 

Recommendation 

We recommend the district ensure all applicable revenues are offset on 
its claims against its mandated program costs. 

District's Response 

The pistrict is not disputing this adjustment at this time. 

SCO's Comment 

The finding and recommendation remain unchanged. 
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mino Community College District Health Fee Elimination Program 

IER ISSUE- The district's response included comments regarding our authority to 
11te of limitations audit costs claimed for FY 2000-01 and FY 2001-02. 

District's Response 

The District's Fiscal Year 2000-01 claim was mailed to the Controller 
on January 14, 2002. The District's Fiscal Year 2001~02 claim was 
mailed to the Controller on· December 30, 2002. The draft audit report 
is dated July 13, 2005. According to Government Code Section 
17558.5, these claims were subject to audit no later than December 31, 
2004. The audit was not completed by this date. Therefore, the 
proposed audit adjustments for FY 2000-01 and FY 2001-02 are barred 
by the statute of limitations set forth in Government Code Section 
17558.5. . 

The District requests that the audit report be changed to comply with 
the appropriate application of the Government Code concerning audits 

· ofmandate.claims. 

SCO's Comment 

We disagree with the district's assertion that the audit and the related 
adjustment of the claims are barred by the statute of limitations. 
Government Code Section 17558.5(a), in effect during the audit period, 
states that district's reimbursement claim is subject to an audit no later 

· than two years after the end of the calendar year in which the claim is 
filed or last amended. The claims were filed in January 2002 and 
December 2002, respectively. On December 2, 2004, we made phone 
contact with the district's business manager and sent a follow-up letter 
dated December 9, 2004, wherein we agreed to delay the start of the 
audit until January 5, 2005. fu both the phone call and the letter, we 
clearly stated .that the a11:dit would include the claims filed in the 2002 
calendar year. This audit was initiated prior to the statutory deadline of 
December 2004 in which to commence an audit. 
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· '~Jt~~~r.:~{~au · · ···· 
. Ca:lifarpia State.:Controller 
r>ivisiOh·of Audits· .' 
P.O. B-ox 9428-50 
Sacramen~. CA-:94ZS0-58·14 

Re: Chapter l, Statutes o:t' 1'984 
Health Fee Efun;inatiop. 
State Controller's Audit 

. Fiscal Y~ars: 2000-01, 2001-07 ~d~OOi-03. 
. . .. .,. . . . ·: ·. .. . . . 

~Mt. Spa.tic:i: 

:• . ·;· .... ··:- ... ···.;.'•. 

. . . 

' .·. --·····.· .. : . 

·This 1~~ is,:~·re8ppnse .o(the,El Camino Community:Coll~se !;)~~ct to the.letter .to Presid~nt· 
-Thomas I\.L Fallo,'EdD, from Vincent P. Brown, CbiefOperatln'g O~cei,$tate Qontroller's .·.· 
Office, ·dated July13, :200S; and received.by the Dis1rict on.July ;26, 2005, which enclosed a· draft 
copy oftbeState Controlle:r' s Office audit report ·of the District's Health Fee Elimination c)aims. 
for the period of July 1, 2000 through June 30, 2003. · · · · .. · . · 

Fi11illng 1 .: O:verstate.d:s~aryr benefits, and· indirect costs . .· . ..·· .. . . . .. . . . 

The District-is ·not disputing this adjustment attbis time. 

Fmd~g 2 - Overstated indir-ect·cost rates 

· The C0n.ttruller asserts that the indirect cast. method used. b.Y theDistrictwas-inappropria,te-since·-· 
it was n:ot,a cost·~Y specili.Qall¥ apprmred by. the fbd~al gPven.uri-ent .. ·~The parameters and 
guidelines do ·not require that.illdireci·costs ·be.c~ed-inJhe ttWliler ·desQ:j.bed.by·tbe 
.Contr~!~· Tlw parameters and:gti.i¢elines for fl~(h· F~~··E~Oi;i.:(~ 'last ~eniied oJ?.·May · 
25, 1989) state that "Indirect costs may be' claimed inthernantier des.cribed 'by.the Contr-oller in 
his claiming instructions." The parameters.and guidelines do not require that indirect costs be 
claimed in. the manner, descn'bed by the Controller. 
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11/04/2005 09:17 3106603798 ACCOUNTING 

STEVE WESTLY iil~,40 

'· aialif1trnitt ffe'tate C!htntrL1.Ur.r 
2005 18127 

.IH&isiun nf )\.rcJ.Tuntin.\,l anh 31lepat'tittg 
' OCTOBER 21'; Z005 

BOARD OF TRUSTEES 
EL CAMINO COHH COLL DIST 
LOS ANGELES COUNTY 
16007 CRENSHAW BLVD 
TORRANCE CA 90506 

DEAR CLAIMANT 1 

RE: HEALTH FEE ELIMINATION (CC) 

PAGE 02 

WE MAYE REVIEWED YOUR 2001/2002 FISCAL YEA~ REIHBURSEHENT CLAIM FOR 
THE MANDATED COST PROGRAM REFERENCED ABOVE. THE RESULTS OF OUR 

·~- ...... .RE.UEH.AB.E....AS...EOI.LDWS-a . . _ . . . .. ·--- ......... -........ .. __ .. ·--· ·---·--·-- .... --· 

AMOUNT CLAIMED 167 ,511. 00 

ADJUSTMENT TO CLAIM: 

FIELD AUDIT FlNDlNGS 167, 511, OU 

PRIOR PYMT TO/FR ANOTHER PGM 35~266. 00 

TOT AL ADJUSTMENTS Z02r777.00 

AMOUNT DUE STATE $ 3.5~266.00 
-~~!::::;;:iiiii==··!I!!!~~~::::; 

PLEASE REMIT A WARRANT lN THE AMOUNT OF $ 35,266. 00 WITHIN 30 
DAYS FROH THE.DATE OF THIS LETTER, PAYABLE TO THE STATE CONTROLLER'S 
OF~ICE, DIVISION OF ACCOUNTING AND REPORTING, P.O. BOX 9428.50, 
SACRAHENTO, CA 94Z50-5875 WITH A COPY OF THIS LETTER. FAILURE TO 
REMIT THE AMOUNT DUE WILL RESULT lN OUR DFFlCE PROCEEDING TO OFFSET 
THE AMOUNT FROM THE NEXT PAYMENTS DUE TO YOUR AGENCY FOR STATE 
HANDATED COST PROGRAMS. 

lF YOU HAVE ANY QUESTIONS, PLEASE CONTACT ALEXIS LIAKOS 
AT (916) 32.$-0698 OR IN WRITING AT THE ABOVE ADDRESS. 

SINCERELY~ 

A·~. 
Gl~RUMMELS, MANAGER 

LOCAL REIMBURSEMENT SECTION 
P.D. BOX 942850 SACRAHENTO, CA 94250-5!75 77



::!111bbl1::1 l':H::I ACCUUNl!N{.:;i 

STEVE WESTLY iiH;40 

·. . <ltalifnrnia ~hdt C!ILt.tttr.n.lfor 2005 
l0/

27 

~i&isiun of )\rcttuttfing anb: .lRrp.ar.fing 
OCTOBER 27, 2005 

BOARD OF fRUSTEES 
El CAHlND COMM COLL DIST 
LOS ANGELES CD.UNTY 
16007 CRENSHAW BLVD 
TORRANCE CA 90506 

DEAR CLAlt1ANTt 

RE1 HEAL TH FEE ELIMINATION (CC) 

WE HAVE REVIEWED YOUR Z000/2001 FISCAL YEAR REIMBURSEHENl CLAIM FOR 
THE HANDATED COST PROGRAM REFERENCED ABOVE. THE RESULTS OF DUR 

_.REV.IEW ARE AS FDL.LOWSa . 

AMOUNT CLAIMED 137,923.00 

ADJUSTMENT TO CLAIH1 

FIELD AUDIT FINDINGS 97,894.00 

PRIOR PYMT TO/FR ANOTHER POM 54,835.00 

TOTAL ADJUSTMENTS 152,729.00 

AMOUNT DUE STATE 14,806.00 

PLEASE REMIT A WARRANT IN THE AMOUNT OF $ 14,806, 00 WITHIN 30 
DAYS FROM THE l>ATE OF THIS LETTER, PAYABLE TO THE STATS CONTROLLER'S 
OFFICE, DIVISION OF ACCOUNlING AND REPORTING, P. 0. BOX 942850, 
SACRAMENTO, CA 94250-5875 WITH A COPY OF THIS LETTER. FAILURE TO 
REHIT THE AHOUNT DUE WILL RESULT IN OUR OFFICE PROCEEDING TD OFFSET 
THE AHOUNT FROM THE N£Xf PAYMENTS DUE TO YOUR AGENCY FOR STATE 
MANDATED COST PROGRAMS. 

IF YOU HAVE ANY QUESTIONS, PLEASE CONTACT ALEXIS LIAKOS 
AT C916) 323~0698 OR IN WRITING AT THE ABOVE ADDRESS. 

~· 

SINCEREl Y, 

J·~ GI~RUMMELS, MANAGER 

•,.;. 

LOCAL REIMBURSEMENT SECTION 
P.O. BOX 942850 SACRAMENTO, CA 94250-5875 
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· ~~Y 26,.zoos 

· · · '~~~~~r.:~~~!au · · .... 
. Califer:Pi-ii State;Controller . 
·Divisiah·of Aludits· : 
P .o. 13-ex 942s-so 
Sacramen!O. CA"94-ZS0,.58·14 . . ' .. 

. .. ·. 

Re: d.q,ter 1 ~ Stamtes of 1984; 
Health Fee< Eli.n'iirui.tioh 
State Controller's Audit 

· Fiscal Y !'ais: 20M-O l 1 2001-07 ~d ZOOi-03 . 
. . . . ' . . . . : ·. .. . 

·~. I ' , ':' ', , 1;" ' , , •' '~ /I , 

. . . . 

.·. ·-·····."., : . 

·This 1~~.is:~~r~Sppns~.o(the:El Camino Connnunity:C::olle~e p~~~ct to jheletter.to ·Pn:sid~t: 
·Thomas :M .. Fallo;. Ed.D, frotiiVincent P.Jh:ciwn, .ChlefQperathig Officer, State Controller.'s· , , · .. 
Office;c·d,ated July-13~ 20:05; atid.reeeived,byf,b.e·Distri.ct.on;July 26,,ZOOS;. whiclr~encfosed a.draft 
copy. of.tbeBtate Controller! s Office audit.repo.rt·of the-District' s;Health:F ee·Elimination claims. 
for the.period of:July l, 2000 through:June 30; 2:003, · ·· ·. · · · 

Fiajliug l.: Q.~rs:t~te.d:saJ?rYt benefits, and. lndireet costs . . . . . .. -~. . . ~ . . . . . .~ ' . . ., . . 

The District is ·:not disputing this adjwrtrilentattthis time. 

Fm~g 2 -'Overstated indir'ecf cost ratu 
. . . . . 

· The Coottt~ll~]l~se.rrs-tJ:i.~tthe'indirect"cost:method":USed~bY.~tlwE>ismct·was'in:approp~te-sitice·--· 
. it '?faS-"E:ot;a cost-stndy sperii&.~y·appi:M"e<f by;:the"tbdtt"W'gp:Venuiieilt~ ~ f7he:parameters arid.·· 
.guidelines. dcniot. require tli~tJndirecf:-c.osts:'b6'.c~ed'indfie_tnana.erdbScrj.be(f [iy::the'. ._ .. :. _ . 
._contro~l~. Tue parmeters and;gti.i~e~es .fur M'.tf,aQrF~·Efuniiiati~{~'last i,tmenaed crt;i:May 
25, 1'~i8'9) state that "Indirect costs may oe claimeel in .the ma,n1ler .des.cribe:d ·by.the Controller in 
his claiming instructions. 11 The parameters.and guidelines do not require that indirect costs be 
claimed in the manner. desen'bed by the Controller. · . . 

t"I. 
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, CALiFORNIA COMMUNITY COLLEGES 
CHA!'-1£Ei.!..QR!S~~¥;eE --
1102 Q smEi:r 
SACRAMENTO, CA 95614·6511 
(916) 445-8752 
HTTP:/IWWW.CCCCO.EOU 

March 5, 2001 

To; 

From: 

Subject: 

-superintendents/Presidents 
Chief Business ,Officers 
Chief Student Services Officers 
Health Services Program Directors 
Financial Aid Officers -
Admissions and Records Officers 
Extended Opportunity Program Directors 

Thomas J. Nussbaum 
Chancellor · 

Student Health Fee Increase 

Education Code Section 76355 provides the governing board of a community college 
district the option of increasing the student health services fee by the same percentage 
as the increase in the Implicit Price Deflator for State and Local Government Purchase 
of Goods and Services. Whenever that calculation produces an increase of one dollar 
above the existing fee, the fee may be increased by $1,00. 

Based on calculations by the Financial, Economic, and Demographic Unit in the 
Department of Finance, the Implicit Price' Deflater Index .has now increased enough 
since the last fee increase of March 1997 to support a one dollar increase In the student 

-heaflh fees. Effective with the Summer Session of 2001, districts may begin charging a 
maximum fee of $12.00 per semester, $9.00 for summer session, $9.00 for each 
intersession of at least four weeks, or $9.00 for each quarter. 

For part-time students, the governing board shall decide the amount of the fee, if any, 
that the student is required to pay. The governing board rnay decide whether the fee 
shall be mandatory or optional. 

The governing board operating a health services program must have rules that exempt 
the following students from any health services fee: 

• Students who depend exclusively upon prayer for healing In accordance with the 
teachings of a bona fide religious sect, denomination, or organization. 
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• Students who are attending a community coUege under an approved ·apprenticeship 
training program. 

• Students who receive Board of Governors Enrollment Fee Waivers, including 
students who demonstrate financial need in accordance with the methodology set 
forth in federal law or regulation for determining the expected family contribution of 
students seeking financial aid and students who demonstrate eligibility according to 
income standards established by the board of governors and contained in Section 
58620 of Title 5 of the California Code of Regulations. 

All fees collected pursuant to this section shall be deposited in the Student Health Fee. 
Account in the Restricted General Fund of the district. These fees shall be expended. 
only to provide health services as specified in regulations adopted by the board of 
governors. Allowable expenditures include health supervision and services, including 
direct or indirect medical and hospitalization services, or the operation of a student 
health center or centers, or both. Allowable expenditures exclude athletic-related 
salaries, services, insurance, insurance deductibles, or any other expense that is not 
available to all students. No studenrshall be denied a service supported by student 
health fee on account of participation in athletic programs. 

If you•have any questions about this memo or about student health services, please 
contact Mary Gill, Dean, Enrollment Management Unit at 916.323.5951. If you have 
any_ questions about the fee increase or the underlying calculations, please contact 
Patrick Ryan in Fiscal Services Unit at 916.327.6223. 

CC: Patrick J. Lenz 
Ralph Black 
Judith R. James 
Frederick E. Harris 

1:\Fisc/FiscUniV01 StudentHealthFees/01 IStuHealthFees.doc 
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1 DECLARATION OF PAMELA FEES 

2 EL CAMINO COMMUNITY COLLEGE DISTRICT 

3 BEFORE THE COMMISSION ON STATE MANDATES 

4 INCORRECT REDUCTION CLAIM OF El Camino Community College District 

5 RE: Health Fee Elimination Annual Reimbursement Claims: 

6 Fiscal Years 2000-01, 2001-02, 2002-03 

7 I, Pamela Fees, the undersigned, declare: 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

1. 

2. 

3. 

4. 

5. 

6. 

I am over the age of 18 and otherwise competent to testify in any court or 

administrative proceeding. 

I am the Business Manager for El Camino Community College District. 

I have been employed by the District since August 1998. 

On Thursday, December 2, 2004, I received a telephone call from Janny Chan, 

an auditor employed by the State Controller's Office. Ms. Chan requested to 

schedule an entrance conference during the week beginning December 6, 2004, 

to commence the audit of the above referenced annual reimbursement claims for 

the Health Fee Elimination mandate program. I stated to Ms. Chan that I would 

need to first contact the appropriate District staff to determine their availability. 

On Thursday, December 2, 2004, I made a phone call to Ms. Chan, in which I 

stated I was attempting to schedule a meeting time on December 8, or 9, 2004. 

On Monday, December 6, 2004, I left a voice mail message with Ms. Chan 

stating that the District staff was available for an entrance conference at 2:30 

p.m. on December 9, 2004. 

1 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

DECLARATION OF PAMELA FEES 
INCORRECT REDUCTION CLAIM OF 
EL CAMINO COMMUNITY COLLEGE DISTRICT 

7. On Tuesday, December 7, 2004, I received a telephone call from Ms. Chan in 

which she stated that her supervisor was not available to attend the entrance 

conference on December 9, 2004. During this phone contact, Ms. Chan then 

requested the entrance conference to be conducted on January 5, 2005. During 

this phone contact, I agreed to the change of date. 

8. On Tuesday, December 7, 2004, I received an e-mail from Ms. Chan confirming 

the results of the phone call. The e-mail asked me to provide a letter to her 

supervisor stating that the entrance conference was "postponed" to January 5, 

2005. This e-mail is dated December 7, 2004, and is attached as Exhibit 1. 

9. On Tuesday, December 7, 2004, I prepared the memo requested by Ms. Chan 

and faxed it to her at the telephone number Ms. Chan provided in the e-mail. 

This memo is dated December 7, 2004, and attached as Exhibit 2. 

13 10. On Wednesday, December 8, 2004, I received an e-mail from Ms. Chan in 

14 which she requested that I provide a "formal letter (instead of a memo) to Art 

15 Luna, SCO audit manager" regarding the "postponement" of the entrance 

16 conference. This e-mail is dated December 8, 2004, and attached as Exhibit 3. 

17 11. On Wednesday, December 8, 2004, I prepared the letter requested by Ms. Chan 

18 and faxed it to her at the telephone number Ms. Chan provided. This letter is 

19 dated December 8, 2004, and attached as Exhibit 4. 

20 12. On Thursday, December 9, 2004, I received by fax a letter dated December 9, 

21 2004, from Art Luna, Audit Manager, which confirmed the entrance conference 

2 
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DECLARATION OF PAMELA FEES 
INCORRECT REDUCTION CLAIM OF 
EL CAMINO COMMUNITY COLLEGE DISTRICT 

date of January 5, 2005. In the letter, Mr. Luna stated that the delay of the 

entrance conference date was due to the unavailability of District staff. His 

statement is in direct contradiction of all previous district communication and 

correspondence. The letter is attached as Exhibit 5. 

The foregoing facts are known to me personally and, if so required, I could testify 

to the statements made herein. I hereby declare under penalty of perjury under the 

laws of the State of California that the foregoing is true and correct except where stated 

. upon information or belief and that the attached exhibits are true and correct copies of 

the correspondence of the parties. 
"\) f\J 'fL e• 

EXECUTED this c-<. I day of February 2006, at Torrance, Californifi. 

Pamela Fees 

3 
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Fees, Pamela 

From: 
Sent: 
To: 
Cc: 
Subject: 

Hi Pamela 

jchan@sco.ca.gov 
Tuesday, December 07, 2004 2:37 PM 
Fees, Pamela 
aluna@sco.ca.gov 
Entrance Conference 

Per our phone conversation today at 2: 25 p. m. ·' the entrance conference for 
Thursday, December 9 is re-scheduled for January 5, 2005. 

In addition, you will provide me a letter stating the entrance conference is 
postponed from December 9, 2004 to January 5, 2005. 

Please fax a copy to: (310) 342-5670 

·and send the original letter to 

Suite 1000 

90230 

Thank you. 

Janny Chan 
(310) 665-1650 

State Controller's Office 
Division of Audits 
600 Corporate Pointe, 

Culver City, California 

Attention: Janny Chan 

1 
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EL CAMINO COMMUNITY COLLEGE DISTRICT 

December 7, 2004 

To: 

FAX No. 
Tele No. 

From: 

Telephone No. 
FAX No. 

16007 Crenshaw Blvd., Torrance, CA 90506 

Janny Chan 
State Controller's Office 
Division of Audits 

(310) 342-5670 
(310) 665-1650 

Pamela Fee#
Business Manager 

(310) 660-3110 
(31 O) 660-3798 

Pages transmitted (including cover page): 1 

Re: Health Elimination Fee Audit 

In your call to me the morning of December 2, 2004, you asked that I meet with you for 
an entrance conference the week· of December 6. You indicated Tuesday-Friday after 
1 :30 would be good times to consider for the 1 hour meeting. · 

I called you back later that day to let you know I would not be working December 3 but 
was checking with staff to determine if December 8 or 9 would be available. 

I confirmed with them Monday that December 9 at 2:30 would be fine and I left you a 
voice message the morning of December 6. 

You called today to let me know your boss wasn't available the afternoon of December 
9, even if I moved up our meeting time to 12:30, therefore you couldn't accept that date. 

At your suggestion we selected a date in January to conduct the entrance conference. 
At this time it is scheduled for Wednesday, January 5, 2005, at 10:30 a.m. 

We will prepare a parking permit and map indicating the location of the meeting at El 
Camino College and mail it to you. 
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Fees, Pamela 

From: 
Sent: 
To: 
Subject: 

Hi Pamela 

jchan@sco.ca.gov 
Wednesday, December 08, 2004 12:08 PM 
Fees, Pamela 
entrance conference 

Please fax a formal letter (instead of a memo) to Art Luna, SCO audit 
manager, stating that an entrance conference for December 9 is postponed to 
January 5, 2005. 

Call me if you have questions. 

Janny Chan 
State Auditor 
(310) 665-1650 

FAX (310) 342-5670 

1 
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·-- ·~----~···--------.-··-··,-·-----~------~-------·-~·----·-------~~~-

EL CAMINO COMMUNITY COLLEGE DISTRICT 

December 8, 2004 

To: 

FAX No. 
Tele No. 

From: 

Telephone No. 
FAX No. 

16007 Crenshaw Blvd., Torrance, CA 90506 

Janny Chan 
State Controller's Office 
Division of Audits 

(310) 342-5670 
(310) 665-1650 

Pamela Feesg?/-
Business Manager 

(310) 660-3110 
(310) 660-3798 

Pages transmitted (including cover page): 2 

Re: Health Fee Elimination Audit 

I have attached a formal letter to Art Luna, per your request, indicating our agreed upon 
meeting date of January 5, 2005. 
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EL CAMINO COMMUNITY COLLEGE DISTRICT 

December 8, 2004 

Art Luna 

16007 Crenshaw Boulevard Torrance, California 90506-0001 
Telephone (310)532-3670or1-877-ECAMINO 

State Controller's Office 
Division of Audits 
600 Corporate Pointe, Suite 1000 
Culver City, CA 90230 

Dear Mr. Luna: 

Per my conversation with J anny Chan yesterday, I understand the original entrance 
conference date and time (December 9, 2004 at 2:30) I had suggested to discuss the 
Health Fee Elimination was a time at which you are unavailable. 

I confirmed this in a fax to J anny yesterday in a memo form and am now formalizing it in 
a letter to you. 

Therefore we have scheduled the meeting for January 5, 2005, at 10:30 a.m. I will 
prepare a parking permit and map indicating the location of the meeting at El Camino 
College and mail it to Janny. 

Sincerely, 

Pamela Fees 
Business Manager 

95



------------- ---·--. -- --- - --- -- -------- ------ --- --- --· ---·------- ...-----~-- - --- -- ~--·- ---· --·- -- - ---·-:-+--.......... ----· ·------·--- ·---- - --- --- - - -

Dr. Thomas M. Fallo 
President I Superintendent 

STEVE WESTLY 
'1Ialifnrnm ~taie (!lontrnU.er 

December 9., 2004 

·El Camino Commumty College District 
16007 Crenshaw Blvd 
Torrance~ CA 90506 

Dear Dr. Fallo: 

This letter confirms that State Controller's Office has scheduled an audit of El Camino 
CommunitY. College District's legislatively mandated Health Fee Elimination Program cost 
claims filed for fiscal· year (FY) 2000-01, FY 2001-02, and FY 2002-03. Government Code 
Section 17558.5 provides the authority for this audit. 

In a telephone conversation on Thursday, December 2, 2004, Janny Chan, SCO Auditor-in
Charge, asked to begin the audit this month. However, due to the unavailability of appropriate 
district personnel, Pamela Fees, Business Manager, requested that the audit commence on 
January 5, 2005, at 10:30 a.m. The entrance conference will be held at El Camino, Community 
College District; 16007 Crenshaw, Torrance, California 90506. 

Please furnish working accommodations for and provide the necessary records (see the 
Attachment) to the audit staff. . . 

If you have any questions, please call me at (310) 342-5639. 

Audit Manager 
Compliance Audits Bureau 
Division of Audits 

-AL:th 

Attachment 

MAILING ADDRESS P.O. Box 942850, Sacramento, CA 94250-5874 
SACRAMENTO 300 Capitol Mall, Suite 518, Sacramento, CA 95814 (916) 324-8907 96



Dr. Thomas M. Fallo· 

cc: Pamela Fees, Business Manager 
El Camino Community District 

Jim L. Spano, Chief 
Compliance Audits Bureau 
Division of Audits 
State Controller's Office 

Ginny Brummels, Manager 
·Division of Accounting and Reporting 
State Controller's Office 

Janny Chan 
Auditor-in-Charge 
Division of Audits 
State Controller's Office 

-2- December 9, 2004 
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State of California School Mandated Cost Manual 

CLAIM FOR PAYMENT 
Pursuant to Government Code Section 17561 

HEAL TH FEE ELIMINATION 

(01) Claimant Identification Number: 
819140 

137,923 L (02) Mailing Address: 0' .. llJ./ 
Ai-.-._,_~--,..,..-~~~~~~~~~~~~~~~_..;,....,__,,..+1-.=-~~-1-~,.,......~~~~~~-+-~~~~~--1 
B Claimant Name 
E El Camino Communit 
L County of Location 

Los An eles 
H Street Address 
· E 16007 Crenshaw Blvd 
R City State 
E Torrance CA 

. Type of Claim Estimated Claim 

Zip Code 
90506-3110 

Reimbursement Claim 

(03) Estimated [E] (09) Reimbursement [E] 

(04) Combined D (10) Combined D 
(05) Amended D (11) Amended D 

Fiscal Year of 
Cost 
Total Claimed 
Amount 

(06) 
2001-2002 

(07) 
. $ 151,000 

Less: 10% l,.ate Penalty, but not to exceed 
$1000 • 
Less: Estimate Claim Payment Received 

Net Claimed Amount 

Due from State 

Due to State 

(38) CERTIFICATION OF CLAIM 

(12) 

{13) 
$ 
(14) 
$ 
(15) 
$ 
{16) 
$ 
(17) 
$ 
{18) 
$ 

(31) 
2000-2001 

(32) 
. 137,923 

. {33) 

(34) 
54,835 

(35) 
83,088 

{36) 
83,088 

(37) 

.In accordance with the· provisions of Governinent Code Sl;lction 1 '7561; I certify that 1. arri· the person authorized by the local agency to file 
claims with the State of California for costs mandated by Chapter 309," Statutes of 1995, and certify under penalty of perjury that I h.ave 
not violated any of the provisions of Government Code Sections 1090 to 1096, inclusive. · 

I further certify that there was no application other than from the claimant, nor any grant or payment received, for. reimbursement of costs 
claimed herein; and such costs are for a new program or increased level of services of an existing program mandated by Chapter 309, 
Statutes of 1995. 

The amounts for Estimated Claim and/or Reimbursement Claim are hereby claimed from the State for payment of estimated and/or actual 
costs for the mandated program of Chapter 309, Statutes of 1995, set forth on the attached statements. 

Signature of Authorized Representative 

~~ 
Pamela Fees 
Type or Print Name 

(39) Name of Contact Person or Claim 
SixTen & Associates 

Form FAM'-27 (Revised 9/97) 

Fife Cop 

Date 

Business Mana er 
Title 

Telephone Number 
(858) 514-8605 

Chapters 1/84 and 1118/87 99



CONiROt.U!R OF r..t.l!FORN!A 
P.O. a~x q4z,,o. S~CPAM!N~~. CALlPO~NtA 94250 

THIS REMITTANC~ 4.UVICE IS FOR INFORMATION P ~POSE ONLY. 
THS WA~R~NT COVERIN~ THE A~CUNT SHOWN W!ll E ~AILED 
OIRE~TLY TO THE .PAYEE. 

~nl~D o~ T0usr~es 
~L CA~!~" ~~M~ ~~l ~I~~ 
LOS ANGELES COUNTY 
1~nn? C~~NSH~W !LVD 
:~?~ANCE CA ~¢506 

- PAV€E: T~EAStJ~S~,. ~l CA~I1'111 COM~ COL T\Jc;t 

\ 
\ 

\ 
\ 

FUND NtME: ~EtteRAL FUNO . 

ISSUE nA~E: 03/08/2001 

P.~1M~U~S~M€NT OF STATE M4NO~T~D COSTS 
IF YOU HAVE •NY QUESTIOUS CALL NIEMAN{) QUl)!i! 
.ACL : ~;t70-2(i5-0001 PP.!)r; ~ HE·~l Tff FEE. 
ZOC0/2001 £STtfll·ATE'!l P4V~E'Nf C.L.Ail1"ED A 
TOTAL ADJUSTMF.NTSt 
1'l;!TA l ~ ?PP.OVFD CtA!MF.l' ,01Tt 
LflS P~!0~ PftYUF~T5: 
PRORATa "'~~CitNTt ,~.~!-027'i 
P~r.P~TA ~~LANCF nuE: 
APPP.QVE'D .· PAYM€~T AMOUf-!Tf 
PA'1'fA~NT -OFFSl=TS -Nntf~ 

AT (916) 323-013t 
Lt"MtN Alt ON CH 1 /; 
t: 190,000.oc 

.or 
100.000.0< 

.o( 

1 3 e; ~ 1 6 C1 • 0( 
54, 6-'~.oc 
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State Controller's Office School Mandated Cost Manual 

MANDATED COSTS 

HEALTH FEE ELIMINATION 
FORM 

HFE•1.0 
. CLAIM SUMMARY 

{Qfillaimant: {02) Type of Claim: Fiscal Year 

Claimant Name Reimbursement I x I 
El Camino Community College District Estimated I I 2000-2001 

(03) List all the colleges of the community college district identified in form HFE-1.1, line (03) 

(a) 
(b) 

Claimed 
Name of College 

Amount 

1. El Camino Community College $ 137,923.35 

2. $ -

3. $ -
4. $ -

5. $ -

6. 
. $ -

7. $ -
8. $ -

9. $ -

10. $ -

11. $ -

12. $ -

13. $ -

14. $ -

15. $ -

16. $ -

17. $ -
. 

18. $ -

19 .. $ -

20. $ -.. 

21. $ -

(04) Total Amount Claimed . [Line (3.1b) +line (3.2b) +line (3.3b) + ... line (3.21b)) $ 137,923 
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State Controller's Office School Mandated Cost Manual 

MANDATED COSTS 

HEAL TH FEE ELIMINATION 
FORM 

HFE-1.1 

CLAIM SUMMARY 

(01) Claimant: {02) Type of Claim: Fiscal Year 

ReimbursementW 

El Camino Community College District Estimated D 2000-2001 

(03) Name of College El Camino Community College 

(04) Indicate with a check mark, the level at which health services were provided during the fiscal year of reimbursement in comparison to the 1986/87 fiscal 
year. If the "Less" box is checked, STOP, do not complete the form. No reimbursement is allowed. 

LESS SAME MORE 

.D I x I D 
Direct Cost Indirect Cost of: Total 

32.96% 

(05) Co~t of Health.Services for the Fiscal year of Claim $ 372,049 $ 122,627 $ 494,676 

(06} Cost of providing current fiscal year health services which are in excess of the 
$ - $ - $ -level provided in 1986/87 

(07) Cost of providing current fiscal year health services at the 1986/87 level $ 372,049 $ 122,627 $ 494,676 
[Line (05) - line (06)] 

(08) Complete Columns (a) through (g) to provide detail data for health fees 

(a) (b) (c) (d) (e) (f) (g) 

Period for which health fees were 
Unit Cost for 

Full-time 
Unit Cost for 

Part-time 
Student Health 

Number of Number of Full-time Part-time Fees That Could 

collected Full-time Part-time Student per 
Student 

Student per 
Student 

Have Been 
Health Fees Health Fees 

Students Students Educ. Code 
(a)x(c) 

Educ. Code 
(b) x (e) 

Collected 
§ 76355 § 76355 (d) + {f) 

4,330 14,025 $ 10.00 $ 43,300 
1. Per fall semester 

$ 10.00 $ 140,250 $ 183,550 

3,103 12,858 $ 10.00 $ 31,030 
2. Per sprinQ semester 

$ 10.00 $ 128,580 $ 159,610 

503 12,691 - $ - .. $ - $- -
3. Per summer session 

$ -
4. Per first auarter 

$ - $ -

$ - $ - $ -
5. Per second auarter 

$ - $ - $ -
6. Per third quarter 

(09) Total health fee that could have been collected [Line (8.1 g) + (8.2g) + ......... (8.6g)] 
$ 343,160 

(1 O) Sub-total [Line (07) • line (09)] 
$ 151,516 

Cost Reduction 
(11) Less: Offsettina Savinas, if aoolicable $ -
(12) Less: Other Reimbursements, if armlicable $ 13,593.00 

{13) Total Amount Claimed [Line (1 O) - {line (11) + line (12)}] 
$ 137,923 
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State of California Sch' · Mandated Cost Manual 

MANDATED COSTS 
HEALTH FEE ELIMINATION FORM 

COMPONENT/ACTIVITY COST DETAIL HFE-2.1 

(01) Claimant Fiscal Year 

El Camino Community College District 2000-2001 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health (a) (b) 
Service was provided by student health service fees for the indicated fiscal year. FY FY 

1986/87 of Claim 
Accident Reports x x 

Appointments 
College Physician, surgeon x x 
Dermatology, Family practice x x 
Internal Medicine x x 
Outside Physician x x 
Dental Services 
Outside Labs, (X-ray, etc.,) x x 
Psychologist, full services x x 
Cancel/Change Appointments x x 
Registered Nurse x x 
Check Appointments x x 

Assessment, Intervention and Counseling 
Birth Control x x 
Lab Reports x x ' 
Nutrition x x 
Test Results, office x x 
Venereal Disease x x 
Communicable Disease x x 
Upper Respiratory Infection x x 
Eyes, Nose' and Throat x x 
EyeNision ·X x 
Dermatology/Allergy x x 
Gynecology/Pregnancy Service 
Neuralgic x x 
Orthopedic x x 
Genito/Urinary x x 
Dental x x 
Gastro-lntestinal x x 
Stress Counseling x x 
Crisis Intervention x x 
Child Abuse Reporting and Counseling x x 
Sunstance Abuse Identification and Counseling x x 
Eating Disorders x x 
Weight Control x x 
Personal Hygiene x x 
Burnout x x 
Other Medical Problems, list x x 

Examinations, minor illnesses 
Recheck Minor Injury x x 

Health Talks or Fairs, Information 
Sexually Transmitted Disease x x 
Drugs x x 
Acquired Immune Deficiency Syndrome x x 
Child Abuse x x 
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State of California Sch · ~~andated Cost Manual 

MANDATED COSTS 
HEAL TH FEE ELIMINATION FORM 

COMPONENT/ACTIVITY COST DETAIL HFE-2.1 

(01 ) Claimant Fiscal Year 

El Camino Community College District 2000-2001 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health (a) (b) 
Service was provided by student health service fees for the indicated fiscal year. FY FY 

1986/87 of Claim 

Birth Control/Family Planning x x 
Stop Smoking x x 
Library, Videos and Cassettes x x 

First Aid, Major Emergencies x x 
First Aid, Minor Emergencies· x x 
First Aid Kits, Filled x x 

Immunizations 
Diphtheriaff etanus x x 
Measles/Rubella x x 
Influenza x x 
Information x x 

Insurance 
On Campus Accident 
Voluntary 
Insurance Inquiry/Claim Administration 

Laboratory Tests Done x x 
Inquiry/Interpretation x x 
Pap Smears x x 

Physical Examinations 
Employees 
Students x x 
Athletes x x 

Medications 
Antacids x x 
Antidiarrheal x x 
Aspirin, Tylenol, etc., x x 
Skin Rash Preparations x x 
Eye Drops x x 
Ear Drops x x 
Toothache, oil cloves x x 
Stingkill x x 
Midol, Menstrual Cramps x x 
other, list---> Ibuprofen 

Parking Cards/Elevator Keys 
Tokens 
Return Card/Key 
Parking Inquiry 
Elevator Passes 
Temporary Handicapped Parking Permits 
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State of California 

MANDATED COSTS 
HEALTH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

(01) Claimant 

El Camino Community College District 

(03) Place an "X" in column (a) and/or (b). as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Referrals to Outside Agencies 
Private Medical Doctor 
Health Department 
Clinic 
Dental 
Counseling Centers 
Crisis Centers 
Transitional Living Facilities, battered/homeless women 
Family Planning Facilities 
Other Health Agencies 

Tests 
Blood Pressure 
Hearing 
Tuberculosis 

Reading 
Information 

Vision 
Glucometer 
Urinalysis 
Hemoglobin 
EKG 
Strep A Testing 
PG Testing 
Mohospot 
Hemacult 
Others, list 

Miscellaneous 
Absence Excuses/PE Waiver 
Allergy Injections 
Band aids 
Booklets/Pamphlets 
Dressing Change 
Rest 
Suture Removal 
Temperature 
Weigh 
Information 
Report/Form 
Wart Removal 
Others, list 

Committees 
Safety 
Environmental 
Disaster Planning 
Skin Rash Preparations 
Eye Drops 

Revised 9/97 

Ser · · Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2000-2001 

(a) (b) 
FY FY 

1986/87 of Claim 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 
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State of California School Mandated Cost Manual 
,..::...:.::.:.:~_;_~...:...;.;~~~~~~~~~~~~~~~~~~~~~-...~----...... --"""!'!--~--""'!"-

CLAIM FOR PAYMENT 
Pursuant to Government Code Section 17561 

HEALTH FEE ELIMINATION 

(01) Claimant Identification Number: 
L S19140 

For State Controller Use only 
(19) Program Number 00029 
(20) Date File _/_/_ 

(21) LRS Input _/_/_ 

Reimbursement Claim Data 

A (02) Mailing Address: (22) HFE - 1.0, (04)(b) $ 167,511 

Bi........---"'"'--------------....;_-------4-=-=:---------+-----------; E Claimant Name (23) 
L El Camino Communit 

County of Location .(24) 
H LosAn eles 
E Street Address (25) 
R 16007 Crenshaw Boulevard 
E City State Zip Code (26) 

Torrance CA 90506-0002 
Type of Claim Estimated Claim Reimbursement Claim (27) 

Fiscal Year of 
Cost 
Total Claimed 
Amounr 

(03) Estimated [29 (09) Reimbursement 

(04) Combined 0 (10) Combined 

(05) Amended 0 (11) Amended 

(06) 

(07) 
- . $::" 

(12) 
2002-03 

(13) 
t85;00El . $ 

Less.: 10% Late Penalty, but not to exceed (14) 

IB1 (28) 

D (29) 

D (3o) 

$1000 l-!,$..,...,,,. ________ ...j-,-,....,.,..--~----+-----------1 
Less: Estimate Claim Payment Received (15) 

Net Claimed Amount 

Due from State 

$ 
(16) 
$ 

(08) (17) 
$ 180,000 $ 

~D~u-e~t-o~S~ta~t~e---tmmT!Tml"==rm=r=-rm ~rn .. dµ---'-(1~8-) ______ _.____,i--..,......-------+----------1 
~t"-f 
lfUt $ 

(38) CERTIFICATION OF CLAIM 

In accordance with the provisions of Government Code§ 17561, I certify that I am the officer authorized by the local agency to file claims with the State of 
·California for costs mandated by Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 1987, and certify under penalty of perjury that I have not violated 
any of the provisions of Government Code Sections 1090 to 1096, inclusive. 

I further certify that there was no application other than from the claimant, nor any grant or payment received, for reimbursement of costs claimed herein; and 
such costs are for a new program or increased level of services of an existing program mandated by Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 
1987. 

The amounts for Estimated Claim and/or Reimbursement Claim are hereby claimed from the State for payment of estimated and/or actual costs for the 
mandated program of Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 1987, set forth on the attached statements. 

Date 

Business Mana er 
Type or Print Name Title 
(39) Name of Contact Person or Claim 

Telephone Number ___ .._(8_5_8)._5_1_4_-8_6_0_5 _________ _ 

SixTen and Associates E-Mail Address kbpsixten@aol.com 
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Claimant Name 

El Camino Community College District 

MANDATED COSTS 

HEAL TH FEE ELIMINATION 

CLAIM SUMMARY 

(02) Type of Claim: 
Reimbursement 

Estimated 

x 

School Mandated Cost Manual 

FORM 
HFE-1.0 

Fiscal Year 

2001"2002 

(03) List all the colleges of the community college district identified in form HFE-1.1, line (03) 

(a) 
Name of College 

1. El Camino College 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

(04) Total Amount Claimed [Line (3.1b) +line (3.2b) +line (3.3b) + ... line (3.21b)] 

Revised 9/97 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

(b) 
Claimed 
Amount 

167,511.12 

167,511 

Chapters 1/84 and 1118/87 109



State Controller's Office School Mandated Cost Manual 

MANDATED COSTS 

HEAL TH FEE ELIMINATION 
FORM 

HFE-1.1 
CLAIM SUMMARY 

(01) Claimant: (02) Type of Claim: Fiscal Year 

. Reimbursement W 
El Camino Community College District Estimated D 2001-2002 

(03) Name of College El Camino College 

(04) Indicate with a check mark, the level at which health services were provided during the fiscal year of reimbursement in comparison to the 1986/87 fiscal 
year. If the "Less" box is checked, STOP, do not complete the form. No reimbursement is allowed. 

LESS SAME MORE 

I I I x I D 
Direct Cost Indirect Cost of: Total 

28.63% 

(05) Cost of Health Services for the Fiscal year of Claim $ 403,626 $ 115,558 $ 519,184 

(06) Cost of providing current fiscal year health services which are in excess of the 
$ - $ - $ -· level provided in 1986/87 

(07) Cost of providing current fiscal year health services at the 1986/87 level $ 403,626 $ 115,558 $ 519,184 
[Line (05) - line (06)] 

(08) Complete Columns (a) through (g) to provide detail data for health fees 

(a) (b) (c) (d) (e) (f) (g) 

Period for which health fees were 
Unit Cost for 

Full-time 
Unit Cost for 

Part-time 
Student Health 

Number of Number of Full-time Part-time Fees That Could 

collected Full-time Part-time Student per 
Student 

Student per 
Student 

Have Been 
Health Fees Health Fees 

Students Students Educ. Code 
(a)x(c) 

Educ. Code 
(b)x (e) 

Collected 
§ 76355 § 76355 (d)+ (f) 

2,298 15,445 $ 10.00 $ 22,980 $ 10.00 $ 154,450 $ 177,430 
1. Per fall semester 

1,894 15,272 $ 10.00 $18,940 $ 10.00 $ 152,720 $ 171,660 
2. Per sorino semester 

30 13,942 $ - $ - $ - $ -
3. Per summer session 

$ - $ - $ -
4. Per first quarter 

$ - $ - $ -
5. Per second quarter 

$ - $ - $ -
6. Per third auarter 

(09) Total health fee that could have been collected [Line (8.1 g) + (8.2g) + ......... (8.6g)] 
$ 349,090 

(10) Sub-total [Line (07) - line (09)] 
$ 170,094 

Cost Reduction 
(11) Less: Offsetting Savini:is, if applicable $ -
(12) Less: Other Reimbursements, if applicable $ 2,583 

(13) Total Amount Claimed [Line (10) -{line (11) +line (12))] 
$ 167,511 

Revised 9/97 Chapters 1 /84 and 1118/87 110
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I -, 

EL CA'' ~O COMMUNITY COLLEGE DIST. ';T 
CALt-ULATION OF INDIRECT COST RAl...,,, ft. 11 ()/"'° 1-

FISCAL YEAR ~vi--
2000-2001 . C)- PJI /)4 _) 

REFERENCE DESCRIPTION 2000-2001 

lCCFS Jin 
INSTRUCTIONAL ACTIVITY 

Instructional Costs 

Instructional Salaries 'and Benefits 34,637,085 

Instructional Operatinl!: Exoenses 1,405,525 
Instructional Support Instructional Salaries and Benefits 0 

Auxiliarv Operations Instructional. Salaries and Benefits 112,575 

TOTAL INSTRUCTIONAL COSTS 1 36155 185 

Non-Instructional Costs 

Non-Instructional Salaries and Benefits 2,350,610 

Instructional Admin. Salaries and Benefits 4,749,688 

Instructional Admin. Onerati.nl!: Expenses 1,141,056 

Auxiliarv Classes Non-Inst. Salaries and Benefits 1,605,173 

Auxili•rv _Classes Ooerating Expenses 1,543,211 

TOTAL NON-INSTRUCTIONAL COSTS 2 11389738 

TOTAL INSTRUCTIONAL ACTIVITY COSTS 3 (1+2) 47544923 

DIRECT SUPPORT ACTIVITY 

Direct Support Costs 

Instructional Suooort ServicesNon Inst. Salaries and Benefits 2 068,940 

lnstructiona Support Services Ooeratin11: Exoeenses 279,642 

Admissions and Records 2,372,772 

Counselling and Guidance 3,469,142 

Other Student Services 5,897,480 

TOTAL DIRECT SUPPORT COSTS 4 14087 976 

TOZ:AL lNS.TlW.CTlQN.AL .11.QllYlTY cos.rs. 
M!l.D. DIRE.CT SJJ.PPQ/1T QQJi.rS. 5 (:! + ~! 61632899 -

·. 
Indirect Support Costs 

Ooeration and Maintenance of Plant 7,135,934 

Plannin.11: and Policv Makinl!: . 2,634,424 

General Instructional Support Services 7,872,419 

TOTAL INDIRECT SUPPORT COSTS 6 17 642777 

TOT-dL IN.S.TRU.QI.IQN.AL .d,CTIVITI'. c.osrs. M:J.Jj_ lllRlJ.CT 

S.U.f.ffl.E.T. COS'[S, li/Y.D T.Q:CdL I!i.DlB.ECT SJ!.f PORT COSTS 

(5. ± !!! = IQ:CdL C.QS.:CS. 79275 676 

SUPPQRI CQSIS ALLQCATIQl::i RAIES 
,..--....__ 

Indirect Support Costs Allocation Rate= 'r-- ) Total Tnn;rP"t <lnnnnrto l"'noto 16) I 28.63% 

Total Instructional Activity Costs \ -and Direct Sunnntt Costs (5) 

Direct Support Costs Allocation Rate= 

Total TllrP"t <1nnnn.+ l"'Mto 14) 29.63% 

Total Instructional Activitv Costs (3) 

Total Support Cost Allocation 58.26% 

·-..;; 
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MANDATED COSTS 
HEAL TH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

(01) Claimant 

El Camino Community College District 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Accident Reports . 

Appointments 
College Physician, surgeon 
Dermatology, Family practice 
Internal Medicine 
Outside Physician 
Dental Services 
Outside Labs, (X-ray, etc.,) 
Psychologist, full services 
Cancel/Change Appointments 
Registered Nurse 
Check Appointments 

Assessment, Intervention and Counseling 
Birth Control 
Lab Reports 
Nutrition 
Test Results, office 
Venereal Disease 
Communicable Disease 
Upper Respiratory Infection 
Eyes, Nose and Throat 
EyeNision 
Dermatology/Allergy 
Gynecology/Pregnancy Service 
Neuralgic 
Orthopedic 
Genito/Urinary 
Dental 
Gastro-1 ntestinal 
Stress Counseling 
Crisis Intervention 
Child Abuse Reporting and Counseling 
Substance Abuse Identification and Counseling 
Eating Disorders 
Weight Control 
Personal Hygiene 
Burnout 
Other Medical Problems, list 

Examinations, minor illnesses 
Recheck Minor Injury 

Health Talks or Fairs, Information 
Sexually Transmitted Disease 
Drugs 
Acquired Immune Deficiency Syndrome 
Child Abuse 

Revised 9/97 

School Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2001-2002 

(a) 
FY 

1986/87 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 

x 
x 
x 
x 

(b) 
FY 

of Claim 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 

x 
x 
x 
x 

Chapters 1/84 and 1118/87, Page 1of3 
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State of California --------

(01) Claimant 

El Camino Community College District 

MANDATED COSTS 
HEAL TH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

(03) Place an "X" in· column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal )(ear. 

Birth Control/Family Planning 
Stop Smoking 
Library, Videos and Cassettes 

First Aid, Major Emergencies 
First Aid, Minor Emergencies 
First Aid Kits, Filled 

Immunizations· 
Diphtheria/Tetanus 
Measles/Rubella 
Influenza 
Information 

Insurance 
On Campus Accident 
Voluntary 
Insurance Inquiry/Claim Administration 

Laboratory Tests Done 
Inquiry/Interpretation 
Pap Smears 

Physical Examinations 
Employees 
Students 
Athletes 

Medications 
Antacids 
Anti diarrheal 
Aspirin, Tylenol, etc., 
Skin Rash Preparations 
Eye Drops 
Ear Drops 
Toothache, oil cloves 
Sting kill 
Midol, Menstrual Cramps 
Other, list---> Ibuprofen 

Parking Cards/Elevator Keys 
Tokens 
Return Card/Key 
Parking Inquiry 
Elevator Passes 
Temporary Handicapped Parking Permits 

Revised 9/97 

I Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2001-2002 

(a) 
FY 

1986/87 

x 
x 
x 

x 
x 
x 

x 
x 
x 
x 

x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 

(b) 
FY 

of Claim 

x 
x 
x 

x 
x 
x 

x 
x 
x 
x 

x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
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State of California -------

(01) Claimant 

El Camino Community College District 

MANDATED COSTS 
HEAL TH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

(03)Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Referrals to Outside Agencies 
Private Medical Doctor 
Health Department 
Clinic 
Dental 
Counseling Centers 
Crisis Centers 
Transitional Living Facilities, battered/homeless women 
Family Planning Facilities 
Other Health Agencies 

Tests 
Blood Pressure 
Hearing 
Tuberculosis 

Reading 
Information 

Vision 
Glucometer 
Urinalysis 
Hemoglobin 
EKG 
Strep A Testing 
PG Testing 
Monospot 
Hemacult 
Others, list 

Miscellaneous 
Absence Excuses/PE Waiver 
Allergy Injections 
Bandaids 
Booklets/Pamphlets 
Dressing Change 
Rest 
Suture Removal 
Temperature 
Weigh 
Information 
Report/Form 
Wart Removal 
Others, list 

Committees 
Safety 
Environmental 
Disaster Planning 
Skin Rash Preparations 
E e Oro s 

R.evised 9/97 

JOI Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2001-2002 

(a) (b) 
FY FY 

1986/87 of Claim 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 

Chapters 1/84 and 1118/87, Page 3 of 3 
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State of California School Mandated Cost Manual ...=.;:.:.:..:..:.....:..:......::.:.:..:..:.:....:..::.:.:..:..:.:..... ____________________ -.. ..... ~~~~~~~~~~ 

CLAIM FOR PAYMENT 
Pursuant to Government Code Section 17561 

HEALTH FEE ELIMINATION 

(01) Claimant Identification Number: 
L 819140 

For State Controller Use only 
(19) Program Number 00029 
(20) Date File _1_1_· _ 

(21) LRS Input _!_!_ 
Reimbursement Claim Data 

A (02) Mailing Address: (22) HFE - 1.0, (04)(b) $ 174,277 

Bl---------------------------1-:~~------1-------------1 E Claimant Name (23) 
. L El Camino Communit Colle e District 

County of Location (24) 
H Los An eles 
E Street Address (25) 
R 16007 Crenshaw Boulevard 
E City State Zip Code (26) 

Torrance CA 90506-0002 
Type of Claim Estimated Claim Reimbursement Claim (27) 

Fjscal Year of 
Cost 

(03) Estimated 

(04) Combined 

(05) Amended 

(06) 
2003-2004 

(07) 

I]] (09) Reimbursement 

D (10) Combined 

D (11) Amended 

(12) 
2002-2003 

(13) 

I]] . (28) 

D (29) 

D (3o) 

(31) 

(32) Total Claimed 
Amount $ 175,000 $ 174,277 
Less : 10% Late Penalty, but not to exceed 
$1000 
Less: Estimate Claim Payment Received 

Net Claimed Amount 

Due from State 

Due to State 

(38) CERTIFICATION OF CLAIM. 

(14) (33) 
$ 
(15) (34) 
$ 
(16) (35) 
$ 174,277 
(17) (36) 
$ 174,277 
(18) (37) 
$ 

In accordance with the provisions of Government Code § 17561, I certify that I am the officer authorized by the local agency to file claims with the State of 
California for costs mandated by Chapter f. Statutes of 1984, and Chapter 1118, Statutes of 1987, and certify under penalty of perjury that I have not violated 
any of the provisions of Government Code Sections 1090 to 1096, inclusive. 

I further certify that there was no application other than' from the claimant, nor any grant or payment received, for reimbursement of costs claimed herein; and 
such costs are for a new program or increased level of services of an existing program mandated by Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 
1987. 

The amounts for Estimated Claim and/or Reimbursement Claim are hereby claimed from the State for payment of estimated and/or actual costs for the 
mandated program of Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 1987, set forth on the attached statements. 

Signa~ of Authorized Officer 

Y?~J~ 
Date 

Pamela Fees Business Mana er 
Type or Print Name Title 
(39) Name of Contact Persori or Claim 

Telephone Number ___ _._8_5_8,,__51_4_-_86_0_5 _________ --1 

SixTen and Associates E-Mail Address kbpsixten@aol.com 

Form FAM-27 (Revised 9/01) Chapters 1/84 and 1118/87 115



Claimant Name 

El Camino Community College District 

MANDATED COSTS 

HEALTH FEE ELIMINATION 

CLAIM SUMMARY 

(02) Type of Claim: 

Reimbursement 

Estimated 

x 

School Mandated Cost Manual 

FORM 
HFE-1.0 

Fiscal Year 

2002-2003 

(03) List all the colleges of the community college district identified in form HFE-1.1, line (03) 

(a) 
Name of College 

1. El Camino College 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

(04) Total Amount Claimed [Line (3.1 b) +line (3.2b) +line (3.3b} + ... line (3.21 b)) 

Revised 9/97 

$ 

$" 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

(b) 
Claimed 
Amount 

174,277.26 

174,277 

Chapters 1/84 and 1118/87 116



State Controller's Office School Mandated Cost Manual 

MANDATED COSTS 

HEAL TH FEE ELIMINATION 
FORM 

HFE-1.1 
CLAIM SUMMARY 

(01) Claimant: (02) Type of Claim: Fiscal Year 

Reimbursement W 
El Camino Community College District Estimated D 2002-2003 

(03) Name of College El Camino College 

(04) Indicate with a check mark, the level at which health services were provided during the fiscal year of reimbursement in comparison to the 1986/87 fiscal 
year. If the "Less" box is checked, STOP, do not complete the form. No reimbursement is allowed. 

LESS SAME MORE 

I I I x I [=:l 

Direct Cost Indirect Cost of: Total 

28.46% 

(05) Cost of Health Services for the Fiscal year of Claim $ 455,152 $ 129,536 $ 584,688 

(06) Cost of providing current fiscal year health services which are in excess of the 
$ - $ - $ -level provided in 1986/87 

( 07) Cost of providing current fiscal year health services atthe 1986/87 level $ 455,152 $ 129,536 $ 584,688 
[Line (05) - line (06)] 

(08) Complete Columns (a) through (g) to provide detail data for health fees 

(a) (b) (c) (d) (e) (f) (g) 

Period for which health fees were Unit Cost for 
Full-lime 

Unit Cost for 
Part-time 

Student Health 
Number of Number of Full-time Part-time Fees That Could 

collected Full-lime Part-time Student per 
Student 

Student per 
Student 

Have Been 
Health Fees Health Fees 

Students Students Educ.Code 
(a) x (c) 

Educ. Code 
(b)x (e) 

Collected 
§ 76355 § 76355 (d)+ (f) 

4,776 15,928 $ 10.00 $ 47,760 $ 10.00 $ 159,280 $ 207,040 
1. Per fall semester 

4,448 14,386 $ 10.00 $ 44,480 $ 10.00 $ 143,860 $ 188,340 
2. Per soring semester 

$ - $ - $ -
3. Per summer session 

$ - $ - $ -
4. Per first quarter 

$ - $ - $ -
5. Per second quarter 

$ - $ - $ -
6. Per third quarter 

(09) Total health fee that could have been collected [Line (8.1 g) + (B.2g) + ......... (8.6g)] 
$ 395,380 

( 10) Sub-t.otal [Line (07) - line (09)] 
$ 189,308 

Cost Reduction 
'11) Less: OffsettinQ SavinQs, if applicable $ -
'12) Less: Other Reimbursements, if applicable $ 15,031 

(13) Total Amount Claimed [Line (10) - {line (11) +line (12))] 
$ 174,277 

Revised 9/97 Chapters 1/84 and 1118/87 117



EL CAMINO COMMUNITY COLLEGE DISTRICT 
CALCULATION OF INDIRECT COST RATE, 

FISCAL YEAR 
2001-2002 

REFERENCE DESCRIPTION 

<CCFS 311) 

INSTRUCTIONAL ACTIVITY 

Instructional Costs 

Instructional Salaries and Bencifits 

Instructional Operatin" Eicpenses 
Instructional Support Instructional Salaries and Benefits 

Auilli•rv Operations Instructional Salaries and Benefits 

TOTAL INSTRUCTIONAL COSTS 1 

Non-Instructional Costs 

Non-Instructional Salaries and Benefits 

Instructional Admin. Salaries and Benefits 

Instructional Admin. Operating Eicoenaes 

Amdliarv Classes Non-Inst. Salaries and Benefits 

Auiciliary Classes Ooeratinl? Expenses 

TOTAL NON-INSTRUCTIONAL COSTS 2 

TOTAL INSTRUCTIONAL ACTIVITY COSTS 3 (1 + 2) 

DIRECT SUPPORT ACTIVITY 

Direct Sunoort Costs 

Instructional Support ServicesNon Inst. Salaries and Benefits 

Instructiona Support Services Operatinl! Exoeenses 

Admissions and Records 

Counselling and Guidance 

Other Student Services 

TOTAL DIRECT SUPPORT COSTS 4 

LQTAL I!':f..STR[lCT!OtidL tiC.TIVIT'iC.OSTS 

&,ND DIRECT S.UPPO!J,T COS.TS 5 (3 + 4! 

Indirect Support Costs 

Operation and Maintenance of Plant 

Planning and Policv Making 

General Instructional Support Services 

TOTAL INDIRECT SUPPORT COSTS 6 

TOTAL INSTRUCTIONAL d,CTIVITY COSTS Af:i[}_ DlE.ECT 

SUPPORT COSTS, A!':f..D TQTd,Ll(iDIRECT SUPPORT COSTS 

(5 + 6) =TOTAL QOSTS. 

SUPPQRT COSTS ALLQCATION RATES 

Indirect Suooort Costs Allocation Rate= 

Total Indirect Sunnorts Costs 16\ 

Total Instructional Activity Costs 

and Direct Support Costs (5) 

Direct Support Costs Allocation Rate= 

Total Direct Suonort Costs r 4 \ 

Total Instructional Activity Costs (3) 

Total Support Cost Allocation 

I 

2001-2002 

38,465,491 

1,307,934 
0 

123 607 

39,897032 

2,570,144 

5,056,212 

971,106 

2,052,409 

1,373,030 

12,022,901 

51919 933 

2,302,041 

259,142 

2,418,915 

3,696,847 

6,515,747 

15192 692 

67,112 625 

7,117,031 

2,723,404 

9,259,918 

19100,353 

86,212,978 

(/ 
'\ 28.46~ 
\ / -

29.26% 

57.72% 
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State of California -------

(01) Claimant 

El Camino Community College District 

MANDATED COSTS 
HEALTH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Accident Reports 

Appointments 
College Physician, surgeon 
Dermatology, Family practice 
Internal Medicine 
Outside Physician 
Dental Services 
Outside Labs, (X-ray, etc.,) 
Psychologist, full services 
Cancel/Change Appointments 
Registered Nurse 
Check Appointments 

Assessment, Intervention and Counseling 
Birth Control 
Lab Reports 
Nutrition 
Test Results, office 
Venereal Disease 
Communicable Disease 
Upper Respiratory Infection 
Eyes, Nose and Throat 
EyeNision 
Dermatology/Allergy 
Gynecology/Pregnancy Service 
Neuralgic 
Orthopedic 
Genito/Uri nary 
Dental 
Gastro-1 ntestinal 
Stress Counseling 
Crisis Intervention 
Child Abuse Reporting and Counseling 
Substance Abuse Identification and Counseling 
Eating Disorders 
Weight Control 
Personal Hygiene 
Burnout 
Other Medical Problems, list 

Examinations, minor illnesses 
Recheck Minor Injury 

Health Talks or Fairs, Information 
Sexually Transmitted Disease 
Drugs 
Acquired Immune Deficiency Syndrome 
Child Abuse 

Revised 9/97 

School Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2002-2003 
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State of California -------

(01) Claimant 

El Camino Community College District 

MANDATED COSTS 
HEALTH FEE ELIMINATION 

COMPONENT/ ACTIVITY COST DETAIL 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Birth Control/Family Planning 
Stop Smoking 
Library, Videos and Cassettes 

First Aid, Major Emergencies 
First Aid, Minor Emergencies 
First Aid Kits, Filled 

Immunizations 
Diphtheria!T etanus 
Measles/Rubella 
Influenza 
Information 

Insurance 
Ori Campus Accident 
Voluntary 
Insurance Inquiry/Claim Administration 

Laboratory Tests Done 
Inquiry/Interpretation 
Pap Smears 

Physical Examinations 
Employees 
Students 
Athletes 

Medications 
Antacids 
Antidiarrheal 
Aspirin, Tylenol, etc., 
Skin Rash Preparations 
Eye Drops 
Ear Drops 
Toothache, oil cloves 
Sting kill 
Midol, Menstrual Cramps 
Other, list 

Parking Cards/Elevator Keys 
Tokens 
Return Card/Key 
Parking Inquiry 
Elevator Passes 
Temporary Handicapped Parking Permits 
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" ~h0nl Mandated Cost Manual State of California --....... ~~~~~--~~~~--· . . 

(01) Claimant 

El Camino Community College District 

MANDAT~~ COSTS 
HEAL TH FEE ELIMINATION 

. '\ 

COMPONENT/ACTIVITY COST DETAIL 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Referrals to Outside Agencies 
Private Medical Doctor 
Health Department 
Clinic 
Dental 
Counseling Centers 
Crisis Centers 
Transitional Living Facilities, battered/homeless women 
Family Planning Facilities 
Other Health Agencies 

Tests 
Blood Pressure 
Hearing 
Tuberculosis 

Reading 
Information 

Vision 
Glucometer 
Urinalysis 
Hemoglobin 
EKG 
Strep A Testing 
PG Testing 
Monospot 
Hemacult 
Others, list 

Miscellaneous 
Absence Excuses/PE Waiver 
Allergy Injections 
Band aids 
Booklets/Pamphlets 
Dressing Change 
Rest 
Suture Removal 
Temperature 
Weigh 
Information 
Report/Form 
Wart Removal 
Others, list 

Committees 
Safety 
Environmental 
Disaster Planning 
Skin Rash Preparations 
E e Oro s 
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JOHN CHIANG 
Oia:lif:arnht ~±ate OI:antr:alhr 

COMMISSION ON 
STATE MANDAfES 

November 21, 2008 

Paula Higashi, Executive Director 
Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 

Re: Incorrect Reduction Claim 
Health Fee Elimination, 05-4206-I-l l 

Keith B. Petersen 
SixTen and Associates 
5252 Balboa Avenue, Suite 807 
San Diego, CA 92117 

El Camino Community College District, Claimant 
Education Code Section 76355 
Statutes 1984, Chapter 1, 2nd E.S.; Statutes 1987, Chapter 1118 
Fiscal Years 2000-01, 2001-02, and 2002-03 

Dear Ms. Higashi and Mr. Petersen: 

This letter is in response to the above-entitled Incorrect Reduction Claim. The subject 
claims were reduced primarily because the Claimant utilized an invalid ICRP. In 
addition, the claim was reduced because the Claimant understated authorized Health 
Fees. The reductions were appropriate and in accordance with law. 

The Controller's Office is empowered to audit claims for mandated costs and to reduce 
those that are "excessive or unreasonable."1 This power has been affirmed in recent 
cases, such as the Incorrect Reductions Claims (IR Cs) for the Graduation Requirements 
mandate.2 If the claimant disputes the adjustments made by the Controller pursuant to 
that power, the burden is upon them to demonstrate that they are entitled to the full 
amount of the claim. This principle likewise has been upheld in the Graduation 
Requirements line of IRCs.3 See also Evidence Code section 500.4 Therefore, these 
claimed costs are unsupportable and appropriately disallowed. 

1 See Government Code section 17561, subdivisions (d)(l)(C) and (d)(2), and section 17564. 
2 See for example, the Statement of Decision in the Incorrect Reduction Claim of San Diego Unified School District 
[No. CSM 4435-1-01 and 4435-1-37], adopted September 28, 2000, at page 9. 
3 See for example, the Statement of Decision in the Incorrect Reduction Claim of San Diego Unified School District 
[No. CSM 4435-I-01 and 4435-1-37], adopted September 28, 2000, at page 16. 
4 "Except as otherwise provided by law, a party has the burden of proof as to each fact the existence or nonexistence 
of which is essential to the claim for relief or defense that he is asserting." 

300 Capitol Mall, Suite 1850, Sacramento, CA 95814 + P.O. Box 942850, Sacramento, CA 94250 
Phone: (916) 445-2636 +Fax: (916) 322-1220 
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November 21, 2008 
Page2 

The Claimant utilizes an unapproved indirect cost rate. The Parameters and Guidelines 
provide for the use of an ICRP determined using the OMB Circular A-21 method or the 
SCO's FAM-29C. Since the Claimant did not have a current approved ICRP, the 
auditors utilized the F AM-29C and determined that the allowable rate was much less than 
claimed. The claim was thus reduced to reflect the allowable rate. 

The Claimant also understated authorized health services fees, confusing collected with 
authorized. The Parameters and Guidelines provide that offsetting savings shall include 
the amount authorized for student fees. The relevant amount is not the amount charged, 
nor the amount collected, rather it is the amount authorized. This is consistent with 
mandates law in general and specific case law on point5

• 

Lastly, the Claimant asserts that the audit of the 2000-01 and 2001-02 FYs is precluded 
by the statute of limitations, specifically, Government Code section 17558.5. However, 
the claimant incorrectly applies the 1996 version of this statute, rather than the 2003 
version. Unless a statute expressly provides to the contrary, any enlargement of a statute 
of limitations provision applies to matters pending but not already barred. 6 Under the 
1996 version, the claims were subject to audit until December 31, 2004, well after the 
January 1, 2003, effective date. Therefore, the 2003 provisions of Section 17558.5 are 
applicable to the claim, requiring that the 2000-01 audit be initiated by January 14, 2005, 
and the 2001-02 audit be initiated by December 30, 2005. Since the audit of both years 
was initiated no later than January 5, 2005, when the entrance conference was held, the 
audit is valid and enforceable. 

Enclosed please find a complete detailed analysis from our Division of Audits, exhibits, 
and supporting documentation with declaration. 

Cr;.~ 
SHAWND. SILVA 
Staff Counsel 

SDS/ac 
Enclosure 
cc: Janice Ely, Business Manager, El Camino Community College District 

Ginny Brummels, Div. of Acctg. & Rptg., State Controller's Office (w/o encl.) 
Jim Spano, Division of Audits, State Controller's Office (w/o encl.) 

5 See Connell v. Santa Margarita Water District (1997) 59 Cal.App.4th 382, 400-03. 
6 Douglas Aircraft Co. v. Cranston (1962) 58 Cal.2d 462, 465. See also, 43 Cal.Jur.3d, Limitations of Actions§ 8. 
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1 PROOF OF SERVICE 

2 I am employed in the County of Sacramento, State of California. At the time of service, I was at least 18 
years of age, a United States citizen employed in the county where the mailing occurred, and not a party to the 

3 within action. My business address is 300 Capitol Mall, Suite 1850, Sacramento, CA 95814. 

4 On November 21, 2008, I served the foregoing document entitled: 

5 SCO'S RESPONSE TO THE INCORRECT REDUCTION CLAIM FOR 
EL CAMINO COMMUNITY COLLEGE DISTRICT, CSM 05-4206-I-11 

6 

on all interested parties in this action by placing a true and correct copy thereof enclosed in a sealed envelope, 
7 addressed as follows: 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Paula Higashi (original) 
Executive Director 
Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 

Keith B. Petersen, President 
SixTen and Associates 
5252 Balboa Avenue, Suite 807 
San Diego, CA 92117 

[X] BYMAIL 

Janice Ely, Business Manager 
El Camino Community College District 
16007 Crenshaw Boulevard 
Torrance, CA 90506 

I placed the envelope for collection and processing for mailing following this business's ordinary practice with 
which I am readily familiar. On the same day correspondence is placed for collection and mailing, it is deposited 
in the ordinary course of business with the United States Postal Service. 

[ ] BY PERSONAL SERVICE 
I caused to be delivered by hand to the above-listed addressees. 

[ ] BY OVERNIGHT MAIL/COURIER 
To expedite the delivery of the above-named document, said document was sent via overnight courier for next day 
delivery to the above-listed party. 

[ ] BY FACSIMILE TRANSMISSION 
In addition to the manner of service indicated above, a copy was sent by facsimile transmission to the above-listed 
party. 

I declare that I am employed in the office of a member of the bar of this court at whose direction the 
service was made. I declare under penalty of perjury under the laws of California that the foregoing is true and 
correct. 

Executed on November 21, 2008, at Sacramento, California. 

Amber A. Camarena 

Proof of Service - 1 
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RESPONSE BY THE STATE CONTROLLER'S OFFICE TO THE 
INCORRECT REDUCTION CLAIM BY 

Description 

EL CAMINO COMMUNITY COLLEGE DISTRICT 
Health Fee Elimination Program 

Table of Contents 

SCO Response to District's Comments 

Declaration ....................................................................................................................................... Tab 1 
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Excerpt from SCO Claiming Instructions, Section SB, Indirect Costs (September 2002) .................... Tab 3 

Health Fee Elimination Claiming Instructions (updated September 1997) .......................................... Tab 4 

Excerpt from the Office of Management and Budget Circular A-21-Attachment 
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Commission on State Mandates Staff Analysis, Proposed Parameters and Guidelines (May 1989) ..... Tab 6 
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1 OFFICE OF THE STATE CONTROLLER 
300 Capitol Mall, Suite 1850 

- 2- -Sacramente,-GA--9425-~~~---------------------1-----
Telephone No.: (916) 445-6854 

3 

4 
BEFORE THE 

5 
COMNITSSION ON STATE MANDATES 

6 
STATE OF CALIFORNIA 

7 

8 

9 INCORRECT REDUCTION CLAIM ON: No.: CSM 05-4206-I-11 

10 

11 

12 

13 

Health Fee Elimination Program 

Chapter 1, Statutes of 1984, 2nd 
Extraordinary Session, and Chapter 1118, 
Statutes of 1987 

EL CAMINO COMMUNITY COLLEGE 

AFFIDAVIT OF BUREAU CHIEF 

14 DISTRICT, Claimant 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

I, Jim L. Spano, make the following declarations: 

1) I am an employee of the State Controller's Office (SCO) and am over the age of 18 
years. 

2) I am currently employed as a bureau chief, and have been so since April 21, 2000. 
Before that, I was employed as an audit manager for two years and three months. 

3) I am a California Certified Public Accountant. 

4) I reviewed the work performed by the SCO auditor. 

5) Any attached copies of records are true copies of records, as provided by the El Camino 
Community College District or retained at our place of business. 

6) The records include claims for reimbursement, along with any attached supporting 
documentation, explanatory letters, or other documents relating to the above-entitled 
Incorrect Reduction Claim. 

1 
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1 7) A field audit of the claims for fiscal year (FY) 2000-01, FY 2001-02, and FY 2002-03 

2 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

commenced on January 5, 2005, and ended on April 07, 2005. 

correct to the best of my know ledge, and that such knowledge is based on personal 

observation, information, or belief. 

Date: October 9, 2007 
OFFICE OF THE STATE CONTROLLER 

By: 

Division of Audits 
State Controller's Office 
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STATE CONTROLLER'S OFFICE ANALYSIS AND RESPONSE 
TO THE INCORRECT REDUCTION CLAIM BY 

EL CAMINO COMMUNITY COLLEGE DISTRICT 
For Fiscal Year (FY) 2000-01, FY 2001-02, and FY 20002-03 

Health Fee Elimination Pro1grimt------------___ _J 
Chapter 1, Statutes of 1984, 211

d Extraordinary Session, 
and Chapter 1118, Statutes of 1987 

SUMMARY 

The following is the State Controller's Office's (SCO) response to the Incorrect Reduction Claim 
(IRC) that the El Camino Community College District submitted on March 27, 2006. The SCO 
audited the district's claims for costs of the legislatively mandated Health Fee Elimination 
Program for the period of July 1, 2000, through June 30, 2003. The SCO issued its final report on 
October 5, 2005 (Exhibit D). 

The district submitted reimbursement claims totaling $479,711 as follows. 

• FY 2000-01-$137,923 (Exhibit II) 
• FY 2001-02-$167,511 (Exhibit II) 
• FY 2002-03-$17 4,277 (Exhibit II) 

The SCO audit disclosed that $79,820 is allowable and $399,891 is unallowable. The 
unallowable costs occurred primarily because the district overstated indirect costs and 
understated health fees. The State paid the district $90, 101. The amount paid exceeded allowable 
costs claimed by $10,281. The following table summarizes the audit results. 

Actual Costs Allowable Audit 
Cost Element Claimed per Audit Adjustments 

July 1, 2000, through June 30, 2001 
Health service costs: 

Salaries and benefits $ 331,487 $ 319,367 $ (12,120) 
Services and supplies 40,562 40,562 
Indirect costs 122,627 48,015 {74,612} 

Total health serVices costs 494,676 407,944 (86,732) 
Less authorized health fees (343,160) (351,967) (8,807) 
Less offsetting savings/reimbursements (13,593) (15,948) {2,355) 

Total program costs $ 137~923 40,029 $ (97!894) 
Less amount paid by the State {54,835) 2 

Allowable costs claimed in excess of (less than) amount paid $ (14,806) 

1 
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Cost Element 

July 1, 2001, through June 30, 2002 
Health service costs: 

Salaries and benefits 
Services and supplies 
Indirect costs 

Total health services costs 
Less authorized health fees 
Less offsetting savings/reimbursements 
Adjustment to eliminate negative balance 

Total program costs 
Less amount paid by the State 

Allowable costs claimed in excess of (less than) amount paid 

July 1, 2002, through June 30, 2003 
Health service costs: 

Salaries and benefits 
Services and supplies 
Indirect costs 

Total health services costs 
Less authorized health fees 
Less offsetting savings/reimbursements 

Total program costs 
Less amount paid by the State 

Allowable costs claimed in excess of (less than) amount paid 

Summary: July 1, 2000, through June 30, 2003 
Health service costs: 

Salaries and benefits 
Services and supplies 
Indirect costs 

Total health services costs 
Less authorized health fees 
Less offsetting savings/reimbursements 
Adjustment to eliminate negative balance 

Total program costs 
Less amount paid by the State 

Allowable costs claimed in excess of (less than) amount paid 

Actual Costs 
Claimed 

$ 367,872 
35,754 

115,558 

519,184 
(349,090) 

(2,583) 

$ 167!51 l 

$ 400,431 
54,721 

129,536 

584,688 
(395,380) 

{15,031} 

$ 174!277 

$ 1,099,790 
131,037 
367,721 

1,598,548 
(1,087,630) 

(31,207) 

$ 479!711 

Allowable Audit 
per Audit Adjustments 

$ 367,872 $ 
35,754 
57,194 {58,364) 

460,820 (58,364) 
(460,800) (111,710) 

(2,583) 
2,563 2,563 

$ (167!511) 
(35,266) l, 2 

$ (35.266) 

$ 400,431 $ 
54,721 
69,866 {59,670) 

525,018 (59,670) 
(470,196) (74,816) 

{15,031} 

39,791 $ (134,486) 
2 

$ 39!791 

$ 1,087,670 $ (12,120) 
131,037 
175,075 (192,646) 

1,393,782 (204,766) 
(1,282,963) (195,333) 

(33,562) (2,355) 
2,563 2,563 

79,820 $ (399!891) 
{90,101} l, 

2 

$ (10!281) 

1 As noted in Section VI of our response, the final report incorrectly stated that the district was paid $34,266 rather than the 
correct amount of$35,266 for FY 2001-02. The amount presented has been updated for the accurate amount. 

2 Payment infonnation is based on amount paid when the final report was issued. 
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The district's IRC contests audit adjustments totaling $399,891. The district believes that its 
indirect cost rates claimed are appropriate and that it reported the correct amount of health 
service fee revenues. Further, the district believes that the SCO was not authorized to make 
changes to the payment amount from the State for FY 2001-02, and that the SCO was not 
authorized to audit the district's FY 2000-01 and FY 2001-02 claims. 

I. SCO REBUTTAL TO STATEMENT OF DISPUTE-
CLARIFICATION OF REIMBURSABLE ACTIVITIES, CLAIM CRITERIA, AND 
DOCUMENTATION REQUIREMENTS 

Parameters and Guidelines 

On August 27, 1987, the Commission on State Mandates (CSM) adopted the parameters and 
guidelines for Chapter 1, Statutes of 1984, 2nd Extraordinary Session. The CSM amended the 
parameters and guidelines on May 25, 1989 (Exhibit B), because of Chapter 1118, Statutes 
of 1987. 

The parameters and guidelines (amended May 25, 1989) state: 

V. REIMBURSABLE COSTS 

A. Scope of Mandate 

Eligible community college districts shall be reimbursed for the costs of providing a 
health services program Only services provided in 1986-87 fiscal year may be 
claimed. 

B. Reimbursable Activities 

For each eligible claimant, the following cost items are reimbursable to the extent 
they were provided by the community college district in fiscal year 1986-87 .... [see 
Exhibit B for a list of reimbursable items.] 

VI. CLAIM PREPARATION 

B. Actual Costs of Claim Year for Providing 1986-87 Fiscal Year Program Level of 
Service 

Claimed costs should be supported by the following information: 

1. Employee Salaries and Benefits 

Identify the employee(s), show the classification of the employee(s) involved, 
describe the mandated functions performed and specify the actual number of 
hours devoted to each function, the productive hourly rate, and the related 
benefits. The average number of hours devoted to each function may be claimed 
if supported by a documented time study. 

2. Services and Supplies 

Only expenditures which can be identified as a direct cost of the mandate can be 
claimed. List cost of materials which have been consumed or expended 
specifically for the purpose of this mandate. 
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3. Allowable Overhead Cost 

Indirect costs may be claimed in the manner described by the State Controller in 
his claiming instructions. 

For auditing purposes, all costs claimed must be traceable to source documents and/or 
worksheets that show evidence of the validity of such costs. This would include 
documentation for the fiscal year 1986-87 program to substantiate a maintenance of 
effort. These documents must be kept on file by the agency submitting the claim for a 
period of no less than three years from the date of the final payment of the claim pursuant 
to this mandate, and made available on the request of the State Controller or his agent. 

VIII. OFFSETTING SA VIN GS AND OTHER REIMBURSEMENTS 

Any offsetting savings the claimant experiences as a direct result of this statute must be 
deducted from the costs claimed. In addition, reimbursement for this mandate received 
from any source, e.g., federal, state, etc., shall be identified and deducted from this claim 
This shall include the amount ... authorized by Education Code Section 72246 for health 
services [now Education Code Section 76355]. 

SCO Claiming Instructions 

The SCO annually issues claiming instructions, which contain filing instructions for 
mandated cost programs. The September 2002 claiming instructions provide instructions for 
indirect cost. Section 5B(2) of the instructions (Tab 3) states, "A college has the option of 
using a federally approved rate, utilizing the cost accounting principles from Office of 
Management and Budget Circular A-21, "Cost Principles for Educational Institutions," or the 
Controller's methodology outlined in the following paragraphs [FAM-29C]. .. " The 
instructions are consistent with the Health Fee Elimination Claim Summary Instructions, 
Item (05) (Tab 4). 

The September 2002 indirect cost claiming instructions are believed to be, for the purposes 
and scope of the audit period, substantially similar to the version extant at the time the 
district filed its FY 2000-01, FY 2001-02, and FY 2002-03 mandated cost claims. 

IT. THE DISTRICT OVERSTATED SALARIES AND BENEFITS, AND ITS RELATED 
INDIRECT COSTS 

For FY 2000-01, the district overstated salaries and benefits by $12,120 and its related 
indirect cost by $3,995. The district does not dispute this adjustment. 

SCO Analysis: 

The district claimed 12% of the Dean of Student Services' salary and benefits but did not 
provide documents, such as time logs, to validate the time the dean worked at the health 
center. Therefore, the portion of the dean's salary and benefits claimed is unallowable. 
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The parameters and guidelines specify that community college districts shall be reimbursed 
only for costs of health services programs that are traceable to supporting documentation that 
shows evidence of the validity of such costs. 

District's R espon 

The district is not disputing this adjustment. 

ill. THE DISTRICT OVERSTATED ITS INDIRECT COST RATES 

The district overstated its indirect cost rates, thus overstating its indirect costs by $188,652 
for the audit period. The district believes that its indirect cost rates claimed are appropriate. 

SCO Analysis: 

The district claimed indirect costs based on indirect cost rate proposals (ICRPs) prepared for 
each fiscal year by an outside consultant using OMB Circular A-21 simplified indirect cost 
rate methodology. However, the district did not receive federal approval of its ICRPs. 

The parameters and guidelines allow community college districts to claim indirect costs 
according to the SCO's claiming instructions (Tab 3). The claiming instructions require that 
districts obtain federal approval ofICRPs prepared using OMB Circular A-21 methodology. 
Alternatively, districts may use the SCO's Form FAM-29C to compute indirect cost rates. 
Form FAM-29C calculates indirect cost rates using total expenditures reported on the 
California Community Colleges Annual Financial and Budget Report, Expenditures by 
Activity (CCFS-311). Form FAM-29C eliminates unallowable expenses and segregates the 
adjusted expenses between those incurred for direct and indirect activities relative to the 
mandated cost program. · 

For FY 2000-01, FY 2001-02, and FY 2002-03, the SCO auditor calculated indirect costs 
using the methodology described in the SCO claiming instructions using Form FAM-29C. 
The alternative methodology did not support the rates that the district claimed. 

Consistent with this methodology, the SCO auditor calculated the indirect cost rates of 
19.62% for FY 2000-01, 14.46% for FY 2001-02, and 13.11 % for FY 2002-03. The district 
claimed the indirect cost rates of 32.96% for FY 2000-01, 28.63% for FY 2001-02, and 
28.46% for FY 2002-03. The differences between the rates claimed and the rates computed 
by the SCO were applied to the total direct costs for each corresponding year, resulting in 
overstated claimed costs of $70,618 for FY 2000-01, $58,364 for FY 2001-02, and $59,670 
for FY 2002-03; the total amount is $188,652. 

District's Response 

The Controller asserts that the District overstated its indirect cost rates and costs in the 
amount of $188,652 for the three fiscal years. This finding is based upon the Controller's 
statement that "the district did not obtain federal approval for its IRCPs. We calculated 
indirect cost rates using the methodology allowed by the SCO claiming instructions." 
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Contrary to the Controller's ministerial preferences, there is no requirement in law that the 
district's indirect cost rate must be "federally" approved, and the Commission has never 
specified the federal agencies which have the authority to approve indirect cost rates .... 

CCFS-311 

In fact, both tire Districfs-methed and the Controller's m same source 
document, the CCFS-311 annual financial and budget report required by the state. The 
difference in the claimed and audited methods is in the determination of which of those cost 
elements are direct costs and which are indirect costs .... 

Regulatory Requirements 

No particular indirect cost rate calculation is required by statute. The parameters and 
guidelines state that "Indirect costs may be claimed in the manner described by the Controller 
in his claiming instructions." The District claimed these indirect costs "in the manner" 
described by the Controller. The correct forms were used and the claimed amounts were 
entered at the correct locations. 

In the audit report, the Controller asserts that the specific directions for the indirect cost rate 
calculation in the claiming instructions are an extension of the Parameters and 
Guidelines . ... 

Unreasonable or Excessive 

Government Code Section 17561(d)(2) requires the Controller to pay claims, provided that 
the Controller may audit the records of any school district to verify the actual amount of the 
mandated costs, and may reduce any claim that the Controller determines is excessive or 
unreasonable. The Controller is authorized to reduce a claim only if it determines the claim to 
be excessive or unreasonable. Here, the District has computed its indirect cost rate utilizing 
cost accounting principles from the Office of Management and Budget Circular A-21, and the 
Controller has disallowed it without a determination of whether the product of the District's 
calculation would, or would not, be excessive, unreasonable, or inconsistent with cost 
accounting principles .... 

SCO's Comment 

The parameters and guidelines, section VI state, "Indirect costs may be claimed in the 
manner described by the State Controller in his claiming instructions." The district 
misinterprets "may be claimed" by implying that compliance with the claiming instructions is 
voluntary. Instead, "may be claimed" simply permits the district to claim indirect costs. 
However, if the district chooses to claim indirect costs, then the district must comply with the 
SCO's claiming instructions. The district's implication that it claimed costs in the manner 
described by the SCO simply by completing what it interprets to be the correct forms is 
without merit. 

The SCO's claiming instructions (Tab 3) state, "A college has the option of using a federally 
approved rate, utilizing the cost accounting principles from Office of Management and 
Budget Circular A-21, "Cost Principles for Educational Institutions," or the Controller's 
methodology outlined in the following paragraphs [FAM-29C]. .. ;'' This instruction is 
consistent with the parameters and guidelines for other community college district mandated 
programs, including the following. 
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• Absentee Ballots 
• Collective Bargaining 
• Health Benefits for Survivors of Peace Officers and Firefighters 
• Law Enforcement College Jurisdiction Agreements 
• Mandate Reimbursement Process 
• Open Meetings Act 
• Photographic Record of Evidence 
• Sex Offenders Disclosure by Law Enforcement Officers 
• Sexual Assault Response Procedure 

(Note: These parameters and guidelines provide a third option, a 7% flat rate. Therefore, the 
SCO did not act arbitrarily by using the FAM-29C methodology to calculate allowable 
indirect cost rates.) 

The SCO developed FormFAM-29C to (1) equitably allocate administrative support costs 
to personnel that perform community college district mandated cost activities; and (2) 
provide a consistent indirect cost rate methodology for all community college districts' 
mandated cost program. 

Form F AM-29C is consistent with OMB Circular A-21 cost accounting principles as they 
apply to mandated cost programs. The circular states that a cost is allocable to a particular 
cost objective in accordance with the relative benefits received. It also describes a simplified 
method for indirect cost rate calculations; many California community college districts 
currently use the simplified method. However, the circular states that the simplified method 
should not be used in instances where it produces results that appear inequitable. 

The OMB Circular A-21 simplified indirect cost rate methodology {Tab 5) does not 
equitably allocate administrative support costs for personnel who perform mandated cost 
activities. For example, the circular classifies library costs and a portion of department 
administration expenses as indirect costs. However, these costs are instructional-related and 
do not benefit mandated cost activities. 

In additioJ.l, neither this district nor any other district requested that the CSM review the 
SCO's claiming instructions pursuant to Title 2, California Code of Regulations (CCR), 
section 1186. Furthermore, the deadline has elapsed for the district to request a review of the 
claiming instructions applicable to the audit period. Title 2 CCR Section 1186, subdivision 
(j)(2), states, "A request for review filed after the initial claiming deadline must be 
submitted on or before January 15 following a fiscal year in order to establish eligibility for 
reimbursement for that fiscal year." 

The CSM is not responsible for identifying the district's responsible federal agency. OMB 
Circular A-21 states: 

[Cognizant agency responsibility] is assigned to the Department of Health and Human 
Services (HHS) or the Department of Defense's Office of Naval Research (DOD), normally 
depending on which of the two agencies (HHS or DOD) provides more funds to the 
educational institution for the most recent three years. . . . In cases where neither HHS nor 
DOD provides Federal funding to an educational institution, the cognizant agency assignment 
shall default to HHS. 
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Government Code section 17558.5 requires the district to file a reimbursement claim for 
actual mandate-related costs. Government Code section 17561 subdivision (d)(2) allows the 
SCO to audit the district's records to verify actual mandate-related costs and reduce any 
claim that the SCO determines is excessive or unreasonable. In addition, Government Code 

· " he Controller shall audit all claims against the state, and may audit 
the disbursement of any state money, for correctness, legality, and or su 1c1en provisions o 
law for payment." Therefore, the district's contention that the SCO "is authorized to reduce a 
claim only if it determines the claim to be excessive or unreasonable" is without merit. 

Nevertheless, the SCO did report that the district's claimed indirect costs were excessive. 
"Excessive" is defined as "exceeding what is usual, proper, necessary, or normal. ... 
Excessive impiies an amount or degree too great to be reasonable or acceptable. . .. "3 The 
district did not obtain federal approvals of its ICRPs for FY 2000-01, FY 2001-02, and FY 
2002-03; therefore, the SCO auditor calculated indirect costs using the methodology 
described in the SCO claiming instructions using Form FAM-29C. The alternative 
methodology indirect cost rates did not support the rates that the district claimed; thus, the 
rates claimed were excessive. 

3 Merriam-Webster's Collegiate Dictionary, Tenth Edition,© 2001. 

IV. THE DISTRICT UNDERSTATED AUTHORIZED HEALTH FEE REVENUES 
CLAIMED 

The district understated authorized health fees revenue by $195,333 for the audit period 
because it reported actual revenues received rather than the health service fees it was 
authorized to collect. The district believes that it reported the correct amount of health 
service fee revenues. 

SCO Analysis: 

The district did not use the actual number of student counts and Board of Governors Grants 
(BOGG) waiver counts in its reporting of the health fee revenue. The SCO auditor 
recalculated the authorized health service fees the district was authorized to collect using 
various student enrollment and BOGG detail reports dated January 2005 through March 
2005. 

In addition, the district underreported authorized student health fees by one dollar for FY 
2000-01, and two dollars for FY 2001-02 and FY 2002-03. 

The parameters and guidelines require the district to deduct authorized health services fees 
from costs claimed. Education Code section 76355, subdivisions (a) and (c), authorize health 
fees from all students except those students who: (1) depend exclusively on prayer for 
healing; (2) are attending a community college under an approved apprenticeship training 
program; or (3) demonstrate financial need. 

Government Code section 17 514 defines "costs mandated by the state" as any increased costs 
that a school district is required to incur. To the extent community college districts can 
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charge a fee, they are not required to incur a cost. In addition, Government Code section 
17 556 states that the CSM shall not find costs mandated by the State if the school district has 
the authority to levy fees to pay for the mandated program or increased level of service. 

District's Response 

The adjustments for the student health services revenue are based on two reasons. The 
Controller adjusted the reported enrollment and reported number of students subject to 
payment of the health services fee. The Controller then calculated the student fees collectible 
based on the highest student health service fee chargeable, rather than the fee actually 
charged the student, resulting in a total adjustment of $195,333 for the three fiscal years. 

Education Code Section 76355 

Education Code Section 76355, subdivision (a), in relevant part, provides: "The governing 
board of a district maintaining a community college may require community college students 
to pay a fee ... for health supervision and services .... " There is no requirement that 
community colleges levy these fees. The permissive nature of the provision is further 
illustrated in subdivision (b) which states "If, pursuant to this Section, a fee is required, the 
governing board of the district shall decide the amount of the fee, if any, that a part-time 
student is required to pay. The governing board may decide whether the fee shall be 
mandatory or optional. " [Emphasis added by district.] 

Parameters and Guidelines 

This Controller states that the "Parameters and Guidelines states that health fees authorized 
by the Education Code must be deducted from costs claimed." The parameters and guidelines 
actually state: 

"Any offsetting savings that the claimant experiences as a direct result of this statute must 
be deducted from the costs claimed. In addition, reimbursement for this mandate received 
from any source, e.g., federal, state, etc., shall be identified and deducted from this claim 
This shall include the amount of [student fees] as authorized by Education Code Section 
72246(a)." 4 

In order for a district to "experience" these "offsetting savings" the district must actually have 
collected these fees. Student health fees actually collected must be used to offset costs, but 
not student health fees that could have been collected and were not. The use of the term "any 
offsetting savings" further illustrates the permissive nature of the fees. 

Government Code Section 17514 

The Controller relies upon Government Code Section 17514 for the conclusion that "[t]to the 
extent community college districts can charge a fee, they are not required to incur a cost." ... 
There is nothing in the language of the statute regarding the authority to charge a fee, any 
nexus of fee revenue to increased cost, nor any language which describes the legal effect of 
fees collected ... 

Government Code Section 17 5 5 6 

The Controller relies upon Government Code Section 17556 for the conclusion that "the 
CSM shall not find costs mandated by the State if the school district has the authority to levy 
fees to pay for the mandated program or increased level of service." ... The Controller 
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misrepresents the law. Government Code Section 17556 prohibits the Commission on State 
Mandates from finding costs subject to reimbursement, that is, approving a test claim activity 
for reimbursement, where there is authority to levy fees in an amount sufficient to offset the 
entire mandated costs. Here, the Commission has already approved the test claim and made a 
finding of a new program or higher level of service for which the claimants do not have the 
ability to levy a fee in an amount sufficient to offset the entire mandated costs. 

Student Health Services Fee Amount 

The Controller asserts that the district should have collected a student health service fee each 
semester from non-exempt students in the amount of $11 for FY 2000-01 and $12 for FY 
2001-02 and FY 2002-03. Districts receive notice of these fee amounts from the Chancellor 
of the California Community Colleges. An example of one such notice is the letter dated 
March 5, 2001, attached as Exhibit "F." While Education Code Section 76355 provides for an 
increase in the student health service fee, it did not grant the Chancellor the authority to 
establish mandatory fee amounts or mandatory fee increases ... Therefore, the state cannot 
rely upon the Chancellor's notice as a basis to adjust the claim for "collectible" student health 
services fees. 

Fees Collected vs. Fees Collectible 

This issue is one of student health fees revenue actually received, rather than student health 
fees which might be collected ... Student fees not collected are student fees not 
"experienced" and as such should not reduce reimbursement. Further, the amount 
"collectible" will never equal actual revenues collected due to changes in a student's BOGG 
eligibility, bad debt accounts, and refunds 

Because districts are not required to collect a fee from students for student health services, 
and if such a fee is collected, the amount is to be determined by the district and not the 
Controller, the Controller's adjustment is without legal basis. What claimants are required by 
the parameters and guidelines to do is to reduce the amount of their claimed costs by the 
amount of student health services fee revenue actually received Therefore, student health 
fees are merely collectible, they are not mandatory, and it is inappropriate to reduce claim 
amounts by revenues not received 

Enrollment and Exempted Student Statistics 

It is our understanding that the Controller adjusted the reported total student enrollment and 
reported number of exempt students based on data requested during the audit from the office 
of the Chancellor of the Community Colleges, although the audit report states otherwise. The 
information obtained from the Chancellor's office is based on information originally provided 
to the Chancellor by the District in the normal course of business. The Controller has not 
provided any factual basis why the Chancellor's data, subject to review and revision after the 
fact for several years, is preferable to the data reported by the District which was available at 
the time the claims were prepared ... 

4 Former Education Code Section 72246 was repealed by Chapter 8, Statues of1993, Section 29, and was replaced by 
Education Code Section 76355. 

SCO's Comment 

We agree that community college districts may choose not to levy a health service fee. 
However, Education Code section 76355, subdivision (a), provides districts with the 
authority to levy a health service fee. The parameters and guidelines state that health fees 
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authorized by the Education Code must be deducted from costs claimed. Education Code 
section 76355, subdivision (a), states that a governing board of a community college district 
may require students to pay a health supervision and service fee. Education Code section 
76355, subdivision (c), exempts collection of health fees from those students who: (1) 
depend exclusively on prayer for healing; (2) are attending a community college under an 
approved apprenticeship training program; (3) demonstrate financial need. 

We also agree that the California Community Colleges Chancellor's Office (CCCCO) does 
not have the authority to establish mandatory fee amounts or mandatory fee increases. The 
CCCCO merely notifies districts of changes to the authorized fee amount, pursuant to 
Education Code section 76355, subdivision (a). 

Effective the summer of 1997, authorized health service fees, pursuant to Education Code 
section 76355, were $8 per student for summer and $11 per student for the fall and spring 
semesters. Effective the summer of 2001 session, Education Code section 76355(a) 
authorized a $1 increase to health service fees, resulting in authorized health service fees of 
$9 per student for summer semester and $12 per student for the fall and spring semesters 
(Tab 10). 

Regardless of the district's decision to levy or not levy a health service fee, the district does 
have the authority to levy the fees. In addition, contrary to the district's response, the SCO 
made no distinction between full-time or part-time students regarding the authorized health 
service fee. Districts are authorized to levy the full fee amount to both part-time and full-time 
students. Government Code section 17514 states that "costs mandated by the state" means 
any increased costs that a school district is required to incur. Furthermore, Government Code 
section 17556, subdivision (d), states that the CSM shall not find costs mandated by the State 
if the school district has the authority to levy fees to pay for the mandated program or 
increased level of service. For the Health Fee Elimination mandated program, the CSM 
clearly recognized the availability of another funding source by including the fees as 
offsetting savings in the parameters and guidelines, section VIII (amended May 25, 1989). 
To the extent districts have authority to charge a fee, they are not required to incur a cost. 

The district misrepresents the CSM' s determination regarding authorized health service fees. 
The CSM's staff analysis of May 25, 1989, regarding the proposed parameters and guidelines 
amendments (Tab 6), states: 

Staff amended Item "VIII. Offsetting Savings and Other Reimbursements" to reflect 
the reinstatement of [the] fee authority. 

In response to that amendment, the [Department of Finance (DOF)] has proposed the 
addition of the following language to Item VIII. to clarify the impact of the fee 
authority on claimants' reimbursable costs: 

"If a claimant does not levy the fee authorized by Education Code Section 
72246(a), it shall deduct an amount equal to what it would have received had 
the fee been levied." 

Staff concurs with the DOF proposed language which does not substantively change 
the scope of Item VIII. 
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Thus, it is clear that the CSM's intent was that claimants deduct authorized health service 
fees from mandate-reimbursable costs claimed. Furthermore, the staff analysis included an 
attached letter from the CCCCO, dated April 3, 1989, in which the CCCCO concurred with 
the DOF and the CSM regarding authorized health service fees. 

's staff concluded that the DOF's proposed language did not substantively 
change the scope of staff's proposed language, CSM staff did not rt er revise e propose 
parameters and guidelines. The CSM's meeting minutes of May 25, 1989 (Tab 7) show that 
the CSM adopted the proposed parameters and guidelines on consent, with no additional 
discussion. Therefore, there was no change to the CSM's interpretation regarding authorized 
health service fees. 

Two court cases addressed the issue of fee authority.5 Both cases concluded that "costs," as 
used in the constitutional provision, exclude "expenses that are recoverable from sources 
other than taxes." In both cases, the source other than taxes was fee authority. 

The district also states, "the amount 'collectible' will never equal actual revenues collected 
due to changes in a student's BOGG eligibility, bad debt accounts, and refunds." The district 
is responsible for providing accurate enrollment and BOGG grant data, including any 
changes that result from BOGG grant eligibility or students who disenroll. Consistent with 
OMB Circular A-21, Section J, the district is responsible for any bad debt accounts. 

The district is mistaken when it states that the SCO auditor used total reported student 
enrollment and reported number of exempt students based on data requested during the audit 
from the Chancellor's Office. The SCO calculated authorized health service fees based on 
"Student Enrollment List" and "BOGG Detail" reports for the various semesters provided by 
Marie Stokes, Accounting Technician, Fiscal Services, El Camino Community College 
District to Janny Chan, SCO Auditor (Tab 9). 

County of Fresno v. California (1991) 53 Cal. 3d 482; Connell v. Santa Margarita (1997) 59 Cal. App. 4th 382. 

V. THE DISTRICT UNDERSTATED ITS OFFSETTING REVENUE 

For FY 2000-01, the district understated offsetting revenue of $2,355 because it did not 
reduce claimed health services costs and related health services revenues recorded in 
Revenue Account 8890. The district does not dispute this adjustment. 

SCO Analysis: 

The parameters and guidelines specify that any offsetting savings or reimbursements 
received by the district from any source as a result of the mandate must be identified and 
deducted so that only net district health services costs are claimed. 

District's Response 

The district is not disputing this adjustment. 
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VI. AMOUNTS PAID BY THE STATE 

district believes that as of the issuance oft e ma repo , e e · 
State is incorrect for FY 2001-02. We agree with the district and have noted the corrected 
amount in the Summary Section of this document. 

SCO Analysis: 

The State paid the district $54,835 for FY 2000-01 and $35,266 for FY 2001-02. These 
amounts include cash payments and any outstanding accounts receivable offsets applied. 

District's Response 

... The payment received from the state is an integral part of the reimbursement calculation. 
The Controller changed the FY 2001-02 claim payment amounts received without a finding 
in the audit report, then changed it again in the October 27, 2005 demand for payment. 

Amount Paid by the State 2000-01 2001-02 2002-03 

As Claimed $54,835 $35,266 $0 

Audit Report $54,835 $34,266 $0 

The propriety of these adjustments cannot be determined until the Controller states the reason 
for each change. 

SCO 's Comment 

The final audit report incorrectly stated that the district was paid $34,266 rather than the 
correct amount of $35,266 for FY 2001-02. We have updated the payment amount in the 
Summary Section of this document. 

VU. STATUTE OF LIMITATIONS FOR AUDIT 

Based on the statute of limitations for audit, the district believes that the SCO had no 
authority to assess audit adjustments for FY 2000-01 and FY 2001-02. 

SCO Analysis: 

Government Code section 17558.5 subdivision (a), effective July 1, 1996, states that a 
district's reimbursement claim is subject to audit no later than two years after the end of the 
calendar year in which the claim is filed or last amended. The district filed its FY 2000-01 
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claim on January 14, 2002, and filed its FY 2001-02 claim on December 30, 2002. Thus, 
both claims were subject to audit through December 31, 2004. The SCO initiated the audit on 
December 2, 2004, and conducted an audit entrance conference on January 5, 2005, at the 
district's request. Therefore, the SCO initiated an audit within the period in which both 
claims were subject to audit. 

District's Response 

This issue is not a finding of the Controller. The District asserts that the FY 2000-01 and FY 
2001-02 claims are beyond the statue of limitations for audit when the Controller issued its 
audit report on October 5, 2005. The District raised this issue at the beginning of the audit 
and in its letter dated July 26, 2005 in response to the draft audit report. 

Chronology of Claim Action Dates 

January 14, 2002 
December 30, 2002 
December 31, 2004 
December 31, 2004 
October 5, 2005 

FY 2000-01 claim filed by the District 
FY 2001-02 claim filed by the District 
FY 2000-01 statute of limitations for audit expires 
FY 2001-02 statute of limitations for audit expires 
Controller's final audit report issued 

The District's fiscal year 2000-01 claim was mailed to the Controller on January 14, 2002. 
The District's fiscal year 2001-02 claim was mailed to the Controller on December 30, 2002. 
The audit report is dated October 5, 2005. Pursuant to Government Code Section 17558.5, 
these claims were subject to audit no later than December 31, 2004. The audit was not 
completed by this date. Therefore, the audit adjustments for FY 2000-01 and FY 2001-02 are 
barred by the statute of limitations .... 

Statutory History 

Prior to January 1, 1994, no statute specifically governed the statute of limitations for audits 
for audits of mandate reimbursement claims. Statutes of 1993, Chapter 906, Section 2, 
operative January 1, 1994, added Government Code Section 17558.5 to establish for the first 
time a specific statute of limitations for audit of mandate reimbursement claims .... 

Statutes of 1995, Chapter 945, Section 13, operative July 1, 1996, repealed and replaced 
Section 17558.5, changing only the period of limitations .... 

The FY 2000-01 and FY 2001-02 annual claims are subject to the two-year statute of 
limitations established by Chapter 945, Statues of 1995 ... The FY 2000-01 and FY 2001-02 
claims were no longer subject to audit when the audit report was issued 

Statutes of 2002, Chapter 1128, Section 14.5, operative January 1, 2003 amended Section 
17558.5 .... 

The amendment is pertinent since it indicates this is the first time that the factual issue of the 
date the audit is "initiated" for mandate programs for which funds are appropriated is 
introduced .... 

Statutes of 2004, Chapter 890, Section 18, operative January 1, 2005 amended Section 
17558.5 .... The amendment is pertinent since it indicates this is the first time that the 
Controller audits may be completed at a time other than the stated period oflimitations. 

Initiation of An Audit 

The audit report states the Controller's staff telephone contact with the District on December 
2, 2004 "initiated'' the audit ... The words "initiate" an audit are used only in the second 
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sentence of Section 17558.5, that is, in a situation when no funds are appropriated for the 
program for the fiscal year for which the claim is made. Then, and only then, is the Controller 
authorized to "initiate an audit" within two years from the date of initial payment. ... 

. . . The Controller's apparent measurement date for "initiation" of an audit is actually the 
date of the entrance conference, not the date of the phone contact. ... 

. . . It can be therefore be concluded that the Controller has no legal basis for their policy on 
the initiation date of audits. 

Delay of the Audit 

The Controller asserts that the Controller "agreed to delay the start of the audit until January 
5, 2005," which would seem to infer that the District either requested the delay or somehow 
committed a willful act intended to delay the completion of the audit ... The facts regarding 
the events of December 2 through 9, 2004, are stated in my declaration, which is attached as 
Exhibit "G." 

If there was any delay to the start of the audit, it was by unilateral action of the Controller. 
Regardless, the delay in the start of an audit which could not have been timely completed is 
not relevant ... The Controller did not complete the audit within the statutory period allowed 
for the first two fiscal year claims included in this audit. The date the audit was "initiated" for 
the two years is irrelevant, only the date the audit was completed is relevant. ... The audit 
findings are therefore void for those two claims. 

Completion of the Audit 

As stated above, the Controller's argument that an attempt was made to "initiate an audit" in 
December 2004 is not legally relevant since the claims were only "subject to audit" through 
December 2004. The relevant statute of limitations date is the date when the audit is 
completed .... 

The Controller did not complete the audit within the statutory period allowed for the first two 
fiscal year claims included in this audit. The audit findings are therefore void for the FY 
2000-01 and FY 2001-02 claims. 

SCO's Comment 

On Thursday, December 2, 2004, the SCO auditor contacted the business manager for El 
Camino Community College District to request an entrance conference for any date before 
December 31, 2004 that was convenient for the district staff. The purpose of the conference 
was to commence the audit of the Health Fee Elimination Program cost claims for the FY 
2000-01, FY 2001-02, and FY 2002-03. The business manager informed the auditor that she 
preferred to hold the entrance conference in January 2005, as she was going on vacation on 
December 13, 2004, and the college was closed during the last two weeks of the year. The 
SCO auditor informed the business manager that the entrance conference would not last more 
than one hour. The business manager agreed to check with her staff members to determine 
their availability. 

On Monday, December 6, 2004, the business manager left a voice mail message with the 
SCO auditor stating that the district staff was available for an entrance conference at 2:30 
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p.m. on December 9, 2004. The auditor was out of the office and did not retrieve the 
message. 

On Tuesday, December 7, 2004, the auditor retrieved the message from the business 
manager. The auditor discussed the date and time for entrance conference with the auditor's 
manager. Due t · · chedule the mana er and the auditor were not available for 
that time. The auditor later called the business manager to inform er t at e ne1 er e 
auditor's manager nor the auditor were available on the afternoon of Thursday, December 9, 
2004, but were available in the morning or any other date and time before her departure for 
vacation on December 13, 2004. The business manager indicated that she had no other time 
available before her departure, and she therefore consented to meet on January 5, 2005. She 
indicated that she clearly understood that the audit would include FY 2000-01 and FY 2001-
02. 

On Thursday, December 9, 2004, our office faxed a letter to the business manager 
confirming the January 5, 2005, entrance conference date and informing her that the audit 
would include FY 2000-01 and FY 2001-02 (Tab 8). The audit notification letter states: 

In a telephone conversation on Thursday, December 2, 2004, Janny Chan, SCO Auditor-in
Charge, asked to begin the audit this month. However, due to the unavailability of appropriate 
district personnel, Pamela Fees, Business Manager, requested that the audit commence on 
January 5, 2005, at 10:30 a.m 

The district believes that the audit initiation date is not relevant because the term "initiate an 
audit" is not specifically stated in the Government Code language applicable to these claims. 
Instead, the district believes the audit report date is relevant. In particular, the district 
believes that Chapter 890, Statutes of 2004, is pertinent because "it indicates this is the first 
time that the Controller audits may be completed at a time other than the stated period of 
limitations." This is an erroneous conclusion: Before Chapter 890, Statutes of 2004, there 
was no statutory language defining when the SCO must complete an audit. In addition, the 
district states, "Had the Legislature intended the former Section to mean 'subject to the 
initiation of an audit,' there would have been no need to amend the statute to now say 
'subject to the initiation of an audit.' " Clearly the opposite is true; the Legislature modified 
the previous language to clarify its intent. 

As of July 1, 1996, Government Code section 17558.5, subdivision (a), stated, "A 
reimbursement claim ... is subject to audit by the Controller no later than two years after the 
end of the calendar year in which the reimbursement claim is filed or last amended .... " In 
construing statutory language, we are to "ascertain the intent of the Legislature so as to 
effectuate the purpose of the law." (Dyna-Med., Inc. v. Fair Employment and Housing Com. 
(1987) 43 Cal.3d 1379, 1386.) In doing so, we look first to the statute's words, giving them 
their usual and ordinary meaning. (Committee of Seven Thousand v. Superior Court (1988) 
45 Cal. 3d 491, 501.) 

In Government Code, section 17558.5, subdivision (a), the words "subject to" mean that the 
district is "in a position or circumstance that places it under the power or authority of 
another."5 The SCO exercised its authority to audit the district's claims by conducting the 
audit entrance conference within the statute of limitations. There is no statutory language that 
requires the SCO to issue a final audit report before the two-year period expires. 
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As of January 1, 2003, Government Code section 17558.5, subdivision (a), was amended to 
state, "A reimbursement claim ... is subject to the initiation of an audit by the Controller no 
later than three years after the reimbursement claim is filed or last amended, whichever is 
later .... " [Emphasis added.] While the amendment does not define the start of an audit, the 
phrase "initiation of an audit" implies the first step taken by the Controller. Construing the 
.,, .. .., • ., .. ,., ..... , Ian a e to ermit the Controller's initial contact as the audit's initiation is 
consistent with the statutory language as well as subsequent amen ments. o rea t es au e 
as requiring that the SCO issue a final audit report within a certain timeframe would be to 
read into the statute provisions that do not exist. 

The fundamental purpose underlying statute of limitations is "to protect the defendants from 
having to defend stale claims by providing notice in time to prepare a fair defense on the 
merits." (Downs v. Department of Water & Power (1977) 58 Cal App. 4th 1093.) Here, the 
SCO exercised its authority to audit the district's claims before the statute of limitations 
expired by notifying the district by letter, faxed on December 9, 2004 (Tab 8), that the audit 
would include FY 2000-01 and FY 2001-02. 

5 Source: American Heritage Dictionary of the English Language, Fourth Edition © 2000. 

VIII. CONCLUSION 

The SCO audited the El Camino Community College District's claims for costs of the 
legislatively mandated Health Fee Elimination Program (Chapter 1, Statutes of 1984, 2nd 
Extraordinary Session, and Chapter 1118, Statutes of 1987) for the period of July 1, 2000, 
through June 30, 2003. The district claimed $479,711 for the mandated program. Our audit 
disclosed that $79,820 is allowable and $399,891 is unallowable. The unallowable costs 
occurred primarily because the district claimed overstated its indirect cost rates and 
understated health fees. 

In conclusion, the CSM should find that: (1) the SCO had authority to audit FY 2000-01 and 
FY 2001-02; (2) the SCO correctly reduced the district's FY 2000-01 claim by $97,894; (3) 
the SCO correctly reduced the district's FY 2001-02 claim by $167,511; and (4) the SCO 
correctly reduced the district's FY 2002-03 claim by $134,486. 

VII. CERTIFICATION 

I hereby certify by my signature below that the statements made in this document are true 
and correct of my own knowledge, or, as to all other matters, I believe them to be true and 
correct based upon information and belief. 

Executed on October 9, 2007, at Sacramento, California, by: 

L. Spano, Chi 
andated Cost Audits Bureau 

Division of Audits 
State Controller's Office 
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B. Indirect Cost 

Indirect costs are: (a) Incurred for a commo ese-benefiti e an one cost 
, an not readily assignable to the cost objectives specifically benefited, without 

effort disproportionate to the results achieved, .Indirect costs can originate in the department 
performing the mandate or in departrne'nts that supply the department performing the mandate 
with goods, services and. facilities. As noted previously, in order for a cost to be allowable, it 
rnust be allocable to a particular cost objective. With respect to· indirect costs, this requires that 

. the cost be distributed to benefiting cost objectives on bases, which produce an equitable result 
in relation to the beriefits derived by the mandate. 

(1} Indirect .costs for Schools 

School districts and county superintendents of schools may claim indirect costs incurred for 
mandated costs. .For fiscal,' years· prior to 1986-87, .school districts and county 
superintendents bf sc.hools may use .. the Department of Education Form Nos. J41A or J-
73A, respectively, applicable to the fiscal year of the claim. The rate, however, must not.be 
applied to items of direct costs claime.d in complying with the mandate if those same costs 
are included in cost centers identified as General Support (i.e.; EDP Codes .400, 405, 41 o 
in Column 3). For the 1986-87 and subsequent fiscal years, school districts and county 
superintendents of schools may use the Annual Program Cost Data Report, Oep"!rtment of 
Education Form Nos. J-380 or J-580; respectively, apP,licable to. th~ fiscal year of the claim. 

. . . 

The amount of indirect costs the claimant is· eligible to claim is computed by multiplying the 
rate by direct costs. When applying the rate, multiply the rate by direct.costs not included in 

. total support serv'ices EDP No. 422 of the J-380 or J-580. If there are· any exceptions lo this 
general rule for applying the indirect cost rate, they will be found in the individual mandate 
instructions. · · 

(2) Indirect Cost Rate for Community Colleges 

. A college has the option of using a federally approved rate, utilizing the cost accounting 
principles from Office of Management and Budget Circular ·A-21 "Cost Principles for 
Educational Institutions,~ or- the Controller's methodology . outlined .in the following 

. paragraphs. If the federal rate is used, it must be from the same fiscal year in which.the 
costs were incurred. · ' · . . .· 

. The Controller. allows the following methodology for use by community colleg~s in 
computing an indirect cost rate for state mandates. The objective of this computation is to 
detennine an equitable rate for use in allocating administrative support to personnel that 

. performed the mandated co~t· activities claimed by the community college. This 
, methodology assumes that administrative services are provided to all activities of the 
institution in relation to the direct costs.incurred in the performance-of those activities. Form 
FAM'.'29C has been developed to' assist th~ community i:;ollege in computing an indirect · 
cost rate for state mandates. Completion of this fonn consists of three main steps: 

RevisM 9/02 

. • The elimination of unallowable. costs from the expenses rep~rted on the financial 
statements. ~ · 

• The segregation of th~ adjusted expenses between those incurred for direct and 
indirect activities. 

•- The development of a ratio between the total indirect expenses and total direct 
expenses_ incurred by the community college. . . 

Filing a Cl~im, ,Page 7 
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The computation is based on total expenditures as reported in 
Colleges Annual Financial and Budget Report, E~x~p~e~n~d~it~u~re~s~b~y~A~c~ti~v~i ~~'.P.~~~----'-----
Expenditures classified hy activity-ara-se§re~ unc ron t ey serve. Each function 
may include expenses for salaries, fringe benefits, supplies, and capital outlay. OMS 
CircularA-21 requires expenditures for capital outlays to be.excluded from the indirect cost 
rate computation. · 

. . 
Generally, a direct cost is nne incurred specifically for one activity, while in~irect costs are 
of a more general nature and are incurred for the benefit of several aetivities. f.s previously 
noted, the objective of this computation is to equitably allocate administrative support costs 
to personnel thet perform mandated cost activities claimed.by the college; For the purpose 
of this computation we have· defined indirect costs to be those costs which provide 
administrative. support to pers9nnel who perform mandated cost activities. We have defined 
direct costs to be those. indirect costs · that do not provide administrative support lo 
personnel who perform mandated cost activities and those costs that are directly related to 
instructional activities of the college. Accounts that should be classified as indirect costs 
are: Planning and Policy Making, Fiscal Operations, General Administrative ,Services, and 
Logistical Services. If any .costs included i,n these. accounts are claimed as.a mandated 
cos~ i.e., . salaries of employee performing mandated cost activities, . the. cost should be 
reclassified as a direct . cost Accounts in the following groups of accounts shbuld be 
classified as direct costs: Instruction, .Instructional Administration, Instructional Support 
Services, Admissions and Records, Counseling' and Guidance, Other Student Services 
Operation ahd Maintenance of Plant, Community Relations, Staff Services, Non~ 
instructional Staff-Retir~es' Benefits and Retirement Incentive~. Community Services, 

· Ancillary Services and Auxiliary Operations.· A college may classify a portion of I.he 
expenses reported in the account Operation and Maintenance of Plant as inciirect. The 
claimant has t~e option· of using a 7% or a higher expense percentage is allowable if the· 
college can support its allocation basi~. 

Revised ·9/02 

The rate, derived by determining the ratio of total indirect expenses and total direct 
expenses when applied to the direct costs claimed, wil! result in an equitable distribution of 
the college's mandate related indirect costs. An example qf rthe methodology used to 
compute an indire,ct cost tate;is presented ,in Table 4 .. 

r 

Filing ·a Claim, Page 8. 
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I Table 4 _Indirect Cost Rate for Community Colfeges w·1 
·MANDATED COST FORM 

INDIRECT COST RATE FOR COMMUNITY COLLEGES FAM-29C 

(01) Claimant (02) Period of Claim 

(03) Expenditures byActivity (04} Allowable Costs 

-
- Activity EDP Total Adjustments. Total Indirect Direct 

Subtotal Instruction 599 $19,590,357 $1,339,059 $1 B,251,298 $0 $18,251,298 

Instructional Administration 6000 . 

'- Academic Administration 301 2,941,386 105,348 2,836,038 0 2,636,038 

Course CurriciJlum & Deveiop. 302 . 21,59S 0 21,595 0 21,595 

Instructional Support Service ' 6100 

Learning Center 311 22,737 863 21,874 0 21,874 . 

. Library 312 518,220 2,591 515,629 0 515,629 

Media 313 522,530 115,710 ·406,820 0. 406,820 

Museums· and Galleries 314 0 0 0 0 0 

Admissions and Records 6200 584,939 12,952 571,98? D 571,987 

c Counseling and Guidance 6300 1,679,596 54;401 1,625,195 0 1,625,195 
' Other Student Services 6400 

Financial Aid Administration 32.1 391,459 . 20,724 370,735 0 370,735 

Health Services 322 .. 0 0 0 0 0 
- Job Placement Services 323 . 83,663 0 83,663 0 83,663 

Student Personnel Admin. 324 269,926 12,953 276,973 ' 0 276,973 

Veterans Services 325 25,427 0 25,427 0 25,427 ' 

Other Student Services 329 0 ' 0 0 0 Q· 
. '6500 

I 
Operation & Maintenance 

Building Maintenance 331 1,079,260 44,039 1,035,221 0 1,035,221 I 
i 

Custodial Services 332 1,227,668 33,677 1,193,991 0 1: 193,991 ! 
. 

Grounds Maintenance 
' 

333' 596,257 . 70,807 525,450 0 525,450 

Utilities· 334 1,236,305 ,o 1.2.36,305 0 1,236,305. 

Other 339 c 3,454. 3,454 0 0 
I 

0 

Planning and Policy Making 6600 587,817 22,451 565,366 565,366 0 

General lnst.·Support Ser.iices 6700 

Community Relations . -341 0 0 0 0 0 

Fiseal Operations 342 634,605 . 17,270 . 617,335 553,184 (a) 64,151 

• Subtotal $32,037,201 $1,856,299 $30,180,902 $1,118,550 $29,062,352 
" I 

. ( ' 

Revised 9/02 . Filing.a Claim, Page 9 , 
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Table 4 Indirect Cost Rate for Community Colleges (continued) 

MANDATED COST FORM 
INDIRECT COST RATE FOR COMMUNITY COLLEGES· FAM-29C 

(01) Claii:riant - (02) Period of Claim 

(03) Expenditures by Activity (04) Allowable Costs 
. 

Activity _EDP Total . Adjustments Total Indirect Direct 

General Inst Sup. Serv, (cont.) 6700 

Administrative Services 343 $1,244,248 $219,331 $1,024,917. $933,494 (a) $91,423 ' 

I 

Logistical Services 344 1,650,889 126,935 1,523,954 - 1,523,954 0 

Slaff' Services 345 0 0 0 0 ' 0 
. 

Noninstr. Staff Benefit & lncen"t. 346 10,937 0 10,937 0 10,937 
- ' 

Community Services 6800 
I 

.. 

Community Recreation 351 703,858 20,509 683,349 0 ' 683,349 

Community Service Classes 352 423,188 24,826 398,362 - . 0 398,362 

Community Use of Facilities 353 89,877 10,096 - 79,781 0 79,781 
~ 

Ancillary Services 6900 

c· Bookstores 361 0 0 0 0 
/ 

0 ' 

Child_ Development Center 362 89,051 1,206 87,845 0 87,845 

· Farm Operations . 363 0 0 0 0 0 

Food· Services 364 \ 0 0 0- 0 0 

Parking 365 420,274 6,857 413,417 0 413,417 

Student Activities 3663 0 0 0 ' 0 0 
I 

Student Housing Bi 0 0 0 0 0 

- Other 379 o- 0 - 0 0 0 

Auxi_liary Operations 7000 
I 

Auxillary Clas11.es - 381 1, 124,557 12,401 1, 112, 156 o· 1, 112-,156 
-· 

Other Auxiliary Operations 382 0 0 o- 0 0 

Physieal Property Acquisitions 7100 814,318 814,318 0 0 0 

(O~~ Total $38,608,398 $3,092,778 $35,515,620 $3,575,998 $31, 939,622 

(06) Indirect Cost Rafe: (Total Indirect Costffolal Direct Cost) 11.1961% ~ 

' 

' (07) Notes ' ' 
. 

~ ., 
(a) Mandated Cost activities designated asdirect costs per claim instructions. 

' 
/ 

_,,.. ·- { ,. 
--

. I 
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HEALTH FEE ELIMINATION 

1. Summary of Chapters 1/84, 2nd E.S.,.and Chapter 1118/87 

Chapter 1, Statutes of 1984, 2nd E.S., repealed Education Code§ 72246 Wiich authorized 
community college districts to charge a fee for the purpose of providing health supeNiSion 
and services, direct and in.direct medi~I and hospitalization services, and operation of 
student health centers. The statute also required community college districts that charged 
a fee In the 1983/84 fiseal year to maintain that level of ~ealth services in the 1984/85 · 
fiscal year and each fiscal year thereafter. The provisions of this statute would ·. 

· automatically repeal on December 31~ 1987, 'MliCh 'M>Ufd reinstate the community college 
districts' authority to charge a health fee as specified.· 

Chapter 1118, Statutes of 1987 amended Education Code§ 72246 t9 require any 
c0mmunity c0llege district that provided health services in the 1986/87 fiscal year to 
maintain health services at that level in the 1986/87 fiscal year and each fiscal year 
thereafter. Chapter 8, Statutes of 1993, has revised the numbering of§ 72246 to§ 76355." 

2. Eligible Claimants 

Any GOinmunity college district incurring increased costs as a result of this mandate is 
eligible to claim reimbursement of these costs. · 

3. Appropriations 

To determine if current funding is available for this program, refer to the schedule 
"Appropriations for State Mandated Cost Programs" in the "Annual Claiming Instructions for 
State Mandated Costs" issued ih mid-September of each year to c:Ommunity college 
presidents. 

4. Typ~s of Claims 

A Reimbursement and Estimated Claims 

A claimant may file a reimbursement claim and/or an estimated claim. A 
reimbursement claim details the costs actually incurred for a prior fiseal year. An 
estimated claim shovvs the costs to be incurred for the current fiscal year. · 

B. Minimum Claim· 

Section 17564(a), Government Code, provides that no claim shall be filed pursuant to 
Section 17561 unless such a claim exceeds $200 per program per fiseal year. · 

5. Filing Deadline 

Revised. 9/97 

' . 

(1) Refer to item 3-"Appropriations" to determine if the program is funded for the current 
fiscal year .. ff fuhding is available, an estimated cti:tim,must be filed iMth the State 
Controiler's Office and postmarked by November 3o, of the fiscal. year in v.tiich costs 
are to be incurred. Timely filed estimated claims v..i!I be paid before late claims~ 

After having received payment for an estimated claim, the claimant must file a 
reimbursement: claim by November 30,.of the follo>Mng fiscal year regardless 
v.hetherthe payment was more .or less than the actual costs. If the local agency 
fails t9 file a reimbursement claim, monies received must be returned to the . 
State. If no estimated claim was filed, the locaf agency may_ file a reimbursement 

. . . 

Chapters 1/84 and 1118/87, Page 1 of3 
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claim detailing the actual costs incurred for the fiscal year, provided there was an 
appropriation for the program for that fiscal year. (See item 3 above). 

(2) A reimbursem.ent claim detailing the actual costs must be filed \Mth the State 
-~__:--------~mroller's Office aAEl-pestmarked-by-tiovernber301ol'-lo~w..,n=g"'1"-h~e=ti=sca==>-l-;-:y=ea~r"'in~V\h..:.ir=ch.::---------~ 

costs were incurred. If the claim is filed after the deadline but by November 30 of the 
·.succeeding fiscal year, the approved claim must be reduced by a late penalty of 10%, 
not to exceed $1,000. Claims filed more than one year after the deadline \Mii not be 
accepted. 

6. Reimbursable Components 

Eligible claimants 'h111 be reimbursed for health service costs at the level of service 
provided in the 1986/87fiscal year. The reimbursement 'h111 be reduced by the amount of 
student health fees authorized per the Education Code § 76355. 

After January 1, 1993, pursuant to Chapter 8, Statutes of 1993, the fees students 'I/ere 
required to pay for health supervision and services were not more than: 

$10.00 per semester 

$5.00 for summer school 

$5.00 for each quarter 

Beginning 'h1th the summer of 1997, the fees are: 

.. $11.00 per semester 

$8.00 for summer school or 

$8.00 for each quarter 

The district may increase fees by the same percentage increase as the lmplitit Price 
Deflator (IPD) for the state and local government.purchase ofgoods and services. 
Whenever the IPD calculates an increase of one dollar ($1) above the existing amount, the 
fe,es may be increased by one dollar ($1). 

7. Reimbursement Limitations 

A. If the level at ooich health seJVices v.iere provided during the fiscal year of . 
reimbursement is less than the level of health services that were provided in the 
1986/87 fiscal year, no reimbursement is forthcoming. 

8,; Any offsetting savings or reimbursement the claimant received from any source (e.g. 
federal, state grants, foundations, etc.) as a result of this mandate, shall be identified 
and deducted so only net local~costs are claimed. 

' 8. . Claiming Fonns and Instructions 

The diagram "Illustration of Claim Forms" provides a graphical presentation of forms 
required to be filed with a daim. A claimant may submit a computer generated report in 
subStitution for fonns HFE-1.D, HFE-1 .. 1, and form HFE-2 provided the format of the report 
and data fields contained within the report are identical to the claim forms 'included in these 
instructions. The claim forms provided with these instructions should be duplicated and 
used by the claimant to file estimated and reimbursement claims. The State Controller's 

· Office 'h111 revise the manual and claim ·forms as necessary. In such instances, new 
~replacement'forrns .,.,;11 be mailed to claimants. 

Chapters 1/84and 1118/87, Page 2of3 Revised 9/97 
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A. Form HFE~ 2, Health Services 

This fonn is used to list the health services the cormpunity college provided during the 
1986/87 fiscal year and the fiscal .year of the reimbursement claim. 

8. Form HFE-1.1, Claim Summary 

This form is used to compute the allowable increased costs an individual college of 
the _community college district has incurred io comply v-.1th the state mandate. The 
level of health services reported on this fonn must be supported by official financial 
records of the community college district A copy of the document must be submitted 
wth the claim. The amount shooo on line (13) of this form is carried to fonn HFE-1.0. 

' / . 

C. Form HFE-1.0, Claim Summary 

This form is used to list the individual colleges that had}ncreased costs due to the 
state .mandate and to compute a total claimable cost for the district. The "Total 
Amount Claimed", line (04) on this form is carried forward to form FAM-27, line 13, for 
the reimbursement claim, or line (07) for the estimated claim; 

D. Form FAM-27, Claim for Paymeryt 

Revised 9/97 

This form contains a certification that must be signed by an authorized representative 
of the local agency. All applicable information from form HFE-1.0 and HFE 1.1 must 
be canied forward to this form for the Staie Controller's Office to process the claim for 
payment. r 

Fonn HFE-2 

Health 
Services 

Form HFE·1.1 
Comp0nenU 
Activity 

C.ost Detail 

Form HFE-1.0 · 

Claim summary 

FAM-27 

Clalrn 

for Payment 

Illustration of Claim Forms 

Forms HFE-1.1, Cl::iim Summ::iry 

Complete a separate form HFE-1 .1 for each 
college for which costs are claimed by the 
community college district. 

Chapters 1/84 and 1118/87~ Page 3 of3 
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' For State Controller Use Only Program CLAIM FOR PAYMENT 

Pursuant to Government Code Section 17561 (19) Program Number 00029 

029 I (20) Date Filed __ !__! __ 
HEALTH FEE ELIMINATION 

(21) LRS Input ~-'---'---
/ C011 Claim~nt Jdenlific~lion "'•·-h-· ........ 

L Reimbursement Claim Data 
A 

(02) Claimanl_ Name ._ , 
B- (22) HFE-1.0, (04)(b) 
E 
L Countv of Location ' 

(23) 

H Street Address or P.0.-Sox Suile 
E 

- (24) 
R Citv State Zic Code 
~ _./ (25) 

Type of Claim Estimated Claim Reimbursemel}t Claini (26) 

1 
(03) Estimated D (09) Reimbursement D (27) 

(04) Combined D (10) Combined o· (28) 
-

{05) Amended D. (11) Amended D (29) 

Fiscal Year of Cost (06) 20 __ .:..._/20 (12) ·20 __ 120 (30) -- ----

Total Claimed Amount (07) (13) (31) 
' 

Less: 10% late Penalty, no·t to exceed $1,000 (14) (32) 

Less: Prior Clalrh Payment Received (15) (33) 
' ' . 

Net Claimed Amount (16) (34) 

Due from State (08) (17) (35) 

Due to State (18) (36) -
-

(37) CERTIFICATION OF CLAIM 

In acc~rdance with the provisions of Government Code § 17561, I certify that I am the officer authorized by the local agency to file claims 
with 'the State of California for costs mandated by Ch;ipter 1, Statutes of 1984, and Chapter 1118,'S!atutes of 1987, and certify under 
penally of perjury that I have not violated any of the provisions of Government Code Sections 1090 to 1096, inclusive. 

I further certify that there was no application other than from the claimant, nor any grant or payment received, for reimbursement of 
costs claimed herein; and such-costs are for a new program or Increased level of services of an existing program mandated by Chapter 
1, Statutes of 1984, and Chapter 1118, Statutes of 1987. 

The amounts for Estimated Claim and/or Reimbursement Claim are hereby claimed from _the State for payment of estimated and/or actual 
costs for the mandated program of Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 1987, set forth on the attached statements. 

. 

-
Signature of Authorized Officer Date -

. 

Type or Print Name . Title 
_(36) Name of Contact Person for Claim 

(_ ) . Ext. 
' 

Telephone Number -
-

E-Mail Address . 

Form FAM-27 (Revised 9/01) Chapters 1/84and1118/87. 
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Program 

029 
HEAL TH FEE ELIMINATION 

Certification Claim Form 
Instructions 

FORM 
FAM-27 

(01) 

(02) 

(03) 

(04) 

(05) 

(06) 

(07) 

(08) 

(09) 

(10) 

(11) 

(12) 

(13) 

(14) 

"(15) 

(16) 

(17) 

(18) 

Leave blank. · 

A set of mailing labels with the claimant's l.D. number and address ~as enclosed with the letter regarding the claiming 
instructions. The mailing labels are designed to speed processing and prevent common errors that delay payment. Affix a label in 
the space shown on-form FAM-27. Cross out any errors and print the correct information on the label. Add any missing address 
items, except cgunty of location and a person's name. If you did not receive labels, print or type your agency's mailing address. 

If filing an original estimated claim, enter-an "X" in the box on line (03) Estimated. 

If filing an original estimated claim on behalf of districts within the county, enter an "X" in the box on line (04) Combined. 

If filing an amended or combined claim, enter an "X" in the box on line (05) Amended. Leave boxes (03) and (04) blank. 

Enter the fiscal year in which costs ar"e lo be incurred. 

Enter the amount or estimated claim. If the estimate. exceeds the previous year's actual costs by more than 10%, complele form 
HFE-1.0 and enter the amount from 'line (04)(b). 

Enter the same amount as showr:i on line (07). 

If filing an original reimbursement claim, enter an "X" in the box on: line (09) Reimbursement. 

lffiling an original reimbursement claim on behalf of dislricls within th_e county·. enter an "X" in the box on line (10) Combined. 

If filing an amended or a .combined claim on behalf of districts within the county, enter an "X" in the box on line (11) Amended. 

Enter the fiscal year for which actual costs are being claimed. If actual cosls for more than one fiscal year are being claimed, 
complel~'i a separate form FAM-27 for each fiscal year. -

Enter the amount of reimbursement claim from form HFE-1.0, line (04)(b). 

Reimbursement claims· must be filed by January 15 of the following fiscal year in -which costs are Incurred or the claims shall be 
reduced by a late penalty. Enter either the product of multiplying line (13) by the factor 0."10 (10% penalty) or $1,000, whichever 
is less. 

If filing a reimbursement claim and a claim was previously filed for the same fiscal year, enter the amount received for the claim. 
Otherwise, enter a zero. - -

Enter the result of su_btracting line (14) and line (15) fro~ line (13). 

If line (16) Net Claimed Amount is positive, enter that amount on line (17) Due from State. 

If. line (16) Net Claimed Amount is negative, enter that amount in line (18) Due to State. 

(19) to (21) Leave blank. 

· (22) to (36) 

(37) 

(38) 

' 
Reimbursement Claim Data. Bring forward the cost informatiqn as specified on the left-hand column of lines (22) through (3'6) for 
the reimbursement claim, e.g., HFE-1.0, (04)(b). means the information is localed on form HFE-1.0, line (04), column (b). Enter 
the.information on the same line but in the right-hand column. Cosfinformation should be rounded to the nearest dollar, i.e., no 

· cents. Indirect costs percentage should be shown as a .whole number and without the percerit symbol, i.e .• 7.548% should be· 
shown as 8. Completion of this data block will expedite the payment process._ 

Read the statement "Certification of Claim." If it is true, the claim must be dated, signed by the agency's authorized officer, and 
must include the person's name and title, typed or printed. Claims cannot be paid unless accompanied by a signed, 
certification. -

Enter the name, telephone number, and e-mail address of the person whom this office should contact if addilional information is 
required. ' 

SUBMIT A SIGNED, ORIGINAL FORM FAM-27 WITH ALL OTHER FORMS AND SUPPORTING DOCUMENTS (NO COPIES 
NECESSARY) TO: -

_ Address, If delivered by U.S. Postal Service: . . 

OFFICE OF THE STATE CONTROLLER 
ATTN: Local Reimbursements Section' 
Division of Accounting and Reporting 
P.O. Box 942850, 
Sacramento, CA 94250 

Address, if delivered by other delivery service: 

OFFICE OF THE STATE CONTROLLER 
ATTN: Local Reimbursements Section 
Division of Accounting and Reporting 
3301 C Street, Suite 500 
Sacramen_to, CA 95816 

- ' 
Fonn FAM-27 (Revised 9/01) Chapter 1/84 and 1118/87 
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' 

. I MANDA TED COSTS FORM 

HEAL TH FEE ELIMINATION HFE-1.0 
r "' ,. .......... ~ ....... " ---------··· .... 

(01) Claimant (02) Type of Claim Fiscal Year 
Reimbursement CJ 
Estimated CJ 19_/19_ 

r 

(03) Li~t all the colleges of the community college distri_ct identified in fonn HFE-1.1, line (03) 

(a) ·- (b) 
Name of College Claimed· 

Amount -
1. 

2. 
-

3. 
-

4. 
-

! 5. 
-

6. 

7. 

I 
8. 

~ 
r 

-9. 

- 10. 
r 

11. ! 

12. 

13. -· 

14~ 

15. 
,. 

16. -
., 

17. 
, 

I 

18. ' 

19. 
r 

20. ·-
! 

21. 

I (04) Total Amount Claimed (Line (3.1 b) +line (~.2b) +line (3.3b) + .. .line J3:21 b)J r 

' 

Chapters 1/84 and 1118/87 
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HEALTH FEE ELIMINATION 

CLAIM SUMMARY . 

ns rue ions 

State Controller's Office 

FORM 

HFE-1.0 

(01) Enter the name of the claimant. Only a community college district may file a clajm with the State 
' Controller's Office on behalf of its colleges. 

(02) Check a box, Reimbursement or Estimated, to identify the type of claim being filed. Enter the fiscal year 
for which the expenses were/are to be incurred. A separate claim must be filed for each fiscal year. 

Form HFE-1.0 must be filed for a reimbursement claim. Do not complete form HFE-1.0 if you are filing an 
estimated Claim. and the estimate is not more than 110% of the previous fiscal year's actual costs. Simply 
enter the amount of the estimated claim on form FAM-27, line (07). However, if the estimated claim 
exceeds the previous fiscal year's actual costs by more than .10%, forms HFE-1.0 and HFE-1.1 must be 
completed and a statement attached explaining the increased costs. Without this infomiation the high 
estimated claim will automatically be reduced to 110% of the previous fiscal year's actual costs. 

(03) List all the colleges of the community college district which have increased <:osts. A separate form HFE-1.1 . 
. must be completed (or ea~h college showing how costs were derived. 

(04) Enter the total claimed amount of all colleges by adding the Claimed Amount, line (3.1b) +line (3.2b) ... + 
(3.21 b). . . . 

\ 

Chapters 1/84 and 1118/87 R'evised 9/97. 
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I MANDATED COSTS FORM 
HEALTH FEE ELIMINATION 

. l"'l.J\U• .,.lta•a•J\DV 
HFE-1.1 

.... - .. " 
' 

(01) Claimant (02) Type of Claim Fiscal Year 

' . Reimbursement' c=J 
Estimated c=J 19_/19_-_ I 

(03) Name 9f College 

(04) Indicate with a ch~k mark, the level at which h~aHh services were provided during the fiscal year of reimbursement in comparison lo the 
1986187 fiscal year. If the "Less" box is checked, STOP, do not complete the form. No reimbursement is allowed. 

LESS SAME MORE . 
c=J 'c=J - CC] 

Direct Cost Indirect Cost Total . 

(05) Cost of health services for the fiscal year of claim 

-. 

(06) Cost Of providing current fiscal year health ser-Yices which are in excess or lh~ 
level provided.in 1986/87. -

'. 

(07) Cost or providing current fiscal year health services at the 1986/87 level 
[Line (05) - line (06)) 

(08). Complete c?lumns (a) through (g) to provide detail data for health fees 

I - (a) (b) (cj (d) (e) (I) (g) 
-· Student Health 

Period 'for which health 
Number· of Number of Unit Co~t ror - Full-time Unit Cost for Part-time .. Fees That 
FUii-time Part-time Full-time Student Part-time Student Could Have 

fees were collected Students. Students Student per Health Fees Student per Health Fees Been 
Educ. Code (a) x (c) Educ. Code Collected 

§ 76355 § 76355 (b) x (e) _ (d) +(I) 

1. Per fall semester. 
-

2. Per spring semester 

3. Per summer session 
-

4: Per first quarter 

5. Per,second quart~r 

6. Per third quarter -
-

(09) Total health fee that could have been collected - [Line (6.1 g) + (8.2g) + ..... : ... (8.69)) - -

. (10) Sub-total - [Line (07} - llne (09)) -

Cost Reduction. -
' 

. (11) Less: Offsetting Savings, if applicabie 

(12) Less: Other Reimbursements, if applicable ' 

I 
(13) Total Amoun,t Claimed [Line (10) :- {line (11} + line (12)}] 

" 

Revised 9/97 Chapters 1/84 and 1118/87 
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School Mandated Cost Manual State Controller's Office 

. {01). 

(02) 

(03) 

(04) 

(05) 

(06) 

(07). 

(08) 

(09) 

(10) 

HEAL TH FEE ELIMINATION 

CLAIM SUMMARY 

, ns ru ions 

Enter the name of the claimant. Only a community college district may file a claim with the State 
Controller's Office on behalf of its. colleges. 

FORM 

HFE-1.1 

Type of Claim. Check a box, Reimbursement or Estimated, to identify the type of claim being filed. Enter the fiscal 
. year of costs. 

Form HFE-1.1 must be filed for a reimbursement claim. If you are tiling an estimated claim and the estimate does 
not exceed the previous year's actual costs by 10%, do not complete form HFE-1.1. Simply enter the amount of the 
estimated Claim on form FAM:-27, line (05);. Estimated. However, if the estimated claim exceeds the previous fiscal 
year's actual costs by more than 10%, form HFE-1.1 must be completed and a statement attached explaining the 
increased costs. Without this information the high estimated claim will .automatically be reduced to 110% of the 
previous fiscal year's actual costs. 

Enter the name of the college or community college district that provided student health services in the 
1986i87 fiscal year and continue to provide the same services during the fiscal year of the cla!m. 

Co~pare the level of health services provided during the fiscal year of reimbursement to the 1986/87 fiscal year and 
indicate the result by marking a check in the appropriate box. If the "Less" box is checked, STOP and do not 
co.mplete the remaining part of this claim form. No reimbursement is forthcoming. 

Enter the direct cost, indirect cost, and total cost of health services for the fiscal year of Claim on line (05). Direct 
cost of health services is identified on the college expenditures report (individual college's cost of health services as 
authorized under Education Code§ 76355 and included in the district's Community College Annual financial and 
Budget Report CCFS~311, EDP _Code 6440, column 5). If the amount of 9irect costs claimed is different than 
shown on the expenditures report, provide a schedule'listing those community college costs that are in 
addition to, or a reduction to expenditures shown on the report. For ~!aiming indirect costs, college districts 
.have the opti_on of using a federally approved rate {i.e., utllizing the cost accounting principles from the Office of 
Management and Budget Circular A-21 ), or the State Controller's methodology outlined in "Filing a Claim" of the 
Mandated Cost Manual for Schools. , 

Enter the direct cost, indirecno_st, and total cost of health service.s that are in excess of the level provided 
in the 1986/87 fiscal year. · 

Enter the difference of the cost of health services for the fiscal year of claim, line (05), and the cost of prov,iding 
current fiscal year health s'etvices that is in excess of the level provided in the 1986/87 fiscal year. 1.ine (06). 

Complete columns (a) through (g) to provide details on the amount of health service fees that could have 
~een collected~ Do not include students who are exempt from paying health fees established by 
the Board of Governors and contained in Section 58620 of Title 5 of the California Code of 
Regulations. After 01/01/93, the student fees for health supervision and services were $10.00 per semester, $5.QO 
for.summer school, and $5.00 for each quarter. Beginning with the summer of 1997, the health service fees are: 
$11.00 per semester and $8.00 for summer school, or $8. 00 for each quarter. 

Enter the sum of Student Health Fees That Could Have Been Collected, (other thanfrom students who 
were exempt from paying health fees) [line (8.1g)+ line (8.2g) +line (8.3g) +line (8.4g) +line (8.5g) + 
line (8.6g)]. 

E'nter the difference of the .cost ofproviding health services at the 1986/87 level, line (07) and ~he total 
health fee that could have been collected, line (09). If line (09) is greater than line (07),'no claim shall be. 
filed. - · · · · , · , · 

(11) .··Enter the total savings experienced by the school identified in line (03) as a direct cost of this mandate. 
Submit a. schedule of detailed savings with the craim. . . . 

I - . - . . ; _, 

(12) Enterthe total other reimbursements received from any source, (i.e., federal, other state programs, etc.,). 
Submit a schedule or detailed reimbursements with the. claim. 

(13) . Subtract the sum of Offsetting Savings, line (11 ), and Other Reimbursements, line 62J, from Total 
1986/87 Health Service Cost excluding Student .Health Fees. · · 

Chapters 1/84and1118/87. R~vised 9/97 
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State Controller's Office 

MANDATED COSTS 

HEAL TH ELIMINATION FEE 

HEAL TH SERVICES' 

School Mandated Cost Manual 

FORM 

HFE•2 

· (01) Claimant: (02} Fiscal Year costs were incurred: 

(03) Place an "X" in 'Columns {a} and/or (b)~ as applicable, to indicate which health services 
were provided by student health service fees for the indicated fiscal years. 

(a) 
FY 

1986/87 

(b) 
FY 

of Claim 

Accident Reports 

. Appointments 
· College Physician, surgeon 

Dermatology, family practice 
Internal Medicine . 
Outside Physician 
Dental Services 
Outside Labs, {X-ray, etc.) 

. Psychologist, full services 
Cancel/Change Appointments 
Registered Nurse 
Check Appointments 

Assessment, Intervention and Counseling 
Birth Control 
Lab Reports c 

Nutrition· 
Test Results, office 
Venereal Disease 
Communicable Disease 
Upper Respirato,.Ylnfection 
Eyes, Nose and Throat 
EyeNision 
permatology/Allergy 
Gynecology/Pregnancy Service 
Neuralgic 
Orthopedic 
Genito/Urinary 
Dental 
Gastro-1 ntestinal 

· Stress Counseling 
Crisis I nterventlon 

· Child Abuse. Reporting and Counseling 
Substance Abuse ldentificati©n and Counseling 
Acquired Immune Deficiency Syndrome 
Eating Disorders 
Weight Control 
Personal Hygiene 
Burnout · 
Other Medical Problems, list 

Examinations, minor illnesses 
. R~check Minor Injury 

HealthTalks or Fairs, Information 
.. Sexually Transmitted Disease 

Drugs 
Acquired Immune Deficiency Syndmme 

·Revised 9/93 

I 
I 
I 
I. 

Chapter 1/84 and 1118/87, Page 1 
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State Coritroller;s Office School Mandated Cost Manual 

MANDATED COSTS 

.. HEALTH ELIMINATION FEE 

HEALTH SERVICES 

(01) Claimant (02) Fiscal Year costs were-incurred: · 

{03) Place an "X" in column (a) and/or (b),.as applicable, to indicate which health ser:..ices were 
provided by student health service fee~ for the indicated fiscal years: · 

(a) . 
FY 

1986/87 

FORM 

HFE-2 

(b) 
FY 

of Clalni 
------·-·-· ---·-----c-'----:-------------'-----------+----1-"----l 

Child Abuse 
Birth Control/Family Planning 
Stop Smoking 
Library; Videos and Cassettes 

First.Aid, Major Emergencies 

First Aid, Minor· Emergencies 

· First Aid Kits, Filled 

Immunizations c 

Diphtheria[T etanus 
Measles/Rubella 
Influenza 
Information 

lns1.1rance 
On Campus Accident 
Voluntary . . 
Insurance lnquiry/ClaimAdministration 

-
Laboratory Tests Done . 

Inquiry/Interpretation 
Pap Smears 

Physical Examinations 
Employees 
Students 
Athletes 

Medications ·· 
Antacids . 
Antidlarrheal 
Aspirin, Tylenol, Etc 
Skin Rash Preparations 
Eye Drops 
Ear Drops 
Toothache, oil cloves 
Stingkill 
Midol, Menstrual Cramps 
Other, list · 

Parking Cards/Elevator Keys 
Tokens 
Return Card/Key 
Parking Inquiry 
Elevator Passes 
Temporary Handicapped Parking Permits · 

Chapter 1/84 and 1118/87, Page 2 Revised 9/93 

I 

t 

'·, i 

163



. I 
'·· 

. . . 

State Controller's Office 

MANDATED CO'STS 

HEAL TH ELIMINATION FEE 

· HEAL TH SERVICES 

School Mandated Cost Manual 

FORM. 

HFE-2 

(01) Clail)'"lant: (02) Fiscal.Year costs were Incurred: 

03 Pl mas (a) and/or (b), as appliGable.te-iRBieate-wftieft-health servit"ftt~+-,-J~l-'-:__1--:---\~r----r--:---
, were provided by studenthealth service fees tcir the indi~at~d fiscal years. 

Referrals to Outside Agencies 
Private Medical Doctor 
Health Department 
Clinic · 

Tests 

Dental 
Counseling Centers 
Crisis Centers 
Transitional Living Facilities, battered/horneless women · 
Family Planning Facilities 
Other Health Agencies 

· Blood Pressure 
Hearing 
Tuberculosis 

Reading 
Information 

Vision 
Glucometer 
Urinalysis 
Hemoglobin 
EKG ' 

· Strep A testing 
PG Testing 
Monos pot 
Hema cult 
Others, list 

Miscellaneous , 
. Absence Excuses/PE Waiver 
Allergy Injections 
Band aids 
Booklets/Pamphlets 
Dressing Change 
Rest · 
Suture Removal 

· T'emperature 
Weigh 
Information 
Report/Form 
Wart Removal 
Others, list 

Committees 
Safety 
Environmental 
Disaster Planning 

Revised 9/93 

of Claim 

Chapter 1/84 and 1118/87, Page 3 
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CirC::llar A-21, Revised 

Qffice of l\!Ianagement and. Budget 

CIRCULAR NO. A-21 
Revised 

CIRCULAR A-21 
(Revised 05/10/04) 

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS 

SUBJECT: Cost Principles for Educational Institutions 

1. Purpose. This Circular establishes principles for determining costs 
applicable to grants, contracts, and other agreements with educational 
institutions. The principles deal with the subject of cost determination, and 
make no attempt to identify the circumstances or dictate the extent of agency 
and institutional participation in the financing of a particular project. The 
principles are designed to provide that the Federal Government bear its fair 
share of total costs, determined in accordance with generally accepted 
accounting principles, except where restricted or prohibited by law. Agencies 
are not expected to place additional restrictions on individual items of cost. 
Provision for profit or other increment above cost is outside the scope of this 
Circular. 

2. Supersession. The Circular supersedes Federal Management Circular 73 8, 
dated December 19, 1973. FMC 73 8 is revised and reissued under its original 
designation of OMB Circular No. A 21. 

3. Applicability. 

a. All Federal agencies that sponsor research and development, training, 
and other work at educational institutions shall apply the provisions of 
this Circular in determining the costs incurred for such work. The 
principles shall also be used as a guide in the pricing of fixed price or 
lump sum agreements. 

b. In addition, Federally Funded Research and Deve·lopment Centers 
assodated with educational institutions shall be required to comply with 
the Cost Accounting Standards, rules and regulations issued by the Cost 
Accounting Standards Board, and set forth in 48 CFR part 99; provided 
that they are subject thereto under defense related contracts . 

. 
4. Responsibilities. The successful application of cost accounting principles 
requires development of mutual understanding between representatives of 
educational institutions and of the Federal Government as to their scope, 
implementation, and interpretation. 

5. Attachment. The principles and related policy guides are set forth in the 
Attachment, "Principles for determining costs applicable to grants, contracts, 
and other agreements with educational institutions." 

http://www. whitehouse. gov/ omb/circulars/a021/nrint/a21 2004.html 
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6. Effective date. The provisions of this Circular shall be effective October 1, 
1979, except for subsequent amendments incorporated herein for which the 
effective dates were specified in these revisions (47 FR 33658, 51 FR 20908, 
51 FR 43487, 56 FR 50224, 58 FR 39996, 61 FR 20880, 63 FR 29786, 63 FR 
57332, 65 FR 48566 and 69 FR 25970). I11stitutio11s as of tile start of their 
first fiscal year beginning after that date shall implement the provisions. 
Earlier implementation, or a delay in implementation of individual provisions, 
is permitted by mutual agreement between an institution and the cognizant 
Federal agency. 

7. Inquiries. Further information concerning this Circular may be obtained by 
contacting the Office of Federal Financial Management, Office of Management 
and Budget, Washington, DC 20503, telephone (202) 395 3993. 

Attachment 

PRINCIPLES FOR DETERMINING COSTS APPLICABLE TO GRANTS, 
CONTRACTS, AND OTHER AGREEMENTS WITH 
EDUCATIONAL INSTITUTIONS 

TABLE OF CONTENTS 

1. Objectives 
2. Policy guides 
3. Application 
4. Inquiries 

1. Major functions of an institution 
2. Sponsored agreement 
3. Allocation 
4. Facilities and administrative (F&A) costs 

1. Composition of total costs 
2. Factors affecting allowability of costs 
3. Reasonable costs 
4. Allocable costs 
5. Applicable credits 
6. Costs incurred by State and local governments 
7. Limitations on allowance of costs 
8. Collection of unallowable costs 
9. Adjustment of previously negotiated F&A cost rates containing 

unallowable costs 
10. Consistency in estimating, accumulating and reporting costs 
11. Consistency in allocating costs incurred for the same purpose 
12. Accounting for unallowable costs 
13. Cost accounting period 
14. Disclosure statement 

htto://www. whitehouse. 1mv/omb/circulars/a021/nrint/a21 2004.htm 1 
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1. General 
2. Application to sponsored agreements 

E. F&A costs 

1. General 
2. Criteria for distribution 

1. Definition of Facilities and Administration. 
2. Depreciation and use allowances 
3. Interest 
4. Operation and maintenance expenses 
5. General administration and general expenses 
6. Departmental administration expenses 
7. Sponsored projects administration 
8. Library expenses 
9. Student administration and services 

10. Offset for F&A expenses otherwise provided for by the Federal 
Government 

G. _Determination and apgfa:atio11_Qf F&A co~.Q_t~or rate_~ 

1. F&A cost pools 
2. The distribution basis 
3. Negotiated lump sum for F&A costs 
4. Predetermined rates for F&A costs 
5. Nego,tiated fixed rates and carry forward provisions 
6. Provisional and final rates for F&A costs 
7. Fixed rates for the life of the sponsored agreement 
8. Limitation on reimbursement of administrative costs 
9. Alternative method for administrative costs 

10. Individual rate components 
11. Negotiation and approval of F&A rate 
12. Standard format for submission 

H. Simplified method for small institutions 

1. General 
2. Simplified procedure· 

I. Reserved 

J. General provisions for selected items of cost 

1. Advertising and public relations costs 
2. Advisory councils 
3. Alcoholic beverages 
4. Alumnijae activities 

http://www.whitehouse.gov/omb/circulars/a021/print/a21 2004.html 
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(2) Other than formal negotiation. The cognizant agency and 
educational institution may reach an agreement on rates without a 
formal negotiation conference; for example, through correspondence or 
use of the simplified method described in this Circular. 

Page 32 of90 

~~~~~~~ .~~~~~~~~~~~-~~~-

g. Formalizing determinations and agreements. The cognizant agency shall 
formalize all determinations or agreements reached with an educational 
institution and provide copies to other agencies having an interest. 

h. Disputes and disagreements. Where the cognizant agency is unable to 
reach agreement with an educational institution with regard to rates or 
audit resolution, the appeal system of the cognizant agency shall be 
followed for resolution of the disagreement. 

12. Standard Format for Submission. For facilities and administrative (F&A) 
rate proposals submitted on or after July 1, 2001, educational institutions 
shall use the standard format, shown in Appendix C, to submit their F&A rate 
proposal to the cognizant agency. The cognizant agency may, on an 
institution by institution basis, grant exceptions from all or portions of Part II 

. of the standard format requirement. This requirement does not apply to 
educational institutions that use the simplified method for calculating F&A 
rates, as described in Section H. 

H. Simplified method for small institutions. 

1. General. 

a. Where the total direct cost of work covered by Circular A 21 at an 
institution does not exceed $10 million in a fiscal year, the use of the 
simplified procedure described in subsections 2 or 3, may be used in 
determining allowable F&A costs. Under this simplified procedure, the 
institution's most recent annual financial report and immediately 
available supporting information shall be utilized as basis for 
determining the F&A cost rate applicable to all sponsored agreements. 
The institution may use either the salaries and wages (see subsection 
2) or modified total direct costs (see subsection 3) as distribution basis. 

b. The simplified procedure should not be used where it produces results 
that appear inequitable to the Federal Government or the institution. In 
any such case, F&A costs should be determined through use of the 
regular procedure. · 

2. Simplified procedure Salaries and wages base. 

a. Establish the total amount of salaries and wages paid to all employees 
of the institution. 

b. Establish an F&A cost poo.I consisting of the expenditures (exclusive of 
capital items and other costs specifically identified as unallowable) that 
customarily are classified under the following titles or their equivalents: 

(1) General administration and general expenses (exclusive of costs of 
student administration and services, student activities, student aid, and 

http ://www.whitehouse.gov/ omb/circulars/a021/print/a21_2004 .html 1/11/2005 169
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scholarships). 

(2) Operation and maintenance of physical plant; and depreciation and 
use allowances; after appropriate adjustment for costs applicable to 

-----0ti:ler-iAstmltional activities. .- - ----------- -· 

(3) Library. 

(4) Department administration expenses, which will be computed as 20 
percent of the salaries and expenses of deans and heads of 
departments. 

In those cases where expenditures classified under subsection (1) have 
previously been allocated to other institutional activities, they may be 
included in the F&A cost pool. The total amount of salaries and wages 
included in the F&A cost pool must be separately identified. 

c. Establish a salary and wage distribution base, determined by deducting 
from the total of salaries and wages as established in subsection a the 
amount of salaries and wages included under subsection b. 

d. Establish the F&A cost rate, determined by dividing the amount in the 
F&A cost pool, subsection b, by the amount of the distribution base, 
subsection c. 

e. Apply the F&A cost rate to direct salaries and wages for individual 
agreements to determine the amount of F&A costs allocable to such 
agreements. 

3. Simplified procedure Modified total direct cost base. 

a. Establish the total costs incurred by the institution for the base period. 

b. Establish a F&A cost pool consisting of the expenditures (exclusive of 
capital items and other costs specifically identified as unallowable) that 
customarily are classified under the following titles or their equivalents: 

(1) General administration and general expenses (exclusive of costs of 
student administration and services, student activities, student aid, and 
scholarships). 

(2) Operation and maintenance of physical plant; and depreciation and 
use allowances; after appropriate adjustment for costs applicable to 
other institutional activities. 

(3) Library. 

(4) Department administration expenses, which will be computed as 20 
percent of the salaries and expenses of deans and heads of 
departments. 

In those cases where expenditures classified under subsection (1) have 
previously been .allocated to other institutional activities, they may be 
included in the F&A cost pool. The modified total direct costs amount 

http://www.whitehouse.gov/omb/circulars/a021/print/a21_2004.html 
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included in the F&A cost pool must be separately identified. 

c. Establish a modified total direct-cost distribution base, as defined in 
Section G.2, that consists of all institution's direct functions. 

Page 34 of90 

------------------------
d. Establish the F&A cost rate, determined by dividing the amount in the 

F&A cost pool, subsection b, by the amount of the distribution base, 
subsection c. 

e. Apply the F&A cost rate to the modified total direct costs for individual 
agreements to determine the amount of F&A costs allocable to such 
agreements. 

J. General provisions for selected items of cost. 

Sections 1 through 54 provide principles to be applied in establishing the 
allowability of certain items involved in determining cost. These principles 
should apply irrespective of whether a particular item of cost is properly 
treated as direct cost or F&A cost. Failure to mention a particular item of cost 
is not intended to imply that it is either allowable or unallowable; rather, 
determination as to allowability in each case should be based on the 
treatment provided for similar or related items of cost. In case of a 
discrepancy between the provisions of a specific sponsored agreement and 
the provisions below, the agreement should govern. 

1. Advertising and public relations costs. 

a. The term advertising costs means the costs of advertising media and 
corollary administrative costs. Advertising media include magazines, 
newspapers, radio and television, direct mail, exhibits, electronic or 
computer transmittals, and the like. 

b. The term public relations includes community relations and means 
those activities dedicated to maintaining the image of the institution or 
maintaining or promoting understanding and favorable relations with 
the community or public at large or any segment of the public. 

c. The only allowable advertising costs are those that are solely for: 

(1) The recruitment of personnel required for the performance by the 
institution of obligations arising under a sponsored agreement (See also 
subsection b. of section J.42, Recruiting); 

(2) The procurement of goods and services for the performance of a 
sponsored agreement; 

(3) The disposal of scrap or surplus materials acquired in the 
performance of a sponsored agreement except when non-Federal 
entities are reimbursed for disposal costs at a predetermined amount; 
or 

(4) Other specific purposes necessary to meet the requirements of the 
sponsored agreement. 

http://www.whitehouse.gov/omb/circulars/a02 l/print/a21_2004.html 1/11/2005 171
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Hearing: 5/25/89 
File Number: CSM-4206 
Staff: Deborah Fraga-Decker 
WP 0366d . 

PROPOSED PARAMETERS AND GUIDELINES AMENDMENTS 
Chapter 1, Statutes of 1984, 2n_d E .S. 

Chapter 1118, Statutes of 1987_,,...-.
Health Fee- Elimination //"' 

Executive Summary 

At its hearing of November 20,--1986, the Commission on State Mandates found · 
that Chapter l, Statutes of 1984, 2nd E.S., imposed state mandated costs upon_ 
local community college districts by Jl) r:equiring those community college 
districts which provided health services for which- it was authorized to a-nd 
did charge a fee to maintai.n· such· health services at ·the level provided. during. 
the 1983-8~ fiscal year in the 1984-85 fiscal year and· each fiscal year·· 
thereafter -and (.2) repealing the.district's· authority to charge a health fee. 
The requirements of this statute would.repeal on·oecember 31, 1987, unless 
su~sequent legislation was enacted. . . · · · 

·chapter 1118~ Statutes of 1987, was enacted September 24, ·1987,. and became. 
effective January 1, 1988. Chapter 1118/87 modified the requirements 
contained in Chapter 1/84, 2nd E.S., .. to require those co1m1u·ni.ty college 
districts which provided health .services in fiscal· year 1986~87 to maintain 
·such health services in tfJe 1987-88 fiscal year and eac;:h fisca.l year 
thereafter. Additionally, the_ language contained in Chapter l/84, 2nd E.'S., 
which repealed the districts'· authority. to charge a health fee-to cover the 
costs of the health services program was.allowed to-sunset,. thereby 
rei"nstati ng the· districts 1 author.i ty to charg~ a fee as specified. Parameters 
and. guidelines _amendments ai:-e appropriate to. address the.changes contained in. 
Chapter 1118/87.because this statute amended the saine Education.Code sections 
previously enacted by Chapter. l /84, 2nd E.S., ancl found to contain a mandate. 

Commfssi-0n staff included ·the Department of Finance ·suggested non-substantive 
ame.ndment to the staff's proposed parameters and guidelines amendments. The 
Chancellor's Office, the State Controller's Office,·and the claimant are in 
agreement with these -amendmentS:._ Therefore, staff recommends that the 
Connni ssi on adopt the· pa~ameters and guidelines amendments as requested by the. 
Chancellor's Office a·nd .as developed by staff •. 

_ Claimant · 

Rio Hondo Connnunity College D_istricL . 

Requesting Party 

. CaTifor·nia Community· Colleges Chancellor's Office. 
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Chronolog~ 

12/2/85 

7/24/86 

l l /20/86 

1/22/87 

4/9./87 

~/27 /87 

l 0/22/87 

9/28/88· 

- 2 

Test Cl aim filed with Commission on State Mandates~ 

Test Claim continued at claimant's request. 

Commission approved mandate.· 

Commission adopted Statement of Decision. 

Cl afmant subini tted proposed· parameters and gui<iel i nes .. 

Commis.sion adopted parameters and guidelines 

Commission adopted cost estimate 

Mandate funded fn Commission's Claims BttlJ- Ch.apter 1425/88· 

Summary of Mandate · 

.Chapter 1/84, 2nd E.S., effective-July 1, ·1984, repealed Education Code (EC.). 
Section 72246 wh-ich had· autfiodzed community· college dtstricts to cha·rge a 
heal th· fee· for the purpose of_ provi Mng heal th supervision ·and servtces," 
direct and· indirect medical and hospitalization· .ser.vic~s,. an_d operatfon of 
student health c.enters. The statute al$o required that any community ·college 
di stric·t whieh provided heaHh. ~ervices for which it. w~s authorized to charge 

.. a f~e .. shall main.tain- health services ,at ,the level ·provided during the ;i9s3c:94 
fi seal year in the 1984-85· fi-sca 1 ye·at.'.. and eac~ f i seal: year- ·thereafter_. · · 

Prfor to the passage of .Chapter l /84,. 2nd· E.S., the implementation of· a. liealth 
services program was at th~ local corrununity college diStrict's.option~ If · 
implemented, the res.pective community·college distrfct. fo1d. the authority to -
charge a health fee up.to $7.50 per semester for·dayand evenfng students~. and 
$5 per sullUJler session. · 

'Proposed.Amendments 

· The. Coinmuni.ty Goll eges Chancellor's Office. (Chancellor •·s · Oftice) has r~q~ested 
parametedi.and guide 1 i nes amendni$nts' be made to .add res~- the: changes i.n. :' 
mandated activities effectuated by Chapter 1118/87.. (Attachment Gf In· order. 
to expedite the·process, staff has developed language to accomp1fsh the 
following: (1) cha_nge the eli.gible .clai1J1ants to those community (.:ollege:· 
oistricts_which provided a .health services program in ffscal year 1986-S.t;: and. 
(2.) .change the offsetting ·savings and other reimbt.irsements,.to include: the· . 
reinstated authority to ch~rge a health fee.. (Attachment· B) · -

Reconmendations 

. ·:·:·Th~ 'Depa.r.tment_ of .·Financ~ (oOF) prop:osed one no!1'-substantfye-ainendment. to· 
· · clarHy the eff~ct of. the· f~e: authori-ty language on. t_he scoP.e .ot; the. 

reimbursable costs.· With this amendment, the DOF beli.=ves the amendments to 
the pa·rameters and guidelines are· appropriate for ~his mandate and' recomme~ds 
the Cammi ssiO.~ adopt them.· . (Attachment CJ ··. · 
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____ Ihe~ha--nc;.e+-l~s-Of-f-i e-e-rec-ommemlnlra--r--tnecoimni ss ton approve the amended 
parameters and guidelines developed by staff with the additidnal language 
suggested by· the DOF •· {Attachment D )· .. · 

• 

. . 

Tile State Controller 1 s Office-(SCOl~ Upo·n review of. the proposed amendments, 
finds the proposals proper and acceptable. (Attachment E) 

The claimant, ·;nits recommendation, states its belief that the revisions are 
appropriate and concurs with the proposed changes. (Attachment F) 

Staff Analysis 

Issue l: Eligibl~ Claimants 

The mandate found in Chapter 1 /84, 2nd E.S., was for-' a new program with a 
required maintena·nce of effort at the· fiscal year 198·3-84 level. Chapter 
1118/87 superseded that level of service by requiring that community college 
districts which prov-ided a health services program in fiscal .year 1986-87 
maintain that .level .of effort· in fiscal year 1987-88 and. each subsequent ·year 
thereafter •. Additionally, this expanded the group of eligible claimants 
because the requirement is no longer imposed on only those community college 
districts which .had charged a health fee fpr. the program.· At the time :of 
enactment of Chapter 1118/87, there were 11 c.orrmunitycollege districts·which 
provided the health·services ·program but had never ~harged a health fee for 
the service. · . · · · · · . 

Therefore~ staff has amended the language· in Item IIL 11 Eligible Claimants"· to 
reflect this change in the scope of ".the mandate·. "' 

Issue 2: Reimbursement Alte·rnatives 

In response to Chapter 1/84, ·2nd E.S., Item VI.B. contained .two alternatives 
for claiming reimbursement costs; This gave claimants-a .choice· between 
claiming actual C_O·~ts for providjng the health services program,. or funding 
the program as was done' prior to the mandate when a health·fee could ·be 
charged. · · · 

-The first altern_ative.was in It~m·-vr.a·.1.· and-provided for the· use of·.the 
· fonnula which the eligible claimants were authorize~ _to utilize .prior to the 

implementation .of Chapter· l /84, 2nd E.S.--total eligible enrolline_nt·mu1tiplied 
by the hea-lth fee charged per student in fiscal year 1983-84. · ~fith the sunset 
of the repeal of the. hec;il th_ fee· authority as contafned in Chapter 1 /84, 
2nd E.S •. , claimants can now charge the health fee as was allowed prior to . 
fi sea 1 yea1" ·1983-84, thereby funding the program as. was done prior to the 
mandate. Therefore," this alternative is- no. longe·r_ applicable to thfs mandate 
and· ·has been deleted· by staff~· · 

The second alternative was ·in Item VI.B.2.- and provided for the claiming of 
. actual costs involved in maintaining a health services program. at the)iscal 
year. 1983-84 level.- _This a 1 ternative fs npw the· sole method qf reimbursement 
for this mandate. ·However, ·;t has been· ameride"d to.·:r~flect that . 
Chapter .. 1118/87 requires a maintenance of effort at ·the fi"scal year 1986-87 
l eVe1. · · ·· · · 

- :- -
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Issue 3: Offse~ting__$a.~dngs---a.nd-Ot~He-imbu-r-Sement-s- - ----- - · 

With the sunset of the repeal of the fee authority_ contained in Chapter l/84, 
2nd E.S., Education Code (EC) section 72246(a) again provides-_ community· 
college _districts with the authority to charge a health fee -as-follows:· _ 

11
7224-6.(a) The go.vernjng_boar,d_--of adist~ict:m~intai,ning a c;ominunity 

college may requfre ·coR111unity colle.ge stud·ents ·to pay a fee ih ·the total 
amount of not more than seven dollars and. fifty cents ($7.50) for each . 
semester, and five dollars ($5) for s_umnier school, or five dollars {$5) 
for each quarter for health supervision arid services, including direct or 
indirect medical and hospitalization ·services, or the operation of a 
student health center or centers, authorized by Section 72244, or both. 11 

.Staff amended Item· 11V·III.- Offsetting S-avings and_ Other Reiinbursements 11 to 
_reflect the reinstatement of this fee--authority. · 

In response to that amendment, the DOF has proposed the addition of the 
following language to Item VIIL to clarify- the impact of the foe authori1:y on 
claimants 1 reimbursable costs: -

- -

11 lf a c-1 aimant does. not 1 e·vy _the fee authorized by Education Cqde Section 
72246(a), it shall deduct an amount equal to what it woul~ have. received 
had the fee been Tevi ed. 11 

Staff c_oncurs_-wi th the OOF proposed -.1 anguage which does not substantively _ 
change· the scop~ of I'tem VIII.·- __ · 

. _• •" ·. • . . • ~ ! : I 

.:-:·-~ . ..... 
Issue 4: . Editoria1· Chang~s. 

In preparing the proposed parameters and guideli·nes -amendments, it was not 
necessary· for staff to make any of the normal ed-itorial changes as the 
original. parameters_ and· guideli-ne·s contai"ned the language usually adop~ed by 
the cotnmi ssion. 

-staff, the DOF ,. the Chance11,~r· s Office, the sea, and the claimant are in 
agreement with· the recommended amendments which are shown in Attachment A with 
additions in~icated. by underlining_ and _deletions by strikeout.- - · 

Staff° Rec~nnnendati on 

Staff_ recommends the -adopti~-n of the 'st~ff' s proposed parameters and 
guidelines amendments, ·which are based· on the original parameters -and 
guidelines adopted fn response to Chapter 1/84, 2nd E.S., and amended in 
response to- Chapter 1118/87, as.well as incorporating .the:.amendment 
rei:orrmended by the DOF. All parties concur with these amendment? •. 

. . . . - . . . ·- . . . ·.- . 

-, . :_.-,._· ·' : 
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CSM Attachment J 

Adopted: 8/27/87 

PARAMETERS AND GUIDELINES 
Chapter 1118, Statutes of 198«71/ln~J/gJzJ 

-seal-th -fee El iminat--ion 

I. SUMMARY OF MANDATE _ 

Chapter l, Statutes of 1984, 2nd E.S. repealed Education Code. Section 
72246 wh_ich had· authorize·d: community co1 l ege· di stri_cts to_ charge a 
h~alth fee for the- purpose of providing health supervist6n and ~ervices, 
direct and indirect medical and hospitarization services, and -operation 
of student health centers. This statute also required that health 
services for which a community- college district charged a fee during the 
19a3-84 fiscal year h~d to be maintained- at that level in the 1984-85 
fi seal year a·nd every year thereafter. -The pro visions of this statute 
would automatically repeal on December 31, 1987, which would reinstate 
the community colleges districts' -authority to charge ·a health -fee as 

- spec1f1ed. - • 

Chapter. 1118, Statutes of 1987, amended Education Code section 72246 to 
_require any community college district that provided health services in 
1986-87 to m~inta1n health services ~t the level providad during the 
1986-87 fiscal year in 1987-88 and each fiscal year thereafter. 

~ I I. COMMiSSION ON STATE MANDATES' DECISI"ON -_ 

• 

At its hearing on.November 20, 1986, the Commission on State Mandates 
determined that Chapter 1, Statutes of 1984, 2nd E.S. imposed a "new 
program"- upon community college distric'f;s by requiring a_ny community 
college district which provided health-- services for which it was · 
authorized to charge a fee pursuant to fonner- Secfi on 72246 in the 
1983-84 fiscal year to maintain health-services a'!; the leve_l provid~d 
during the· 1983-84 fiscal year. in-the 1984~85 fistal year and each 
fiscal year thereafter. This maintenance of effort-requirement-applies __ 
to all community college di.stricts which levied a health .services fee in 
the 1983-84 fiscal year, regardless of the extent.to which the health . 
services fees collected offset the actual _costs of provi-ding hea·lth---
services at the 1983-84 fiscal'year level. - - _ : 

At:. its hear'i ng of April" 27,_' 19.89, -the ·commission d~te~mined that Chai:)-ter 
1118,-Statutes of 1987, amended this maintenance of effort requirement 
to apply to a11 community college- districts which provided health 
services in fiscal year 1986-87- and _required them to- maintain that level 
in fiscal year 1987-88 and each fiscal year thereafter .. : -

III. ELIGIBLE CLAIMANTS 

Commiinity college districts ·which provided health-·services f¢r-lf~~in 
198~6-8~17 fiscal year and continue .to provide the sam-e _services· as -
a result-of this mandate are eligible .to clai_m reimbursement of those 

_costs. · · 

"' ... 
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IV. PERIOD OF REIMBURSEMENT 

~Chapter l, Statutes of f984:. 2nd- E.S., became effective· July 1, 1984. 
Section 17557 of the Government Code states that a test claim must be 
submitted on or before November 30th following.a given_ fiscal year to 
establish for that fiscal year. The test claim.for this mandate was 
filed on November 27, 1985; therefore, costs incurred on or after 
July l, 1984,· are reimbursable. Chapter 1118, Statutes of 1987, became 
effective January l ~ 1988. Title 2, Ca 1 i forni a Code of Regulations, 
section 1185.3(a) states tha~ a parameters and guidelines amendment 
fl l.ed before the deadline for rnibal claims as specif1ed in the 
Ilaiming Instructions shall apply to all years eligible for 
reimbursement as defined in the original parameters and guidelines; 
therefore, costs 1 ncurr.ed on or .after January I, 1988, for Chapter :1118, 
statutes of ISB/, are reimbursable . 

Actual costs for one fiscal· year should··be included .. in each claim. 
Estimated costs for· the subsequent year may .·be included on the same 
claim if applicable. ·Pursuant to Section 17561(d)(3} of the Government 
Code, all claims for reimbursement of costs shall be submitted wjthin . 
120 days of notification by the State Controller of the enactment of the 
claims bill. · · · 

If the tota·l costs fo·r a given fi seal year do not exceed $200~ no 
reimbursement· shall be ~llowed; except as otherwise allowed.by 
Government Code Section 17564. 

V •. RE.IMBURSIZMgl47ABLE COSTS 

A. Scope of Mandate 

Eligible comnunity colleg'e- districts. shall ·be reimbursed -for the 
co.sts of provi·ding a .health services programwi:f~¢~tf;fJi{~n~t~¢f;i'ti 

· tr/J/l~'tll/;i./f<J<A. Only services provided f¢rlf~¢/i n · 
T98i~-.ll.Z.. fi-scal year may .be cl aimed. 

B. Reimbursable Activities 

For each eligible·claimant, the fo.llowing·cost i~ems.are reimbursable 
·to .the. ex.tent they were provided by the.community college di strict in 
fiscal year rnif6HH986-:-87: · . . . . · :. 

I ' • ' 

ACCIDENT REPORTS 

APPOINTMENTS 
College PhysiCian :.. Surgeon 

· Dermatology, Family Practice, 
Outside Physician · 

.Dental Servtc~s . 
·Outside Labs. (X.:.ray~ etc.) 
. Psychologist, fµl l services· 
Cancel/Change Appointments 
R.N. 
Check Appointments 

Internal Med~cin~ 
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ASSESSMENT, INTERVENTION & COUNSELING 
Birth Control 
Lab Reports 
Nutrition · 
Test Results (-0ffice) 
VD 
Other .Medical Prob.lems 
CD 
URI 

·ENT 
Eye/Vision 
De rm. /Al 1 ergy 
GYrr/Pregnancy Services 
Neuro 
Ort ho 
GU 
Dental 
GI . . 
Stress Counseling 
Crisis Intervention 
Child Abuse Reporting.and Counseling 
Substance Abuse Identification and Counseling 

. Aids 
Eating Disorders 
Weight Control 
Personal Hygiene 
Burnout 

EXAMINATIONS ·(Minor 11 lnesses). 
Recheck Mi nor Injury 

HEALTH TALKS.OR FAIRS - INFORMATION 
Sexually Transmitted Disease 
Drugs . 
Aids 

·Child Abuse· 
Birth Control/Family Pl.anning 
Stop Smoking 
Etc.· 

· Library·-. videos antt cassettes 

FIRST AID {Major ·Emergencies) 

FIRST AID (~inor Emergencies) 
. . . . 

FIRST AID KITS (Fil led) 

IMMUNIZATIONS. . 
Diptheria/Tetanus 
Measles/Rubella 
Influenza · 
Information 

INSURANCE _ . 
on Campus Accident·. 
Voluntary 

· Insurance Inquiry /Cl aim Admi ni s.trati9n 
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LABORATORY TESTS DONE 
I~quiry/Interpretation 
Pap _Smears -

PHYSICALS 
Employees 
Students 
Athletes 

- 4 -

MEDICATIONS (dispensed OTC for misc. illnesses} 
Antacids 
Antidiarrhial-
Antihistamines 
Aspirin, Tylenol, etc.-
Skin rash preparafions -
Misc. -, 
Eye drops 
Ear drops 
Toothache - Oi 1 cl aves 

-stingkill 
Midol - Menstrual Cramps 

PARKING CARDS/ELEVATOR KEYS 
Tokens 
Return card/key 
Parking inquiry"-
El evator .passes -
Temporary hand1cap_ped parking permits 

REFERRALS TO OUTSIDE AGENCIES 
- Private Medical Doctor -

Heal.th Department-
Clinic 
Dental 
Counseling Centers 
Crisis Centers 

. -

Transitional Living-Facilities (Battered/Homeless Women) 
Family Planning Facilities 

- Other Hea 1th Agencies _ . 

TESTS _ 
Blood Pressu-re 
Hearing 
Tuberculosis 

RE:!adi ng _ 
- Informatjon, 

Vi sfon 
Glucometer 
Uri na_lysi"s 
Hemoglobin:_ -- -

-EK G--·.· _,_ -· --
. . . . . ' ~ . 

-: ,Strep :A--test-ing
P~G. testing· - -. ., 

· Monosp-ot .. 
Hemacul t 
Misc. 

.· 
;_ .. ·····-· . 

•' j-.-

- . 
'· .. 
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MISCELLANEOUS. 
· Absence Excuses/PE Waiver 

Allergy Injections 
Bandaids 
Booklets/Pamphlets 
Dressing Change 
Rest 
Suture Remova 1 
Temperature 
Weigh 
Misc. 
Infomiati on 
Report/Form . 
Wart Remova 1 · 

COMMHTEES 
Safety 
Environmental 
Ois~ster·Planning 

SAFETY DATA.SHEETS. 
Central file 

X-RAY SERVICES 

COMMUNICABLE DISEASE CONTROL 

BODY FAT MEASUREMENTS · ;· 

MINOR SURGERIES 

SELF-ESTEEM GROUPS - . 

MENTAL HEALTH-CRISIS 

AA GROUP 

- 5. -

· .. - . 

ADULT CHl~DREN OF ALCOHOLi°cs"·GROUP 

WORKSHOPS 
Test Anxiety· 
·Stress Management 
Communication Skills 
Weight Loss 
Assertiveness Skills 

VI.~ CLAIM PREPARATION 

., . 

Each cl qim· for reimbursem~nt p~rsuant to· this mandate ··must_ be. timely. 
filed and set forth a list of each item for which reimbursement is 
cl aimed under this mandate. I /'i.TfrJ'J'r/i'Yit/¢7.~:frM.ri'l.=</,/rf,rJ.Y /¢ltiiii/rtrf/J't'i>/ 1./i:Y1r/J~f 

. r6n~1r/Jfl't.i/lr/J1~JtrJrYiaU'lrJt.11111.J./Y <1~1 amr/Jwr't:t/~ rrJ 'ii rJiJ.trt 1¢¢tlrJr/.t~dl"/iri r 
. tt~flfiri:t!ltrhlll ~Flt!IHm~rit/~r/J~riti Ir/Jr IY'l.11r1.r1.t~~., 1¢¢$'t<t/r/Jr l~rr/J~r~IJft · 
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A. Desc-rJption of Activity 

l. Show the total number of full~time studen~s enrolled per 
semester/quarter. 

2. Stiow ,the total number of full.;.;time -students enrolled in the summer 
program. 

3.· Show the total number of part-tim~ students enrolled per 
~emester/quarter. 

_4. Snow_ the total number of part-time students enrolled in the summer 
· program. 

Claimed costs ·should be supported by the fol~owing information: 

11 

. '/../ 

Vrirtf t'//¢</JHrir/.tridlfriltWI /'IW/J~ff/Jl/r/ff #~J /:JrU.t /'tr/JI ii4~¢~tt 
t~rt l~rtiil UH/ trir'if ¢~i I~ f (J~"f iilm/ 

lr/Jtiill lff~ul~~t/¢f ltf.~d~·(r'f;.f,/11.(id.ir!T.tritli!YUl!it'I //tHr¢i.4~HI~/ 
iil~rf>Y¢fllfWt.1ri~1t~ii!a1t~rriat11itltHilt<1>tar1au10!4~t 
¢Ya1.wri~/wr/J~1d/~~/1!itli/'IXISl11/ul~1ti~ri¢~/~y/Xtriul 
'IX/V,tU 'NitM/:tH~lt!lltar I ;lo!r1hlritlf~iul~i4rt.~d/;f ri¢tri9l t¢dl ~i 
t'r/i¢lti.~~11r1.a~r¢f"f.lft~11v.J't!P-trv.~1rJFJtr~twt1 · 

· P.lt~fri~f..i>l¢1itl/A~t~a1- Costs of. Claim Year for ~roviding 
198i~-8~7 Fiscal-Year Program Level of Service. · 

1 • Emp1.oyee Salaries _and B~nefits 

Identify the employee(s), show the classification of the . 
. employee(s) involved, describe the.mandated function·s performed 
and specify the actual number of hours devoted. to each function, 
the. productive hourly rate, -a·nd the. _related be·nefits. The average 
number of hours devoted·to each function may be claimed.if 
supported by a. documented .'time study. · 

2. ,s.ervices and Suppli.es 
- . 

Only expenditures which can be identified as a direct cost of t"he 
mandate can be claimed.· List cost of materials which·have been 
c.onsumed or expended specif1cally ·for the purpose~ .. cif ,th'is man~ate. 

3. Allowable Overhead Cost 

Indirect costs may be claimed in.the manner·described by the State 
·Controller in h1s cl~ij1ling.instructions .. 
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VII. SUPPORTING DATA 

For auditing purposes, all costs claimed must be traceable to source 
documents and/o.r worksheets that show evidence of the validity of ·such 
costs .• This would include documentation for the fiscal year 
l 98;36-8a7 program to substantiate a maintenance of effort. These 
documents must be kept on file by the agency submitting .the claim for a 
period of no less than three years from the date of the final payment of 
the claim pursuant to this m·andate; and made available on the request of 
the State Con_trol ler or his agent. . 

VIII. OFFSETTING SAVINGS AND OTHER REIMBURSEMENTS 

Any offsett"itig savings the claimant experiences as a direct result of 
this statute must be deducted from the costs claimed. In addition, 
reimbursement for this mandate received from any source, e.g., federal, 
state, etc.,. shall be identified and.deducted from this claim. This 
shall include the amount of $7.50 per full-time student per semester~ · 
$5. 00 per fu 11 "".'time student for summer sch_ool, or $b. 00 per ·fo I I .:..time 
student per quarter, .;is authorized by Education Code section /2246(a). 
This shall also include payments (fees) ~¢114 received from--ind-ividuals 
other than students who wi'!r~are ·not covered by f¢rohY Ed.ucation 
Code Section 72246 for healt11Services. 

IX·. REQUIRED CERUFICATlON 

-0350d-

The follow1ng certification must··accompany· ~he claim: 
. . . 

I DO HEREBY CERTlF.Y under· p_enalty of perjury: 
. . . 

THAT the for_egoing- is true· and correct; 

THAT Section 1090 to ·109·6, inclusive, of the Government" Code and 
· other applicable provisions ·of the._ law· have been comp.lied with; 

and ' 

THAT ram· th_e-pe_rso·n autho-ri·zed· by: the ·1oca•l -agency- to fi-le cla.ims 
for funds with the· State of Cal i.forni a·. 

Signatur~·of Authorized Representative bate 

·ntl e Telephone N·o .. 

> -.... . • ~ •• 
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CHANCELLOR'S OFFICE j GEORGE OEUKM~IAN. Governor 

rAUFO.RNIA COMMUNITY COLLEGES 
~NINTH STREET 

....AAMENTO, CALIFORNIA 95814 
(916) 445·8752 445-1163 

I._ 

February 22, 1989 

Mr. ;Robert W ·. Eich 
E~ecutive Director 
Commission on State Mandates 
1130 "K" Street, Suite LLSO 
Sacramento, CA 95814-3927 

Dear Mr, Ei.ch: 

As you know,. the Commission on August 27~ .. 19·87 ·adopted 
Parameters and Guidelines for claiming-reimbursements of 

. mandated costs related to commi..mi ty college :heal th 
services •. Fees formerly collected_by community colleges 
had been eliminated-by Chapter l, Statutes of 1984, · 
Second Extraordinary Session.· Last.year's· mandate claims 
bill . (AB 2763 )· included funding to pay all these claims 
through 19aa,...89. 

The Governor's partial approval of AB 2763.last September 
included a stipulation that claims for the current year 
would be paid this fiscal year, but prior-year claims 
wil.l be paid in equal installments from the next three 
budget acts. The Governor.did not address the ·fact that 
the ongoing costs of.providing the mandated level of 
service will continue t"o exceed the maximum permisf?ibl_e 
fee. of $ 7. 50 per student per· serne ster ~ . · · . · 

On behalf of all eligible community college districts, 
the Chancellor's ·Off~ce proposes the following changes in 
the Parameters and Guidelines: · 

o Paym~nt of 1988-89 mandated.costs in excess of 
maximu_m permissible fees. °(This amount is payable 
from AB 2763 ~) · 

. . . i" ' ·. : 

o Payment of a11· prior-year claims in installments 
over the next three years. (Funds for these 
payments will· be incl_uded in the next .3 budget· 
act_s.) 

o Payment of future-years mandated costs in excess of 
the maximum ·pe_rrnissible fees~ (No funding has yet 

·been-provided for·these costs.) · 
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Mr. Eich 2 J Febi:'uary 22, 1989 

If you have any questi~ns rega~ding this proposal, p_lease 
contact Pa~rick Ryan at (916) 445-1163. 

Sincerely, 

-~CLU1.d° -1o/u;t3 
DAVID MERTES 
Chancellor. 

DM:PR:mb 

cc: ~borah Fraga-Decker, 
Douglas· 'Burris
Joseph Newmyer 
Gary Cook 

; 
-1 

CSM 
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.... ·; March 22, 1989 

Deborah Fraga-Decker 
Program Analyst. 
Commission on State Mandates 

o.,parhnent qf Finance 

Proposed Amend~ents to Parameters and Guidelines for Cl a1m. ·Na. CSM-4206 -- Chapter 
l, Statutes of 1984, 2nd· E.S. ·and Chapter 1118, Statutes.of.1987·-- Health Fee 
Elf mi nation · 

Pursuant to your request, the Department of· Finance has reviewed the µ·ropased 
amendments to the parameters and gu1de1ines related to convnun1ty college health 
services. These amendments, which are requested by the. Cbance11or 1·s. Office, 
refl.~ct· the impact that Chapter 1118/87 has on the original parameters adopted by 
the Convni ssi on for Chapter l /B4 on August 27, 1987. Speci f1 cal ly, Chapter 1l 18/87: 

(1) requires districts which were providing health services 1n 19B6~87, rather 
. than 1983-843 .... to .. co.nti nue. to __ p.rov.i.de . s.u.c.h sel'.V1.ces .. 1 .. i.rrespecti v.e of 

whether or not a fee was charged ~or the services; and . . 

(2) allows al1 .districts to again charg·e a· fee of up to $7 .50 per ·student for 
the services~· In this regard, ·we would point out that.the proposed . · 

·amendment to "VIII. Offsetting·savings, and Other Reimbursements" could 
be interpreted to require that, iif a district elected hot to charg'e fees 
it would not have to deduct anything from 1ts claim. We believe that, 
pursuant to Section 17556 .(d} of the Government Gode. an amount equal to 
$7.50 per student must be deducted ·whether or not 1t is actual1y charged· 
.since the· d1 strict has the authority to 1 evy the fee·. We· suggest that the 
followi"ng language_be added as a second paragraph under· 11VIII 11

: "If a 
claimant does not levy the fe~ authorized by.Education Code Section 
72246 (a), it ·shall deduct an ~mourit equal to what it would ·hav~ received 
had the fee been .1 evi ed; 11 

: · 

Wi~h the am~ndm~nt.described above,: we believe th_e amend!llents to the parameters. and· 
guidelines are appropriate-for this mandate and reco.1QJ1end the Comm'fssi-on adopt them 
at f ts Apr_il 27, 1989, meeting. · · ~ 

Any questtons regarding this recommendation should be directed to James M. Apps. or 
K1_m Cl~ment of l1'IY staff at. 324-0043 • 

. . -;/~~ 
• .·· Fred K1ass · , · · · · . 

- Assistant Program Budget Manager 
I 

cc: see second page 
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cc: Glen Beatie, .Stat· l'.!ontroller 1 s ·Office 
Pat Ryan, Chancel ,~•s. Office~ Connnunity College 
Juliet Musso, Legislative Analyst's Office 
Richard Fr~nk, Attorney General 

LR:l 988-2 

-.. -... 

·, . 
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tSM Attachment D 

GJ:QRGE Dl!Ul<MEJIAN, G<>""rnor 
·. ,01rs Ol'FICE 

.) · ~: "-~ i~IFORNIA COMMUNITY COLLEGES 
/RECEIVED 

( APR 0 5 '1989 

. i>i.' NINTH STREET 

••• 

:;·-~"iENTO, CA.Ll~RNIA. 9581_4 
. ,.. /./ !-875:2 145-11 &3 

;.-,pril 3, 1989 

Mr. Robert W. Eich · 
Executive Director 
Commission on State Mandates 

··: "'0 K Street, Suite LLSO 
':·.acramento, CA· 95814 · 

f..ttention: r"Js. Deborah Fraga-Decker 

Subject: CSM .4206 

\ 
COMMISSION ON · 

.STAT£ MJ!fl/DAtEs .· . ,,,. 
. ~.. ,.,..,.. .. 

~Q1oig!t ....... 

Amendments to Parameters and Guidelines 
Chapter l, Statues of 1984, 2nd E.$. 
Chapter 118, Statues of 1987 
Health Fee Elimination 

'.)ear Mr. Eich: . 

In response to your r~qt1est· of March 8, we have reviewed th~ propo~ed 
language changes necessary to amend the existing parameters and · 
guidelines to meet the regu;i.rements of Chapter 1:118, Stat~tes of 1987. 

TI1e Department of Finance has also provided t.1s a copy ·of their 
. :-u;gesti on to add the following la11guage in part v:n I : 11 If a claimant 
:foes not levy the fee authorized by Education Code Section 7224.6{ a), 
it .shall deduct an amount equal to.What it would have reC!=iVed had the 
fee been levied." ·This o.ffica concurs with ·their suggestion ·which is 
consistent wi tb the law and wi.:th our request of February 22 .· 

· · ~1. {::h the additional· language suggested by the Department of Finance, 
l:he· Cha_nc~llor' s 0£fic~ recommends approval 0£ the amendE1d paramete1rs 
and guidelines a.s d?:af.ted for presentation to the Comrn'ission on 
Ap:i:il .27, 1989.- . . 

Sincerely, 

-l)~d .. rt{e;_fu 
DAVID MERTES 
Chancellor . · 

-cc: .Jiirt ·Apps,· Depai;tl'l\ent of Finance 
'Gl&.n Beatie, Stata Contl:oller 1 s Office 
Richard Frank, Attorney Generalrs Office 
Juliet Muso, .Leg:..siative ll.nalyst'·s Office 
Douqlaa :Burris 
Joseph Newmyer 
Gary Coo~ 
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GRAYDAVJS 

<n:mttruller af ~ ~-~ Cllttlifm:ttin 
P. 0. BOX 942Q!50 

SACRAMENTO, CA 94250~0001 

April 3,. 1989 

~{s .. Deborah Ft:aga-Decker 
Program Analyst 
Commission on State Mandates 
1130 K Street, S~ita LLSO 
Sacramento, CA 95814 

APR 0 5 1989 

RE: Proposed Amendments to Parameters and Guidelines: Chapter 1/84, 2nd 
E.S., and Chapte~ 1118/87 - Health~ Elimination 

We have· reviewed the amendments proposed on the·above subject.and find the 
proposals p~oper and acceptable. 

Howeve:;r:, the Conunission may wish to clarify section "VIII. OFFSETTING SAVINGS 
AND OTHER.REIMBURSEMENTS". that the required offset is the amount received or· 
would have ~eceiv~d per student·i~ the claim yea~. 

if you have any questions, please call Glen Beatie at 3-8137. 

srce.rely, 

~1Vk111 ~·W 
ttl~ .Haas, _Assistant Chief 
rti..Jision of Acco\llJ.ti~g · 

GH/GB:dvl. 

S.C81822 
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-~·. · . . ·.:-=-··. 

Ms. '.fiebdrah i=raga-Decker. 
Pr6:,9\7:a'iil-.-.Aii"a 1 y st -
Coiilni'.i};,s:1 on.· on-: St.ate'. Mandates 
i1a·a\iKi\si·ree:t~· · ~uit~ uso -
sa:ct;-~·mant¢, -·cA .. ·· g:ss14 · 

~·... . . ":. ... ·. . . . ,_ . 

· .. 

RE°i=ERE-NtE : - ·CSM-4206 . 

. ·: 

AMENDMENTS TO PARAMET~RS AND GU.IOELINES 
. CHAPTER 1) STATUTES OF 1984;· 2·No E.s ...... 

CHAPTER 1118, STATUTES OF 1987-
HEALTH FEE ELIMlNATION -

D~aY. D~borah: 

· ... · . 

We h·a.~~ .·.reviewed your letter of Ma rep 7 to Ch_a~9~~1..i?.~'.:'.~~~~.:ir~'.~;~~:'.'-'" .J.tftt 
the at~~~hed amendments to the heal th f.~e par~m:et~l'.'·~: .:a~.d.,:-ttM;g.~: ·1?.W.~ 
b~1.i ~~a th:ese revisions ·to ba most appropr1 ate aritLeoh~11tifi.::f~~t:~:· .1:; . .-.• ::·~_\ 
tfie ··changes you have proposed . · ··i: .. ';:,:· :,; ., '.··'~~:;:·> 

.. ·. .. . . - .. < .. =:'.:i.~/'..n~h:{~UV·'.~-. 
I wc;i.-~ld· 11.ke to thank you again for your experti.se and h·e-1p·f.u'.'J!ri~~/'.fi.)/ 
t_hro_µgh·out this.entire process. 

..·,. 

'""'.-,.~~ of Trust.ees: _·TuabeJle. B. Gonthier • ·Biil E. HeTIJ&ndeia • Marilee Morgan • Ralph S, Pacheco • ·Hilda SoHe 
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MINUTES 

COMMISSION ON STATE MANDATES 
May. 25, 1989 

l 0:00 a.m. 
State Capitol , Room 437 
Sacramento, California 

?resent were: Chairperson Russell Gould, Chief Deputy Director, Department of 
Finance; Fred R. Buenrostro, Representative of the State Treasurer; D. Robert 
Shuman, Representative of the State Controller; Robert Martinez, Director, 
1ffice of Planning and Research; and Robert C. Creighton, Public Member. 

There being a quorum present, Chairperson Gould called the meeting to order at 
10:02 a.m. 

-~~em 1 Minutes 

Chairperson Gould asked if there were any corrections or additions .to the 
mfnutes of the Commission's hearing of April 27, 1989. There were no 
corrections ~r additions. 

7he minutes were adopted without objection. 

Consent Calendar 

~·he fo 11 owing i terns were on the Commission's consent agenda: 

:·".'.em 2 Proposed Statement of Decision 
Chapter 406, Statutes of 1988 
Speci~l Election - Bridges 

Item 3 Proposed Statement of Decision 
Chapter 583, Statutes of 1985 · 
Infectious Waste Enforcement 

ltem 4 Proposed Statement of-Decision 
Chapter 980, Statutes of 1984 
Court Audits 

'~em 5 Proposed Statement of Decision 
Chapter 1286~ Statutes of 19~5 
Homeless Mentally Ill 
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Minutes 
Hearing of May 25, 1989 
Page 2 

Item 6 Proposed Parameters and Guidelines Amendment 
Chapter l, Statutes of 1984

3 
2nd E.S. 

Chapter 1118, Statutes .of 1987 
Health Fee Elimination 

Item 7 Proposed Parameters and Guidelines Amendment 
Chapter 8, Statutes of 1988 
Democratic Presidential Oele~ates 

Item 10 Proposed Statewide Cost Estimate 
Chapter 498~ Statutes of 1983 
Education Code Section 48260.5 
Notification of Truancy 

Item 12 Proposed Statewide Cost Estimate 
Chapter 1226, Statutes of 1984 
Chapter 1526, Statutes of 1985 
·Investment Reports 

There being no discussion or appearances on Items 2, 3, 4, 5. 6, 7. 10, and 
12, Member Buenrostro moved adoption of the staff recommendation on these 
items on the consent calendar. Member Martinez seconded the motion. The 
vote on the .motion was unanimous. The motion carried. 

The following items were continued: 

Item 13 Proposed statewide Cost Estimate 
Chapter 1335, Statutes of 1986 
Trial Court Delay Reduction Act 

Item 16 Test Claim 
·chapter 841, Statutes of 1982. 
Patients' Rights Advocates 

Ite1n 17 Test Cl aim 
Chapter 921, Statutes of 1987 
Countywide Tax Rates 

The next item to be heard by the Commission was: 

. Item 8 Proposed Parameters and Guidelines Amendment 
Chapter 961, Statutes of 1975 
Collective Bargaining 

, The party requesting the proposed amendment, Fountain Valley School District, 
'did not appear at the hearing. Carol Miller, appearing on behalf of the 
Education Mandated Cost Network, stated that the Network was interested fn the 
1 SSUe Of reimbursf ng a school di Strict· for the time the di Strict 
Superintendent spent in, or preparing for, collectf ve bargaining issues . 
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The Cornmi ssi on then discussed tlie issue of reimbursing the Superintendent's 
time as a direct cost to the mandated program or as an indirect cost as 
required by the .federal publications OASC-10, and Federal Management Circular 
74-4. Upon conclusion of this· d1scus.sion, the Commission, staff, arid 
Ms. Miller, agreed that the Cormn1ssion could deny this proposed amendment by 
the Fountain Valley School District, and Ms. Miller could assist another 
district in an attempt to amend the parameters and guidelines to allow 
reimbursement of the Superintendent 1s cost relative to collective bargaining 
'T!atters. 

Member Creighton then inquired on the issue of holding-collective bargaining 
sessions outside of normal working hours and the number of teachers the 
parameters and guidelines reimburse for participating in collective bargaining 
sessions. Ms. Miller stated that because of the classroom disruption that can 
~~sult from the use of a substitute teacher, bargaining sessions are sometimes 
held outside of normal work hours for practical reasons. Ms. Mi 11er al so 
stated that the parameters and guidelines permit reimbursement for" five 
substitute teachers. 

Member Martinez moved and Member Buenrostro seconded a motion to adopt the 
~.t'.:'.ff recommendation to deny the proposed amendments to the parameters and 
guidelines. The roll call vote on the motion was unanimous. The motion 
carried. 

Item 9 Proposed Statewide Cost Estimate 
Chapter 498, Statutes of 1983 
Education Code Section 51225.3 
Graduation Requirements 

Carol Miller appeared on beha1f of the claimant, Santa Barbara Unified School 
District, Jim Apps and Don Enderton appeared on behalf of the Department of 
":'inance, and Rick Knott appeared on behalf o.f the San Diego Unified School 
District. · · 

Carol Miller began the discussion on this matter by stating her objection to 
the Department of Finance raising issues that were already argued fn the 
paramete~s and guidelines hearings for.this mandate. Based on this objection~ 
~ts. Miller requested that the Commission adopt staff's recommendation and 
allow the Controller's Office to handle any audit exceptions. 

Jim Apps stated that because school districts.did not report funds that have 
been received by them, then the data reported fn-the survey is suspect. 
Therefore, the Department of Finance is not convinced that the cost estimate 
based on the data received by the schools is legitimate. · 

. Discussion continued 011 the validity of the cost estimate and on the figures 
pres~nted to the Commission for its consideration. 

Member Creighton then made a motion to adopt staff's recommendation. Member_ 
Shuman seconded the motion. The vote on the motion was: Member Buenrostro - . 
~o; Member Creighton, aye; Member Martinez~ no; Member Shuman, aye; and . 
Chairperson Gould~ no. The motion failed. 
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Chairperson Gould made an alternative motion that staff, the D1~partment of 
Finance, and the school districts, conduct a pre-hearing conference and agree 
~n an estimate to be presented to the Commission at a future hearing. Member 
Buenrostro seconded the motion. The roll call vote on the motion was 
unanimous. The motion carried. · 

Item 11 Statewide Cost Estimate 
Chapter 815, Statutes of 1979 
Chapter 1327, Statutes of 1984 
Chapter 757, Statutes of 1985 
Short-Doyle Case Management 

Pamela Stone, representing the County of Fresno, stated that the county was in 
agreement with the staff proposed statewide cost estimate of $20,000~000 for 
the 1985~86 through 1989-90 fiscal years, and was opposed to the reduction of 
the co.sts estimate befng proposed by the Department of Me'ntal Health's late 
filing. 

Lynn Whetstone, represent1ng the Department of Mental Health, stated that the 
Department agrees with the methodology used by Cammi ssion staff to develop the 
cost estimate, however, the Department questioned the manner in which 
Commission staff extrapolated 1ts survey figures into a statewide estimate • 

. Ms. Whetstone stated that due to the reasons stated in its late filing, the 
Department believes that the cost estimate be reduced to $17.2BO,OOO. 

1 ..., Member Shuman moved, and Member Martinez seconded a motion to adopt the staff 
proposed statewide cost estimate of $20,000,000 for the 1985-86 through 
1989-90 fiscal years. The roll ca11 vote on the motion was unanimous. The 
motion carried. 

Item 14 State Mandates Apportionment System 
Request for Review of Base Year Entitlement 
Chapter 1242, Statutes of 1977 . 
Senior Citizens' ·Property Tax Postponement 

Leslie Hobson appeared on behalf of the claimant, County of Placer, and stated · 
agreement with the staff analysis. 

There were .no other appearances and no further df scussion. 

Member Creighton moved approval of the staff recommendation. Member Shuman· 
seconded the motion. ·The roll call vote was unanimous. The motion carried. 

·Item 15 Test Claim 
Chapter 670, Statutes of 1907 
Assigned Judges 

Vicki Wajdak and Pamela Stone appea·red on behalf. of the cl aimantt County of 
Fresno. Beth Mullen appeared on behalf of the Administrative· Office of 
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the Courts. Jim Apps appeared on behalf of the Department of Finance. Allan 
Burdick appeared on behalf of the County Supervisors Association of 
California. Pamela Stone restated the claimant's position that the revenue 
losses due to this statute were actually increased costs because Fresno is now 
:·~quired to compensate its part-time justice court. judges for work performed 
~)r another county while on assignment. Beth Mullen stated her opposition to 

~his interpretation because Fresno's part-time justice court judge cannot be 
assigned elsewhere until all work required to be performed for Fresno has been 
completed; therefore, Fresno is only required to compensate the judge for its 
own work. 

There followed discussion by the parties and the Conmission regarding the 
f'Jplicability of the Supreme Court's decisions in County of Los An~eles and 
Lucia Mar. Chairperson Gould asked Connission Counsel Gary Hori w etfier th1s 
statute imposed a new program and higher level of service as contemplated by 
these two decisions. M.r. Hori stated that it did meet the defi n1tion of new 
~_:,.<ogram and higher level of service as contemplated by the Supreme Court. 

¥:ember Creighton moved to adopt the staff reco11111endation to find a mandate on 
counties whose part-time justice court judge is assigned w;thin the home 
county. Member Shuman seconded the motion. The roll call vote was 
unanimous. The motion carried. 

Item 18 Test Claim 
Chapter 1247, Statutes of 1977 
Chapter 797, Statutes of 1980 

. Chapter 1373.t Statutes of 1980 
Public Law 9~-372 

. Attorney's Fees - Special Education 

Chairperson Gould recused himself from the hearing on this item. 

Clayton Parker. representing the Newport-Mesa Unified ·School District, 
submitted a late filing ·on the test claim rebutting the staff analysis. 
:r,ember Creighton stated that he had not had an opportunity to review the late 
-tfl1ng and inquired on whether the claim should be. heard at this hearing. 
Staff.informed Member Creighton and Member Buenrostro that in reviewing the · 
filfng before this item was called. the filing appeared to be summary of the 
~,aimant's position on the staff analysis, and that there appeared to be no 
·~'a.son to continue the 1 tem. · · 

Mr. Parker stated that Co1J1111ission staff had misstated the events that resulted 
in the claimant·having to pay attorneys' fees to a pupil's guardians, and 
because of case law, courts do not have any discretion in awarding attorney's 
~ees. Mr. Parker stated that because state legislat1on has codif1ed the 
-federal Education of the Handicapped Act, school districts are subject to the 
provf sions of Public Law 94-142 and Public Law 99-372. Member Buenrostro then 
~~quired whether staff was comfortable with discussing the issue of a state . 
executive order incorporating federal law . 
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Staff informed the Commission that it was not comfortable discussing this 
issue, and further noted that it appeared that Mr, Parker was basing hfs 
reasoning for finding P.L. 99-372 to be a state mandated program, on the Board 
of Control's finding that Chapter 1247, Statutes of 1977, and Ch~pter 797, 
Statutes of 1980, were a state man~ated program. Staff noted that Board of 
Control's finding is currently the subject of the litigation in Huff v. 
Commission on State Mandates (Sacramento County Superior Court Case No. 
352295). 

Member Creighton moved and Member· Martinez seconded a motion to continue this 
item and have legal counsel and staff review the arguments presented by 
Mr. Parker. The vote on.the motion was unanimous. The motion carried. 

With no further ftems on the agenda> Chairperson Gould adjourned the hearing 
at 11 :45 a.m. 

Executive Director 

RWE:GLH:cm:0224g 
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Dr. Thomas M. Fallo 
President I Superintendent 

STEVE WESTLY 
C!IaIHornht ffeiitat.e C!Iontroller 

December 9, 2004 

El Camino Community College District 
16007 Crenshaw Blvd 
Torrance, CA 90506 

Dear Dr. Fallo: 

This letter confirms that State Controller's Office has scheduled an audit of El Camino 
Community College District's legislatively mandated Health Fee Elimination Program cost 
claims filed for fiscal year (FY) 2000-01, FY 2001-02, and FY 2002-03. Government Code 
Section 17558.5 provides the authority for this audit. 

In a telephone conversation on Thursday, December 2, 2004, Janny Chan, SCO Auditor-in
Charge, asked to begin the audit this month. However, due to the unavailability of appropriate 
district personnel, Pamela Fees, Business Manager, requested that the audit commence on 
January 5, 2005, at 10:30 a.m. The entrance conference will be held at El Camino Community 
College District, 16007 Crenshaw, Torrance, California 90506. 

Please furnish working accommodations for and provide the necessary records (see the 
Attachment) to the audit staff 

If you have any questions, please call me at (310) 342-5639. 

/}~ Sinc···erely, ~ 
(:{,·/ v -~--

ART LUNA 
Audit Manager 
Compliance Audits Bureau 
Division of Audits 

AL:th 

Attachment 

MAILING ADDRESS P.O. Box 942850, Sacramento, CA 94250-5874 
SACRAMENTO 300 Capitol Mall, Suite 518, Sacramento, CA 95814 (916) 324-8907 
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Dr. Thomas M. Fallo 

cc: Pamela Fees, Business Manager 
El Camino Community District 

Jim L. Spano, Chief 
Compliance Audits Bureau 
Division of Audits 
State Controller's Office 

Ginny Brummels, Manager 
Division of Accounting and Reporting 
State Controller's Office 

fanny Chan 
Auditor-in-Charge 
Division of Audits 
State Controller's Office 

\ .·. I ' :. ' . 

-2- December 9, 2004 

(:~ij\li\,~6 
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EL Camino Community College District 
Records Request for Mandated Cost Program 

FY 2000-01, FY 2001-02, and FY 2002-03 

1. Copy of claims filed for the mandated cost program 

2. Copy of external and internal audit reports performed on the mandated cost program 

3. Organization charts for the district effective during the audit period, showing employee 
names and position titles 

4. Organization charts for the division or units handling the mandated cost program effective 
during the audit period, showing employee names and position titles 

5. Chart of accounts 

6. Documentation that supports the indirect cost rates 

7. Employee time sheets or time logs 

8. Access to payroll records showing employee salaries and benefits paid during the audit 
period 

9. Access to general ledger accounts that support disbursements 

10. Documentation that supports amounts received from other funding sources 

11. Copies of invoices and other documents necessary to support costs claimed 
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W !JP Section __ l?a1~c __ 
Prepared by -1..::_ Dale ~ 
Re'.'iewed by . Da(e 

. -i-\" j ! 

JElL CAM~NO <COMMUNlfY OO>lLlLIEGlE J!JJll§'JlllllCT \ ...... \)··.\. 'l[,t. [ '· j 

Health Fee Elimination Program 
Review olf Sd:mllend: Cmmd:/JHle:und:fiD fees 

July i, 2000 through June 30, 2003 
C05-MCC-0005 

I. To determine if the correct number of student count is applied 
2. To determine if the health fees are properly computed 

SOURCE 

1. Health Fee Elimination claims for FY 2000/01, FY 2001 /02 and FY 2002/03. 
2. Student enrollment - Fall 00 (dated 2/25/05), Spring 01 (2/28/05), Fall 01 (2/24/05), 

Spring 02 (2/24/05), Fall 02 (3/1/05), Spring 03 (1119/05). 
3. Student count - BOGG detail reports ' 
4. Marie Stokes - Accounting technician of Fiscal Services 

SCOJPJE 

1. Summarized the health fee reported in the claim, by semester 
2. Summarized the actual student count, by semester 
3. Traced the student count to the detailed run 
4. Summarized the actual BOGG waiver, by semester 
5. Traced the BOGG waiver to the BOGG detail report 
6. Computed the audited student count (actual less fee waiver). 
7. Multiplied the standard health fee@student. 

8. Compared the aµdited health fee that should have collected, with the district's 
reported fee in the claim. 

j l I\ 
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W fP Section ___ !Page __ _ 
Prepared by ___ Date _j_;__ 
Reviewed bv Date , 

JE!L <CAMilNO OO>MlV1rUN1ITY COlLJLJEGJE ID>JI§TlRilCT. --f \: "f-lrtf:-
Health Fee Elimination Program I . 0 

JRevnew of §tmllenut <Colt!l1mt/JHI~~Mn Fees 
July 1, 2000 through June 30, 2003 

COS-MCC-0005 

Audit review: 

Based on the following documents, we computed the student health fees that could have 
been collected-

1. Student enrollment report provided by Marie for each semester - FY 2000/01, FY 
2001/02 and FY 2002/03. We requested a detailed run for Spring 03 (by student's 
name and number) and noted no variance. Due to the volume of the pages, we only 
copied the front and last pages of the other semesters. 

2. BOGG detail reports for each semester - FY 2000/01, FY 2001/02, and FY 2002/03. 
We requested a detailed run for Spring 03 (by student's name and number) and noted 
no variance. Due to the volume of the pages, we only copied the front and last pages 
of the other semesters. 

(r.) 
Education Code Section 76355 ®states that health fees are authorized for all students 

except those students who: (1) depend exclusively on prayer for healing; (2) are 
attending a community college under an approved apprenticeship training program; or 
(3) demonstrate financial need. 
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LOC&llon 

3/8/2005 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

·sBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

SBOGA 

No.ol Pages I 
0 

loday~28Jq (o_r-- lime 5 _ .. 3 4' 
From 

Ma.vi~ s~~~ 

el ~~VI,.~ L-0 J ll'.p?-
Oap1. Charge 

Company ( 
Locallon 

Fax# 

Original 
Di9poei1ion: 

Ooe9troJ' 0Return 0 Cali tor pickup 

El Camino CommimUy College Distrl.i:t 
Page 20 of21 

SPRING 2001" BOGG Detail Report 
BOGG A STUDENTS -- PART-TIME 

0402286 2001/SP 2 

0402365 2001/SP 6 

0402581 2001/SP 11 

0402603 2001/SP 6 

0402725 2001/SP 5 

0402775 2001/SP 11 

0402799 2001/SP 3 

0403034 2001/SP 3 

0403206 2001/SP 7 

0403484 2001/SP 9 

0403552 2001/SP 6 

0403906 2001/SP IO 

0403929 2001/SP 3 

0403969 2001/SP 11 

0404239 2001/SP 3 

0404337 2001/SP 4 

0404380 2001/SP 2 

0404412 2001/SP 5 

0404478 2001/SP 

0404624 2001/SP 7 

0404765 2001/SP 3 

0404788 2001/SP 10 

0404841 2001/SP 3 
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Last 

AbarienLos 

Abbott 

Abe 

Abeita 

Abelin 

Abou-Halak 

Abraha 

Abrahamian 

Abrahamian 

Abram 

Abrego 

Abu an a 

Acevedo 

Acosta 

Acosta 

Acosta 

Acosta 

Adam 

Adami ck 

Adams 

Adams 

El Camino Community College Distric 

Student Enrollment Fall 2000 - FULL-TIME 

First SSN Status DOB Address 

Jemuel 

Dominic 

Katsutaro 

Andrew 

Simone 

David 

Yared 

Anthony 

Samuel 

Brandon 

Amanda 

Teodorico 

Caro 

Michelle 

Denise 

Marcos 

Christina 

Neri 

Lynn 

Brian 

John 

"" 
11 . 

\ '• y 
. )''-\ 

Page I of 202} , · 1· l 
C·I I 

\ 1 .• 

City ZIP 
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STATE OF CALIFORNIA 

CALIFORNIA COMMUNITY COLLEGES 
CHANCELLOR'S OFFICE 
1102 0 STREET 

SACRAMENTO, CA 95814-6511 
(916) 445-8752 
HTTP:/MMW.O:CCO.EOO 

March 5, 2001 

To; 

From: 

Subject: 

Superintendents/Presidents 
Chief Business Officers 
Chief Student Services Officers 
Health Services Program Directors 
Financial Aid Officers 
Admissions and Records Officers 
Extended Opportunity Program Directors 

Thomas J. Nussbaum 
Chancellor 

Student Health Fee Increase 

Education Code Section 76355 provides the governing board of a community college 
district the option of increasing the student health services fee by the same percentage 
as the increase in the Implicit Price Deflater for State and Local Government Purchase 
of Goods and Services. Whenever that calculation produces an increase of one dollar 
above the existing fee, the fee may be increased by $1.00. 

Based on calculations by the Financial, Economic, and Demographic Unit in the 
Department of Finance, the Implicit Price Deflator Index has now increased enough 
since the last fee increase of March 1997 to support a one dollar increase in the student 
health fees. Effective with the Summer Session of 2001, districts may begin charging a 
maximum fee of $12.00 per semester, $9.00 for summer session, $9.00 for each 
intersession of at least four weeks, or $9.00 for each quarter. 

For part-time students, the governing board shall decide the amount of the fee, if any, 
that the student is required to pay. The governing board may decide whether the fee 
shall be mandatory or optional. 

The governing board operating a health services program must have rules that exempt 
the following students from any health services fee: 

• Students who depend exclusively upon prayer for healing in accordance with the 
teachings of a bona fide religious sect, denomination, or organization. 
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• Students who are attending a community college under an approved apprenticeship 
training program. 

• Students who receive Board of Governors Enrollment Fee Waivers, including 
students who demonstrate financial need in accordance with the methodology set 
forth in federal law or regulation for determining the expected family contribution of 
students seeking financial aid and students who demonstrate eligibility according to 
income standards established by the board of governors and contained in Section 
58620 of Title 5 of the California Code of Regulations. 

All fees collected pursuant to this section shall be deposited in the Student Health Fee 
Account in the Restricted General Fund of the district. These fees shall be expended 
only to provide health services as specified in regulations adopted by the board of 
governors. Allowable expenditures include health supervision and services, including 
direct or indirect medical and hospitalization services, or the operation of a student 
health center or centers, or both. Allowable expenditures exclude athletic-related 
salaries, services, insurance, insurance deductibles, or any other expense that is not 
available to all students. No student shall be denied a service supported by student 
health fee on account of participation in athletic programs. 

If you have any questions about this memo or about student health services, please 
contact Mary Gill, Dean, Enrollment Management Unit at 916.323.5951. If you have 
any questions about the fee increase or the underlying calculations, please contact 
Patrick Ryan in Fiscal Services Unit at 916.327.6223. 

CC: Patrick J. Lenz 
Ralph Black 
Judith R. James 
Frederick E. Harris 

l:\Fisc/FiscUnit/01 StudentHealthFees/01 IStuHealthFees.doc 
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STATE OF CALIFORNIA 

COMMISSION ON STATE MANDATES 
980 NINTH STREET, SUITE 300 
PACRAMENTO, CA 95814 

lNE: {916) 323-3562 
J ,-,,<: (916) 445-0278 
E-mail: csminfo@csm.ca.gov 

April 3, 2006 

ARNOLD SCHWARZENEGGER, Governor 

Ms. Ginny Brummels Mr. Keith B. Petersen 
SixTen and Associates 
5252 Balboa A venue, Suite 807 
San Diego, CA 92117 

Division of Accounting and Reporting 
State Controller's Office 
3301 C Street, Suite 501 
Sacramento, CA 95816 

Re: Incorrect Reduction Claim 
Health Fee Elimination, 05-4206-I-11 
El Camino Community College District, Claimant 
Education Code Section 76355 
Statutes 1984, Chapter 1,, 2nd E.S.; Statutes 1987, Chapter 1118 
Fiscal Years 2000-2001, 2001-2002, and 2002-2003 

Dear Mr. Petersen and Ms. Brumm.els: 

On March 27, 2006, the El Camino Community College District filed an incorrect reduction 
claim (IRC) with the Commission on State Mandates (Commission) based on the Health Fee 
Elimination program for fiscal years 2000-2001, 2001-2002, and 2002-2003. Gommission staff 
determined that the IRC filing is complete. 

Government Code section 17551, subdivision (b ), requires the Commission to hear and decide 
upon claims filed by local agencies and school districts that the State Controller's Office (SCO) 
has incorrectly reduced payments to the local agencies or school districts. 

SCO Review and Response. Please file the SCO response and supporting documentation 
regarding this claim within 90 days of the date of this letter. Please include an explanation of the 
reason(s) for the reductions and the computation of reimbursements. All documentary evidence 
must be authenticated by declarations under penalty of perjury signed by persons who are 
authorized and competent to do so and be based on the declarant' s personal lmowledge, 
information or belief. The Commission's regulations also require that the responses (opposition or 
recommendation) filed with the Commission be simultaneously served on the claimants and their 
designated representatives, and accompanied by a proof of service (Cal. Code Regs., tit. 2, 
§ 1185.01). 

The failure of the SCO to respond within this 90-day timeline shall not cause the Commission to 
delay consideration of this IRC. 

Claimant's Rebuttal. Upon receipt of the SCO response, the claimant and interested parties 
may file rebuttals. The rebuttals are due 30 days from the service date Of the response. 

Prehearing Conference. A prehearing conference will be scheduled if requested. 
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COMMISSION ON STATE MANDATES 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 
(916) 323-3562 
CSM 2 (12/89) 

INCORRECT REDUCTION CLAIM FORM 

Local Agency or School District Submitting Claim 

EL CAMINO COMMUNITY COLLEGE DISTRICT 

Contact Person 

Keith B. Petersen, President 
SixTen and Associates 
5252 Balboa Avenue, Suite 807 
San Diego, CA 92117 
Address 

Pamela Fees, Business Manager 
El Camino Community College District 
16007 Crenshaw Blvd. 
Torrance, CA 90506 

Representative Organization to be Notified 

Robert Miyashiro, Consultant, Education Mandated Cost Network 
c/o School Services of California 
1121 L Street, Suite 1060 
Sacramento, CA 95814 

MAR 2 7 2006 
COMMISSION ON 

Telephone Number 

Voice: 858-514-8605 
Fax: 858-514-8645 
E-mail: Kbpsixten@aol.com 

Telephone Number 

Voice: 916-446-7517 
Fax: 916-446-2011 
E-mail: robertm@SSCal.com 

I 

-his claim alleges an incorrect reduction of a reimbursement claim filed with the State Controller's Office pursuant to 
_,ection 17561 of the Government Code. This incorrect reduction claim is filed pursuant to section 17561 (b) of the 
Government Code. 

CLAIM IDENTIFICATION: Specify Statute or Executive Order 

HEAL TH FEE ELIMINATION Chapter 1, Statutes of 1984, 2nd E.S. Chapter 1118, Statutes of 1987 

Fiscal Year 

2000-2001 
2001-2002 
2002-2003 

Total Amount 

Amount of the Incorrect Reduction 

$ 97,894 
$167,511 
$134,486 

$399,891 

IMPORTANT: PLEASE SEE INSTRUCTIONS AND FILING REQUIREMENTS FOR COMPLETING AN 
INCORRECT REDUCTION CLAIM ON THE REVERSE SIDE. 

Name and Title of Authorized Representative 

Pamela Fees, Business Manager 

Signature of Authorized Representative 

~/~ /} 1 
.ra.~_0~ 

Telephone No. 

Voice: 310-660-3110 
Fax: 310-660-3798 
E-Mail: PFees@elcamino.edu 

Date 

March ) /, 2006 
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Claim Prepared by: 
Keith B. Petersen 
SixTen and Associates 
5252 Balboa Avenue, Suite 807 
San Diego, California 92117 
Voice: (858) 514-8605 
Fax: (858) 514-8645 

BEFORE THE 

COMMISSION ON STATE MANDATES 

STATE OF CALIFORNIA 

INCORRECT REDUCTION CLAIM OF: ) 
) 
) 
) 
) 

EL CAMINO ) 
Community College District, ) 

) 
) 

Claimant. ) 
) 
) 
) 
) 
) 

~~~~~~~~~~~~~-) 

No. CSM -----

Chapter 1, Statutes of 1984, 2nd E.S. 
Chapter 1118, Statutes of 1987 

Education Code Section 76355 

Health Fee Elimination 

Annual Reimbursement Claims: 

Fiscal Year 2000-01 
Fiscal Year 2001-02 
Fiscal Year 2002-03 

INCORRECT REDUCTION CLAIM FILING 

PART I. AUTHORITY FOR THE CLAIM 

The Commission on State Mandates has the authority pursuant to Government 

Code Section 17551 (d) to" ... to hear and decide upon a claim by a local agency or 

school district, filed on or after January 1, 1985, that the Controller has incorrectly 

reduced payments to the local agency or school district pursuant to paragraph (2) of 

subdivision (d) of Section 17561." El Camino Community College District (hereafter 
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Incorrect Reduction Claim of El Camino Community College District 
1 /84; 1118/87 Health Fee Elimination 

1 "District") is a school district as defined in Government Code Section 17519. Title 2, 

2 CCR, Section 1185 (a), requires the claimant to file an incorrect reduction claim with 

3 the Commission. 

4 This incorrect reduction claim is timely filed. Title 2, CCR, Section 1185 (b), 

5 requires incorrect reduction claims to be filed no later than three years following the 

6 date of the Controller's remittance advice notifying the claimant of a reduction. A 

7 Controller's audit report dated October 5, 2005, has been issued. The audit report 

8 constitutes a demand for repayment and adjudication of the claims. On October 27, 

9 2005, the Controller issued "results of review letters" reporting the audit results for the 

1 O FY 2000-01 and FY 2001-02 claims, and demanding payment of amounts due to the 

state. 

12 There is no alternative dispute resolution process available from the Controller's 

13 office. In response to an audit issued March 10, 2004, Foothill-De Anza Community 

14 College attempted to utilize the informal audit review process established by the 

15 Controller to resolve factual disputes. Foothill-De Anza was notified by the Controller's 

16 legal counsel by letter of July 15, 2004 (attached as Exhibit "A"), that the Controller's 

17 informal audit review process was not available for mandate audits and that the proper 

1 8 forum was the Commission on State Mandates. 

19 PART II. SUMMARY OF THE CLAIM 

20 The Controller conducted a field audit of the District's annual reimbursement 

21 claims for the costs of complying with the legislatively mandated Health Fee Elimination 

2 
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Incorrect Reduction Claim of El Camino Community College District 
1 /84; 1118/87 Health Fee Elimination 

1 program for the period of July 1, 2000 through June 30, 2003. As a result of the audit, 

2 the Controller determined that $399,891 of the claimed costs are unallowable: 

3 Fiscal Amount Audit sco Amount Due 

4 Year Claimed Adjustment Payments <State> District 

5 2000-01 $137,923 $ 97,894 $54,835 <$14,806> 

6 2001-02 $167,511 $167,511 $34,266 <$34,266> 

7 2002-03 $174.277 $134,486 $ 0 $39,791 

8 Totals $479,711 $399,891 $89,101 <$ 9,281> 

9 Since the District has been paid $89, 101 for these claims, the audit report concludes 

10 that a remaining amount of $9,281 is payable to the state. 

1 . PART Ill. PREVIOUS INCORRECT REDUCTION CLAIMS 

12 The District has not filed any previous incorrect reduction claims for this 

13 mandate program. The District is not aware of any other incorrect reduction claims 

14 having been adjudicated on the specific issues or subject matter raised by this incorrect 

15 reduction claim. 

16 PART IV. BASIS FOR REIMBURSEMENT 

17 1. Mandate Legislation 

18 Chapter 1, Statutes of 1984, 2"d Extraordinary Session, repealed Education 

19 Code Section 72246 which had authorized community college districts to charge a 

20 student health services fee for the purpose of providing student health supervision and 

21 services, direct and indirect medical and hospitalization services, and operation of 

3 
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Incorrect Reduction Claim of El Camino Community College District 
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1 student health centers. This statute also required the scope of student health services 

2 for which a community college district charged a fee during the 1983-84 fiscal year be 

3 maintained at that level thereafter. The provisions of this statute were to automatically 

4 repeal on December 31, 1987. 

5 Chapter 1118, Statutes of 1987, amended Education Code Section 72246 to 

6 require any community college district that provided student health services in 1986-87 

7 to maintain student health services at that level each fiscal year thereafter. 

8 Chapter 8, Statutes of 1993, Section 29, repealed Education Code Section 

9 72246, effective April 15, 1993. Chapter 8, Statutes of 1993, Section 34, added 

1 0 Education Code Section 763551
, containing substantially the same provisions as former 

1 Education Code Section 76355, added by Chapter 8, Statutes of 1993, Section 
34, effective April 15, 1993, as last amended by Chapter 758, Statutes of 1995, Section 
99: 

"(a) The governing board of a district maintaining a community college may 
require community college students to pay a fee in the total amount of not more than 
ten dollars ($10) for each semester, seven dollars ($7) for summer school, seven 
dollars ($7) for each intersession of at least four weeks, or seven dollars ($7) for each 
quarter for health supervision and services, including direct or indirect medical and 
hospitalization services, or the operation of a student health center or centers, or both. 

The governing board of each community college district may increase this fee by 
the same percentage increase as the Implicit Price Deflator for State and Local 
Government Purchase of Goods and Services. Whenever that calculation produces an 
increase of one dollar ($1) above the existing fee, the fee may be increased by one 
dollar ($1 ). 

(b) If, pursuant to this section, a fee is required, the governing board of the 
district shall decide the amount of the fee, if any, that a part-time student is required to 
pay. The governing board may decide whether the fee shall be mandatory or optional. 

(c) The governing board of a district maintaining a community college shall adopt 
rules and regulations that exempt the following students from any fee required pursuant 

4 
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1 Section 72246, effective April 15, 1993. 

2 

3 

2. Test Claim 

In December 1985, Rio Hondo Community College District filed a test claim 

to subdivision (a): 
(1) Students who depend exclusively upon prayer for healing in 

accordance with the teachings of a bona fide religious sect, denomination, or 
organization. 

(2) Students who are attending a community college under an approved 
apprenticeship training program. 

(3) Low-income students, including students who demonstrate financial 
need in accordance with the methodology set forth in federal law or regulation 
for determining the expected family contribution of students seeking financial aid 
·and students who demonstrate eligibility according to income standards 
established by the board of governors and contained in Section 58620 of Title 5 
of the California Code of Regulations. 
(d) All fees collected pursuant to this section shall be deposited in the fund of 

the district designated by the California Community Colleges Budget and Accounting 
Manual. These fees shall be expended only to provide health services as specified in 
regulations adopted by the board of governors. 

Authorized expenditures shall not include, among other things, athletic trainers' 
salaries, athletic insurance, medical supplies for athletics, physical examinations for 
intercollegiate athletics, ambulance services, the salaries of health professionals for 
athletic events, any deductible portion of accident claims filed for athletic team 
members, or any other expense that is not available to all students. No student shall be 
denied a service supported by student health fees on account of participation in athletic 
programs. 

(e) Any community college district that provided health services in the 1986-87 
fiscal year shall maintain health services, at the level provided during the 1986-87 
fiscal year, and each fiscal year thereafter. If the cost to maihtain that level of service 
exceeds the limits specified in subdivision (a), the excess cost shall be borne by the 
district. 

(f) A district that begins charging a health fee may use funds for startup costs 
from other district funds and may recover all or part of those funds from heaith fees 
collected within the first five years following the commencement of charging the fee. 

(g) The board of governors shall adopt regulations that generally describe the 
types of health services inCluded in the health service program." 

5 
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1 alleging that Chapter 1, Statutes of 1984, 2nd Extraordinary Session, by eliminating the 

2 authority to levy a fee and by requiring a maintenance of effort, mandated increased 

3 costs by mandating a new program or the higher level of service of an existing program 

4 within the meaning of California Constitution Article XIII B, Section 6. 

5 On November 20, 1986, the Commission on State Mandates determined that 

6 Chapter 1, Statutes of 1984, 2nd Extraordinary Session, imposed a new program upon 

7 community college districts by requiring any community college district, which provided 

8 student health services for which it was authorized to charge a fee pursuant to former 

9 Section 72246 in the 1983-1984 fiscal year, to maintain student health services at that 

1 O level in the 1984-1985 fiscal year and each fiscal year thereafter. 

At a hearing on April 27, 1989, the Commission of State Mandates determined 

12 that Chapter 1118, Statutes of 1987, amended this maintenance of effort requirement to 

1 3 ~pply to all community college districts which provided student health services in fiscal 

14 year 1986-1987 and required them to maintain that level of student health services in 

15 fiscal year 1987 -1988 and each fiscal year thereafter. 

16 3. Parameters and Guidelines 

17 On August 27, 1987, the original parameters and guidelines were adopted. On 

18 May 25, 1989, those parameters and guidelines were amended. A copy of the 

19 parameters and guidelines, as amended on May 25, 1989, is attached as Exhibit "B.'' 

20 So far as is relevant to the issues presented below, the parameters and guidelines 

21 state: 

6 
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4. 

"V. 

VI. 

REIMBURSABLE COSTS 

A Scope of Mandate 

Eligible community college districts shall be reimbursed for 
the costs of providing a health services program. Only 
services provided in 1986-87 fiscal year may be claimed. 

CLAIM PREPARATION 

B... 3. Allowable Overhead Cost 

Indirect costs may be claimed in the manner 
described by the State Controller in his claiming 
instructions. 

VII. SUPPORTING DATA 

For auditing purposes, all costs claimed must be traceable to 
source documents and/or worksheets that show evidence of the 
validity of such costs .... 

VIII OFFSETTING SAVINGS AND OTHER REIMBURSEMENTS 

Any offsetting savings the claimant experiences as a direct result 
of this statute must be deducted from the costs claimed. In 
addition, reimbursement for this mandate received from any 
source, e.g., federal, state, etc., shall be identified and deducted 
from this claim. This shall include the amount of $7.50 per full-time 
student per semester, $5.00 per full-time student for summer 
school, or $5.00 per full-time student per quarter, as authorized by 
Education Code section 72246(a). This shall also include 
payments (fees) received from individuals other than students who 
are not covered by Education Code Section 72246 for health 
services .... " 

Claiming Instructions 

28 The Controller has frequently revised claiming instructions for the Health Fee 

29 Elil')'lination mandate. A copy of the September 1997 revision of the claiming 

7 
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1 instructions is attached as Exhibit "C." The September 1997 claiming instructions are 

2 believed to be, for the purposes and scope of this incorrect reduction claim, 

3 substantially similar to the version extant at the time the claims which are the subject of 

4 this Incorrect reduction claim were filed. However, since the Controller's claim forms 

5 and instructions have not been adopted as regulations, they have no force of law, and, 

6 therefore, have no effect on the outcome of this incorrect reduction claim. 

7 PART V. STATE CONTROLLER CLAIM ADJUDICATION 

8 The Controller conducted an audit of the District's annual reimbursement claims 

9 for fiscal years 2000-01, 2001-02, and 2002-03. The audit concluded that only 17% of 

1 0 the District's costs, as claimed, are allowable. A copy of the October 5, 2005-audit 

report and is attached as Exhibit "D." 

12 VI. CLAIMANT'S RESPONSE TO THE STATE CONTROLLER 

13 By letter dated July 13, 2005, the Controller transmitted a copy of its draft audit 

14 report. By letter dated July 26, 2005, the District objected to the proposed adjustments 

1 5 set forth in the draft audit report. A copy of the District's letter of July 26, 2005 is 

16 attached as Exhibit "E." The Controller then issued its final audit report without change 

1 7 to the adjustments as stated in the draft audit report. 

18 PART VII. STATEMENT OF THE ISSUES 

19 Finding 1 - Overstated salary, benefits, and indirect costs 

20 The District is not disputing this adjustment. 

8 
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1 Finding 2 - Overstated indirect cost rates 

2 The Controller asserts that the District overstated its indirect cost rates and 

3 costs in the amount of $188,652 for the three fiscal years. This finding is based upon 

4 the Controller's statement that "the district did not obtain federal approval for its IRCPs. 

5 We calculated indirect cost rates using the methodology allowed by the SCO claiming 

6 instructions." Contrary to the Controller's ministerial preferences, there is no 

7 ·requirement in law that the claimant's indirect cost rate must be "federally" approved, 

8 and the Commission has never specified the federal agencies which have the authority 

9 to approve indirect cost rates. Further, it should be noted that the Controller did not 

1 O determine that the District's rate was excessive or unreasonable. 

1 . CCFS-311 

12 In fact, both the District's method and the Controller's method utilized the same 

13 source document, the CCFS-311 annual financial and budget report required by the 

14 state. The difference in the claimed and audited methods is in the determination of 

15 which of those cost elements are direct costs and which are indirect costs. Indeed, the 

16 federally "approved" rates which the Controller will accept without further action, are 

17 "negotiated" rates calculated by a district and then submitted for approval to federal 

18 agencies which are the source of federal programs to which the indirect cost rate is to 

19 be applied, indicating that the process is not an exact science, but a determination of 

20 the relevance and reasonableness of the cost allocation assumptions made for the 

9 

221



Incorrect Reduction Claim of El Camino Community College District 
1 /84; 1118/87 Health Fee Elimination 

1 method used. 

2 Regulatory Requirements 

3 No particular indirect cost rate calculation is required by statute. The 

4 parameters and guidelines state that "Indirect costs may be claimed in the manner 

5 described by the Controller in his claiming instructions." The District claimed these 

6 indirect costs "in the manner'' described by the Controller. The correct forms were used 

7 and the claimed amounts were entered at the correct locations. 

8 In the audit report, the Controller asserts that "the specific directions for the 

9 indirect cost rate calculation in the claiming instructions are an extension of Parameters 

10 and Guidelines." It is not clear what the legal significance of the concept of "extension" 

might be, regardless, the reference to the claiming instructions in the parameters and 

12 guidelines does not change "may" into a "shall." Since the Controller's claiming 

13 instructions were never adopted as law, or regulations pursuant to the Administrative 

14 Procedure Act, the claiming instructions are merely a statement of the ministerial 

15 interests of the Controller and not law. 

16 Unreasonable or Excessive 

17 . Government Code Section 17561 ( d)(2) requires the Controller to pay claims, 

18 provided that the Controller may audit the records of any school district to verify the 
.. 

19 actual amount of the mandated costs, and may reduce any claim that the Controller 

20 determines is excessive or unreasonable. The Controller is authorized to reduce a 

21 claim only if it determines the claim to be excessive or unreasonable. Here, the District 

10 
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1 has computed its indirect cost rate utilizing cost accounting principles from the Office of 

2 Management and Budget Circular A-21, and the Controller has disallowed it without a 

3 determination of whether the product of the District's calculation would, or would not, be 

4 excessive, unreasonable, or inconsistent with cost accounting principles. 

5 Neither state law nor the parameters and guidelines made compliance with the 

6 Controller's claiming instructions·a condition of reimbursement. The district has 

7 followed the parameters and guidelines. The burden of proof is on the Controller to 

8 prove that the District's calculation is unreasonable, not to recalculate the rate 

9 according to its unenforceable ministerial preferences. Therefore, the Controller made 

10 no determination as to whether the method used by the District was reasonable, but, 

1 . merely substituted its FAM-29C method for the method reported by the District. The 

12 substitution of the FAM-29C method is an arbitrary choice of the Controller, not a 

13 "finding" enforceable either by fact or law. 

14 Finding 3: Understated authorized health revenues claimed 

15 The adjustments for the student health services revenue are based on two 

16 reasons. The Controller adjusted the reported enrollment and reported number of 

17 students subject to payment of the health services fee. The Controller then calculated 

18 the student fees collectible based on the highest student health service fee chargeable, 

19 rather than the fee actually charged the student, resulting in a total adjustment of 

20 $195,333 for the three fiscal years. 

11 
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1 Education Code Section 76355 

2 Education Code Section 76355, subdivision (a), in relevant part, provides: "The 

3 governing board of a district maintaining a community college may require community 

4 college students to pay a fee ... for health supervision and services ... " There is no 

5 requirement that community colleges levy these fees. The permissive nature of the 

6 provision is further illustrated in subdivision (b) which states "If, pursuant to this 

7 Section, a fee is required, the governing board of the district shall decide the amount of 

8 the fee, if any, that a part-time student is required to pay. The governing board may 

9 decide whether the fee shall be mandatory or optional." 

1 O Parameters and Guidelines 

This Controller states that the "Parameters and Guidelines states that health 

12 fees authorized by the Education Code must be deducted from costs claimed." The 

13 parameters and guidelines actually state: 

14 "Any offsetting savings that the claimant experiences as a direct result of 
15 this statute must be deducted from the costs claimed. In addition, 
16 reimbursement for this mandate received from any source, e.g., federal, state, 
17 etc., shall be identified and deducted from this claim. This shall include the 
18 amount of [student fees] as authorized by Education Code Section 72246(a)2

." 

19 In order for a district to "experience" these "offsetting savings" a district must actually 

20 have collected these fees. Student health services fees actually collected must be 

21 used to offset costs, but not student fees that could have been collected and were not. 

2 Former Education Code Section 72246 was repealed by Chapter 8, Statutes of 
1993, Section 29, and was replaced by Education Code Section 76355. 

12 
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1 The use of the term "any offsetting savings" further illustrates the permissive nature of 

2 the fees. 

3 Government Code Section 17514 

4 The Controller relies upon Government Code Section 17514 for the conclusion 

5 that "[t]o the extent community college districts can charge a fee, they are not required 

6 to incur a cost." Government Code Section 17514, as added by Chapter 1459, Statutes 

7 of 1984, actually states: 

8 " Costs mandated by the state" means any increased costs which a local 
9 agency or school district is required to incur after July 1, 1980, as a result of any 

1 O statute enacted on or after January 1, 197 5, or any executive order 
11 implementing any statute enacted on or after January 1, 1975, which mandates 
12 a new program or higher level of service of an existing program within the 
1" meaning of Section 6 of Article XIII B of the California Constitution." 

14 There is nothing in the language of the statute regarding the authority to charge a fee, 

15 any nexus of fee revenue to increased cost, nor any language which describes the 

16 legal effect of fees collected. 

17 The audit report states that the Controller agrees that community college 

18 districts "may choose not to levy a health service fee" and that Education Code Section 

19 76355 "provides the districts with the authority to levy of such fees." However, it does 

20 not logically follow from that statement to the Controller's conclusion, based on 

21 Government Code Section 17514, that "health service costs recoverable through 

22 authorized fees are not costs that the district is required to incur." 

23 I 
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1 Government Code Section 17556 

2 The Controller relies upon Government Code Section 17556 for the conclusion 

3 that the "COSM shall not find costs mandated by the State if the district has the 

4 authority to levy fees to pay for the mandated program or increased level of services." 

5 Government Code Section 17556 as last amended by Chapter 589/89 actually states: 

6 "The commission shall not find costs mandated by the state, as defined in 
7 Section 17514, in any claim submitted by a local agency or school district, if after 
8 a hearing, the commission finds that: 
9 (d) The local agency or school district has the authority to levy service 

1 O charges, fees, or assessments sufficient to pay for the mandated program or 
11 increased level of service. . .. " 

12 The Controller misrepresents the law. Government Code Section 17556 prohibits the 

13 Commission on State Mandates from finding costs subject to reimbursement, that is, 

14 approving a test claim activity for reimbursement, where there is authority to levy fees 

15 ·· · ·· in an amount sufficient to offset the entire mandated costs. Here, the Commission has 

16 already approved the test claim and made a finding of a new program or higher level of 

17 service for which the claimants do not have the ability to levy a fee in an amount 

18 sufficient to offset the entire mandated costs. 

19 Student Health Services Fee Amount 

20 The Controller asserts that the district should have collected a student health 

21 service fee each semester from non-exempt students in the amount of $11 for FY 2000-

22 01 and $12 for FY 2001-02 and FY 2002-03. Districts receive notice of these fee 

23 amounts from the Chancellor of the California Community Colleges. An example of one 
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1 such notice is the letter dated March 5, 2001, attached as Exhibit "F." While Education 

2 Code Section 76355 provides for an increase in the student health service fee, it did 

3 not grant the Chancellor the authority to establish mandatory fee amounts or mandatory 

4 fee increases. No state agency was granted that authority by the Education Code, and 

5 no state agency has exercised its rulemaking authority to establish mandatory fees 

6 amounts. It should be noted that the Chancellor's letter properly states that increasing 

7 the amount of the fee is at the option of the district, and that the Chancellor is not 

8 asserting that authority. Therefore, the state cannot rely upon the Chancellor's notice 

9 as a basis to adjust the claim for "collectible" student health services fees. 

10 Fees Collected vs. Fees Collectible 

This issue is one of student health fees revenue actually received, rather than 

12 student health fees which might be collected. The Commission determined, as stated 

13 in the parameters and guidelines, that the student health services fees "experienced" 

14 (collected) would reduce the amount subject to reimbursement. Student fees not 

1 5 collected are student fees not "experienced" and as such should not reduce 

16 reimbursement. Further, the amount 'collectible" will never equal actual revenues 

17 collected due to changes in student BOGG eligibility, bad debt accounts, and refunds. 

18 Because districts are not required to collect a fee from students for student 

19 health services, and if such a fee is collected, the amount is to be determined by the 

20 district and not the Controller, the Controller's adjustment is without legal basis. What 

21 claimants are required by the parameters and guidelines to do is to reduce the amount 

15 
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1 of their claimed costs by the amount of student health services fee revenue actually 

2 received. Therefore, student health fees are merely collectible, they are not 

3 mandatory, and it is inappropriate to reduce claim amounts by revenues not received. 

4 Enrollment and Exempted Student Statistics 

5 It is our understanding that the Controller adjusted the reported total student 

6 enrollment and reported number of exempt students based on data requested during 

7 the audit from the office of the Chancellor of the Community Colleges, although the 

8 audit report states otherwise. The information obtained from the Chancellor's office is 

9 based on information originally provided to the Chancellor by the District in the normal 

10 course of business. The Controller has not provided any factual basis why the 

Chancellor's data, subject to review and revision after the fact for several years, is 

12 preferable to the data reported by the District which was available at the time the claims 

13 were prepared. 

14 Other than stating that the District "did not use the actual number of student 

15 counts and BOGG waiver counts," the audit report does not state the source of the data 

16 used by the auditor. That is to say, the Controller does not indicate how and why its 

17 determination of "actual" student counts is any more "actual" than the amount reported 

1 8 on the claims. 

19 Finding 4- Understated offsetting revenu~ 

20 The District is not disputing this adjustment. 
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1 Amounts Paid By The State 

2 This issue was not an audit finding. The payment received from the state is an 

3 integral part of the reimbursement calculation. The Controller changed the FY 2001-02 

4 claim payment amount received from the state without a finding in the audit report, then 

5 changed it again in the October 27, 2005 demand for payment. 

6 
7 

8 

9 

10 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Amount Paid by the State 

As Claimed 

As Audited 

·October 27, 2005 demand for payment 

Fiscal Year of Claim 
2000-01 2001-02 2002-03 

$54,835 

$54,835 

$54,835 

$35,266 

$34,266 

$35,266 

$0 

$0 

n/a 

The propriety of these adjustments cannot be determined until the Controller states the 

reason for the change. 

Statute of Limitations for Audit 

This issue is not a finding of the Controller. The District asserts that the FY 

2000-01 and FY 2001-02 claims are beyond the statute of limitations for audit when 

the Controller issued its audit report on October 5, 2005. The District raised this issue 

at the beginning of the audit and in its letter dated July 26, 2005 in response to the 

draft audit report. 

Chronology of Claim Action Dates 

January 14, 2002 FY 2000-01 claim filed by the District (certified mail) 

December 30, 2002 FY 2001-02 claim filed by the District (certified mail) 

17 
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DecerTiber31,2004 FY 2000-01 statute of limitations for audit expires 

DecerTiber 31, 2004 FY 2001-02 statute of limitations for audit expires 

October 5, 2005 Controller's final audit report issued 

4 The District's FY 2000-01 claim was mailed to the Controller on January 14, 

5 2002. The District's FY 2001-02 claim was mailed to the Controller on DecerTiber 30, 

6 2002. The audit report is dated October 5, 2005. Pursuant to Government Code 

7 Section 17558.5, these claims were subject to audit no later than December 31, 2004. 

8 The audit was not completed by this date. Therefore, the audit adjustments for FY 

9 2000-01 and FY 2001-02 are barred by the statute of limitations. 

10 In the audit report, the Controller responded as follows: 

"On December 2, 2004, we made phone contact with the district' business 
12 manager and sent a follow-up letter dated December 9, 2004, wherein we 
13 agreed to delay the start of the audit until January 5, 2005. In both the phone 
14 call and the letter, we clearly stated that the audit would include the claims filed 
15 in the 2002 calendar year. This audit was initiated prior to the statutory deadline 
16 of December 2004 in which to commence an audit." 

17 Thus, the Controller is asserting that date when the audit was "initiated" is relevant to 

18 the period of limitations, and not the date of the audit report. The comment regarding 

19 which claims would be included in the audit is not responsive to the issue of the statute 

20 of limitations. In any case, a review of the legislative history of Government Code 

21 Section 17558.5 indicates that the matter of the audit "initiation" date is not relevant to 

22 the FY 2000-01 and FY 2001-02 fiscal year claims. 

23 I 
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1 Statutory History 

2 Prior to January 1, 1994, no statute specifically governed the statute of 

3 limitations for audits of mandate reimbursement claims. Statutes of 1993, Chapter 906, 

4 Section 2, operative January 1, 1994, added Government Code Section 17558.5 to 

5 establish for the first time a specific statute of limitations for audit of mandate 

6 reimbursement claims: 

7 "(a) A reimbursement claim for actual costs filed by a local agency or school 
8 district pursuant to this chapter is subject to audit by the Controller no later than 
9 four years after the end of the calendar year in which the reimbursement claim is 

1 O filed or last amended. However, if no funds are appropriated for the program for 
11 the fiscal year for which the claim is made, the time for the Controller to initiate 
12 an audit shall commence to run from the date of initial payment of the claim." 

""3 Thus, there are two standards. A funded claim is "subject to audit" for four years after 

14 the end of the calendar year in which the claim was filed. An "unfunded" claim must 

15 have its audit "initiated" within four years of first payment. 

16 Statutes of 1995, Chapter 945, Section 13, operative July 1, 1996, repealed and 

17 replaced Section 17558.5, changing only the period of limitations: 

18 "(a) A reimbursement claim for actual costs filed by a local agency or school 
19 district pursuant to this chapter is subject to audit by the Controller no later than 
20 two years after the end of the calendar year in which the reimbursement claim is 
21 filed or last amended. However, if no funds are appropriated for the program for 
22 the fiscal year for which the claim is made, the time for the Controller to initiate 
23 an audit shall commence to run from the date of initial payment of the claim." 

24 The FY 2000-01 and FY 2001-02 annual claims are subject to the two-year statute of 

25 limitations established by Chapter 945, Statutes of 1995. Since funds were 

26 appropriated for the program for all the fiscal years which are the subject of the audit, 
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1 the alternative measurement date is not applicable, and the potential factual issue of 

2 when the audit is initiated is not relevant. The FY 2000-01 and FY 2001-02 claims 

3 were no longer subject to audit when the audit report was issued. 

4 Statutes of 2002, Chapter 1128, Section 14.5, operative January 1, 2003 

5 amended Section 17558.5 to state: 

6 "(a) . A reimbursement claim for actual costs filed by a local agency or school 
7 district pursuant to this chapter is subject to the initiation of an audit by the 
8 Controller no later than three years after the end of the calendar year in ·~·thieh 
9 tfte date that the actual reimbursement claim is filed or last amended, whichever 

1 O is later. However, if no funds are appropriated or no payment is made to a 
11 claimant for the program for the fiscal year for which the claim is made filed, the 
12 time for the Controller to initiate an audit shall commence to run from the date of 
13 initial payment of the claim." 

14 The FY 2002-03 claim is subject to this statute, since the claim was filed in January 

1 o 2004. However, the District does not allege a statute of limitations problem for the FY 

16 2002-03 claim. The amendment is pertinent since it indicates this is the first time that 

17 the factual issue of the date the audit is "initiated" for mandate programs for which 

18 funds are appropriated is introduced. This also means, at the time the claim is filed, it 

19 is impossible for the claimant to know when the statute of limitations will expire, which 

20 is contrary to the purpose of a statute of limitations. 

21 Statutes of 2004, Chapter 890, Section 18, operative January 1, 2005 amended 

22 Section 17558.5 to state: 

23 "(a) A reimbursement claim for actual costs filed by a local agency or school 
24 district pursuant to this chapter is subject to the initiation of an audit by the 
25 Controller no later than three years after the date that the actual reimbursement 
26 ciaim is filed or last amended, whichever is later. However, if no funds are 
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1 appropriated or no payment is made to a claimant for the program for the fiscal 
2 year for which the claim is filed, the time for the Controller to initiate an audit 
3 shall commence to run from the date of initial payment of the claim. In any case. 
4 an audit shall be completed not later than two years after the date that the audit 
5 is commenced." 

6 None of the fiscal period claims which are the subject of the audit are subject to 

7 this amended version of Section 17558.5. The amendment is pertinent since it 

8 indicates this is the first time that the Controller audits may be completed at a time 

9 other than the stated period of limitations. 

1 O Initiation of An Audit 

11 The audit report states that the Controller's staff telephone contact with the 

12 District on December 2, 2004 "initiated" the audit. First, the initiation date of the audit 

1 . is not relevant to the FY 2000-01 and FY 2001-02 claims. The words "initiate an audit" 

14 are used only in the second sentence of Section 17558.5, that is, in a situation when no 

15 funds are appropriated for the program for the fiscal year for which the claim is made. 

16 Then, and only then, is the Controller authorized to "initiate an audit" within two years 

17 from the date of initial payment. The two claim years at issue here are not subject to 

18 the "no funds appropriated" provision, they are subject only to the first sentence of the 

19 statute, i.e., they were only "subject to audit" through December 2004. 

20 The unmistakable language of Section 17558.5 is confirmed by the later actions 

21 of the Legislature. Chapter 1128, Statutes of 2002, amended subdivision (a) of 

22 Government Code Section 17558.5 to change the "subject to audit" language of the first 

23 sentence to "subject to the initiation of an audit." Had the Legislature intended the 
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1 former Section to mean "subject to the initiation of an audit," there would have been no 

2 need to amend the statute to now say "subject to the initiation of an audit." Even if the 

3 Controller had "initiated" the audit on the date of the first phone call, it could not have 

4 completed its months of field work, exit conference, office review, draft audit report, and 

5 issued a final audit report on or before December 31, 2004. 

6 The Controller's apparent measurement date for "initiation" of an audit is actually 

7 the date of the entrance conference, not the date of the phone contact. However, for 

8 this audit, and two audits issued in 2004 for Los Rios Community College District 3, the 

9 Controller asserts the telephone contact as the initiation date for the audit. In other 

10 mandate audit reports issued both after the Los Rios audits and after this audit report, 

the Controller states that the entrance conference date initiates the audit. 4 Further, in 

3 The two Controller's audits which were released before the El Camino 
audit which assert that the telephone contact is the action which "initiates" the audit 
are: 

Los Rios Community College District, Health Fee Elimination, issued June 24, 
2004. 
Los Rios Community College District, Mandate Reimbursement Process, issued 
June 24, 2004. 

4 The following Controller's audit reports were issued after the Los Rios 
audit reports and before the El Camino audit report and specifically state that the 
entrance date is the initiation date for the audit: 

Newport-Mesa Unified School District, School District of Choice, issued August 
31, 2004. 
State Center Community College District, Health Fee Elimination, issued 
September 17, 2004. 
Clovis Unified School District, Graduation Requirements, issued October 22, 
2004. 
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1 the matter of the Health Fee Elimination audit of North Orange Community College 

2 District, the draft audit report dated May 6, 2005, included the three fiscal years audited 

3 by the Controller: FY 2000-01, FY 2001-02, and FY 2002-03. In its response letter 

4 dated June 15, 2005, North Orange County asserted that the statute of limitations for 

5 the audit of the FY 2000-01 claim expired December 31, 2003, pursuant to Government 

6 Code Section 17558.5, because the audit report was issued after that date. In the final 

7 audit report dated July 22, 2005, the Controller agreed that FY 2000-01 was barred 

8 from audit, but for another reason, the stated reason being that the "FY 2000-01 claim 

9 was not subject to audit due to the expiration of the statute of limitations within which to 

10 initiate an audit." The North Orange County audit entrance conference date was 

San Bernardino Community College District, Health Fee Elimination, issued 
November 10, 2004. 
West Valley-Mission Community College District, Health Fee Elimination, issued 
April 8, 2005. 
Long Beach Community College District, Health Fee Elimination, issued April 27, 
2005. 
North Orange County Community College District, Health Fee Elimination, 
issued July 22, 2005. 
Poway Unified School District, Emergecy Procedures, Earthequakes and 
Disasters, issued August 31, 2005. 

The following Controller's audit reports were issued after the El Camino audit report 
and specifically state that the entrance date is the initiation date for the audit: 

Norwalk-La Mirada Unified School District, School District of Choice, issued 
October 7, 2005. 
Norwalk-La Mirada Unified School District, lntradistrict Attendance, issued 
December 23, 2005. 
Norwalk-La Mirada Unified School District, Collective Bargaining, issued 
December 23, 2005. 
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January 26, 2004, which is the date, according to the Controller, that the audit was 

"initiated." 

Given this contradiction in measurement dates, it does not appear that the 

Controller has a single position on this issue. It appears the Controller discarded the 

"telephone call date" rule after the Los Rios audits and then reinstated it for this audit, 

perhaps in order to avoid losing jurisdiction of the first two fiscal years. It can therefore 

be concluded that the Controller has no legal basis for their policy on the initiation date 

of audits. 

Delay of the Audit 

The Controller asserts that the Controller "agreed to delay the start of the audit 

until January 5, 2005," which would seem to infer that the District either requested the 

delay or somehow committed a willful act intended to delay the completion of the audit. 

However, the Controller provides no evidence that there was any willful act by the 

District intended to delay the start or completion of the audit. The facts regarding the 

events of December 2 through 9, 2004, are stated in my declaration, which is attached 

as Exhibit "G." 

If there was any delay to the start of the audit, it was by unilateral action of the 

Controller. Regardless, the delay in the start of an audit which could not have been 

timely completed is not relevant. There was no credible attempt by the Controller's 

office "to initiate the audit" in December 2004. The Controller did not complete the 

audit within the statutory period allowed for the first two fiscal year claims included in 
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1 this audit. The date the audit was "initiated" for the two years is irrelevant, only the 

2 date the audit was completed is relevant as evidenced by the Controller's audit report. 

3 The audit findings are therefore void for those two claims. 

4 Completion of the Audit 

5 As stated above, the Controller's argument that an attempt was made to "initiate 

6 an audit" in December 2004 is not legally relevant since the claims were only "subject 

7 to audit" through December 2004. The relevant statute of limitations date is the date 

8 when the audit is completed, which is the date the audit report is issued. The annual 

9 claims are "subject to audit" until the audit is completed. The audit report is the 

10 document which completes the audit. If the audit report is not the action which 

completes the audit, then the audit report is not a legally enforceable notice of findings 

12 or demand for payment, and there is no other document prior to the audit report which 

13 adjudicates the results of the audit. 

14 The Controller did not complete the audit within the statutory period allowed for 

15 the first two fiscal year claims included in this audit. The audit findings are therefore 

16 void for the FY 2000-01 and FY 2001-02 claims. 

17 PART VIII. RELIEF REQUESTED 

18 The District filed its annual reimbursement claims within the time limits 

19 prescribed by the Government Code. The amounts claimed by the District for 

20 reimbursement of the costs of implementing the program imposed by Chapter 1 , 

21 Statutes of 1984, 2nd E.S., Chapter 1118, Statutes of 1987, and Education Code 
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1 Section 76355 represent the actual costs incurred by the District to carry out this 

2 program. These costs were properly claimed pursuant to the Commission's parameters 

3 and guidelines. Reimbursement of these costs is required under Article XlllB, Section 

4 6 of the California Constitution. The Controller denied reimbursement without any 

5 basis in law or fact. The District has met its burden of going forward on this claim by 

6 complying with the requirements of Section 1185, Title 2, California Code of 

7 Regulations. Because the Controller has enforced and is seeking to enforce these 

8 adjustments without benefit of statute or regulation, the burden of proof is now upon the 

9 Controller to establish a legal basis for its actions. 

10 The District requests that the Commission make findings of fact and law on each 

and every adjustment made by the Controller and each and every procedural and 

12 jurisdictional issue raised in this claim, and order the Controller to correct its audit 

13 report findings therefrom. 

14 I 

15 I 

16 I 
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PART IX. CERTIFICATION 

Jim L. Spano, Chief 
Compliance Audits Bureau 

May20, 2004 

By my signature below, I hereby declare, under penalty of perjury under the laws 

of the State of California, that the information in this incorrect reduction claim 

submission is true and complete to the best of my own knowledge or information or 

belief, and that the attached documents are true and correct copies of documents 

received from or sent by the state agency which originated the document. 

. sf--
Executed on March :2/ , 2006, at Torrance, California, by 

~v~~~ "J-e~~ 
Pii'mela Fees, Business Manager 
El Camino Community College District 
16007 Crenshaw Blvd. 
Torrance, CA 90506 
Voice: 310-660-3110 
Fax: 310-660-3798 
E-Mail: PFees@elcamino.edu 

APPOINTMENT OF REPRESENTATIVE 

El Camino Community College District appoints Keith B. Petersen, SixTen and 
Associates, as its representative for this incorrect reduction claim. 

(_ -}~~ J J6?--.--- .3_/2/--tJ c 
mela Fees, Business Manager Date 

El Camino Community College District 
Attachments: 
Exhibit "A" 
Exhibit "B" 
Exhibit "C" 
Exhibit "D" 
Exhibit "E" 
Exhibit "F" 
Exhibit "G" 

Controller's Legal Counsel's Letter of July 15, 2004 
Commission Parameters and Guidelines amended May 25, 1989 
Controller's Claiming Instructions September 1997 
Controller's Audit Report dated October 5, 2005 
District's Letter dated July 26, 2005 
Chancellor's Letter dated March 5, 2001 . 
Declaration of Pamela Fees dated February 27, 2006 
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July 15, 2004 

STEVE WESTLY 
California State Controller 

Mike Brandy, Vice Chancellor 
Foothill-De Anza Community College District 
12345 El Monte Road 
Los Altos, CA 94022 

Re: Foothill-De Anza Community College District Audit 

Dear Mr. Brandy: 

:* r· RECEP/ED 
. f l Jl2 o am 

~; !'-~~~;rr-i,,,.·. ~rt· _. 
Du..;,, . ._~l<..J '····-~. ~·. 

This is in response to your letter to me dated May 13, 2004, concerning the Controller's 
Audit of the Health Fee claim. 

The Controller's informal audit review process was established to resolve factual disputes 
where no other forum for resolution, other than a judicial proceeding, is available. 

The proper forum for resolving issues involving mandated cost programs is through the 
incorrect reduction process through the Commission on State Mandates. As such, this 
office will not be scheduling an informal·conference for this matter. 

However, in light of the concerns expressed in your letter concerning the auditors 
assigned and the validity of the findings, I am forwarding your letter to Vince Brown, 
Chief Operating Officer, for his. review and response. 

If you have any questions you may contact Mr. Vince Brown at(916) 445-2038. 

RJC/st 

cc: Vincent P. Brown, Chief Operating Officer, State Controller's Office 
Jeff Brownfield, Chief, Division of Audits, State Controller's Office 
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Adopted: 8/27/87 
Amended: 5/25/89 

PARAMETERS AND GUIDELINES 
Chapter 1, Statutes of 1984, 2nd E.S. 

Chapter 1118, Statutes of 1987 
Health Fee Elimination 

I. SUMMARY OF -MANDATE 

Chapter 1, Statutes of 1984, 2nd E.S. repealed Education Code Sectio 
72246 which had authorized community college districts to charge a 
health fee for the purpose of providing health supervision and servi 
direct and indirect medical and hospitalization services, and operat 
of student health centers. This statute also required that health 
services for which a community college district charged a fee during the 
1983-84 fiscal year had to be maintained at that level in the 1984-85 
fiscal year and every year thereafter. The provisions of this statute 
would automatically repeal on December 31, 1987, which would reinstate 
the community colleges districts 1 authority to charge a health fee as 
specified. 

Chapter 1118, Statutes of 1987, amended Education Code section 72246 to 
require any community college district that provided health services in 
1986-87 to maintain health services at the level provided during the 
1986-87 fiscal year in 1987-88 and each fiscal year thereafter. 

II. COMMISSION ON STATE MANDATES 1 DECISION 

At its hearing on November 20, 1986, the Commission on State Mandates 
determined that Chapter 1, Statutes of 1984, 2nd E.S. imposed a "new 
program" upon community co 11 ege districts by re quiring any community 
college district which provided health services for which it was 
authorized to charge a fee pursuant to former Section 72246 in the 
1983-84 fiscal year to ma~rit~~n health services at the level provided 
during the 1983-84 fiscal year in the 1984-85 fiscal year and each 
fiscal year thereafter. This maintenance of effort requirement applies 
to all community college districts which levied a health services fee in 
the 1983-84 fiscal year, regardless of the extent to which the health 
services fees collected offset the actual costs of providing health 
services at the 1983-84 fiscal.year level. 

At its hearing of April 27, 1989, the Commission determined that Chapter 
1118, Statutes of 1987, amended this maintenance of effort requirement 
to apply to all community college districts which provided health 
services in fiscal year 1986-87 and required them to maintain that level 
in fiscal year 1987-88 and each fiscal year thereafter. 

III. ELIGIBLE CLAIMANTS 

Community college districts which provided health services in 1986-87 
fiscal year and continue to provide the same services as a result of 
this mandate are eligible to claim reimbursement of those costs. 
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IV. PERIOD OF REIMBURSEMENT 

Chapter 1, Statutes of 1984, 2nd E.S., became effective July 1, 1984. 
Section 17557 of the Government Code states that a test claim must be 
submitted on or before ~ovember 30th following a given fiscal year to 
establish for that fiscal year. The test claim for this mandate was 
filed on November 27, 1985; therefore, costs incurred on or after 
July 1, 1984, are reimbursable. Chapter 1118, Statutes of 1987, became 
effective January 1, 1988. Title 2, California Code of Regulations, 
section 1185.3(a) states that a parameters and guidelines amendment 
filed before the deadline for initial claims as specified in the 
Claiming Instructions shall apply to all years eligible for 
reimbursement as d~fined in the original parameters and guidelines; 
therefore, costs incurred on or after January 1, 1988, for Chapter 1118, 
Statutes of 1987, are reimbursable. 

Actual costs for one fiscal year should be included in each claim. 
Estimated costs for the subsequent year may be included on the same 
claim if applicable. Pursuant to Section 1756l(d)(3) of the Government 
Code, all claims for reimbursement of costs shall be submitted within 
120 days of notification by the State Controller of the enactment of the 
claims bill. 

If the total costs for a given fiscal year do not exceed $200, no 
reimbursement shall be allowed, except as otherwise allowed by 
Government Code Section 17564. · 

V. REIMBURSABLE COSTS 

A. Scope of Mandate 

Eligible community college districts shall be reimbursed for the 
costs of providing a health services program. Only services provided 
in 1986-87 fiscal year may be claimed. 

B. Reimbursable Activities, .. :· 

For each eligible claimant, the following cost items are reimbursable 
to the extent they were provided by the community college district in 
fiscal year 1986-87: 

ACCIDENT REPORTS 

APPOINTMENTS 
College Physician - Surgeon 

Dermatology, Family Practice, Internal Medicine 
Outside Physician 
Dental Services 
Outside Labs (X-ray, etc.) 
Psychologist, full services 
Cancel/Change Appointments 
R.N. 
Check Appointments 
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ASSESSMENT, INTERVENTION & COUNSELING 
Birth Control 
Lab Reports 
Nutrition 
Test Results (office) 
VD 
Other Medical Problems 
CD 
URI 
ENT 
Eye/Vision 
De rm. /Allergy 
Gyn/Pregnancy Services 
Neuro 
Ortho 
GU 
Denta 1 
GI 
Stress Counseling 
Crisis Intervention 
Child Abuse Reporting and Counseling 
Substance Abuse Identification and Counseling 
Aids 
Eating Disorders 
Weight Control 
Personal Hygiene 
Burnout 

EXAMINATIONS (Minor Illnesses) 
Recheck Minor Injury 

HEALTH TALKS OR FAIRS - INFORMATION 
Sexually Transmitted Disease 
Drugs 
Aids 
Chi 1 d Abuse 
Birth Control/Family Pl.a.nn".fng 
Stop Smoking 
Etc. 
Library - videos and cassettes 

FIRST AID (Major Emergencies) 

FIRST AID (Minor Emergencies) 

FIRST AID KITS (Filled) 

IMMUN IZA TIO NS 
Diptheria/Tetanus 
Meas 1es/Rube11 a 
Influenza 
Inf onnation 
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INSURANCE 
On Campus Accident 
Vo 1 unta ry 

- 4 -

Insurance Inquiry/Claim Administration 

LABORATORY TESTS DONE 
Inquiry/Interpretation 
Pap Smears 

PHYSICALS 
'Employees 
Students 
Athletes 

MEDICATIONS (dispensed OTC for misc. illnesses) 
Antacids 
Antidiarrhial 
Anti histamines 
Aspirin, Tylenol, etc. 
Skin rash preparations 
Misc. 
Eye drops 
Ear drops 
Toothache - Oil cloves 
Sti ngki 11 
Midol - Menstrual Cramps 

PARKING CARDS/ELEVATOR KEYS 
Tokens 
Return card/key 
Parking inquiry 
Elevator passes 

. Temporary handicapped parking permits 

REFERRALS TO OUTSIDE AGENCIES 
Private Medical Doctor 
Hea 1th Department ,. ~· · ·:· 
Cl i ni c 
Dental 
Counseling Centers 
Crisis Centers 
Transitional Living Facilities (Battered/Homeless Women) 
Family Planning Facilities· 
Other Health Agencies 

TESTS 
Blood Pressure 
Hearing 
Tuberculosis 

Reading 
Information 

Vision 
Gl ucometer 
Urinalysis 
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Hemoglobin 
E.K.G. 
Strep A testing 
P.G. testing 
Mono spot 
Hemacul t 
Misc. 

MISCELLANEOUS 
Absence Excuses/PE Waiver 
Al 1 ergy Injections 
Bandaids 
Booklets/Pamphlets 
Dressing Change 
Rest 
Suture Remova 1 
Tempera tu re 
Weigh 
Misc. 
Infonnat ion 
Report/Fo nn 
Wart Remova 1 

COMMITTEES 
Safety 
Envi ronmenta 1 
Disaster Planning 

SAFETY DATA SHEETS 
Centra 1 fi 1 e 

X-RAY SERVICES 

COMMUNICABLE DISEASE CONTROL 

BODY FAT MEASUREMENTS 

MI NOR SURGE RI ES 

SELF-ESTEEM GROUPS 

MENTAL-HEALTH CRISIS 

AA GROUP 

- 5 -

ADULT CHILDREN OF ALCOHOLICS GROUP 

WORKSHOPS 
Test Anxiety 
Stress Management 
Co!l111unication Skills 
Weight Loss 
Assertiveness Skills 
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VI. CLAIM PREPARATION 

Each claim for reimbursement pursuant to this mandate must be timely 
filed and set forth a 1 i st of each i tern for which reimbursement is 
claimed under this mandate. 

A. Description of Activity 

1. Show the tot a 1 number of full -time students enro 11 ed per 
semester/quarter. 

2. Show the total number of full -time students enrolled in the summer 
program. 

3. Show the to ta 1 number of part-time students enro 11 ed per 
semester/quarter. 

4. Show the total number of part-time students enrolled in the summer 
program. 

B. Actual Costs of Claim Year for Providing 1986-87 Fiscal Year Program 
Level of Service 

Claimed costs should be supported by the following information: 

1. Employee Salaries and Benefits 

Identify the employee{s), show the classification of the 
employee(s) involved, describe the mandated functions performed 
and specify the actual number of hours devoted to each function, 
the productive hourly rate, and the related benefits. The average 
number of hours devoted to each function may be claimed if 

. supported by a documented time study. 

2. Services and Supplies 

Only expenditures which can be identified as a direct cost of the 
mandate can be claimed. List cost of materials which have been 
consumed or expended specifically for the purpose of this mandate. 

3. Allowable Overhead Cost 

Indirect costs may be claimed in the manner described by the State 
Controller in his claiming instructions. 

VII. SUPPORTING DATA 

For auditing purposes, all costs claimed must be traceable to source 
documents and/or worksheets that show evidence of the validity of such 
costs. This would include documentation for the fiscal year 1986-87 
program to substantiate a maintenance of effort. These documents must 
be kept on file by the agency submitting the claim for a period of no 
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less than three years from the date of the final payment of the cl aim 
pursuant to this mandate, and made available on the request of the State 
Controller or his agent. 

VIII. OFFSETTING SAVINGS.AND OTHER REIMBURSEMENTS 

Any offsetting savings the claimant experiences as a direct result of 
this statute must be deducted from the costs claimed. In addition, 
reimbursement for this mandate received from any source, e.g., federal, 
state, etc., shall be identified and deducted from this claim. This 
shall include the amount of $7.50 per full-time student per semester, 
$5.00 per full-time student for summer school, or $5.00 per full-time 
student per quarter, as authorized by Education Code section 72246(a). 
This shall also include payments (fees) received from individuals other 
than students who are not covered by Education Code Section 72246 for 
health services. 

IX. REQUIRED CERTIFICATION 

0350d 

The following certification must accompany the claim: 

I DO HEREBY CERTIFY under penalty o_f perjury: 

THAT the foregoing is true and correct: 

THAT Section 1090 to 1096, inclusive, of the Government Code and 
other applicable provisions of the law have been complied with; 

and 

THAT I am the person authorized by the local agency to file claims 
for funds with the State of California. 

Signature of Authori ze<;I "Re:presentati ve Date 

Title Telephone No. 
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State Controller's Office School Mandated Cost Manual 

HEALTH FEE ELIMINATION 

1. Summary of Chapters 1/84, 2nd E.S., and Chapter 1118/87 

Chapter 1, Statutes of 1984, 2nd E.S., repealed Education Code§ 72246 which authorized 
community college districts to charge a fee for the purpose of providing health supervision 
and services, direct and indirect medical and hospitalization services, and operation of 
student health centers. The statute also required community college districts that charged 
a fee in the 1983/84 fiscal year to maintain that level of health services in the 1984/85 
fiscal year and each fiscal year thereafter. The provisions of this statute 1M>uld 
automatically repeal on December 31, 1987, which would reinstate the community college 
districts' authority to charge a health fee as specified. 

Chapter 1118, Statutes of 1987 amended Education Code§ 72246 to require any 
community college district that provided health services in the 1986/87 fiscal year to 
maintain health services at that level in the 1986/87 fiscal year and each fiscal year 
thereafter. Chapter 8, Statutes of 1993, has revised the numbering of§ 72246 to§ 76355. 

2. Eligible Claimants 

Any community college district incuning increased costs as a result of this mandate is 
eligible to claim reimbursement of these costs. 

3. Appropriations 

To determine if current funding is available for this program, refer to the schedule 
"Appropriations for State Mandated Cost Programs" in the "Annual Claiming Instructions for 
State Mandated Costs" issued in mid-September of each year to community college 
presidents. 

4. Types of Claims 

A. Reimbursement and Estimated Claims 

A claimant may file a reimbursement claim and/or an estimated claim. A 
reimbursement claim details the costs actually incurred for a prior fiseal year. An 
estimated claim shows the costs to be incurred for the current fiscal year. 

B. Minimum Claim· 

Section 17564(a), Government Code, provides that no claim shall be filed pursuant to 
Section 17561 unless such a claim exceeds $200 per program per fiscal year. · 

5. Filing Deadline 

Revised 9/97 

( 1) Refer to item 3 "Appropriations" to determine if the program is. funded for the current 
fiscal year. If funding is available, an estimated claim must be filed \<\1th the State 
Controller's Office and postmarked by November 30, of the fiscal year in which costs 
are to be incurred. Timely filed estimated claims iMll be paid before late claims. 

After having received payment for an estimated claim, the claimant must file a 
reimbursement claim by November 30, of the folloiMng fiscal year regardless 
whether the payment was more or less than the actual costs. If the local agency 
fails to file a reimbursement claim, monies received must be returned to the 
State. If no estimated claim was filed, the local agency may file a reimbursement 

Chapters 1/84 and 1118/87, Page 1 of 3 
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claim detailing the actual costs incurred for the fiscal year, provided there WdS an 
appropriation for the program for that fiscal year. {See item 3 above). 

(2) A reimbursement claim detailing the actual costs must be filed with the State 
Controller's Office and postmarked by November 30 followng the fiscal year in W'lich 
costs were incurred. If the claim is filed after the deadline but by November 30 of the 
succeeding fiscal year, the approved claim must be reduced by a late penalty of 10%, 
not to exceed $1,000. Claims filed more than one year after the deadline will not be 
accepted. 

6. Reimbursable Components 

Eligible claimants will be reimbursed for health service costs at the level of service 
provided in the 1986/87 fiscal year. The reimbursement will be reduced by the amount of 
student health fees authorized per the Education Code § 76355. 

After January 1, 1993, pursuant to Chapter 8, Statutes of 1993, the fees students were 
required to pay for health supervision and services were not more than: 

$10.00 per semester 

$5.00 for summer school 

$5.00 for each quarter 

Beginning with the summer of 1997, the fees are: 

$11.00 per semester 

$8.00 for summer school or 

$8. 00 for each quarter 

The district may increase fees by the same percentage increase as the Implicit Price 
Deflator (IPD) for the state and local government purchase of goods and services. 
Whenever the IPD calculates an increase of one dollar ($1) above the existing amount, the 
fees may be increased by one dollar ($1 ). 

7. Reimbursement Limitations 

A. If the level at W'lich health services were provided during the fiscal year of 
reimbursement is less than the level of health services that were provided in the 
1986/87 fiscal year, no reimbursement is forthcoming. 

B. Any offsetting savings or reimbursement the claimant received from any source (e.g. 
federal, state grants, foundations, etc.) as a result of this mandate, shall be identified 
and deducted so only net local costs are claimed. 

8. Claiming Forms and Instructions 

The diagram "Illustration of Claim Forms" provides a graphical presentation of forms 
required to be filed with a claim. A claimant may submit a computer generated report in 
substitution for forms HFE-1. 0, HFE-1.1, and form HFE-2 provided the format of the report 
and data fields contained within the report are identical to the claim forms included in these 
instructions. The claim forms provided with these instructions should be duplicated and 
used by the claimant to file estimated and reimbursement claims. The State Controller's 
Office will revise the manual and claim forms as necessary. In such instances, new 
replacement forms will be mailed to claimants. 

Chapters 1/84 and 1118/87, Page 2 of 3 Revised 9/97 
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A. Form HFE-2, Health Services 

This form is used to list the health services the community college provided during the 
1986/87 fiscal year and the fiscal year of the reimbursement claim. 

B. Form HFE-1.1, Claim Summary 

This form is used to compute the allowable increased costs an individual college of 
the community college district has incurred to comply wth the state mandate. The 
level of health services reported on this fonn must be supported by official financial 
records of the community college district. A copy of the document must be submitted 
wth the claim. The amount shovvn on line (13) of this form is canied to form HFE-1.0. 

C. Form HFE-1.0, Claim Summary 

This form is used to list the individual colleges that had increased costs due to the 
state mandate and to compute a total claimable cost for the district. The ''Total 
Amount Claimed", line (04) on this fonn is canied forward to form FAM-27, line 13, for 
the reimbursement claim, or line (07) for the estimated claim. 

D. Form FAM-27, Claim for Payment 

Revised 9/97 

This form contains a certification that must be signed by an authorized representative 
of the local agency. All applicable infonnation from form HFE-1.0 and HFE 1.1 must 
be canied forward to this form for the State Controller's Office to process the claim for 
payment. 

Form HFE-2 

Health 
Services 

Form HFE-1.1 
Component/ 
Activity 

Cost Detail 

Form HFE-1.0 

Claim Summary 

FAM-27 

Claim 

for Payment 

Illustration of Claim Forms 

Forms HFE-1.1, Claim Summary 

Complete a separate form HFE-1.1 for each 
college for which costs are claimed by the 
community college district. 

Chapters 1/84 and 1118/87, Page 3of3 
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1, 

State Controller's .Qffice 

CLAIM FORPAYMENT 
Pursuantto Government Code· section '17561 

HEALTH, FEE~ELIMINATION 

( 

L (01) ·Claimant Identification Number 

A·i-..-~---------------------------.+----------.----------1 .. 
8 

. (02) Claimant Name 

-·.E :1---------------------------__;-----'+-----__;---"""--'-+---------I 
, L Countv of Location 

H . StreetAddress orP.O. Box : 
E 

Suite 

R Citv .E 

Type of Claim 

FiscalYear of Cost 

:state 

Estimated Cl.11im 

(03) Estimated 

• (04) Combined 

.. (05) Amended 

(06) ' 20..:_ __ /20 

Total Claimed:Amounf (07) 

Less: 10% Late Penalty, not to exceed $1,000 

Less:iPi"ior Claiiri P11ymertRec~ived . . , 

Net Claimed Ainou"rlt, 

Due to Claimant 

Due to State 
' .. - _,\',' 

Zip Code 

Reimbursement Claim ' (26) 

D (09) Reimbursement D (27) 

D . ' -(10) Combined p (28) • 

D (11) Amendecf ' -0 (2ll}''· 

ln.•accordance•with the pro~isions ofGovernmerlt Code § 1756'1,icertify that I am the ~fficer' authoi'ized·by the'local agency to file claims 
with the State:of Clllifornia for· costs marldated ~y Chapter?!; Statutes of 198•J;,and .Chfjpter: 1f18, Statutes of 198i, an.d certify under 
penaltY o~ pedurY that i have 'riof violate<hny ohhe pfovlsioi1s of Government C9de Sections .10.90 to 109G, inclusive. -

I further .certify\tti~ttherew~s no· appli~ationothe~ thap from the ciaini~nt,. nor any grant or payment received,'~or reimbursement of 
costs claimed herein;' a~d 'sucti costs are for' a n~w progr~m 'or increased ievel of ser:Vices .of. an existi11g1program mandated by 
Chapter 1, 'statutes of1984, an Cl Ctiapter''1118;'Statutes c)f 1987. . . , . 

The amounts for Estimated Claim and/or Reimbursement Claim are hereby claimed from the State for payment of estimated and/or actual 
costs for the mandated program of Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 1987, set forth on the attached statements. 

Signature of Authorized Officer 

Type or Print Name 

(38) Name of Contact Person for Claim 

Form FAM-27 (Revised 9/01) 

Telephone Number 

E-Mail Address 

Date 

Title 

Ext. 

Chapters 1/84 and 1118/87 
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(01) 

(02) 

(03) 

(04) 

(05) 

(06) 

(07) 

(06) 

(09) 

(10) 

(11) 

(12) 

(13) 

(14) 

(15) 

(16)' 

(17) 

(16) 

( 
( 

School;Mandated ·CostManual 

Leave blahk. 

.HEALTH FEE:EL:IMINATION 
Certification Claim Form 

Instructions 

FORM 
P FAM~27 

. A set .of. mailing labels with the claimant's l.D. riumber. and address was enclosed with the· 1etter. regarding the claiming 
'instnictions. The mailing labels are designed to speed processing and preveritcommon·errors thatdel~y p~ymerit. Affix a label in 
. the space shown on form·· FAM~27. Gross outany errors and print the correct informaiion. on ·the label. Add any· missing address 
items, except county of location and a person's name. If you did not receive labels; print or type y~ur agency's mailing address. 

If filing an original estimated claim, enter an '!X" in the box on line (03) Estimated .. 

lffiling an original estimated claim on behalf of districts within the county, enter an "X" inthe box on line (04) Combined. 
' ' ' 

. lffiling an amended or combined claim, enter an "X". in the box on line (05) Amended. Leave boxes (03) and (04) blank. 
- -. :· ... :- - ' 

•Enter the fiscal yearJn which costs are to. be incurred. 

E~ter the amount of ~stimated claim .. If the esti~ate exceeds th~. previous· year's actual costs by more than 10%, ·.complete form 
HFEc1 .0 and enter the amount from line (04)(b). 

Enter.the same amount as shown on line (07). 
- - ·- - <· '. 't 

. If.filing an original reimbursement claim,·en\er an")(". in the l>ox on line (09) Reimbursc;iment 

lffiling an origi~alreimbu,rsement claim on behalf ofdistricts within.the c~unty, enter an "X" irrthe box bn.lirie (10) Combined. 

If filing an amended oni •combined claim on ·behalf of districts. ~thin th~ county,. ~~te~ an ''X" i~ the box on line ( 11 ) Amended. 
- ' . ' ' .,. , __ , .,_- ., - ' .. >'.' . • : 

Enter the fiscal .year for Which actual costs are being claimed. If actual costs for more· than 6nefiscal,year are being claimed, 
complete a separate form FAM-27 for each fiscal year. · · · · · ·· · · · 

Enter the amount of reimbursement claimjfrorn form· HEE~1 ,o,c line (04)(b ), 
''r '~ ' • ' ' ' ' ; • ' ' • 

Reimbursement claims must be filed. by January 15 of the followiog ·fiscal year in which costs are incurred or th~ claims shall be 
reduced.by a late penalty. Enter either the product of multiplying line (13) by the factor0.10.(10% penalty) or $1,000, whichever 
is less. · 

' ' 

If fiiing a reimbursement claim and a claim was previously filed for the same fi~cal ye!ar,' enter• the amount rec~ived for, the claim. 
Othe~se, enter _a zem. 

Enter the res~lt of subfracting line (14) and line (15) from line (13). 
·,- '• 

If Une (16) Net Cl~irn~cl Ambunt is positive, enter that a~ourtt on line (17) Due from State. 
,• - ' ~ -. 

If lin1;1 (16)'NetClaimed Amount is n!'lgative, enter that amount in line '(18) Due to State.~ 
' . ' ' " ' ,· ; - ._ ·," :(-. . ' - ' ' ~ -

(19) to (21) ·Leave blank; 

(22) to (36) 

(37) 

(38) 

Reimbu.rsernerttClaim Data. Bring forward the cost infonnation a~ ~pacified o(l the ieft-hand column of lines (22) thro11gh (36) for 
the reimbursement claim, e.g.; HFE-1.0, (04)(ti), means the information is located on·fcirm'HFE"'1.0, 'line (04), column (b). Enter 
the information on tiie same line hilt. in the right-hand column. Cost information should be rounded to the nearest dollar, i.e., no 
cents. lndirectcosts percentage shouid be shown as.a whole number andwithout the percent symbol, i.e., 7.546% should be 
shown as.6. Completion of· this data block will expedite 'the·payrnent· proc.ess; ' 

Read lhe,~fateme~t, ''Certif;cation of Clairri.i' If it is ~rue, the olail'Jl rnu~t be datet(signed by the :agency's authorized officer, and 
must include the person's name and title, typed or printed. Claims ·cannot_be,pai(j ,unless .accompanied by a signed 
certification. 

·.'- ,., ' .. 
Enterthe name, telephone number, and e-mail address of the person whom this office should contact if additional information is 
required. 

SUBMIT A SIGNED, ORIGINAL FORM FAM-27 WITH ALL OTHE~FORMS AND SUPPORTING: DOCUMENTS (NO COPIES 
NECESSARY) TO: ' 

Address, if delivered by U.S. Postal Service: 

OFFICE.OF THE STATE CONTROLLER 
ATIN: Local Reimbursements Section 
Division cif Accounting and Reporting 
P.O. Box942850 
Sacramento, CA 94250 

Address, if delivered by other d(J_livery service: 

OFFICE OF THE STATE CONTROLLER 
ATTN:'Local:Reimbursements Section 
Division of Accounting and Reporting 
3301 c Street, Suite 500 
Sacramento, CA 95816 

Form FAM-27 (Revised 9/01) Chapter 1/84 and 1118/87 
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', 

: '' 
MANDATED COSTS :. ;FORM 

' 
.. HEALTH •FEE:.ELIMINATION HFE~1~0 

\ :CLAIM 'SUMMARY ' 

i ', ·, 

·-· •,·, 

'(01) Claimant (02) .·· Type of Clairri · 
., 

Fiscal Year .. 
Reimbur5ement ·D. 
Estimated D 19 _/19_ 

•· .'" 

(03) List alMhe colleges-·oUhe ;commu11i~y .colle:ge districtidentifiecl inform HF.E.;;1 A, line (03) 
' 

(a) ' .(b)' 
Name of College Claimed 

:Amount 

1. 
·. 

2. 
', '·: ' 

3. . 
; ' 

. 

4. 
. .. 

'' 

5. 
,, 

6. : . 
: 

7. 
.. ': 

8. 

9. 
'. '' ·-· ". -

10. ·, 

11. 

12. 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

(04) Total Amount Claimed (Line (3.1 b) + line (3.2b) + line (3.3b) + ... line (3.21 b)) 

Revised 9/97 Chapters 1/84 and 1118/87 
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. . ' ' ·-- .. ' ' .. ' - . ·-

•'HEALTH FEE:ELIMINATION 

,CLAIM'SUMMARY .. 

· 
1fostructions 

. - ,- : ,, -,--, 

."· ,-, 

. - , __ ,,-, 

;FORM· 

';HFE-'1;0 

(01) . Enter the name ofthe .claimant. ·. Onl{a .community college district may file a .c.laim with the State 
Controller's Office on behalf of its colleges. · 

. . . ' ' 

(02) ··Check\a·box,·Reimbursement or Estimated, to identify the type of claim•being 'filed. Enterthe'flscal year 
. for:which'.the expe(lses.were/aretobe incurred;. A separate claim must be ,filed· for each :flsca1~.year. 

:: ,'_·. 
. . ; . -· ' ·. ' ,._ 

··for~1HFE~1,o must be filed for.a reimburs~ment claim, . 6C>.notcomplete 1orm ·HFE;.:1.0 ifyc)u are·filing ·an 
1estimated claim and thee estimate is, not more .than 11 Oo/o ofth,e. prevfousiiiscal )rear's aCtual costs .. Simply 
center.the .amount ofthe estimated claim on'form ·FAM~271'1ine.J(Q7); iHowevet,iHhe·estimated .claim 
exceeds the•preVious:fiscat·:year's·actual costs bymoreithan,10%,;forms· .. HFE-.1 .. 0 ·an.d:•HFE-1.1 must be 
completed and a statemeni'atta'ched ,explaining •the· in'creased costs; iWittiout this iritOrmat'ion the ·high 
estimated cl aim will automatically be reduced -to 110% of.the pre~ious fiscal year's actual costs; ' 

. ' ' ' ' _' '·~. . '-·. ' , . ' ,_ . . .· . . .,-•,. 

(04) ;E.nter the,1otahcl~im~d·.~rt10urtt of~if coil~ges by adtti'rig th&Cl~lmed:AmOunt/line:(3;1t:J)+ tinei(3.2b) ... + 
(3.21t:J). ' ' ' .· ' '... ' ' ' ,,• ' 

f--''"-' 

Chapters 1/84 and 1118/87 Revised 9/97 
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(01) Claimant 

· (03} Name ofCollege 

MANDATED COSTS 
HEALTH FEE ELIMINATION 

'CuUM :SUMMARY: 

. (02) T:ype.C)fClaim 

, 'Reimbursement CJ 
'Estimated . c=:J 

., ,· 

. 

·.': 

.i FORM 

(, 'HFE..;1.1 

Fiscal Year 

t9_/19_ 

' ' ' ' ' •' ·: 

(04) . Indicate with a check mark, the level at which health services were. provided during the fiscal.year of reimbursement iri comparison· to .the 
1986/87. fisca! year. :.lfthe .'.'Less'\ box is checked,:STOP; do not complete the form. 1No reimbursement Is allowed. · 

' · · · '·· - r ' .-'- .. _ .. ;.-_· ·:' c,: ,:·, _ , _ · , -.- _. -'._:··. _' ·, ,-_ _ ': :: .. ·. . _ 

<l.:.ESS ~SAME iMORE. 

E:J i==i i==J' ,. 

' 

' ,· ' ·• 
(05) · Cost of health services for the fiscal.year of.claim . 

'.. .". ;· '1 

(06) Cost of provldirig current fiscal year health services.whlch·are in:excess of the 
levetprovided in 1986/87 · · · · 

'; 

(07) Cost of providing current fiscal ,year health services at the 1986/87 level 
[Line (05) " line (Of5)] · · · · · · · · · '· · · . ' 

• '·.· •.. :·•- ·-·-'-,, •i-

<".'. '-

,, 
'' 

Direct cost 
.,c.,.:",:·, ,;, 

I· ; 

(08) .Complete columns.(a) through (g)to provldedetai1.dataforhealth fees 
' ' '' ,' '' ' ... ' ' ' "i 

(a) " (b) (c) (Q) (e) 

· · Number of ';~~rnb~t of 1 
Unit ci.stf~r i.FOiMime ·. Unit Cost for 

;Period.for Which·health. • .Full-time _ P~rt-timg_ Fl.iii-time .. _ Student_ ~ Part-time 
fees Were collected: students students . Student per Health Fees ·. Student per 

Educ. Code (a) x (c) Educ. Code 
§ 76355 § 76355 

1. Per fall semester 
·, 

2. Per sp~ing semester 
,' 

,· 

3. Per summer session 
,, 

" ··, 

4. Per first.quai:ter 
'. .. ... '. ',· 

: 5. Per second quarter· f 
" 

6. Per third .quarter. 
' 

Indirect Cost 

(f) 

··f>art"lime· 
Student 

Health Fees 

(09) Totalhealth tee that coilld have been collected . . ' ' ' ', 

•(Line (8:1 g) + (8.:;'1g) + ........ ;(8.Sg)] 

(1 O} SLib4total (Line (07) ~ line (09)) 

Cost Reduction 

(11) Less: Offsetting Savings, if applicable 

(12} Less: Other Reimbursements, if applicable 

(13} Total Amount Claimed [Line (10)-{iine (11) +line (12)}] 

Total 
: . ' 

(g) 
Student Health 
. FeesThai 

Could Have 
Been 

Collected 
(d) + (f) 

: 

-' 

') 

', 

' 

Revised 9/97 Chapters 1/84 and 1118/87 
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(01.) ' 

(02) 

(03) 

HEALTH FEE ELIMINATION 

·CLAIM SUMMARY 

instructions . 

. Enter .the name oU~e claimant. On!y a community college district ·may file a claimWlth the.State 

FORM 

HFE-'1;1 

Controller's Offi~e on behalf of Its colleges. · 

.Typ~of c1a1~'.' ···check a boX:,'.Reimbursement·or Estimatea,·fo identify the1ype of claim being:filed. £riterthefiscal 
year of costs. · · · 

Form l:d.FE.;.1: 1 must be filed for a reimbursement claim. If you are filing an ·estimated claim and the estimate does 
not exceea .the previous;years actual.costs;by ~10%, ·.do. not complete form HF-E-1: 1, Simp!y enter the ·amount of the 
estimated cfaim~oniforrn FA~,.77, Jine (05),· EstimE!ted ••• However,, if the:~stimateCI claim exceeds 'the previous fiscal 
yearis ~acWal costs:~y:nwre than: 10%,Jor.m HFE.;1 .o1 must:be completed·.and'a .'statement.attached.explainin,g the 
increased costs.W.ithoutthisinformation.the·hjgh estimated ·claim will automatically be·reduced.to.110% of the 
previous fiscal;yeafs actual.costs. ; · · · .. · · · · · · · 

·Enter the name of the colleg~ or comlTiunltyicollege distrlct;that ·provided student :health servil?es in the. ·. 
·1~86/87 fiscal year and continue to provide th~ same services·during the fiscal year of ttie claim. . · 

(04) .·· ·. ~~~p~f~ th~ l~v~l dfhealth·se~lces'provided cdurir{g•the fiscal •:year;otrei111bursement to the ·1986/El7· fiscal,.yeai' and 
· 1 · ;indicafe' th'e ,result by· marking a ;checldn\the appropria,te:~o~ .. .>IUhf! "Le~s'' box is checked, STOP and. do· not · 

(05) 

(06) 

(07) 

(08) 

(09) 

(10) 

(11) 

(12) 

(13) 

coll'\pl~te.the remaining ,part .9f,this cl~im,·form. No reimburs~rn~ntis forthc~niing.· . ·. . . . ·.· · ·.· .•. 

Enter:the;djrect cost, indirect c~!rt;, a11d t~t~l·~c)st of he~ith ~~rvic~s f~r th~ fi~~).y~ar of cl~im ·o~ line (05). ·'Direct 
.cost of' health se~lces is identified on .the coU!!!9e.efxpenditur~s rE!port (individual college's•cost of.health: serVices as 
authorized .under Education Code,§ }6355 anddncluded ·in the di~trlct's .Community College Annual Financial .and 
·slicjget'Report'CCFS~·31'1-. ;EDPO<ide'6440, columri:5),)l~··the :amount:0t direcrt.co.sts7 claimed••is·different than· 
sh9wnon'the e~penditures repc:>rt, p~ovlde a schedule listiog ttiose communify cdllege cost& ·tllat are in 
a~dition'tc),·or a.reduction,to expenditures show11 on.ther~port. •·For Claiming· indirect costs, college.districts . 
havethe option of usi11g a'.federal_lyapproved rate{i.e.,• utllizillQ the costaocounting .principles from the Office of 
>rv'la~fl~E!inertt·and ~uqget CirclilarA~21), or the State ~ontrollet's m~thod~log¥ outline~ in'''Filin{!.a Claim" of the 
·Mandated Cost:Manual.for•Schools. · 

'Enter: the direct c~st,, indirect cost,·and total cost of health servic~s that are In excess of the levei pr9vided 
in the .1986/87 fiscal .year .. · 

E(lt~rthe,ditterence <if the cost Of health seNices forth,e fiscatyear Of clai~; lihe (OS), and the cost of providing 
c.urrent fi~calyear health seryices that i.s in excess of the level provided ·.in the 1986/87<fiscal year, line ( 06). 

C~~J{lete pi>l~rtl~s (a) thr~~gh (g) to provide detaUs 'On' tll~ ~mbu:nt of. health se~ice fees;that. bould hava 
bee~ collected;. Do.not Include student& who:are.exem¢Jromj>aylilg' health·fee~ established by 

·the.Board of Governors and contained in Section 58620 of Title S.C;f the California Code of·· .. 
·Regulations. '.After 01101193, the 'student feesfornealtfi sl.lpe!Vision anchervlceswere'$to:oo per.semester, $5.oo 
for s1.m1mer s~hool, an~$5.00 for eac.h quarter. Beginni11gwith the summer .of 1997, the health service fees are: · 
$11.00 per semester and $8.00 for summer school, or $8:00 .for each quarter .. 

'.._ ·.' ' ,· . ' - ·: ··; - ' '· 

Enter the sum of StudentHealtl") Fees That C~uid Have Been Collected1 (other than from students who 
were exempt from paying health fees) [Line (8.1g) + line (8.2g) + line (8.~g) + line (8.4g) + line (8.5g) + 
line (8.6g}f · 

Enter.the difference of the costof providing health services at the 1986/87 level, line (07) and the total 
health fee that could have been collected, line (09). If line (09) is greater than line (07), no claim shall be 
filetl. · 

Enter the total savings e~peri.enced by the school identified in line (03) as a direct cost of this mandate. 
Submit a schedule of detailed savings with the claim. 

Enter the total other reimbursements received from any source, (i.e., federal, other state programs, etc.,). 
Submit a schedule of detalled reimbursements with the claim. 

Subtract the sum of Offsetting Savings, line (11 ), and other Reimbursements, line (12), from Total 
1986/87 Health Service Cost excluding Student Health Fees. 

Chapters 1/84and1118/87 Revised 9/97 
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State Controlle(s Office 

::MANDATED COSTS 

'HEALTH:iEl.tiMINATION 'FEE 

;·HEALTH SERVICES 

School 'Mandated Cost:Manual 

··FORM 
HfE.;2 

{01) Claimant: (02) :Fiscal Year costs were incurredi : · . 

. '(03) .Place an ~'X" in columns (a) and/or (b) , .. asappliceble/to indicatewhich ·• health'se.rvices 
; were provided ·by.student health .sel'Vice ·fees fonhe lnaicated fiscal :Years. · · 

(a) 
FY 

1986/87. 

{b) 
FY 

-' _.,.,,_,,,_ I' ' 

. Accident:Reports. 

Appointments . 
College Physician, .surgeon 
·.oermatolqgy, family.practice 
· lnternar,Medlcine . 

· "OutsicfosPnysician . 
'Dental; Services . 
· Outside: labsn(X~ray, etc.) . 
P1wchblqgis~ifull senilces 

.. · · cancel/Cha11ge 'Appointments 
· RegisterectiNurse · 
C:heck"Appointments 

Assessment, lntetverition and Counseling 
Birth Control 

· Lab\Reports ·. 
Nutrition. . 
.··restResults,.·office 
Venereat·Dtsease 

. .Commurilcable Disease . 
. .. · .. ·1.JpB~fl;te~pirator)ilnfection 

· ~·i:;y~s/NQ!ie aritfTh.roat 
:l;ye~lslon : : ; .~ c ·.. . · 
:·DermatologylA1ler_gy 
~Yr1ecglogy/Pregnancy S!ervice 
Neuralgic. . · · · · · · · · ·· · 
.Orthopedic 
Genlto/Uril1acy :• ·. · 
Dental ·· ... 
Gasiro-lntestlnal · 
·sfressC'ounseli11g 
·Crisis. I nterventlon 
Child Abuse RE)portiog and Counseling 
.Substa,noe•Abuse Identification and Counseling 
AcqUired Immune Deficiency Syndrome 
Eating Disorders 
Weight Control 
Per~onal Hygiene 
Burnout ·· · · ·· 
Other'Medical··Problems, list 

Examinations, minor: illnesses 
Rechecl<Minor Injury 

Health Talks or Fairs, Information 
Sexually Transmitted Disease 
Drugs 
Acquired lmmune'Deficlency Syndrome 

Revised 9/93 

of Claim 

•:. '1;,'. 

'~.'~-- I 

Chapter 1/84and 1118/87, Page 1 
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State Controller1s ·Office 

MANDATED,COSTS 
,HEAL.TH :·El.ilMINAT:ION FEE 

\HEAL17H SERWICES 

•School Mandated CostManual · 

·FORM 
·HFE~2 

(01) <Claimant: (02) FiscalYear·costsweredncurred: ·· 

(03) Place an '!X"ill column (a) and/or.'(b), as applicable, ·to indicate which health services were. . (a) · · (b) 
· · · · .. · · FY FY 

provided by student'health seniicefeesfor.theindicatedmscalyears~ .1eas1a1 .· .. of.Claim . 

•ChlldAbuse .. . .. , 
.·Birth Control/Family Planning· 
Stop Smoking · · · · 
Library, Videos and Cassettes 

First Aid, Major Emergencies 

First Aid, Minor Emergencies 

First Aid Kits, Filled 

Immunizations 
Olphthei'ia[f etanus 
· MeasleslRUbella 
Influenza· 
Information ·~ .. 

insurance 
On Campus Accident 
Voluntar}i ·· · . . 
Insurance Inquiry/Claim Administration 

Laboratory Tests', Done 
lnquirj /interpretation 
Pap Sme.t1rs · 

Physical .Examinations 
Eri)ployees 
Students 
Athletes 

Medications. 
Antacids 
Antidiari'heal 
Aspirin, Tylenol, Etc 
Skin Rash Preparations 
Eye Drops 
Ear Drops 
Toothache, 611 cloves 
Stlngkill 
Midol, Menstrual Cramps 
Other, list 

Parking Cards'lElevator Keys 
Tokens 
Return Card/Key 
Parking Inquiry 
Elevator Passes 
Temporary Handicapped Parking Permits 

Chapter 1/84 and 1118/87, Page 2 

,- ... , ---. '.~ - _' -,-. 

-,,,; 

Revised 9/93 
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State Controller's Office 

··---
( 

:MANDATE[),COSTS 

:HEALTH .ELIMINATION :FEE 

JHEALTH:'SERVICES .. 

School :Mandated Cost'Manual 

·FORM 

HFE"'2 

· (01) Claimant: (O~) Fiscal Year costs;were incurred:. • 

(03) Place an '!X" in ~olumns (a) and/or:(b); as applicable, :to-indicate.which health services 
,• were,provided:by student health sel'Vicefees«forthe indicate~ fiscal years. · 

Referrals,to·outside··J\genC:ies . 
· ·· PrivateMedical Doctor · 

·Health r:>epartment 
Clinic 
Dental ... · · 
'Counseli11g Centers. 
Crisis .Centers 
Transitional Living·FacUhies, battered/homeless woinen . 
Family.Planning Facilities · 
•OtherHealth·Agencles 

Tests . 
Blood Pressure 

·· ·. Hee1ring " · 
Tubercuiosis 

·,:Reading 
. hiformation 

Vis.ion ... · 
'Glllcometer 
Urinalysis · 
Hemogldbiri 
EKG .· 

· ···sfr~pAtestin9 
PG Testing 
•Monospot, 
Hemacult 
Others, list, 

· Miscellan~ous · .· 
· Absence Excuses/PE Waiver 
Al!ergyJ!:JJectlons 
Bandaids • ... 
Booklets/Pamphlets 
Dressing Change 
Aesf 
Suture 'Removal 
Temperature 
Weigh 
Information 
Report/Form 
Wart Removal 
Others,· llst 

Committees 
Safety 
·environmental 
Disaster Planning 

(a) (b) 
<FY FY 

. , ;:1986/87. , of :Claim . 

,'-'1 

Revised 9/93 Chapter 1/84 and 1118/87, Page 3 
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EL CAMINO COMMUNITY 
COLLEGE DISTRICT 

Audit Report 

HEALTH FEE ELIMiNATION PROGRAM 

Chapter 1, Statutes ·of 1984, 2nd Extraordinary Session-, 
and Chapter 1118, Statutes of 1987 

July 1,.2000~ through June 30, 2003 

STEVE WES TL y· 
California State Controller 

October 2005 

264



' . 

Thomas M. Fallo, Ed:D. 
President, Superintendent 

STEVE WESTLY 
C!Ittlifnrnia: ~±ah aI.onfr.oller 

October 5, 2005 

·El Camino Community College District 
16007 Crenshaw Boulevard 
Torrance, CA 90506 

Dear Dr. Fallo: 

!·;: 

The State Controller's Office audited the costs claimed by El Camino Community College 
District for the legislatively mandated Health Fee Elimination Program (Chapter 1, Statutes of 
1984, znd Extraordinary Session, and Chapter 1118, Statutes of 1987) for the period of July 1, 
2000, through June 30, 2003. 

The district claimed $479,711 for the mandated program. Our audit disclosed that $79,820 is 
allowable-and $399,891 is unallowable. The unallowable costs occurred because the district 
claimed tlllallowable costs and understated claimed revenue. The-Statepaid the district $89,101. 
The amount paid exceeds allowable costs claimed by $9,281. 

If you disagree with the audit findings, you may file an Incorrect Reduction Claim (IRC) with 
the Commission on State Mandates (COSM). The IRC must be filed within three years 
following the date that we notify you of a claim reduction. You may obtain IRC information at 
COSM' s Web site, at www .csm.ca.gov (Guidebook link); you may obtain IRC forms by 
telephone, at (916) 323-3562, or by e-mail, at csminfo@csm.ca.gov. 

If you have any questions, please contact Jim L. Spano, Chief, Compliance Audits Bureau, at 
(916) 323-5849. ' 

Y V. BROWNFIELD 
Chief, Division of Audits 

JVB/ams 
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Thomas M. Fallo, Ed.D 

cc: Pamela Fees, Business Manager 
El Camino Community College .Pistrict 

Marty Rubio, Specialist 
Fiscal Accountabjlity Section 

-2-

California Community Colleges Chancellor's Office 
Jeannie Oropeza, Program Budget Manager 

Education Systems Unit 
Department of Finance 

October 5, ~pos 
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El Camino Community College DiStrict 

Audit Report 
Summary 

Background 

Health Fee Elimination Program 

The State Controller's Office (SCO) audited the costs claimed by the 
El Camino Community College District for the legislatively mandated 
Health Fee Elimination Program (Chapter 1, Stah$.s of 1984, 2nd 
Extraordinary Session (E.S.), and Chapter 1118, Statutes of 1987) for the 
period of July 1, 2000, through June 30, 2003. The last day.of fieldwork 
was April 7, 2005. · 

The district. claimed $479,711 for the mandated program. Our audit 
disclosed that $79,820 is allowable and $399,891 is unallowable. The 
unallowable costs · occurred because the district claimed unallowable 
costs and understated revenue. The State paid the district $89, 101. The 
amount paid exceeds allowable costs claimed by $9,281. 

Education Code Section 72246 (repealed by Chapter 1, Statutes of 1984, 
2nd E.S. and renumbered as Section 76355 by Chapter 8, Statutes of 1993) 
authorizes community college districts to charge a health fee for providing 
health supervision and services, direct and indirect medical and 
hospitalization services, and operation of student health centers. This statute 
also required that health services for which a community college district 
charged a· fee during fiscal year (FY) 1983-84 had to be maintained at that 
level in FY 1984-85 and every year thereafter. The provisions of this statute 
Would automatically sunset on December 31, 1987, reinstating the 
commmrity college districts' authority to charge a health service fee as 
specified. · 

Education Code Section 72246 (amended by Chapter 1118, Statutes of 
1987 and rent.irnbered as Section 76355 by Chapter 8, Statutes of 1993) 
requires any commmrity college district that provided health services in 
FY 1986-87 to maintain health services at the level provided during that 
year in FY 1987-88 and each fiscal year thereafter. 

On November 20, 1986, the Commission on State Mandates (COSM) 
determined that Chapter 1, Statutes of 1984, 2nd E.S., imposed a "new 
program'' upon community college districts by requiring any community 
college district that provided health services for which it was authorized 
to charge a fee pursuant to former Education Code Section 72246 in 
FY 1983-84 to maintain health services at the level provided during that 
year in FY.1984-85 and each fiscal year thereafter. This maintenance-of
effort requirement applies to all community college districts that levied a 
health service fee in FY 1983-84, regardless of the extent to which the 
health service fees collected offset the actual costs of providing health 
services at the FY 1983-84 level. . 

On Apn127, 1989, COSM .determined that Chapter 1118, Statutes of 
1987, amended this maintenance-of-effort requirement to apply to all 
community college districts that provided health services in FY 1986-87, 
requiring them to maintain that level in FY 1987-88 and each fiscal year 
thereafter. 
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El Camino Community College District Health Fee Elimination Program 

Objective, 
Scope, and 
Methodology 

.· 

Conclusion 

Parameters and Guidelines establishes the state mandate and defines 
reimbursement criteria. COSM adopted Parameters and Guidelines on 
August 27, 1987, and amended it on May 25, 1989. In compliance with 

·Government Code Section 17558, the SCO issues claiming instructions 
for mandated programs, to assist ·school districts in claiming 
reimbursable costs. 

'·· 

We conducted the audit· to determine whether costs claimed represent 
increased costs resulting from the Health Fee Elimination Program for 
the period ofJuly 1, 2000, through June 30, 2003. 

Our audit scope included, but was not limited to, determining whether 
costs claimed were supported by appropriate source documents, not 
funded by another source, and not tmreasonable and/or excessive. 

We conducted the audit according to Government Auditing Standards, 
issued by the Comptroller General of the United States, and under the 
authority of Government Code Section 17558.5. We did not audit the 
district's financial statements. We limited our audit scope to planning 
and performing audit procedures necessary to obtain reasonable 
assmance that costs claimed were allowable for reimbursement. 

. ·Accordingly, we. examined transactions, on a test basis, to determine 
whether the costs claimed were supported. 

We limited our review of the district's internal controls to gaining an 
understanding of the transaction flow and claim preparation process as 
necessary to develop appropriate auditing procedures. 

We asked the district's .representative to submit a written representation 
letter regarding the district's accounting procedures, financial records, 
and mandated cost claiming procedures as recommended by Government 
Auditing Standards. However, the district declined our request. 

Our audit disclosed instances of. noncompliance with the requirements 
outlined above. These instances are described in the accompanying 
Summary of Program Costs (Schedule 1) and. in the Findings and 
Recommendations section of this report. · 

For the audit period, the El Camino Community College District clai.ined 
$479,711 for costs of the Health Fee Elimination Program. Our audit 
disclosed that $79,820 is allowable and $399,891 is llllallowable. 

For fiscal year (FY) 2000-01, the State paid the district $54,835. Our 
audit disclosed that $40,029 is allowable. The district should return 
$14,806 to the State. 

For FY 2001-02, the State paid the district $34,266. Our audit disclosed 
that all of the costs claimed are unallowable. The district should return 
the total amount to the State. 
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El Camino Community College District 

Views of 
Responsible 
Official 

Restricted Use 

Health Fee Elimination Program 

For FY 2002-03, the district was not reimbursed by the State. Our audit 
disclosed that $39,79:1 is allowable. The State will pay allowable costs 
claimed that exceed the amount paid, totaling $39,791, contingent upon 
available appropriations. 

::.:: 
We issued a draft audit report on July 13, 2005 .. Pamela Fees, Business 
Manager, responded by letter dated July 26, 2005 (Attachment), 
disagreeing with the audit results for Findings 2 and 3. The district stated 
that it is not disputing the adjustment at this time· for Findings 1 and 4. 
This final audit report include~. the district's response. 

This report is solely for the information and use of the El Camino 
Commwrity College District, the California Community Colleges 
Chancellor's Office, the California Department of Finance, arid the SCO; 
it is not intended to be and should not be used by anyone other than these 
specified parties. This restriction is not intended to limit distribution of 
this report, which is a matter of public record. 

Chief, Division of Audits 

Steve Westly • California State Controller 3 270



. ·-·-
El Camino Community College District Health Fee Elimination Program 

Schedule 1-
Summary of Program Costs 

July 1, 2000, through June 30, 2003 
L 

Actual Costs Allowable Audit 
· Cost Elements Claimed per Audit · Adjustment Reference 1 

July 1, 2000, throu.gh June 30, 2001 

Health services costs: 
Salaries and benefits $ 331,487 $ 319,367 $ (12,120) Finding 1 
Services· and supplies 40,562 40,562 
Indirect costs 122,627 48,015 (74;612) Findings 1, 2 

Total health services costs 494,676 407,944 (86,732) 
Less cost of services in excess of FY 1986-87 services 

Subtotal 494,676 407,944 (86,732) 
Less authorized health fees (343,160} (351,967} (8,807) Finding 3 

~ubtotal . 151,516 55,977 (95,539) 
less offsetting savings/reimbursements (13,593} (15,948} (2,355} Finding 4 
I 

Subtotal 137,923 40,029 (97,894) 
~djustment to eliminate negative balance 

fbtal $ 137,923 40,029 $ (97,894) 

~ess amount paid by the State (542835} 

6J1owable costs claimed in ~xcess of (less than) amount paid $ (14,806) 

fuly 1, 2001, through June 30, 2002 

iealth services costs: 
Salaries. and benefits $ 367,872 $ 367,872 $ 
Services and supplies 35,754 35,754 

· Indirect costs 115,558 57,194 (58,364) Finding 2 

:lotal health services costs 519,184 460,820 (58,364) 
fss cost of services in excess of FY 1986-87 services 

519,184 460,820 (58,364) ipbtotal . __ 
~ess authorized health fees {349,090} (460,800} (111, 710) Finding 3 

~btotal 170,094 20 (170,074) 
fSS offsetting savings/reimbursements (2,583} (2,583} 
., 
rbtotal . 167,511 (2~563) (170,074) 
~justment to eliminate negative balance 2,563 2,563 

otal $ 167,511 - $ (167,511) 

ess amount paid by the State . (34,26(:!} -

llow:able costs claimed in excess of (less than) amount paid $ (34,266) 
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El Camino Community College District Health .Fee Elimination Program 

Schedule 1 (continued) 

Actual Costs 
Cost Elements Claimed 

July 1, 2002, through June 30, 2003 

Health services costs: 
Salaries and benefits $ 400,431 
.Services and supplies 54,721 
Indirect costs 129,536 

Total health services costs 584,688 
Less cost of services in excess of FY 1986-87 services 

Subtotal 584,688 
Less authorized health fe.es {395,380) 

.Subtotal 189,308 
·Less offsetting savings/reimbursements {15,031) 

Subtotal 174,277 
Adjustment to eliminate negative balance 

Total $ 174,277 
;Less amount paid by the State 

Allowable costs claimed in excess of (less than) amount paid 

Summary: July 1. 2000. through June 30, 2003 

Health services costs: 
Salaries and benefits 
Services and supplies 

i Indirect costs 
1 
total health services costs 
Less cost of sefi.ices in excess of FY 1986-87 services 

Subtotal 
Less authorized health fees 

Subtotal 
Less offsetting savings/reimbursements 

Subtotal 
Adjustment to eliminate negative balance 

Total 
Less amount paid by the State 

$ 1,099,790 
131,037 
367,721 

1,598,548 

----
1,598,548 

{1,087,630) 

510,918 
{31,207) 

479,711 

$ 479,711 

Allowable costs claimed in excess of (less than) amount paid 

1 
See the Findings and Recommendations section. 

Allowable Audit 
Eer Audit Adjustment Reference 1 

~'. 

$ 400,431 $ 
54,721 
69,866 (59,670) Finding 2 

525,018 (59,670) 
-

525,018 (59,670) 
{470,196) (74,816) Finding 3 

54,822 (134,486) 
{15,031} 

39,791 (134,486) 
-

39~791 $ ~134,486) 

$ 39,791 

$ 1,087,670 $ (12,120) Finding 1 

$ 

131,037 
175,075 

1,393,782 

1,393,782 
(1,282,963} 

110,819 
{33,562) 

77,257 
2,563 

79,"820 
{89,101) 

(9,281) 

{192,646) Findings 1, 2 

(204,766) 

(204,766) 
{195,333) Finding 3 

(400,099) 
{2,355) Finding 4 

(402,454) 
2,563 

$ ~399,891) 
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l Camino Community-College District Health Fee Elimination Program 

t?indings and ~ecommendations 
1NDING 1-
•verstated salary, 
enefit, and indirect 
DSts 

ENDING2-
1verstated indirect 
•st rates 

The district overstated salaries and benefits by $12,120 for the fiscal year 
(FY) 2000-01. The related indirect cost was $3,995. 

The district claimed 12% of the D~an of Student Services' salary and 
benefit but did not provide documents such as time logs to validate the 
time worked at the health center. Therefore, the portion of the dean's 
salary claimed is unallowable. 

Parameters and Guidelines specifies that community college districts 
shall be reimbursed only for costs of health services programs that are 
traceable to supporting documentation showing evidence·of the validity 
of such costs. 

Recommendation 

We recommend the district utilize supporting documentation such as 
time logs to validate labor charges. 

District's Response 

The District is not disputing this adjustment at this time. 

SCO's Comment 

The finding and recommendation remain unchanged .. 

The district overstated its indirect cost rates, and thus overstated its 
indirect costs by $188,652 for the audit period. 

The district claimed indirect costs based on indirect cost rate proposals 
(ICRPs) prepared for each fiscal year by an outside consultant. However, 

cthe district did not obtain federal approval for its ICRPs. We calculated 
indirect cost rates using the methodology allowed by the SCO claiming 
instructions. The calculated indirect costs rates did not support the 
indirect cost rates claimed. The audited and claimed indirect cost rates 
are summarized as follows. 

Fiscal Year 
. 2000-01 2001-02 2002-03 

Allowable indirect cost rate 13.34% 14.17% 15.35% 
Less claimed indirect cost rate {32.96}% {28.63}% {28.462% 

Unsupported indirect cost rate (19.62)% (14.46~% (13.11)% 

Based on these unsupported indirect cost ra~es, the audit adjustments are 
summarized below. · 

Fiscal Year 
2000-01 2001-02 2002-03 Total 

Allowable direct costs claimed $ 359,929 $ 403,626 $ 455,152 
Unsupported indirect cost rate x (19-.62)% x (14.46)% x (13.11)% 

Audit adjustment $ (70,618) $ (58,364) $ (59,670) $(188,652) 

Steve Westly• California State Controller 6 273



El Camino Community College District 
I 

.Health-Fee Elimination Program 

Parameters and Guidelines states that indirect costs may be claimed in 
the manner described in the SCO claiming instructions. The SCO 
claiming instructions require that districtS obtain federal approval of 
IcRPs prepared according to Office of Management and Budget (OMB) 
Circular A-21. Alternately, districts may· use form FAM-29C to compute 
indirect cost rates. Form F AM-29C uses total expenditures reported on 
the California Community College Annual Financial and Budget Report, 
Expenditures by Activity (CCFS-311). 

Recommendation 

We recommend the district claim indirect costs based on indirect cost 
rates computed in. accordance with the SCO claiming instructions. The 
district should obtain federal approval for ICRPs prepared in accordance 
with O:MB Circular A-21. Alternately, the district should use form 
FAM-29C to prepare ICRPs based on the methodology allowed in the 
SCO claiming instructions. 

District's Response 

The Controller asserts that the indirect cost method used by the District 
was inappropriate since it was not a cost study specifically approved by 
the federal government. The parameters and guidelines do not require 
that indirect costs be claimed in the manner describ~d by the 
Controller. The parameters and guidelines for Health Fee Elimination 
(as last amended on May 25, 1989) state that "Indirect costs may be 
claimed in the manner described by the Controller in his claiming 
instructions." The parameters and guidelines do not require that 
indirect costs be claimed in the manner descn'bed by ~e Controller. 

The Controller's claiming instructions state that for claiming indirect 
costs, . college districll; have the option of using a federally approved 
rate from the Office of Management and Budget Circular A-21, a rate 
calculated using form FAM-29C, or a 7% indirect cost rate. The 
Controller claiming instructions were never adopted as rules or 
regulations; and therefore have no force of law. The burden is on the 
Controller to show that the indirect cost rate used by the District is 
excessive or unreasonable, which · is the only mandated cost audit 
standard in statute (Government Code Section 17651(d)(2). If the 
Controller wishes to enforce audit standards for mandated cost 
reimbmsement, the Controller should comply with the Administrative 
Procedure Act 

Since the Controller has stated no legal basis to disallow the indirect 
cost rate calculation method used by the Dist:Pct, and has not shown a 
factual basis to reject the .rates as unreasonable or excessive, the 
adjustments should be withdrawn. 

SCO' s Comment 

The finding and recommendation remain unchanged. 

We disagree with the district's assertions that the SCO has no legal basis 
to disallow the indirect cost rate calculations used by the district and bas 
not shown ·a factual basis to reject the rates as urrreasonable or excessive. 
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?/ Camino Community College District 

INDING3-
:nderstated 
~thorized health fee 
'venues claimed 

Health Fee Elimination Program . 

--
Parameters and Guidelines states that indirect costs may be claimed in 
the manner described in the SCO 's claiming instructions. Therefore, the 
specific directions for the indirect cost rate calculation in the claiming 
instructions are an extension of Parameters_. and Guidelines. The SCO's 
claiming instructions state that community colleges have the option of 
the using a federally approved rate prepared in accm;!;lance with OMB 
Circular A-21 or the SCO's alternate methodology using F~mn 
FAM-29C. In this case, the district chose to use indirect cost rates not 
approved by the federal agency, which. is not an. option provided by the 
SCO's claiming instructions. 

The district understated authorized.health fee revenue by $195,333 for 
the audit period. 

The district did not use the actual number of student counts an.d Board of 
Governors Gran.ts (BOGG) waiver counts in its reporting of the health 
fee revenue. We recalculated the authorized health fees the district was 
authorized to collect, using various student enrollment and BOGG detail 
reports dated January 2005 through March 2005. In addition, the district 
underreported authorized student health fees · by one dollar for FY 
2000-01, and two dollars for FY 2001-02 and FY 2002-03. 

The ~derstated authorized health fee revenues are calculated as follows. 

FY2000-0l 

Studentenrolhnent 
Less allowable health fee exceptions 

Subtotals 
Authorized student health fee 

Fall Spring Total 

22,111 21,592 
(5,724) (5,982) 

16,387 15,610 
x $(11) _x_--'-$(,_1 _,,_l) 

Auditedauthorizedhealthfeerevenues $ (180,257) $ (171,710) $ (351,967) 
Claimed authorized health fee revenues 343,160 

Auditadjustment, FY 2000-01 (8,807) 

FY 2001-02 

Studentenrolhnent 
Less allowable health fee exceptions 

Subtotals 
Authorized student health fee 

Audited authorized health fee revenues 
Claimed authorized.health fee revenues 

Audit adjustment, FY 2001-02 

FY2002-03 

Student enrollment 
Less allowable health fee exceptions 

Subtotal 
Authorized studenthealth fee 

Audited authorized health fee revenues 
Claimed authorized health fee revenues 

Audit adjustment, FY 2002-03 

Total audit adjustments 

25,054 24,970 
{5,736} {5,888! 

19,318 19,082 
x ${12} x ${12} 

$ (231,816) $ (228,984) (460,800) 
. 349,090 

(111,710} 

25,626 27,353 
(7,047} (6,749} 

18,579 20,604 
x $(12} x ${12} 

$ (222,948) $ (247,248) (470,196) 
395,380 

(74,816~ 

$ (195,333) 
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Health Fee Elimination Proil;ram . 

Parameters and Guidelines states that health fees authorizef by 
Education Code must be deducted from costs claimed. Education Code 
Section 76355 (c) states that health fees are authorized from all students 
except those students who: (1) depend excl~sively on prayer for healing; 
(2) are attending a community college under an approved apprenticeship . 
training program; or (3) demonstrate financial need. 

~ 

Also, Government Code Section 17 514 states that costs mandated by the 
State means .any increased costs which a district is required to incur. To 
the extent community college districts can charge a fee, they are not 
required to incur a cost. In addition, Government Code Section 17556 
states that COSM shall not find costs mandated by the State if the district 
has the authority to levy fees to pay ·for the :mari.dated program· or 
increased level of services. 

Recommendation 

We recommend the district ensure that allowable health services program 
costs are offset by the amount of health service fee revenue authorized by 
the Education Code. 

District's Response 

The adjustments for the student health services revenue are based on 
two reasons. The Controller adjusted the reported enrollment and 
reported number of students exempt from payment of the fee. The 
Controller then calculated the student fees collect:J.'ble based on the 
highest student health service fee chargeable, rather than the . fee 
actually charged the student. 

STUDENT HEALTH SERVICES FEE AMOUNT 

"Authorized" Fee Amount 

The Controller alleges· that claimants must compute the total student 
health fees collect:J.ble based on the highest" "authorized" rate. The 
Controller does not provide the factual basis. for the calculation of the 
"authorized" rate, nor provide any reference to the "authorizing" 
source, n:or the legal tjght of any state entity to "authorize" student 
health. services .. rates , absent rulemaking or compliance with the 
Administrative Procedure Act by the "authorizing" state agency. 

Education Code Section 76355 

Education Code Section 76355, subclivisiq_~ (a), states that "The 
governing board of a district maintaining a community college may 
require community college students to pay a fee ... for health 
supervision and services ... " There is no requirement that community 
colleges levy these fees. The permissive nature of the provision is 
further illustrated in ,subdivision (b) which states "[[, pursuant to this 
section, a fee is required, the governing board of the district shall 
decide the amount of the fee, if anv. that a part-time student is required 
to pay. The governing board may decide whether the fee shall be 
mandatory or optional." (Emphasis supplied in both instances.) 
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~I Camino Community College lJistrict Health Fee Elimination Program 

Parameters and Guidelines 

The Controller asserts that the parameters and guidelines require that 
health fees authorized by the Education Code must be deducted from 
the costs Claimed. This is a misstatement of the parameters and 
guidelines. The parameters and guidelines, as last amended on May 25, 
1989, state that "Any· qffsetting f;avings ... must be dedttcted from the 
costs claimed ..• This shall_ include the amount of (student fees) as 
authorized. by Education Code. Section 72246(a)." Therefore, while 
student fees actually collected are properly used to offset costs, student 
fee~ that could have been collected, but were not, are not an offset. 

Government Code Section 17 514 

The Controller relies upon Government Code Section 17514 for the 
conclusion that "to the extent community college districts can charge a 
fee, they are not required to incur a cost." Government Code Section 
17514, as added by Chapter 1459, Statutes of1984, actually states: 

"Costs mandated by the state" mearui any increased costs 
which a local agency or school district is required to incur 
after July 1, 1980, as a result of any statute· enacted on or after 

·January 1, 1975, or any executive order implementing any 
statute enacted on or after January 1, 1975, which mandates a 
new program or higher level of service of an existing program 
within the meaning of Section 6 of Article Xlll B of the 
California Constitution." 

There is nothing in the language of the statute regarding the authority to 
charge a fee, any nexus of fee revenue to increased cost, nor any 
l~guage which describes the legal effect offees collected. 

Government Code Section 17 556 

The Controller relies upon Government Code Section 17556 for the 
conclusion that "the COSM shall not fmd costs mandated by the State 
if the school district has the authority to levy fees to pay for the 
mandated program or increased level of service." Government .Code 
Section 17556 as last amended by Chapter 589/89 actually states: 

"The commission shall not find costs mandated by the state~ as 
defined in Section· 17514, in any claim submitted by a local 
agency or school district, if after a hearing, the commission 
finds that: ... 

( d) The local agency or school· district has the authority to levy 
service charges, fees, or assessments sufficient to pay for the 
mandated program or increased level of service .... " 

The Controller misrepresents the law. Government Code Section 17556 
prohibits the Commission on State.Mandates from fmding costs subject 
to reimbursement, that is approving ll test claim activity for 
reimbursement, where the authority to levy fees in an amount sufficient 
to offset the entire mandated costs. Here, the Commission has already 
approved the test claim and made a finding of a new program or higher 
level of service for which the claimants do not have the ability to levy a 
fee in an amount sufficient to offset the entire mandated costs. 
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Health Fee Elimination Program 

ENROLLMENT AND EXEMPTED STUDENTS 

The Controller adjusted the reported total student enrollment and 
reported number of exempt students based_ on data requested during the 
audit from the office of the Chancellor of the Connnunity Colleges. 
The information obtained from the Chancellor's office is based on 
information provided by the District. The Controller ii~s not provided 
any factual basis why the Chancellor's data, subject to review and 
revision for several years, is preferable to the data reported by the 
District which was available at the time the claims were prepared. · 

SCO' s Comment 

The finding and recommendation remain unchanged. 

The district is incorrect when it states that we used student emollment 
and Board of Governors Grants (BOGG) waiver counts based on data 
from the office of Chancellor of the Community Colleges. As mentioned 
above, the district did not use the actual number of student counts and 
BOGG waiver counts in its reporting of, the health fee· revenue. We 
recalculated the authorized health fees the district was authorized to 
collect using the district's Student Enrollment Reports and the BOGG 
Detail Reports dated January 2005 through March 2005. 

We agree that community college districts may choose not to levy ·a 
health service fee. This is true even if Education Code Section 76355 
provides the districts with the authority to levy such fees. However, the 
effect of- not imposing the health service fee is that the related health 
service costs do not meet the requirement for mandated costs as defined 
by Government Code Section 17514. Health service costs recoverable 
through authorized fees are not costs that the district is required to incur. 
Government Code Section 17556 states that COSM shall not find costs 
mandated by the State as defined in Government Code Section 17514 if 
the district has authority to· levy fees to pay for mandated program or 
increased level of service. 

For FY 2000-01, the district understated offsetting revenue by $2,355 
because it did not reduce claimed health services costs and related health 
services revenues recorded in revenue account 8890. 

Parameters and Guidelines specifies that any offsetting savings or 
reimbursements received by the district from any source as a result of the 
mandate must be identified and deducted so that only net district health 
services costs are claimed. 

Recommendation 

We recommend the district ensure all applicable revenues are offset on 
its claims against its mandated program costs. 

District's Response 

The pistrict is not disputing this adjustment at this time. 

SCO's Comment 

The finding and recommendation remain llllchanged. 

Steve Westly• California State Controller 11 
278



mino Community College District Health Fee Elimination Program 

IER ISSUE- The district's response included comments regarding our authority to 
ute of limitations audit costs claimed for FY 2000-01 and FY 2001-02. 

District's Response 

The District's Fiscal Year 2000-01 claim was mailed to the Controller 
on January 14, 2002. The District's Fiscal Year 2001~02 claim was 
mailed to the Controller on·December 30, 2002. The draft audit report 
is dated July 13, 2005. According to Government Code Section 
17558.5, these claims were subject to audit no later than December 31, 
2004. The audit was not completed by this date. Therefore, the 
proposed audit adjustments for FY 2000-01 and FY 2001-02 are barred 
by the statute of limitations set forth in Government Code Section 
17558.5. . 

The District requests that the audit report be changed to comply with 
the appropriate application of the Government Code concerning audits 

· of mandate .claims. 

SCO's Comment 

We disagree with the district's assertion that the audit and the related 
adjustment of the claims are barred by the statute of limitations. 
Government Code Section 17558.5(a), in effect during the audit period, 
states that district's reimbursement claim is subject to an audit no later 

· than two years after the end of the calendar year in Which the claim is 
filed or last amended. The claims were filed in January 2002 and 
December 2002, respectively. On December 2, 2004, we made phone 
contact with the district's business manager and sent a follow-up letter 
dated December 9, 2004, wherein we agreed to delay the start of the 
audit until January 5, 2005. In both the phone call and the letter, we 
clearly stated that the aU;dit would include the claims filed in the 2002 
calendar year. This audit was initiated prior to the statutory deadline of 
December 2004 in which to commence an audit. 
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EL cl\l\HNo ~o~~ ·coLLE(;.E :D1sTRICT 
16007· Crenshaw lJoulevard Torr;mce, California 90506-000 I 

. T~lephone (310) 5?2<5670 or 1-8!~6-ELCA:MJNO · 

. J~y' 26,.2005 

Mr. Jim L. Snmi.o; Chief 
· :Compifaµce 'A~~tS :Bkeau · · ···· 
. Cal:ifarpia State.Controller 
Division-of Audits· .· 
p .6. Bux 9428·50 
Saci:amen~, CA:94ZS0-58·14 

Re: Chapter 1, Statutes of 1984 
Health Fee Elixttination. 
State Controller's Audit 

· Fiscal Years: 2000-01, 2001-02 a.nd2002-03 · . . . . . . . : ~ . . . . 

nelll'_Mt. spa.r.E<:I: ... · : · ·. ·. 

; .. ·:-· .. •:" ... ···.:.'•. 

. . . . 

·nns let:te.r is..tb.e·re8ppnse. o:(the.El Cami:IIO" Community.College pi:Strlct to the letter.to President 
'Fho-mas :M. Fallo,'EdD, from VincentP. Brown, Chief Operating Officer, State Controller's · · 
Ofiice, ·dated July 13, 200S, atid received by the District onJuly 26, 2005, which.enclosed a draft 
copy of the State Controller's Office audit report ·of the District's Health Fee Elimination cJaims 
for the period of July 1, 2000 through June 30, 2003. · · · 

Fia~g: 1_,; O~rsQite_.d..:~~.l:ary, b:enefit.s, and· indirect costs 

The District-is ·not disputing this adjustment at this time. 

Fm~g 2 - Overstated indirect cost rates 

· The C@n.tl!uller ~ that the indirect cost.method used bY the District -was inappropri~te since 
it '?'aS not .a cost study speriifulafly-appro:ved ·by the fbdi;ral gpvenmien.L . '.fhe parameters and 
guidelines do not. require that.ind.irecl·costs ·be ctaimed ·n the n:i.anner -descq'bed oy·tbe 
·.Contr~~let. The parlllileters and·.gtii~elines for ff~th·F~~£fitniria~~:(~ last ~en!led o~·May 
25, 1989) state that "Indirect costs may be claimed in the manner des.cribe-d ·by.the Contr-oller in 
his claiming instructions." The paralll.eters .and guidelines do not require that indirect costs be 
claimed in the mann~ descrlbed by the Controller. 

. .· .. ~ · . 

:·1. 
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! reported ~y the·D~~t wi.il~~ :~,.~~·J.3~1ij·.at th~t#be ~i-cla~ms-~c::.-F~~d;- . . . · 
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The l)istrict'_s f'.i"!!cai Y"at-2.()0G-:0(¢ll!im was niaile'!l t:0 the Controli'er.oii)anuary 14i,2002. The 
District's Fiscal Y-ear . .W(>J..:.02 -cla.U;n W:as mailed-to the C0ntroll¢t. on Dec:embei ~o; Z()O.Z. The 
draft auditr~ori ~-s-.datedlri)y ~3-, 200~. Aticoriliµg·tl!> GoveFQi:Iien~ Coµ"e-$eqtion 17$.58;5;.thes~ · 
·claims W:er¢. ~~ctJ~ a~~: ~e· .ia,~:ili1111 n.ecem~et·31, 20o4~-· 'i'he .. ~_ihvaa,p,6*futn_plci¢·by . . 
this date.- The~te,:~-P.rii.Ptis.~9:aµdit B;dj$tihetits for-FY 2000~0Hmd·Jt:Y:·:ioo1 .,ot ·i!fe batted ·. . · 
by the statute· oflirii.itatfo~·seffQrth:fo GoverniirentCode section 17SS·S.5: · . ·. · ·. ·:· · 

• • •' .'•, ' ; '. • ' • • I • 
0 

• • • i, ·- , • 

The District requests·~t"th~ ~~clit tepo~ bechang~d to. cOOiply :with tlre.~~pproPriate appli~.a~bn · 
of the Government Code·conceming audits of-ttiandate clai;ns. · 
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11/04/2005 09:17 3106603798 ACCOUNTING 

• 
STEVE WESTLY i~l~140 

·. 1-rf' .. f "' ~ /.(j 11 20 0 5,10/27 
\LJ..zth nrnut ~tati- w.nnb."Ll .r.r 

,. 
r 

. .fH&isinn nf )\.rc;iunfinR ano 3R.ep:.arting 
' OCTOBER 21'; .2005 

BOARD OF TRUSTEES 
·EL CAMINO CDHH COLL DIST 
LOS ANGELES COUNTY 
16007 CRENSHAW BLVD 
TORRANCE CA 90506 

DEAR CLAil1ANT1 

RE: HEALTH FEE ELIMINATION (CC) 

WE HAVE REVIEWED YOUR 2001/2002 FISCAL YEA~ REIMBURSEMENT CLAIM 
THE MANDATED COST PROGRAM REFERENCED ABOVE. THE RESULTS OF OUR 

··- ...... .RE\lllW.AR.E....A.S-FDLl,DW.S.i .. ·--- ......... - .. ·"-· .. _ ... ·---

FOR 

AMOUNT CLAIMED 167,511. 00 

ADJUSTMENT TO CLAIM: 

FIELD AUDIT FINDlNGS 167,511,00 

PRIOR PYMT TO/FR ANOTHER PBH 35;266.00 

TOTAL ADJUSTHBffS 20Zr777.00 

AMOUNT DUE STATE 35;266.0(1 

PLEASE REMIT A WARRANT IN THE AMOUNT OF$ 35,266.00 WITHIN 30 
DAYS FROH THE.DATE OF THIS LETTER, PAYABLE TD THE STATE CONTROLLER'S 
OFFICE, DIVISION OF ACCOUNTING AND REPORTING, P.O. BOX 942850, 
SACRAHENTO, CA 9qz50-5875 WITH A COPY OF THIS LETTER. FAXLURE TO 
REMIT THE AtlOUNT DUE WILL RESULT lN OUR DFFlCE PROCEEDING TO OFFSET 
THE AMOUNT FROM THE NEXT PAYMENTS DUE TO YOUR AGENCY FOR STATE 
HANDATED COST PROGRAMS. 

IF YOU HAVE ANY QUESTIONS, PLEASE CONTACT ALEXIS LIAKOS 
AT (916) 323-0698 OR lN WRtTING AT THE ABOVE ADDRESS, 

SINCER~LY, 

A·~. 
Gl~RUMHELS, MANAGER 

LOCAL REIHBU~SEHENT SECTION 
P.O. BOX 942850 SACRAMENTO, CA 94250-5875 
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::!Hlbbi1::! /'::H:l 
AL:WUNllNC:i 

STEVE WESTLY n6U,40 

. ((talifnrnia ffeihdr C!1n.ntrrr.ll.r.r zoos l0/Z
7 

:IDi&isiun a.£ ;\rr1iutding ann ,lRrpar.fing 
. OCTOBER 27, 2005 

BOARD OF TRUSTEES 
EL CAMINO COMM COLL DIST 
LOS ANGELES COUNTY 
16007 CRENSHAW BLVD 
TORRANCE CA 90506 

DEAR CLAil'IANT1 

RE1 HEAL TH FEE ELIMINATION (CC) 
WE HAVE REVIEWED YOUR 2000/2001 FISCAL YEAR REIMBURSEHENl CLAIM FOR 
THE HANDATED COST PROGRAM R£fERENCED ABOVE. THE RESULTS OF OUR 

.. REV.IEW ARE AS FOL.LOWS1 

AMOUNT CLAIMED 137,923.00 

ADJUSTMENT TD CLAIH1 

FIELD AUDIT FINDINGS 97,894.00 

PRIOR PYMT TO/FR ANOTHER POM 54,835.00 

·TOTAL ADJUSTMENTS 152,. 729. DO 

AMOUNT IJUE STATE 14,806.00 

PLEASE REMIT A WARRANT IN THE AMOUNT OF$ 14.806,00 W!THIN 30 
DAYS FROM THE DATE OF THIS LETTER, PAYABLE TO THE STATE CONTROLLER'S 
OFFICE, DIVISION OF ACCOUNTING AND REPORTING, P.O. BOX 942850, 
SACRAHENTD, CA 94250-587 S W.tTH A COPY OF THIS LETTER. FAILURE TO 
REMIT THE AMOUNT DUE WILL RESULT IN OUR OFFICE PROCEEDING TD OFFSET 
THE AHOUNT FROM THE NEXT PAYMENTS DUE TO YOUR AGENCY FOR STATE 
HANDATED COST PROGRAMS. 

lF YOU HAVE ANY QUESTIONS, PLEASE CONTACT ALEXIS LIAKOS 
AT (916) 323-0698 OR IN WR!TING AT fHE ABOVE ADDRESS, 

~· 

SINCERELY, 

A~~· 
GINNY[.BRUMMELS, MANAGER 

•,.:.. 

LOCAL REIMBURSEHENT SECTION 
P.O. BOX 942850 SACRAHENTO, CA 94250-5375 
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I ... 

.· EL cA.l\HNo ~O~Y ·coLLEG.E DISTRICT . . . . . . 
16007· Crenshaw :lJo~leVlird T-OnFlnce, California 90:i06-000 l 

. T~h011e (310) 5~2'-'.5670 or 1-81;16-ELCA:fynNO 

· ··~~~~~r1~~;~ait · ····· 
. Califar,pia State;Controller. 
Divisioh·of Aiudits · . · 
P.O. Be% 942.8-50 
$acramen~, CA:94ZS0-58·14 

Re: Cfutpter 1. Statutes of 1"984 
Health Fee El.intirui.tio'.n-
Sta,te Controller's Audit . 

· .. 

. Fiscal Y~ars: 2000-01, '.2001-07 and ~OOi-03. 
. . . . ~ . . . . : •. .. . 
De~. Mt. Spailc:I: .·. · : . ·. ·. 

·:." I ' , ':' 
0

, ." 
0 

I:;" 
0 

, , '"~ .'I , 

. . . . 

.·. ·-··"·."., : . 

·This lett~t is.: tb.he8ppnsi. o(the. El Camino·· Community:College l;)istrlct to. the. letter -to ·President: 
'rimmas M. Fallo;."Ed.D, frotn.Vincent P_.J3rciwn, Chief _Operating Offi_c.er, $tate ¢ontroller.'s . , 
Ofii.ce7 ·dated J uly130 20.0S; midreeeived.bythe·District on.July 26,..2005,, whiclrenclosed a,dmft. 
copy of.the State Controller's Office audit.report-of the-District's: Health.:Fee·Elimination cJaims. 
for the period ofJuly 1, 2000tbrougb:June 30, 2003, · · · 

Fiaj'ling 1.:. O~rst~te.d:s1il:aryJ benefits, and· indirect costs . . .. . .. ·· .. . . . . .: . . . 

The District-i's "hot disp,uting this adjustriientatthis time. 
·. :·· - ...... ;;·..:,-_:-. 

Fm~g 2 --Overstated indiretfcost rates 
._ .. ·. . . . . 

· The Ce:ntnciller:·asserts tliat thcrindirect·costmethod":USed:b:j~the :Districtwas' inappropri~te since' -- · 
it "'?>'-aS.·not.a cest$tudy speci!W.a:Il}''appi;oved0bythe'ft:d.-era:.I :gp:vwiurient;::J;he.parameters ail:d · 
guideliil.es do not. reqnire that.indirecl·costs. he~c)filttred'iricthe.,l:llatmer ;desc:tj;bed oy:'the· - ·. ' 
·.Controp~. The parameters and:gti..ifie~ines for t.t'~(h-,~~"Ethniriati()tj..{~Jast (lmenP.ed oi'.J.•May 
25, .1:98-9) state that "Indirect costs may be· claim et/ in .th:e manner des.cribed ·by .the ContrQUer in 
his claiming instructions." The parameters.and guidelines do not require that indirect costs be . 
claimed in the manner. descn'bed by the Controller. · . . 

:'1. 
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k~·:!·~ ==.:~~~~.~~a~~~ 
; infdimation proVided by the !>1st:pc.t.. Tfi.e Contr0ller has not·p~Yldc:d any ·fi\etual basis why the 
: Chancellor's C!a.ti. .suruect·~ ~~· ~4 ~~Jor ~veraf.ye~s~ .is Pt:~~le<W .. ~edata, · 
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I~ .. _ ... ~._ .. ~ ........ ·:-.h .. ,~-~: .. : ..... :.-.. ;,::··!: .. ·.· .. ~ ::.· .. ·.·: ... · .. ·. ··: .·.· .. : ... · ... ·· 
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The Dist:r:ic(s ~i~c&:X eat·l(lO~~o ~;~lqim ,J.las nfail~4 to. th~ Co~tr~ller .a0.)SJ1UllifY l.4;,l0.02 .. The 
District's Fiscal-Yem:.;wm . .:.02·.c:1~muy~s :i;mrll~d.to the Control~.onDeeember ~~,,zeo2. Th~. 
draft audit report ;,s'.~·.IriJy'f;i:, 2~0~. Aiocor.di~-g·t0 Goi-~ ¢0'~~·$~ l73';5S;;S ... the.s~ · 

. ·cJaints -Wer~ $.llf1ji;cq~ a~ ~e'lfi.~, tJ:iaii'Uecem~er·31,. zooK: T~e.:iiµd.if w~.,µot~~et¢.':b'.Y .. . 
this date: Therei9te,:~-Pfo,Pti~~~piy.dit adj~tiherit;$ for· FY 20QQ.~01,and:F:Y:·:io.Pl ,o:ti(re batted · . · 
by the statute- of'lmiita.H©~:set.fo.hldn GO~t::Code section l7:SS:S.5: . . . . . .. •:· . 
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·. 'J:· .. ··; I· •. ,'• •• ·• • ' ... .,. Si.riCetely, · . . . . . . . . 

oct:MriNo.cr#~:;~~:ff>·· .: ·· 
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· ... · 
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CALiFORNIA COMMUNITY COLLEGES 
CHAMCE!..!..O~'S Cf P':C~ 
'102 Q STREET 

.CRAMENTO, CA 95814·6511 
{S16) 445-8752 
HTTP://WWW.CCCCO.EDU 

March 5, 2001 

To; 

From: 

Subject: 

Superintendents/Presidents 
Chief Business ,Officers 
Chief Student Services Officers 
Health Services Program Directors 
Financial Aid Officers · 
Admissions and Records Officers 
Extended Opportunity Program Directors 

Thomas J. Nussbaum 
Chancellor · 

Student Health Fee Increase 

Education Code Section 76355 provides the governing board of a community college 
district the option of increasing the student health services fee by the same percentage 
as the increase in the Implicit Price Deflator for State and Local Government Purchase 
of Goods and Services. Whenever that calculation produces an increase of one dollar 
above the existing fee, the fee may be increased by $1,00. 

Based on calculations by the Financial, Economic, and Demographic Unit in the 
Department of Finance, the Implicit Price Deflater Index .has now increased enough 
since the last fee increase of March 1997 to support a one dollar increase in the student 

. health tees. Effective with the Summer Session of 2001, districts may begin charging a 
maximum fee of $12.00 per semester, $9.00 for summer session, $9.00 for each 
intersession of at least four weeks, or $9.00 for each quarter. 

For part-time students, the governing board shall decide the amount of the fee, if any, 
that the student is required to pay. The governing board may decide whether the fee 
shall be mandatory or optional. 

The governing board operating a health services program must have rules that exempt 
the following students from any health services fee: 

• Students who depend exclusively upon prayer for healing in accordance with the 
teachings of a bona fide religious sect, denomination, or organization. 

294



• Students who are attending a community coUege under an approved apprenticeship 
training program. 

• Students who receive Board of Governors Enrollment Fee Waivers, including 
students who demonstrate financial need in accordance with the methodology set 
forth in federal law or regulation for determining the expected family contribution of 
students seeking financial aid and students who demonstrate eligibility according to 
income standards established by the board of governors and contained in Section 
58620 of Title 5 of the California Code of Regulations. 

All fees collected pursuant to this section shall be deposited in the Student Health Fee 
Account in the Restricted General Fund of the district. These fees shall be expended 
only to provide health services as specified in regulations adopted by the board of 
governors. Allowable expenditures include health supervision and services, including 
direct or indirl;!ct medical and hospitalization services, or the operation of a student 
health center or centers, or both. Allowable expenditures exclude athletic-related 
salaries, services, insurance, insurance deductibles, or any other expense that is not 
available to all students. No student shall be denied a service supported by student 
health fee on account of participation in athletic programs. 

If you have any questions about this memo or about student health services, please 
contact Mary Gill, Dean, Enrollment Management Unit at 916.323.5951. If you have 
any_ questions about the fee increase or the underlying calculations, please contact 
Patrick Ryan in Fiscal Services Unit at 916.327.6223. 

CC: Patrick J. Lenz 
Ralph Black 
Judith R. James 
Frederick E. Harris 

I :\Fisc/FiscU n it/O 1 Stud entH ealth F ees/O 11 Stu Health Fees.doc 

295



EXHIBITG 
296



1 DECLARATION OF PAMELA FEES 

2 EL CAMINO COMMUNITY COLLEGE DISTRICT 

3 BEFORE THE COMMISSION ON STATE MANDATES 

4 INCORRECT REDUCTION CLAIM OF El Camino Community College District 

5 RE: Health Fee Elimination Annual Reimbursement Claims: 

6 Fiscal Years 2000-01, 2001-02, 2002-03 

7 I, Pamela Fees, the undersigned, declare: 

8 1. I am over the age of 18 and otherwise competent to testify in any court or 

9 administrative proceeding. 

10 2. I am the Business Manager for El Camino Community College District. 

11 3. I have been employed by the District since August 1998. 
) 

1;' 
i 

4. On Thursday, December 2, 2004, I received a telephone call from Janny Chan, 

13 an auditor employed by the State Controller's Office. Ms. Chan requested to 

14 schedule an entrance conference during the week beginning December 6, 2004, 

15 to commence the audit of the above referenced annual reimbursement claims for 

16 the Health Fee Elimination mandate program. I stated to Ms. Chan that I would 

17 need to first contact the appropriate District staff to determine their availability. 

18 5. On Thursday, December 2, 2004, I made a phone call to Ms. Chan, in which I 

19 stated I was attempting to schedule a meeting time on December 8, or 9, 2004. 

20 6. On Monday, December 6, 2004, I left a voice mail message with Ms. Chan 

21 stating that the District staff was available for an entrance conference at 2:30 

22 p.m. on December 9, 2004. 

1 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

12 

DECLARATION OF PAMELA FEES 
INCORRECT REDUCTION CLAIM OF 
EL CAMINO COMMUNITY COLLEGE DISTRICT 

7. On Tuesday, December 7, 2004, I received a telephone call from Ms. Chan in 

which she stated that her supervisor was not available to attend the entrance 

conference on December 9, 2004. During this phone contact, Ms. Chan then 

requested the entrance conference to be conducted on January 5, 2005. During 

this phone contact, I agreed to the change of date. 

8. On Tuesday, December 7, 2004, I received an e-mail from Ms. Chan confirming 

the results of the phone call. The e-mail asked me to provide a letter to her 

supervisor stating that the entrance conference was "postponed" to January 5, 

2005. This e-mail is dated December 7, 2004, and is attached as Exhibit 1. 

9. On Tuesday, December 7, 2004, I prepared the memo requested by Ms. Chan 

and faxed it to her at the telephone number Ms. Chan provided in the e-mail. 

This memo is dated December 7, 2004, and attached as Exhibit 2. 

13 10. On Wednesday, December 8, 2004, I received an e-mail from Ms. Chan in 

14 which she requested that I provide a "formal letter (instead of a memo) to Art 

15 Luna, SCO audit manager" regarding the "postponement" of the entrance 

16 conference. This e-mail is dated December 8, 2004, and attached as Exhibit 3. 

17 11. On Wednesday, December 8, 2004, I prepared the letter requested by Ms. Chan 

18 and faxed it to her at the telephone number Ms. Chan provided. This letter is 

19 dated December 8, 2004, and attached as Exhibit 4. 

20 12. On Thursday, December 9, 2004, I received by fax a letter dated December 9, 

21 2004, from Art Luna, Audit Manager, which confirmed the entrance conference 

2 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

DECLARATION OF PAMELA FEES 
INCORRECT REDUCTION CLAIM OF 
EL CAMINO COMMUNITY COLLEGE DISTRICT 

date of January 5, 2005. In the letter, Mr. Luna stated that the delay of the 

entrance conference date was due to the unavailability of District staff. His 

statement is in direct contradiction of all previous district communication and 

correspondence. The letter is attached as Exhibit 5. 

The foregoing facts are known to me personally and, if so required, I could testify 

to the statements made herein. I hereby declare under penalty of perjury under the 

laws of the State of California that the foregoing is true and correct except where stated 

upon information or belief and that the attached exhibits are true and correct copies of 

the correspondence of the parties. 
"i) "7 tL · 

EXECUTED this ~ I day of February 2006, at Torrance, Californr~'. 

Pamela Fees 

3 
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Fees, Pamela 

Fro!l"· 
Seri 
To: 
Cc: 
Subject: 

Hi Pamela 

jchan@sco.ca.gov 
Tuesday, December 07, 2004 2:37 PM 
Fees, Pamela 
aluna@sco.ca.gov 
Entrance Conference 

Per our phone conversation today at 2: 25 p. m. _, the entrance conference for 
Thursday, December 9 is re-scheduled for January 5, 2005. 

In addition, you will provide me a letter stating the entrance conference is 
postponed from December 9, 2004 to January 5, 2005. 

Please fax a copy to: (310) 342-5670 

and send the original letter to 

Suite 1000 

90230 

Thank you. 

Janny Chan 
(310) 665-1650 

State Controller's Office 
Division of Audits 
600 Corporate Pointe, 

Culver City, California 

Attention: Janny Chan 

1 
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EL CAMINO COMMUNITY COLLEGE DISTRICT 

December 7, 2004 

To: 

FAX No. 
Tele No. 

From: 

Telephone No. 
FAX No. 

16007 Crenshaw Blvd., Torrance, CA 90506 

Janny Chan 
State Controller's Office 
Division of Audits 

(310) 342-5670 
(310) 665-1650 

Pamela Fees/J:'
Business Manager 

(310) 660-3110 
(310) 660-3798 

Pages transmitted (including cover page): 1 

Re: Health Elimination Fee Audit 

In your call to me the morning of December 2, 2004, you asked that I meet with you for 
an entrance conference the week· of December 6. You indicated Tuesday-Friday after 
1 :30 would be good times to consider for the 1 hour meeting. 

I called you back later that day to let you know I would not be working December 3 but 
was checking with staff to determine if December 8 or 9 would be available. 

I confirmed with them Monday that December 9 at 2:30 would be fine and I left you a 
voice message the morning of December 6. 

You called today to let me know your boss wasn't available the afternoon of December 
9, even if I moved up our meeting time to 12:30, therefore you couldn't accept that date. 

At your suggestion we selected a date in January to conduct the entrance conference. 
At this time it is scheduled for Wednesday, January 5, 2005, at 10:30 a.m. 

We will prepare a parking permit and map indicating the location of the meeting at El 
Camino College and mail it to you. 
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Fees, Pamela 

Frr 
Se1

1 

To: 
Subject: 

Hi Pamela 

jchan@sco.ca.gov 
Wednesday, December 08, 2004 12:08 PM 
Fees, Pamela 
entrance conference 

Please fax a formal letter (instead of a memo) to Art Luna, SCO audit 
manager, stating that an entrance conference for December 9 is postponed to 
January 5, 2005. 

Call me if you have questions. 

Janny Chan 
State Auditor 
(310) 665-1650 

FAX (310) 342-5670 
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EL CAMINO COMMUNITY COLLEGE DISTRICT 
16007 Crenshaw Blvd., Torrance, CA 90506 

December 8, 2004 

To: 

FAX No. 
Tele No. 

From: 

Telephone No. 
FAX No. 

Janny Chan 
State Controller's Office 
Division of Audits 

(310) 342-5670 
(310) 665-1650 

Pamela FeesW 
Business Manager 

(310) 660-3110 
(310) 660-3798 

Pages transmitted (including cover page): 2 

Re: Health Fee Elimination Audit 

I have attached a formal letter to Art Luna, per your request, indicating our agreed upon 
meeting date of January 5, 2005. 
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EL CAMINO COMMUNITY COLLEGE DISTRICT 

December 8, 2004 

Art Luna 

16007 Crenshaw Boulevard Torrance, California 90506-0001 
Telephone (310)532-3670or1-877-ECAMINO 

State Controller's Office 
Division of Audits 
600 Corporate Pointe, Suite 1000 
Culver City, CA 90230 

Dear Mr. Luna: 

Per my conversation with Janny Chan yesterday, I understand the original entrance 
conference date and time (December 9, 2004 at 2:30) I had suggested to discuss the 
Health Fee Elimination was a time at which you are unavailable. 

I confirmed this in a fax to J anny yesterday in a memo form and am now formalizing it in 
a letter to you. 

Therefore we have scheduled the meeting for January 5, 2005, at 10:30 a.m. I will 
prepare a parking permit and map indicating the location of the meeting at El Camino 
College and mail it to J anny. 

Sincerely, 

Pamela Fees 
Business Manager 
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Dr. Thomas M. Fallo 
President I Superintendent 

STEVE WESTLY 
illalifuntia ~brle C!Inntrnller 

December 9., 2004 

·El Camino Community College District 
16007 Crenshaw Blvd 
Torrance~ CA 90506 

Dear Dr. Fallo: 

This letter confirms that State Controller's Office has scheduled an audit of El Camino 
Communify College District's legislatively mandated Health Fee Elimination Program cost 
claims filed for fiscal· year (FY) 2000-01, FY 2001-02, and FY 2002-03. Government Code 
Section 17558.5 provides the authority for this audit. 

In a telephone conversation on Thursday, December 2, 2004, fanny Chan, SCO Auditor-in
Charge, asked to begin the audit this month. However, due to the unavailability of appropriate 
district personnel, Pamela Fees, Business Manager, requestedthat the audit commence on 
January 5, 2005, at 10:30 a.m. The entrance conference will be held at El Camino_ Community 
College District, 16007 Crenshaw, Torrance, California 90506. 

Please furnish working accommodations for and provide the necessary records (see the 
Attachment) to the audit staff. . . 

If you have any questions, please call me at (310) 342-5639. 

Audit Manager 
Compliance Audits Bureau 
Division of Audits 

-AL:th 

Attachment 

MAILING ADDRESS P.O. Box 942850, Sacramento, CA 94250-5874 
SACRAMENTO 300 Capitol Mall, Suite 518, Sacramento, CA 95814 (916) 324-8907 

305



Dr. Thomas M. Fallo · 

cc: Pamela Fees, Business Manager 
El Camino Community District 

Jim L. Spano, Chief 
Compliance Audits Bureau 
Division of Audits 
State Controller's Office 

Ginny Brummels, Manager 
·Division of Accounting and Reporting 
State Controller's Office 

Janny Chan 
Auditor-in~Charge 
Division of Audits 
State Controller's Office 

-2- December 9, 2004 
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State of California School Mandated Cost Manual 

I '~~~liill1~~1~~~1~lllll~~~lilll~I · ::::lJ1~~1~!~1ru1Mi~ 
CLAIM FOR PAYMENT 

,n .• 1i . -1ni1,1;1,. -:11 E•·Pl 11in•1·1 :!*1 I= .1.1:h!1~:rih·1ik q· •I•. ~i 1, I uiJI :~· 
(19) Program Number 00029 

I Pursuant to Government Code Section 17561 (20) Date File __ , __ ! __ 
HEALTH FEE ELIMINATION 

(21) LRS Input __ ! __ ! __ 

(01) Claimant Identification Number: Reimbursement Claim Data 
819140 

L (02) Mailing Address: Ctt11,,, ,... .. (22) HFE - 1.0, (04 )(b) $ 137,923 
A 
B Claimant Name • 119 c (23) 
E El Camino Community Colleae District Ot> , 
L County of Location "' (24) 

Los Anqeles 
H Street Address (25) 
E 16007 Crenshaw Blvd 
R City State Zip Code (26) 
E Torrance CA 90506-3110 

.· Type of Claim Estimated Claim Reimbursement Claim (27) 

(03) Estimated IBl (09) Reimbursement IBl (28) 

(04) Combined D (1 O) Combined D (29) 

(05) Amended D (11) Amended D (30) 

Fiscal Year of (06) (12) (31) 
Cost 2001-2002 2000-2001 
Total Claimed (07) (13) (32) 
Amount $ 151,000 $ 137,923 
Less: 10% Late Penalty, but not to exceed (14) . (33) 
$1000 • $ -
Less: Estimate Claim Payment Received (15) (34) 

$ 54,835 
Net Claimed Amount (16) (35) 

$ 83,088 
Due from State (OB) (17) (36) 

$ 151,000 $ 83,088 
Due to State (18) (37) 

$ -
(38) CERTIFICATION OF CLAIM 

.In accordance with the provisions of Governineht Code Section 17561; .1 certify that .1 am the person authorized by the local agency to file 
claims with the State of California for costs mandated by Chapter 309, Statutes of 1995, and certify under penalty of perjury that I h_ave 
not violated any of the provisions of Government Code Sections 1090 to 1096, inclusive. 

I further certify that there was no application other than from the claimant, nor any grant or payment received, for reimbursement of costs 
claimed herein; and such costs are for a new program or increased level of services of an existing program mandated by Chapter 309, 
Statutes of 1995. 

The amounts for Estimated Claim and/or Reimbursement Claim are hereby claimed from the State for payment of estimated and/or actual 
costs for the mandated program of Chapter 309, Statutes of 1995, set forth on the attached statements. 

Signature of Authorized Representative Date 

\£/~~ ~1 .... :- ;-i;.- z,o-o/ 
Pamela Fees -"4,,n Fife Copy Business Manager 
Type or Print Name Title 

(39) Name of Contact Person or Claim Telephone Number 
SixT en & Associates (858} 514-8605 

Form FAM-27 (Revised 9/97) Chapters 1/84 and 111 B/87 308



CONiROLL·~R OF C.ll TFORNt A 
P.c. B~X q42S,a, S~CPAMENT~. CALlFO~NtA 94250 

THIS REMITTANC~ 4DVICE IS FOR !~FORMATION P ~PP.SE ONLY. 
THS W~~R4NT COVERIN~ THE A~CUNT SHOWN WILL E MAILED 
DIRECTLY TO THE .PAYEE. 

~nA~n o~ T0 usrEes 
~L c•~t~" ~~M~ ~~L :r~! 
LOS 4NGELE5 COUNTY 
i~n~~ C~~NSH~W P.LVO 
!~??ANCE CA ~0506 

.- PAYEE: T~E'A5t,R1:~,. ~L tA~I"ll'J COM~ COL 1'TS! 

\ 
\ 

\ 
\ 
\ 
\ 

FUND NAMEt GENERAL FUNO . 

ISSUE ~A~E: 03/08/2001 

R~IM~URS~M€NT OF STATE M4NOAT~D COSTS 
IF YOU HAVE ANY Q!JESTtO?JS CALL NIEMl\ND quo~ AT (916) 3.23-073£ 
.ACL : ~-~70-2<15-0001 PP.C.r;. ~ HE·A.l Ttt FEE'· LIMtNA1'tON CH 1/; 
Z000/20'01 EST!Jl(.AT~!l PlVl.!eNT CL.A I~ED 4 .Tl l 90, 000 •OC 
TOTAL AD~USTMF.NTSt .or 
T~TA l .& ?PP.OVfD ClA!MF.~ ,on: 1°0. ooo. oc 
L~~s P~!0~ PftYUF~TS: .nc 
~ROR'AT..a "-F~Cl!N1"t ?-~.e~0.2.7Fi 
Pt?nP.A"l'A l:\ALANC~ nue: 13e:;.,16e;.o( 
APP?.QVED P.!YlltC:MT A~OUf\.tT/ 54,63-5.0C 
P~:yrA~NT CTFFS:t= rs -NITNt;' 
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State Controller's Office School Mandated Cost Manual 

MANDATED COSTS 
FORM 

HEALTH FEE ELIMINATION HFE-1.0 
,I 

CLAIM SUMMARY -
~laimant: (02) Type of Claim: Fiscal Year 

Claimant Name Reimbursement I x I 
El Camino Community College District Estimated I I 2000-2001 

(03) List all the colleges of the community college district identified in form HFE-1.1, line (03) 

(a) 
(b) 

Claimed 
Name of College Amount 

1. El Camino Community College $ 137,923.35 

2. $ -

3. $ -

4. $ -

5. $ -

6. - $ -

7. $ -
cS. $ -

9. $ -

10. $ -

11. $ -

12. $ -

13. $ -

14. $ -

15. $ -

16. $ -

17. $ -
-

18. $ -

19 .. $ -

20. $ -

21. $ -

{04) Total Amount Claimed [Line (3.1b) +line (3.2b) +line (3.3b) + ... line (3.21b)] $ 137,923 

Revised 9/97 Chapters 1 /84 and 1118/87 
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State Controller's Office School Mandated Cost Manual 

I MANDATED COSTS 
FORM 

HEALTH FEE ELIMINATION HFE-1.1 

CLAIM SUMMARY 

(01) Claimant: (02) Type of Claim: Fiscal Year 

ReimbursementLJU 

El Camino Community College District Estimated D 2000-2001 

(03) Name of College El Camino Community College 

(04) Indicate with a check mark, the level at which health services were provided during the fiscal year of reimbursement in comparison to the 1986/87 fiscal 
year. If the "Less" box is checked, STOP, do not complete the form. No reimbursement Is allowed. 

LESS SAME MORE 

D I x I D 
Direct Cost Indirect Cost of: Total 

32.96% 

(05} Capt of Health.Services for the Fiscal year of Claim $ 372,049 $ 122,627 $ 494,676 

(06} Cost of providing current fiscal year health services which are in excess of the 
$ - $ - $ -

level provided in 1986/87 

(07} Cost of providing current fiscal year health services at the 1986/87 level 
$ 372,049 $ 122,627 $ 494,676 

[Line (05} - line (06)] 

(08) Complete Columns (a) through (g) to provide detail data for health fees 

(a) (b} (c) (d) (e) (f) (g) 

Period for which health fees were 
Unit Cost for 

Full-time 
Unit Cost for 

Part-time 
Student Health 

Number of Number of Full-time Part-time Fees That Could 
collected Full-time Part-time Student per 

Student 
Student per 

Student Have Been 
Health Fees Health Fees 

Students Students Educ. Code 
(a)x (c) 

Educ. Code 
(b) x (e) 

Collected 
§ 76355 § 76355 (d) +(f) 

4,330 14,025 $ 10.00 $ 43,300 $ 10.00 $ 140,250 $ 183,550 
1. Per fall semester 

3,103 12,858 $ 10.00 $ 31,030 $ 10.00 $ 128,580 $ 159,610 
2. Per sorina semester 

503 12,691 - $ - .. $ - $ -
3. Per summer session 

$ - $ - $ -
4. Per first quarter 

$ - $ - $ -
5. Per second quarter 

$ - $ - $ -
6. Per third auarter 

(09} Total health fee that could have been collected [Line (8.1 g) + (B.2g) + ......... (8.6g)J 
$ 343,160 

(1 O} Sub-total [Line (07) - line (09)] 
$ 151,516 

Cost Reduction 
(11) Less: Offsettina Savinas, if aoolicable $ -
(12) Less: Other Reimbursements, if aoolicable $13,593.00 

(13} Total Amount Claimed [Line (10) - {line (11) +line (12)}] 
$ 137 923 
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State of California 

MANDATED COSTS 
HEALTH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

,J1) Claimant 

El Camino Community College District 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Accident Reports 

Appointments 
College Physician, surgeon 
Dermatology, Family practice 
Internal Medicine 
Outside Physician 
Dental Services 
Outside Labs, (X-ray, etc.,) 
Psychologist, full services 
Cancel/Change Appointments 
Registered Nurse 
Check Appointments 

Assessment, Intervention and Counseling 
Birth Control 
Lab Reports 
Nutrition 
Test Results, office 
Venereal Disease 
Communicable Disease 
Upper Respiratory Infection 
Eyes, Nose and Throat 
EyeNision 
Dermatology/ Allergy 
Gynecology/Pregnancy Service 
Neuralgic 
Orthopedic 
Genito/Urinary 
Dental 
Gastro-1 ntestinal 
Stress Counseling 
Crisis Intervention 
Child Abuse Reporting and Counseling 
Sunstance Abuse Identification and Counseling 
Eating Disorders 
Weight Control 
Personal Hygiene 
Burnout 
Other Medical Problems, list 

Examinations, minor illnesses 
Recheck Minor Injury 

Health Talks or Fairs, Information 
Sexually Transmitted Disease 
Drugs 
Acquired Immune Deficiency Syndrome 
Child Abuse 

Revised 9/97 

Sch' · Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2000-2001 

(a) 
FY 

1986/87 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 

x 
x 
x 
x 

(b) 
FY 

of Claim 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 

x 
x 
x 
x 

Chapters 1/84 and 1118/87, Page 1 of 3 313



State of California 

MANDATED COSTS 
HEALTH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

(01) Claimant 

El Camino Community College District 

{03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Birth Control/Family Planning 
Stop Smoking 
Library, Videos and Cassettes 

First Aid, Major Emergencies 
First Aid, Minor Emergencies 
First Aid Kits, Filled 

Immunizations 
Diphtheria/Tetanus 
Measles/Rubella 
Influenza 
Information 

Insurance 
On Campus Accident 
Voluntary 
Insurance Inquiry/Claim Administration 

Laboratory Tests Done 
Inquiry /I nterpi"etation 
Pap Smears 

Physical Examinations 
Employees 
Students 
Athletes 

Medications 
Antacids 
Antidiarrheal 
Aspirin, Tylenol, etc., 
Skin Rash Preparations 
Eye Drops 
Ear Drops 
Toothache, oil cloves 
Sting kill 
Midol, Menstrual Cramps 
Other, list---> Ibuprofen 

Parking Cards/Elevator Keys 
Tokens 
Return Card/Key 
Parking Inquiry 
Elevator Passes 
Temporary Handicapped Parking Permits 

Revised 9/97 

Sch ~~andated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2000-2001 

(a) 
FY 

1986/87 

x 
x 
x 

x 
x 
x 

x 
x 
x 
x 

x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 

(b) 
FY 

of Claim 

x 
x 
x 

x 
x 
x 

x 
x 
x 
x 

x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
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State of California 

MANDATED COSTS 
HEALTH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

,u1) Claimant 

El Camino Community College District 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Referrals to Outside Agencies 
Private Medical Doctor 
Health Department 
Clinic 
Dental 
Counseling Centers 
Crisis Centers 
Transitional Living Facilities, battered/homeless women 
Family Planning Facilities 
other Health Agencies 

Tests 
Blood Pressure 
Hearing 
Tuberculosis 

Reading 
Information 

Vision 
Glucometer 
Urinalysis 
Hemoglobin 
EKG 
Strep A Testing 
PG Testing 
Monospot 
Hemacult 
others, list 

Miscellaneous 
Absence Excuses/PE Waiver 
Allergy Injections 
Bandaids 
Booklets/Pamphlets 
Dressing Change 
Rest 
Suture Removal 
Temperature 
Weigh 
Information 
Report/Form 
Wart Removal 
Others, list 

Committees 
Safety 
Environmental 
Disaster Planning 
Skin Rash Preparations 
Eye Drops 

Revised 9/97 

Ser · Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2000-2001 

(a) 
FY 

(b) 
FY 

1986/87 of Claim 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 
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State of California School Mandated Cost Manual 
~~~~~~~~~~~~~~~~~~~~~~~~~~~ ........ ----------~~----~-

For State Controller Use only 
CLAIM FOR PAYMENT 

Pursuant to Government Code Section 17561 
HEALTH FEE ELIMINATION 

(01) Claimant Identification Number: 
L 819140 
A (02) Mailing Address: 
B . 
E Claimant Name 
L El Camino Communit Colle e District 

County of Location 
H LosAn eles 
E Street Address 
R 16007 Crenshaw Boulevard 
E City State 

Torrance CA 
Zip Code 
90506-0002 

Type of Claim Estimated Claim Reimbursement Claim 

(03) Estimated IBJ (09) Reimbursement IBJ 
(04) Combined D (10) Combined 

(05) Amended D (11) Amended 

Fiscal Year of 
Cost 
Total Claimed 

·· Amolfnc 

(06) 

(07) 
~-··· 
.P·-

(12) 
2002-03 

(13) 
t8tl;00tl ·$ 

Less.: 10% Late Penalty, but not to exceed 
·oo 

(14) 
$ 

... 11ss: Estimate Claim Payment Received (15) 
$ 

Net Claimed Amount 

Due from State 

Due to State 

(16) 
$ 

(OB) (17) 
$ 180,000 $ 

(38) CERTIFICATION OF CLAIM 

2001-2002 

D 
D 

167,&1~ 

35,266 

132,245 

132,245 

(19) Program Number 00029 
(20) Date File _/_/_ 

(21) LRS Input_/_/_ 

Reimbursement Claim Data 

(22) HFE - 1.0, (04)(b) $ 

(23) 

(24) 

(25) 

(26) 

(27) 

(28) 

(29) 

(30) 

(31) 

(32) 

(33) 

(34) 

(35) 

(36) 

(37) 

167,511 

In accordance with the provisions of Government Code § 17561, I certify that I am the officer authorized by the local agency to file claims with the State of 
·California for costs mandated by Chapter 1, Sta.tutes of 1984, and Chapter 1118, Statutes of 1987, and certify under penalty of perjury that I have not violated 
any of the provisions of Government Code Sections 1090 to 1096, inclusive. 

I further certify that there was no application other than from the claimant, nor any grant or payment received, for reimbursement of costs claimed herein; and 
such costs are for a new program or increased level of services of an existing program mandated by Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 
1987. 

The amounts for Estimated Claim and/or Reimbursement Claim are hereby claimed from the State for payment of estimated and/or actual costs for the 
mandated program of Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 1987, set forth on the attached statements. 

Date 

Business Manager 
/pe or Print Name Title 

(39) Name of Contact Person or Claim 
Telephone Number ___ ..._(8_5_8,_) _51_4_-_86_0_5 _________ _ 

SixTen and Associates E-Mail Address kbpsixten@aol.com 

Form FAM-27 (Revised 9/01) Chapters 1/84 and 1118/87 316
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' 

• :· •• ~~& .... ::,:: ~·: ..... ~. ~·~ ': ;:~· 

,. · .. 

. - .. 

" ... r-

·. 

~ l&ft 
TR-EA.SU tt£ft 
EL CAM1MO COKK cot. D·IST 
1,.QS AffGEL£.S COUNTY 
1'&0:7 ·CR-ENSffAW BLVD 
TORRANCE CA 9050' 

USU! tATlh M.166/lOOZ 
xs:su.e BATE l Ql/0,.1'2002 CLAIM SCHEDULE. N&Rt MA-1139:2E 

REIMlWttSEKEN:T OF S-TATE MA.NOA·TED c.os:rs 
. A:NV QlJESTION$ .. aEGARDIHG TfUS CL.AIM .CALL FRAN 91, 32a ... o7'& 

A:'CL l &:&7o:-...z'1s-o.atn . P:R.QS .l KEAi.TH FE.E· E.I,.lMlW.ATlOK Cff, l/&4· 
2.ott1l'21u;2 ESTIMATED· PAVJtENT ClAnteti AMT i 1s1. noo. oo 
fOTAL. MlJ:-U:S.TMEtffSi . • 00 
TOTAL APPROVED CL.Al MED AMT r l.!H, 00·0. 01>' 
LESS -PIUOk. P.AVME .. TSt • 00 
PRO:R·Al"A PER.CE.N'ti· 2'·3 .. 354721 
'PR~ATA llAt.ANCE nue i . llS, 734 .. 0.o-
Afll'P.lft'JV'£& P'AVMr!NT AMotntT. 35, 2'''. O'U 
-PA:YJilE:HT Of"FSETS (A.ct. ttllR,. HA,.f!t£,, FV • ~MT. ) ·f 
6 ll o-~9S.-MHU COllECflV'E •A-rtQAJN' CK 9'& 9'9/DC fl .1ia-

'MET PAYMEffT A14QUMTf li .. :s2s.oo. 

) 
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Claimant Name 

El Camino Community College District 

MANDATED COSTS 

HEALTH FEE ELIMINATION 

CLAIM SUMMARY 

(02) Type of Claim: 

Reimbursement 

Estimated 

x 

School Mandated Cost Manual 

FORM 
HFE-1.0 

Fiscal Year 

2001-2002 

(03) List all the colleges of the community college district identified in form HFE-1.1, line (03) 

(a) 
Name of College 

1. El Camino College 

2. 

3. 

4. 

5. 

6. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20. 

.:.. I. 

(04) Total Amount Claimed [Line (3.1b) +line (3.2b) +line (3.3b) + ... line (3.21b)] 

Revised 9/97 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

(b) 
Claimed 
Amount 

167,511.12 

167,511 
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State Controller's Office School Mandated Cost Manual 

MANDATED COSTS 

HEAL TH FEE ELIMINATION 
FORM 

HFE-1.1 
CLAIM SUMMARY 

(01) Claimant: (02) Type of Claim: Fiscal Year 

Reimbursement W 
El Camino Community College District Estimated D 2001-2002 

(03) Name of College El Camino College 

(04) Indicate with a check mark, the level at which health services were provided during the fiscal year of reimbursement in comparison to the 1986/87 fiscal 
year. If the "Less" box is checked, STOP, do not complete the form. No reimbursement is allowed. 

LESS SAME MORE 

D I x I D 
Direct Cost Indirect Cost of: Total 

28.63% 

(05) Cost of Health Services for the Fiscal year of Claim $ 403,626 $ 115,558 $ 519,184 

-(06) Cost of providing current fiscal year health services which are in excess of the $ - $ - $ -
level provided in 1986/87 

(07) Cost of providing current fiscal year health services at the 1986/87 level $ 403,626 $ 115,558 $ 519,184 
[Line (05) - line (06)] 

(08) Complete Columns (a) through (g) to provide detail datl;i for health fees 

(a) (b) (c) (d) (e) (f) (g) 

Period for which health fees were 
Unit Cost for 

Full-time 
Unit Cost for 

Part-time 
Student Health 

Number of Number of Full-time Part-time Fees That Could 

collected Full-time Part-time Student per 
Student 

Student per 
Student 

Have Been 
Health Fees Health Fees 

Students Students Educ.Code 
(a) x (c) 

Educ. Code 
(b) x (e) 

Collected 
§ 76355 § 76355 (d) + (f) 

2,298 15,445 $ 10.00 $ 22,980 
1. Per fall semester 

$ 10.00 $ 154,450 $ 177,430 

1,894 15,272 $ 10.00 $ 18,940 
2. Per sprinQ semester 

$ 10.00 $ 152,720 $ 171,660 

30 13,942 $ - $ - $ - $ -
3. Per summer session 

$ -
4. Per first quarter 

$ - $ -

$ - $ - $ -
5. Per second quarter 

$ - $ - $ -
6. Per third quarter 

(09) Total health fee that could have been collected [Line (8.1g) + (8.2g) + ......... (8.6g)] 
$ 349,090 

(10) Sub-total [Line (07) - line (09)] 
$ 170,094 

Cost Reduction 
(11) Less: Offsettina Savinqs, if applicable $ -
(12) Less: Other Reimbursements, if applicable $ 2,583 

(13) Total Amount Claimed [Line (10) - {line (11) +line (12)}] 
$ 167,511 

Revised 9/97 Chapters 1 /84 and 1118/87 319



EL CA' ~O COMMUNITY COLLEGE DIST. ;T 
CALL-tJLATIONOFINDIRECT COSTRA1""", ft. 11 _ o/A ~ 

FISCAL YEAR ~ 11 I ..... 

2000-2001 . u.f11t>4l 

REFERENCE DESCRIPTION 2000-2001 

(CCFS 3i!) 

INSTRUCTIONAL ACTIVITY 

Instructional Costs 

Insbuctional Salaries and Benefits 34,637,085 

Instructional Operatin" Expenses 1,405,525 
Insbuctional Suooort Insbuctional Salaries and Benefits 0 

Auxlllarv Operations Instructional Salaries and Benefits 112,575 

TOTAL INSTRUCTIONAL COSTS 1 36155185 

Non-Instructional Costs 

Non-Instructional Salaries and Benefits 2,350,610 

Insbuctional Admin. Salaries and Benefits 4,749,688 

Insbuctional Admin. Operatlmr Exnenses 1,141,Q56 

Auxiliary Classes Non-Inst. Salaries and Benefits 1,605,173 

Auxiliarv_Classes Ooeratlnl!" Exnenses 1,543,211 

TOTAL NON-INSTRUCTIONAL COSTS 2 11389738 

TOTAL INSTRUCTIONAL ACTIVITY COSTS 3 (1+2) 47,544 923 

DIRECT SUPPORT ACTIVITY 

Direct Support Costs 

Insbuctional Support ServicesNon Inst. Salaries and Benefits 2,068,940 

Iosbuctiona Support Services Operatinl!" Expeenses 279,642 

Admissions and Records 2,372,772 

Counsellinl!" and Guidance 3,469,142 

Other Student Services 5,897,480 

TOTAL DIRECT SUPPORT COSTS 4 14087,976 

'[QTAL IN.S.TRCI.CTlQ!i4L ,1.CTIVITY c.osrs. 
A "'D ·nr1>Rf"'7' .~TIPPnRT COSTS 5 f.~ + dl 61632899 -

Indirect Support Costs 

Operation and Maintenance of Plant 7,135,934 

Planning and Policy Making . 2,634,424 

General Instructional Suooort Services 7,872,419 

TOTAL INDIRECT SUPPORT COSTS 6 17 642777 

TnTAT T. A.CTIVITY CfJSTS A Nn DIREr'7' 

S.UPPQE.'l:. CQ.S.'[S., .d.lYJ). TOz:dL If:!.fllB.E.r:J:. S.U.PPOR'l. CJls.T.S. 
(5. + I!! = XQl'd.L COS'[S 79 275 676 

SUPPORT CQSIS ALLQCAIIQN RATES 
_,,...--....._ 

Indirect Support Costs Allocation Rate = ·r ) TntAl ln.-H•~~• c;,,.nnn"• f'n•ts f6) I 2s.63% 

Total Instructional Activitv Costs \ 
-and Direct Support Costs (5) 

Direct Support Costs Allocation Rate= 

'l'nto1 r"~"t Sunnn" f'n••• f'1) 29.63% 

Total Instructional Activitv Costs (3) 

Total Supoort Cost Allocation 58.26% 
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State of California --------
MANDATED COSTS 

HEALTH FEE ELIMINATION 
COMPONENT/ACTIVITY COST DETAIL 

El Camino Community College District 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Accident Reports 

Appointments 
College Physician, surgeon 
Dermatology, Family practice 
Internal Medicine 
Outside Physician 
Dental Services 
Outside Labs, (X-ray, etc.,) 
Psychologist, full services 
Cancel/Change Appointments 
Registered Nurse 
Check Appointments 

Assessment, Intervention and Counseling 
Birth Control 
Lab Reports 
Nutrition 
Test Results, office 
Venereal Disease 
Communicable Disease 
Upper Respiratory Infection 
Eyes, Nose and Throat 
EyeNision 
Dermatology/Allergy 
Gynecology/Pregnancy Service 
Neuralgic 
Orthopedic 
Genito/Urinary 
Dental 
Gastro-1 ntestinal 
Stress Counseling 
Crisis Intervention 
Child Abuse Reporting and Counseling 
Substance Abuse Identification and Counseling 
Eating Disorders 
Weight Control 
Personal Hygiene 
Burnout 
Other Medical Problems, list 

Examinations, minor illnesses 
Recheck Minor Injury 

Health Talks or Fairs, Information 
Sexually Transmitted Disease 
Drugs 
Acquired Immune Deficiency Syndrome 
Child Abuse 

Revised 9/97 

School Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2001-2002 

(a) 
FY 

1986/87 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 

x 
x 
x 
x 

(b) 
FY 

of Claim 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 

x 
x 
x 
x 
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State of California --------

l ~ .1 Claimant 

El Camino Community College District 

MANDATED COSTS 
HEAL TH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Birth Control/Family Planning 
Stop Smoking 
Library, Videos and Cassettes 

First Aid, Major Emergencies 
First Aid, Minor Emergencies 
First Aid Kits, Filled 

Immunizations 
Diphtheria/Tetanus 
Measles/Rubella 
Influenza 
Information 

Insurance 
On Campus Accident 
Voluntary 
Insurance Inquiry/Claim Administration 

Laboratory Tests Done 
Inquiry/Interpretation 
Pap Smears 

Physical Examinations 
Employees 
Students 
Athletes 

Medications 
Antacids 
Antidiarrheal 
Aspirin, Tylenol, etc., 
Skin Rash Preparations 
Eye Drops 
Ear Drops 
Toothache, oil cloves 
Stingkill 
Midol, Menstrual Cramps 
Other, list---> Ibuprofen 

Parking Cards/Elevator Keys 
Tokens 
Return Card/Key 
Parking Inquiry 
Elevator Passes 
Temporary Handicapped Parking Permits 

Revised 9/97 

\ Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2001-2002 

(a) (b) 
FY FY 

1986/87 of Claim 

x x 
x x 
x x 

x x 
x x 
x x 

x x 
x x 
x x 
x x 

x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
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Stale of California -------

l'" , 1 Claimant 

El Camino Community College District 

MANDATED COSTS 
HEAL TH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Referrals to Outside Agencies 
Private MediCal Doctor 
Health Department 
Clinic 
Dental 
Counseling Centers 
Crisis Centers 
Transitional Living Facilities, battered/homeless women 
Family Planning Facilities 
other Health Agencies 

Tests 
Blood Pressure 
Hearing 
Tuberculosis 

Reading 
Information 

Vision 
Glucometer 
Urinalysis 
Hemoglobin 
EKG 
Strep A Testing 
PG Testing 
Monospot 
Hemacult 
Others, list 

Miscellaneous 
Absence Excuses/PE Waiver 
Allergy Injections 
Banda ids 
Booklets/Pamphlets 
Dressing Change 
Rest 
Suture Removal 
Temperature 
Weigh 
Information 
Report/Form 
Wart Removal 
Others, list 

Committees 
Safety 
Environmental 
Disaster Planning 
Skin Rash Preparations 
E e Oro s 

Revised 9/97 

JOI Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2001-2002 

(a) (b) 
FY FY 

1986/87 of Claim 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 
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State of California School Mandated Cost Manual 
--~~~~~~~~~~~~~~~~~~~~~~~~~~~ ....... ----------------------

For State Controller Use only 
CLAIM FOR PAYMENT 

Pursuant to Government Code Section 17561 
HEAL TH FEE ELIMINATION 

(19) Program Number 00029 
(20) Date File __}_/_ 

(21) LRS Input _/_/_ 

(01) Claimant Identification Number: Reimbursement Claim Data 
L 819140 
A (02) Mailing Address: (22) HFE - 1.0, (04)(b) $ 174,277 

Bi-,....,.....,....~_,...,,_...~~~~~~~~~~~~~~~~~~~~~~,.--~~~~~-t-~~~~~~~...,..---1 
E Claimant Name (23) 
. L El Camino Commun it Colle e District 

County of Location (24) 
H Los An eles 
E Street Address (25) 
R 16007 Crenshaw Boulevard 
E City State Zip Code (26) 

Torrance CA 90506-0002 
Type of Claim Estimated Claim Reimbursement Claim (27) 

(03) Estimated IBJ (09) Reimbursement IBJ (28) 

(04) Combined D (10) Combined D (29) 

(05) Amended D (11) Amended 0 (30) 

Ftscal Year of 
Cost 
Total Claimed 
Amount 

(06) 
2003-2004 

(07) 
$ 175,000 

Less: 10% Late Penalty, but not to exceed 
'00 
,s: Estimate Claim Payment Received 

Net Claimed Amount 

Due from State 
175,000 

Due to State 

(38) CERTIFICATION OF CLAIM 

(12} (31) 
2002-2003 

(13) (32) 
$ 174,277 
(14) (33) 

$ 
(15) (34) 

$ 
(16) (35) 
$ 174,277 
(17) (36) 
$ 174,277 
(18) (37) 

$ 

In accordance with the provisions of Government Code§ 17561, I certify that I am the officer authorized by the local agency to file claims with the State of 
California for costs mandated by Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 1987, and certify under penalty of perjury that I have not violated 
any of the provisions of Government Code Sections 1090 to 1096, inclusive. 

I further certify that there was no application other than from the claimant, nor any grant or payment received, for reimbursement of costs claimed herein; and 
such costs are for a new program or increased level of services of an existing program mandated by Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 
1987. 

The amounts for Estimated Claim and/or Reimbursement Claim are hereby claimed from the State for payment of estimated and/or actual costs for the 
mandated program of Chapter 1, Statutes.of 1984, and Chapter 1118, Statutes of 1987, set forth on the attached statements. 

Sig~atu. of Authori.ze. d Officer 
( / 0 ,f_ 
.~~\..J~ 

Pamela Fees 
- 1e or Print Name 

I 
,. -')Name of Contact Person or Claim 

SixTen and Associates 
Form FAM-27 (Revised 9/01) 

Date 

Business Mana er 
Title 

858 514-8605 

E-Mail Address kbpsixten@aol.com 
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Claimant Name 

El Camino Community College District 

MANDATED COSTS 

HEALTH FEE ELIMINATION 

CLAIM SUMMARY 

(02) Type of Claim: 

Reimbursement 

Estimated 

x 

School Mandated Cost Manual 

FORM 
HFE-1.0 

Fiscal Year 

2002-2003 

(03) List all the colleges of the community college district identified in form HFE-1.1, line (03) 

(a) 
Name of College 

1. El Camino College 

2. 

3. 

4. 

5. 

6. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

{04) Total Amount Claimed [Line (3.1b) +line (3.2b) +line (3.3b) + ... line (3.21b)) 

Revised 9/97 

$ 

$. 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

(b) 
Claimed 
Amount 

174,277.26 

174,277 
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State Controller's Office School Mandated Cost Manual 

MANDATED COSTS 

HEAL TH FEE ELIMINATION 
FORM 

HFE-1.1 
CLAIM SUMMARY 

(01) Claimant: (02) Type of Claim: Fiscal Year 

Reimbursement W 
El Camino Community College District Estimated D 2002-2003 

(03) Name of College El Camino College 

(04) Indicate with a check mark, the level at which health services were provided during the fiscal year of reimbursement in comparison to the 1986/87 fiscal 

year. If the "Less" box is checked, STOP, do not complete the form. No reimbursement is allowed. 

LESS SAME MORE 

I I [TI D 
Direct Cost Indirect Cost of: Total 

28.46% 

(05) Cost of Health Services for the Fiscal year of Claim $ 455,152 $ 129,536 $ 584,688 

{06) Cost of providing current fiscal year health services which are in excess of the $ - $ . $ -
level provided in 1986/87 

( 07) Cost of providing current fiscal year health services at the 1986/87 level $ 455,152 $ 129,536 $ 584,688 
[Line (05) - line {06)] 

(08) Complete Columns (a) through (g) to provide detail data for health fees 

(a) (b) (c) (d) (e) (f) (g) 

Period for which health fees were 
Unit Cost for 

Full-time 
Unit Cost for 

Part-time 
Student Health 

Number of Number of Full-time Part-time Fees That Could 

collected Full-time Part-time Student per 
Student 

Student per 
Student 

Have Been 
Health Fees Heallh Fees 

Students Students Educ. Code 
(a) x (c) 

Educ. Code 
(b)x(e) 

Collected 
§ 76355 § 76355 (d) + (f) 

4,776 15,928 $ 10.00 $ 47,760 
1. Per fall semester 

$ 10.00 $ 159,280 $ 207,040 

4,448 14,386 $ 10.00 $ 44,480 
2. Per soring semester 

$ 10.00 $ 143,860 $ 188,340 

$ - $ . $ -
3. Per summer session 

$ - $ . $ -
4. Per first quarter 

$ - $ . $ -
5. Per second quarter 

$ - $ . $ -
6. Per third quarter 

{09) Total health fee that could have been collected [Line (8.1g) + (B.2g) + ......... (B.6g)] 
$ 395,380 

(10) Sub-total [Line (07) - line (09)] 
$ 189,308 

Cost Reduction 
( 11) Less: OffsettinQ Savinas, if applicable $ -
(12) Less: Other Reimbursements, if aoolicable $ 15,031 

(13) Total Amount Claimed [Line (10) - {line (11) +line (12)}] 
$ 174,277 

Revised 9/97 Chapters 1/84 and 1118/87 
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EL CAMINO COMMUNITY COLLEGE DISTRICT 
CALCULATION OF INDIRECT COST RA TE, 

FISCAL YEAR 
2001-2002 

REFERENCE DESCRIPTION 

(CCFS 311) 

INSTRUCTIONAL ACTIVITY 

Instructional Costs 

Instructional Salaries and Benefits 

Instructional Oneratinl! Elcoenses 
Instructional Sunnnrt Instructional Salaries and Benefits 

Auxiliarv Ouerations Instructional Salaries and Benefits 

TOTAL INSTRUCTIONAL COSTS 1 

Non-Instructional Costs 

Non-Instructional Salaries and Benefits 

Instructional Admin. Salaries and Benefits 

Instructional Admi.o. Oueratinl! Exuenses 

Auxiliarv Classes Non-Inst. Salaries and Benefits 

Auxiliarv Classes Ooeratinl! Exuenses 

TOTAL NON-INSTRUCTIONAL COSTS 2 

TOTAL INSTRUCTIONAL ACTIVITY COSTS 3 (1+2) 

DIRECT SUPPORT ACTIVITY 

Direct Suuoort Costs 

Instructional Suuoort ServicesNon Inst. Salaries and Benefits 

Instructiona Suooort Services Ooeratinl! Exoeenses 

Admissions and Records 

Counselli1u1 and Guidance 

Other Student Services 

TOTAL DIRECT SUPPORT COSTS 4 

:LQTAL ItJ.STRU.CTIONtJ,L ACTIVITY c.osrs. 
AND DIRECr s VPPORT c.osi's 5 (3 + 4) 

Indirect Suooort Costs 

Operation and Maintenance of Plant 

Plannin11: and Policv Making 

General Instructional Suooort Services 

TOTAL INDIRECT SUPPORT COSTS 6 

TOT_Al.Jtl.STIWCTIQ/Y_ALAC.TIVITY COSTS tJ,ND DlRECT 

SUPPORT CQSTS, /jri_D TQTt,L lfY_DIREC.T SUPPORT C..OSTS 

{5 + 6) = TOTB,L COSTS 

SUPPORT COSTS ALLOCATION RATES 

Indirect Suooort Costs Allocation Rate= 

Tot•) Indirect Sunoorts Costs 16) 

Total Instructional Activitv Costs 

and Direct Support Costs (5) 

Direct Support Costs Allocation Rate= 

Total Direct .C:unnort Costs 14) 

Total Instructional Activilv Costs 13) 

[Total Suooort Cost Allocation 

I 

2001-2002 

38,465,491 

1307,934 
0 

123,607 

39,897032 

2,570,144 

5,056,212 

971,106 

2,052,409 

1 373,030 

12,022 901 

51.919 933 

2,302,041 

259,142 

2,418,915 

3,696,847 

6,515,747 

15,192 692 

67112,625 

7,117,031 

2,723,404 

9,259,918 

19100 353 

86,212,978 

(/ ~ 

1 28.46't 

\ / 
-

29.26% 

57.72% 
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State of California ---------

(01) Claimant 

El Camino Community College District 

MANDATED COSTS 
HEALTH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Accident Reports 

Appointments 
College Physician, surgeon 
Dermatology, Family practice 
Internal Medicine 
Outside Physician 
Dental Services 
Outside Labs, (X-ray, etc.,) 
Psychologist, full services 
Cancel/Change Appointments 
Registered Nurse 
Check Appointments 

Assessment, Intervention and Counseling 
Birth Control 
Lab Reports 
Nutrition 
Test Results, office 
Venereal Disease 
Communicable Disease 
Upper Respiratory Infection 
Eyes, Nose and Throat 
EyeNision 
Dermatology/Allergy 
Gynecology/Pregnancy Service 
Neuralgic 
Orthopedic 
Genito/Urinary 
Dental 
Gastro-1 ntestinal 
Stress Counseling 
Crisis Intervention 
Child Abuse Reporting and Counseling 
Substance Abuse Identification and Counseling 
Eating Disorders 
Weight Control 
Personal Hygiene 
Burnout 
Other Medical Problems, list 

Examinations, minor illnesses 
Recheck Minor Injury 

Health Talks or Fairs, Information 
Sexually Transmitted Disease 
Drugs 
Acquired Immune Deficiency Syndrome 
Child Abuse 

l:i"""i e>orl Q/07 

School Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2002-2003 

(a) 
FY 

1986/87 
x 

x 
·x 
x 
x 

x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 

x 
x 
x 
x 

f"'h<11ntore> 1 /P./I onrl 111 P./P.7 

(b) 
FY 

of Claim 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 

x 
x 
x 
x 

D"'""' 1 nf ':l 

328



State of California -------

Claimant 

El Camino Community College District 

MANDATED COSTS 
HEAL TH FEE ELIMINATION 

COMPONENT/ACTIVITY COST DETAIL 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Birth Control/Family Planning 
Stop Smoking 
Library, Videos and Cassettes 

First Aid, Major Emergencies 
First Aid, Minor Emergencies 
First Aid Kits, Filled 

Immunizations 
Diphtheriaff etanus 
Measles/Rubella 
Influenza 
Information 

Insurance 
On Campus Accident 
Voluntary 
Insurance Inquiry/Claim Administration 

Laboratory Tests Done 
Inquiry/Interpretation 
Pap Smears 

Physical Examinations 
Employees 
Students 
Athletes 

Medications 
Antacids 
Antidiarrheal 
Aspirin, Tylenol, etc., 
Skin Rash Preparations 
Eye Drops 
Ear Drops 
Toothache, oil cloves 
Sting kill 
Midol, Menstrual Cramps 
Other, list 

Parking Cards/Elevator Keys 
Tokens 
Return Card/Key 
Parking Inquiry 
Elevator Passes 
Temporary Handicapped Parking Permits 

'11 Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2002-2003 

(a) (b) 
FY FY 

1986/87 of Claim 

x x 
x x 
x x 

x x 
x x 
x x 

x x 
x x 
x x 
x x 

x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 

"L--.1.--- oillft.A ---' ...... ..,.,,.._, ""'--- n _i,,.,, 
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MANDATJD COSTS 
I 

HEALTH FEE ~LIMINATION 
COMPONENT/ACTIVITY COST DETAIL 

\v . J 'Claimant 

El Camino Community College District 

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health 
Service was provided by student health service fees for the indicated fiscal year. 

Referrals to Outside Agencies 
Private Medical Doctor 
Health Department 
Clinic 
Dental 
Counseling Centers 
Crisis Centers 
Transitional Living Facilities, battered/homeless women 
Family Planning Facilities 
Other Health Agencies 

Tests 
Blood Pressure 
Hearing 
Tuberculosis 

Reading 
Information 

Vision 
Glucometer 
Urinalysis 
Hemoglobin 
EKG 
Strep A Testing 
PG Testing 
Monospot 
Hemacult 
Others, list 

Miscellaneous 
Absence Excuses/PE Waiver 
Allergy Injections 
Band aids 
Booklets/Pamphlets 
Dressing Change 
Rest 
Suture Removal 
Temperature 
Weigh 
Information 
Report/Form 
Wart Removal 
Others, list 

Committees 
Safety 
Environmental 
Disaster Planning 
Skin Rash Preparations 
E e Oro s 

Revised 9/97 

0 ·h0•'I Mandated Cost Manual 

FORM 
HFE-2.1 

Fiscal Year 

2002-2003 

(a) 
FY 

1986/87 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 

(b) 
FY 

of Claim 

x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 

x 
x 
x 
x 
x 
x 

x 
x 
x 
x 

x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 
x 

x 
x 
x 
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CONFIRMATION OF RECEIPT OF DOCUMENT 

Please fax this form to SixTen upon receipt of the enclosed claim. 

Fax to: SixTen and Associates 
858-514-8645 

From: Commission on State Mandates 

RE: Incorrect Reduction Claim of 

El Camino Community College District 
Health Fee Elimination 
2000-01 through 2002-03 

This fax is to confirm receipt of the above referenced document. 

Date received: >J-7 faro -------------

Received by: 
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SixTen and Associates 
Mandate Reimbursement Services 
KEITH B. PETERSEN, President 
3270 Arena Blvd. Suite 400-363 
Sacramento, CA 95834 
Telephone: (916) 419-7093 
Fax: (916) 263-9701 

August 10, 2009 

Paula Higashi, Executive Director 
Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 

RE: Health Fee Elimination, 05-4206-1-11 
El Camino Community College District 

E-Mail: Kbpsixten@aol.com 
5252 Balboa Avenue, Suite 900 

San Diego, CA 92117 
Telephone: (858) 514-8605 

Fax: (858) 514-8645 

RECEIVED 

AUG 11 2009 
COMMISSION ON 

STATE MANDATES 

Fiscal Years: 2000-01, 2001-02, and 2002-03 
Incorrect Reduction Claim 

Dear Ms. Higashi: 

This letter is in rebuttal to the State Controller's Office response dated November 21, 
2008, to the Incorrect Reduction Claim of El Camino Community College District 
(District) submitted on March 27, 2006. 

Part I. Mr. Silva's Transmittal Letter 

Mr. Silva's transmittal letter, dated November 21, 2008, contains factual and legal 
allegations regarding the District's Incorrect Reduction Claim. However, it was not 
signed under the penalty of perjury. The conclusions and assertions contained in the 
letter should be disregarded by the Commission due to this lack of certification. 

A. CONTROLLER'S AUDIT AUTHORITY 

The District does not dispute the Controller's authority to audit claims for mandated 
costs and to reduce those costs that are excessive or unreasonable. This authority is 
expressly contained in Government Code Section 17561. Government Code Section 
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Paula Higashi, Executive Director 2 August 10, 2009 

17564 identifies the minimum amount of costs required to file a claim and the manner 
of claiming costs to be reimbursed. Thus, it is unclear to the District why Mr. Silva's 
letter, at footnote one, cites Section 17564 in support of the Controller's authority to 
audit mandated costs. Similarly, the Statement of Decision in the Incorrect Reduction 
Claim of San Diego Unified School District, cited at footnote two, is superfluous 
because it simply restates the statutory authority without elaboration. The District is 
unable to respond to these two citations without further elaboration from the Controller 
as to their intended relevance, since none is readily apparent. 

B. BURDEN OF PROOF 

Mr. Silva's letter erroneously asserts that the burden of proof is upon the District to 
establish that the Controller's adjustments were incorrect. The letter's reliance on 
Evidence Code Section 500 is completely misplaced because that Section is not 
applicable to administrative hearings, such as those conducted by the Commission. 

California Code of Regulations Section 1187.5(a) states expressly that Commission 
"hearings will not be conducted according to technical rules relating to evidence and 
witnesses." The evidentiary standard for matters before the Commission, stated in that 
Section, is "[a]ny relevant non-repetitive evidence ... [that] is the sort of evidence on 
which responsible persons are accustomed to rely in the conduct of serious affairs." 
Further, Evidence Code Section 300 specifies that the Evidence Code is applicable only 
to actions before the California courts. There is no statute or regulation that makes the 
Evidence Code applicable to proceedings before the Commission, and therefore the 
Controller cannot rely on Section 500 to shift the burden of proof onto the District. 

The Statement of Decision in the Incorrect Reduction Claim of San Diego Unified 
School District, cited in footnote three of Mr. Silva's letter, relied on Honeywell, Inc. v. 
State Board of Equalization 1 for the proposition that the Claimant had the burden of 
proof in showing that it did not experience offsetting savings. The decision was 
supported by "common sense" in that the burden of proof should rest with the party 
having "the power to create, maintain, and provide the evidence." 

In this Incorrect Reduction Claim, the issue is not the District's original reimbursement 
claims, but the Controller's methods for determining adjustments. The Controller is the 
party with the power to create, maintain, and provide evidence regarding its auditing 
methods and procedures, as well as the specific facts relied upon for its audit findings. 
Thus, by Mr. Silva's own reasoning, the burden is upon the Controller to demonstrate 
that the auditors' methods were in compliance with applicable law. 

1Honeywell, Inc. v. State Board of Equalization (1982)128 Cal.App.3d 739, 744. 
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Paula Higashi, Executive Director 3 August 10, 2009 

Finally, the Controller must meet the burden of going forward. "Until the agency has met 
its burden of going forward with the evidence necessary to sustain a finding, the [party 
requesting review] has no duty to rebut the allegations or otherwise respond." (Daniels 
v. Department of Motor Vehicles (1983) 33 Cal.3d 532, 536). Therefore, the Controller 
must first provide evidence as to the propriety of its audit findings because it bears the 
burden of going forward and because it is the party with the power to create, maintain, 
and provide this evidence. 

C. INDIRECT COST RA TE 

Mr. Silva's letter asserts that the Controller's Office substituted its own indirect cost rate 
because the District used an "unapproved" rate. There is no requirement that the 
indirect cost rate be "approved" by any agency. The District calculated its indirect cost 
rate using the same source document (CCFS-311) as the Controller. It also used the 
FAM-29C method, but corrected for instances where the Controller did not follow the 
CCFS-311 determination of direct and indirect costs. The characterization of the 
indirect cost rate used by the District in Mr. Silva's letter is misleading and misstates the 
requirements of the Parameters and Guidelines. 

D. AUTHORIZED HEAL TH SERVICES FEES 

The District did not "confuse" health services fees that were authorized and those that 
were collected, as claimed in Mr. Silva's letter. Further, his statement of the Parameters 
and Guidelines is out of context and misleading. The authorized health services fees 
are to be included in "reimbursement for this mandate received from any source" as 
stated in the Parameters and Guidelines. The District complied with Generally Accepted 
Accounting Principles (GAAP) and the Parameters and Guidelines when it properly 
reported, as offsetting revenue, health service fees that were received. 

Although the Parameters and Guidelines clearly state that claimants must report 
revenue that is received, Mr. Silva's letter asserts that the amount authorized is relevant 
due to "mandate law in general, and specific case law on point." The District cannot 
properly respond to "mandate law in general" because it is unsupported, and references 
no particular statute, regulation, or court decision as its basis. The reliance on Connell 
v. Santa Margarita Water District, at footnote five, as "specific case law on point," is 
misplaced because the Court in that case determined only that approval of the test 
claim in question was in violation of Government Code Section 17556(d), which 
prohibits approval of a test claim when there are offsetting savings sufficient to fully 
fund it. The Court makes no finding regarding offsetting revenue in the Parameters and 
Guidelines or the reimbursement process. 
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Paula Higashi, Executive Director 4 August 10, 2009 

E. STATUTE OF LIMITATIONS 

Mr. Silva's letter claims that the FY 2000-01 and FY 2001-02 reimbursement claims 
were subject to the amended version of Government Code Section 17558.5 that went 
into effect on January 1, 2003, because they were still subject to audit on that date 
under the previous version of this section. However, the two claims were subject only to 
the version of Section 17558.5 in effect at the time they were filed, and any subsequent 
amendment had no effect on the time limitation established for audit. 

"The extension of the statutory period within which an action must be brought is 
generally held to be valid if made before the cause of action is barred." (Evelyn, Inc. v. 
California Emp. Stab. Com. (1957) 48 Cal.2d 588, 592). According to the court in 
Evelyn, "[t]his is on the theory that the legislation affects only the remedy and not a 
right." This theory is inapplicable to Section 17558.5 because the time limitation it 
contains is not a true statute of limitations since it does not concern "the statutory 
period within which an action must be brought." 

Section 17558.5 is governed by the general principles of statutory construction, and not 
those principles specific to statutes of limitations, because it is merely a condition for 
the payment of a reimbursement claim and does not concern a court action. "Statutes 
of limitations are distinguished from procedural limits governing the time in which 
parties must do an act because they fix the time for commencing suit." (Life Savings 
Bank v. Wilhelm (2000) 84 Cal.App.4th 174, 177). The limitation in Section 17558.5 
does not limit the time in which suit may be brought, or even govern any court action. 
Rather, it specifies the time in which the Controller may audit a reimbursement claim. 

The time limitation for audit is a condition for payment of the claim. In other words, a 
reimbursement claim may be paid with the condition that it is subject to audit for a 
particular period of time. Section 17558.5 also acts to restrict the Controller's statutory 
authority to audit the disbursal of state funds. 

Since Section 17558.5 is merely a restriction on a statutory right to payment of a 
reimbursement claim, it is governed by the well-established rule that "legislation is 
deemed to operate prospectively only, unless a clear contrary intent appears." (City of 
Long Beach v. Department of Industrial Relations (2004) 34 Cal.4th 942, 953). There is 
no indication in the 2002 amendment to Section 17558.5 that it is to operate 
retroactively on claims already filed. Therefore, the amendment had only prospective 
effect on claims filed after its effective date of January 1, 2003. 

Finally, the Controller has taken an inconsistent position. The Controller's response of 
November 21, 2008, which consists of a transmittal letter signed by Mr. Silva and a 
response signed by Mr. Spano, does not advocate applying a single version of Section 
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Paula Higashi, Executive Director 5 August 10, 2009 

17558.5. Instead, Mr. Silva's letter argues in favor of the 2003 version while Mr. 
Spano's response (Tab 2; p. 16) accepts the District's position by applying the 1996 
version of Section 17558.5. 

II. State Controller's Office Analysis and Response to the Incorrect Reduction 
Claim by El Camino Community College District (Spano Response) 

RE: Ill. THE DISTRICT OVERSTATED ITS INDIRECT COST RATES 

The Controller determined that the District overstated indirect costs by $188,652 for the 
audit period. Mr. Spano's response (Tab 2; p. 5) asserts that the District's indirect cost 
rate was recalculated using an alternative methodology because the original rate 
calculated by the District was not federally approved, as required when using OMB 
Circular A-21. However, the District used the same source document as the Controller 
and applied the same method, but corrected for instances where the Controller did not 
follow the CCFS-311 determination of direct and indirect costs. The Controller 
continues to insist that any indirect cost rate not derived from one of the three methods 
described in its claiming instructions must be excessive, regardless of the 
reasonableness of the rate used. However, the Controller's claiming instructions are not 
laws or regulations, and therefore are not enforceable. 

No particular indirect cost rate calculation is required by law. The Controller insists that 
the rate be calculated according to the claiming instructions. The Parameters and 
Guidelines state that "[i]ndirect costs may be claimed in the manner described by the 
State Controller in his claiming instructions." (Emphasis added). The District claimed 
these indirect costs "in the manner" described by the Controller. The correct forms were 
used and the claimed amounts were entered at the correct locations. Further, "may" is 
not "shall"; the Parameters and Guidelines do not require that indirect costs be claimed 
in the manner described by the Controller. 

The Controller's interpretation of Section VI of the Parameters and Guidelines would, in 
essence, subject claimants to underground rulemaking at the direction of the 
Commission. The Controller's claiming instructions are unilaterally created and modified 
without public notice or comment. The Commission would violate the Administrative 
Procedure Act if it held that the Controller's claiming instructions are enforceable as 
standards or regulations. In fact, until 2005, the Controller regularly included a "forward" 
in the Mandated Cost Manual for Community Colleges that explicitly stated the claiming 
instructions were "issued for the sole purpose of assisting claimants" and "should not be 
construed in any manner to be statutes, regulations, or standards." (SCO Mandated 
Cost Manual for Community Colleges, September 30, 2003 update). 
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Paula Higashi, Executive Director 6 August 10, 2009 

In an attempt to defend the arbitrariness of the choice to apply its own FAM-29C 
method, Mr. Spano's response (Tab 2; p. 7) points out that the method is one of three 
that a claimant may choose to use under the parameters and guidelines for nine other 
mandate programs. However, there is no mention of the Controller's FAM-29C method 
in the Parameters and Guidelines adopted for this mandate program. Further, the fact 
that the claimants in those other mandate programs may choose one of three methods, 
with potentially widely divergent results, demonstrates that the Controller's choice to 
simply pick its own method and substitute it for the one used by the District was an 
arbitrary preference. 

Further evidence of the arbitrary nature of the Controller's determination of the 
"allowable" indirect cost rate is found in its sudden and unsupported determination that 
federally approved rates are no longer permissible. The audit report for Yosemite 
Community College District, issued April 30, 2009, states on page eight: "For FY 2004-
05, FY 2005-06, and FY 2006-07, the parameters and guidelines and the SCO's 
claiming instructions do not provide districts the option of using a federally-approved 
rate." 

There is absolutely no basis in law for the Controller to make this change in policy. 
There was no amendment to the Parameters and Guidelines - the language regarding 
indirect cost rates remains exactly the same as it was prior to FY 2004-05. The 
Controller simply decided to stop accepting federally approved rates, after years of 
accepting them, with absolutely no justification or opportunity for public comment. This 
is in direct violation of the Administrative Procedure Act, and illustrates the unilateral 
and arbitrary method the Controller uses in determining "allowable" cost rates for this 
mandate program. 

Neither State law nor the Parameters and Guidelines make compliance with the 
Controller's claiming instructions a condition of reimbursement. The District has 
followed the Parameters and Guidelines. The burden of proof is on the Controller to 
prove that the product of the District's calculation is unreasonable, not to recalculate the 
rate according to its unenforceable ministerial preferences. 

Mr. Spano's response (Tab 2; p. 7) states that the Controller's FAM-29C method was 
created to "equitably allocate" indirect costs for mandate activities and "provide a 
consistent indirect cost rate methodology for all community college districts' mandated 
cost program." There is no evidence that the FAM-29C methodology actually achieves 
these goals. More important, the Controller's aspirations for the FAM-29C do not make 
the methodology an enforceable preference since the Controller has not adhered to the 
requirements of the Administrative Procedure Act. 
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Paula Higashi, Executive Director 7 August 10, 2009 

For years prior to, and during the audit period, the Controller accepted federally 
approved indirect cost rates as a matter of practice. Federally approved indirect cost 
rates are created using the OMB Circular A-21. In contradiction to this longstanding 
policy, Mr. Spano's response {Tab 2; p. 7) concludes that the OMB Circular A-21 does 
not "equitably allocate" indirect costs for mandate activities. Further, these observations 
are not relevant to the audit because the District did not use the OMB Circular A-21. 

Finally, Mr. Spano's response (Tab 2; p. 7) notes that no district requested a review of 
the claiming instructions pursuant to Title 2, California Code of Regulations, Section 
1186. The claiming instructions are not properly adopted regulations or standards. 
Thus, the fact that no review was requested by any of the claimants is not determinative 
of their validity or force. 

RE: IV. THE DISTRICT UNDERSTATED AUTHORIZED HEALTH FEE REVENUES 
CLAIMED 

The Controller asserts that revenue offsets were understated by $195,333 for the audit 
period. Education Code Section 76355 gives the governing board the discretion to 
determine if any fee should be charged, and subsection (b) specifically permits the 
governing board to make a separate determination regarding part-time students. The 
District is not required to charge a health fee, and must only claim offsetting revenue it 
actually experiences. 

Mr. Spano's response (Tab 2; p. 11) continues to rely on Government Code Section 
17556(d), as amended by Statues of 1989, Chapter 589, while neglecting its context 
and omitting a crucial clause. Section 17556(d) does specify that the Commission on 
State Mandates shall not find costs mandated by the state if the local agency has the 
authority to levy fees, but only if those fees are "sufficient to pay for the mandated 
program" (emphasis added). Section 17556 pertains specifically to the Commission's 
determination on a test claim, and does not concern the development of parameters 
and guidelines or the claiming process. The Commission has already found state
mandated costs for this program, and the Controller cannot substitute its judgment for 
that of the Commission. 

Mr. Spano's response (Tab 2; p. 11) correctly states that health service fees were 
included in the Parameters and Guidelines as a possible source of offsetting savings, 
but then concludes that fees authorized by Education Code Section 76355 must be 
deducted because "[t]o the extent districts have authority to charge a fee, they are not 
required to incur a cost." The Parameters and Guidelines actually state: 

Any offsetting savings that the claimant experiences as a direct result of this 
statute must be deducted from the costs claimed. In addition, reimbursement for 
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Paula Higashi, Executive Director 8 August 10, 2009 

this mandate received from any source, e.g., federal, state, etc., shall be 
identified and deducted from this claim. This shall include the amount of [student 
fees] as authorized by Education Code Section 72246(a)2

• 

In order for a district to "experience" these "offsetting savings" the district must actually 
have collected these fees. Note that the student health fees are named as a potential 
source of the reimbursement received in the previous sentence. The use of the term 
"any offsetting savings" further illustrates the permissive nature of the fees. Thus, this 
finding is based on an illogical interpretation of the Parameters and Guidelines by the 
Controller. Student fees actually collected must be used to offset costs, but not student 
fees that could have been collected and were not. 

Mr. Spano's response (Tab 2; p. 12) claims that it is "clear" that the Commission's intent 
was for claimed costs to be reduced by fees authorized, rather than fees received as 
stated in the Parameters and Guidelines. It is true that the Department of Finance 
(DOF) proposed, as part of the amendments that were adopted on May 25, 1989, that a 
sentence be added to the offsetting savings section expressly stating that if no health 
service fee was charged, the claimant would be required to deduct the amount 
authorized. 

However, the Commission declined to add this requirement and adopted the 
parameters and guidelines without this language. That the Commission staff and the 
California Community Colleges Chancellor's Office agreed with DOF's interpretation 
does not negate the fact that the Commission adopted parameters and guidelines that 
did not include the additional language. It would be ridiculous if the Commission held 
that every proposal that is discussed was somehow implied into the adopted document, 
because the proposals of the various parties are often contradictory. Therefore, it is 
evident that the Commission intends the language of the Parameters and Guidelines to 
be construed as written, and only those savings that are experienced are to be 
deducted. 

The two court cases Mr. Spano's response (Tab 2; p. 12) cited (County of Fresno v. 
California (1991) 53 Cal. 3d 482 and Connell v. Santa Margarita (1997) 59 Cal. App. 4th 
382) are similarly misplaced. Both cases concern the approval of a test claim by the 
Commission. They do not address the issue of offsetting revenue in the reimbursement 
stage, only whether there is fee authority sufficient to fully fund the mandate that would 
prevent the Commission from approving the test claim. 

2 Former Education Code Section 72246 was repealed by Chapter 8, Statutes of 
1993, Section 29, and was replaced by Education Code Section 76355. 
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In County of Fresno, the Commission had specifically found that the fee authority was 
sufficient to fully fund the test claim activities and denied the test claim. The court 
simply agreed to uphold this determination because Government Code Section 
17556(d) was consistent with the California Constitution. The Commission has 
approved the Health Fee Elimination mandate, and therefore found that the fee 
authority is not sufficient to fully fund the mandate. Thus, County of Fresno is not 
applicable because it concerns the activity of approving or denying a test claim and has 
no bearing on the annual claim reimbursement process. 

Similarly, although a test claim had been approved and parameters and guidelines were 
adopted, the court in Connell focused its determination on whether the initial approval 
of the test claim had been proper. It did not evaluate the parameters and guidelines or 
the reimbursement process because it found that the initial approval of the test claim 
had been in violation of Section 17556(d). 

Finally, Mr. Spano's response (Tab 2; p. 12) states that the auditor used the District's 
enrollment and BOGG grant records to calculate authorized health service fees, and 
then claims that the District is "responsible" for providing this information. This is not a 
requirement of the Parameters and Guidelines, and there is no other statutory 
requirement that the District provide this information to the Controller. 

The District complied with the Parameters and Guidelines when it did not report health 
service fee revenue it never received. As discussed, there is no basis in law for the 
Controller's finding that the District was required to reduce its claimed costs by 
"authorized" health service fees. Therefore, the adjustments that result from this finding 
should be reversed. 

RE: VII. STATUTE OF LIMITATIONS FOR AUDIT 

The District asserts that the FY 2000-01 and FY 2001-02 claims were beyond the 
statute of limitations for audit when the Controller completed its audit on October 5, 
2005. 

Audit Initiation 

According to the Declaration of Pamela Fees, which was attached to the District's 
Incorrect Reduction Claim, an auditor contacted the District to schedule an entrance 
conference on December 2, 2004. That entrance conference took place on January 5, 
2005. A two-year statute of limitations to complete the audit, imposed by the applicable 
version of Government Code Section 17558.5, expired for both fiscal years on 
December 31, 2004. The Controller interprets the statute of limitations as being 
satisfied so long as the audit is initiated, rather than completed, before the statute of 
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limitation expires. Therefore, in order to conclude that the audit did not violate the 
statute of limitations, Mr. Spano's response (Tab 2; p. 14) asserts that the audit was 
initiated with the December 2, 2004 phone call rather than the January 5, 2005 
entrance conference. This position is inconsistent with past audits3

, and is not 
consistent with Mr. Silva's assertion in his transmittal letter. Mr. Silva makes no attempt 
to assert the start of the audit is the phone call, and instead states that the audit "was 
initiated no later than January 5, 2005, when the entrance conference was held .... " 

Mr. Spano's response (Tab 2; p. 16) asserts that the audit was delayed as a result of 
District personnel not being available to meet with auditors. A letter dated December 9, 
2004, from the Controller to the District is cited (Tab 8) as evidence of the District's 
delay. However, the Declaration of Pamela Fees directly contradicts this conclusion. 
The auditor requested an entrance conference on "any date before December 31, 2004 
that was convenient for the district staff." The District had an available time on 
December 9, 2004. The auditor unilaterally postponed the entrance conference to 
January 5, 2005 because the auditor and the auditor's manger were not available at 
that time. Therefore, Mr. Spano's response is in error when it asserts that the District 
was the source of the delay of the entrance conference. 

3 The Controller has taken various positions on the date the audit is initiated in different 
audit reports. For example, the following audit reports state that the initial telephone contact 
initiates the audit: 

-Los Rios Community College District, Health Fee Elimination, issued June 24, 2004. 
-Los Rios Community College District, Mandate Reimbursement Process, issued June 24, 
2004. 

The following audit reports state that the audit entrance conference initiates the audit: 

-Newport-Mesa Unified School District, School District of Choice, issued August 31, 2004. 
-State Center Community College District, Health Fee Elimination, issued September 17, 2004. 
-Clovis Unified School District, Graduation Requirements, issued October 22, 2004. 
-San Bernardino Community College District, Health Fee Elimination, issued November 10, 
2004. 
-West Valley-Mission Community College District, Health Fee Elimination, issued April 8, 2005. 
-Long Beach Community College District, Health Fee Elimination, issued April 27, 2005. 
-North Orange County Community College District, Health Fee Elimination, issued July 22, 
2005. 
-Poway Unified School District, Emergency Procedures, Earthquakes and Disasters, issued 
August 31, 2005. 
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"Subject to Audit" 

As Mr. Spano's response (Tab 2; p. 16) correctly points out, the phrase "subject to" 
places a claimant "under the power or authority of' the Controller in respect to audits. 
Therefore, once the FY 2000-01 and FY 2001-02 claims were no longer subject to audit 
on December 31, 2004, the Controller's authority to audit came to an end, along with 
the authority to make adjustments based on this audit. If the Controller had failed to 
make any adjustments by issuing a final audit report, then the time limitation may not be 
extended simply because the audit process is initiated. 

A key tenet of statutory interpretation is that ""'statutes must be given a reasonable and 
common sense construction ... that will lead to a wise policy rather than to mischief or 
absurdity.""' (City of Costa Mesa v. McKenzie (1973) 30 Cal.App.3d 763, 770). If the 
Controller's interpretation was correct (i.e., so long as an audit commences before the 
time limitation ran out then it could be completed at any later time), then there would be 
the absurd result that the Controller could issue its final audit report years or decades 
later and be entitled to the adjustments it contained. 

The claimant would be in a state of limbo, not knowing whether the audit had been 
abandoned or the Controller's Office was simply taking its time. As the process 
currently stands, several months can pass between the exit conference, issuance of the 
draft audit report, and issuance of the final audit report. The Controller is also free to 
abandon an audit at any point in the process, and there is no requirement that the 
claimant be notified of this. Thus, there is a very real possibility for this type of 
uncertainty to arise if the Controller's interpretation were correct. 

Among the important purposes of statutes of limitations are protecting settled 
expectations, giving stability to transactions, and encouraging the prompt enforcement 
of substantive law. (Marin Healthcare Dist. v. Sutter Health (2002) 103 Cal.App.4th 861, 
872). The Controller's interpretation of Section 17558.5 frustrates these important 
purposes by creating uncertainty and giving the Controller the ability to indefinitely delay 
the completion of an audit. 

Therefore, the reasonable interpretation is that the reimbursement claim is only subject 
to any adjustments that are the result of an audit if the audit is completed before the 
statute of limitations has run out. In this case, that would mean that the FY 2000-01 and 
FY 2001-02 claims were beyond the statute of limitations when the Controller 
completed its audit by issuing the final audit report on October 5, 2005, and any 
resulting adjustments are void. 
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Part Ill. Certification 

By my signature below, I hereby declare, under penalty of perjury under the laws of the 
State of California, that the information in this submission is true and complete to the 
best of my own knowledge or information or belief, and that the attached documents 
are true and correct copies of documents received from or sent by the state agency 
which originated the document. 

Executed on August 10, 2009 at Sacramento, California, by 

Ke~lresident 
SixTen & Associates 

Attachments: 

Exhibit "A" 
Exhibit "B" 
Exhibit "C" 
Exhibit "D" 

Exhibit "E" 

Exhibit "F" 
Exhibit "G" 
Exhibit "H" 

Daniels v. Department of Motor Vehicles (1983) 33 Cal.3d 532 
Evelyn, Inc. v. California Emp. Stab. Com. (1957) 48 Cal.2d 588 
Life Savings Bank v. Wilhelm (2000) 84 Cal.App.4th 17 4 
City of Long Beach v. Department of Industrial Relations (2004) 34 
Cal.4th 942 
SCO Mandated Cost Manual for Community Colleges, September 30, 
2003 update 
Yosemite CCD Health Fee Elimination Audit Report issued April 30, 2009 
City of Costa Mesa v. McKenzie (1973) 30 Cal.App.3d 763 
Marin Healthcare Dist. v. Sutter Health (2002) 103 Cal.App.4th 861 

C: Jo Ann Higdon, Vice President 
Administrative Services 
El Camino Community College District 

Jim Spano, Chief, Mandated Cost Audits Bureau 
State Controller's Office 
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1 DECLARATION OF SERVICE 
2 
3 Re: Incorrect Reduction Claim 05-4206-1-11 
4 El Camino Community College District 
5 Health Fee Elimination 
6 
7 I declare: 
8 
9 I am employed in the office of SixTen and Associates, which is the appointed 

10 representative of the above-named claimant. I am 18 years of age or older and not a 
11 party to the entitled matter. My business address is 3270 Arena Boulevard, Suite 400-
12 363, Sacramento, CA 95834. 
13 
14 On the date indicated below, I served the attached letter dated August 10, 2009, to 
15 Paula Higashi, Executive Director, Commission on State Mandates, to: 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 

Paula Higashi, Executive Director 
Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 

Jo Ann Higdon, Vice President 
El Camino Community College District 
16007 Crenshaw Boulevard 
Torrance, CA 90506-0002 

){' U.S. MAIL: I am familiar with the business 
practice at SixTen and Associates for the 
collection and processing of 
correspondence for mailing with the 
United States Postal Service. In 
accordance with that practice, 
correspondence placed in the internal mail 
collection system at SixTen and 
Associates is deposited with the United 
States Postal Service that same day in the 
ordinary course of business. 

0 OTHER SERVICE: I caused such 
envelope(s) to be delivered to the office of 
the addressee(s) listed above by: 

(Describe) 

Jim Spano, Chief 
Mandated Cost Audits Bureau 
State Controller's Office (B-08) 
300 Capitol Mall, Suite 518 
Sacramento, CA 95814 

0 FACSIMILE TRANSMISSION: On the 
date below from facsimile machine 
number (858) 514-8645, I personally 
transmitted to the above-named person( s) 
to the facsimile number(s) shown above, 
pursuant to California Rules of Court 
2003-2008. A true copy of the above
descri bed document(s) was(were) 
transmitted by facsimile transmission and 
the transmission was reported as 
complete and without error. 

D A copy of the transmission report issued 
by the transmitting machine is attached to 
this proof of service. 

0 PERSONAL SERVICE: By causing a true 
copy of the above-described document(s) 
to be hand delivered to the office(s) of the 
addressee(s). 

47 I declare under penalty of perjury under the laws of the State of California that the 
48 foregoing is true and correct and that this declaration was executed on August 10, 2009, 
49 at Sacramento, California. 
50 
51 
52 
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Daniels v. Department of Motor Vehicles (1983) 33 Cal.3d 532, 189 Cal.Rptr. 
512; 658 P.2d 1313 

[L.A. No. 31586. Supreme Court of California. March 10, 1983.] 

WILFRED ANTHONY DANIELS, Plaintiff and Appellant, v.DEPARTMENT OF MOTOR VEHICLES, Defendant and 
Respondent 

(Opinion by Broussard, J., expressing the unanimous views of the court.) [33 Cal.3d 533] 

COUNSEL 

Jam es Gaus for Plaintiff and Appellant. 

Jeorge Deukmejian, Attorney General, and Thomas Scheerer, Deputy Attorney General, for Defendant and Respondent. 

)PINION 

3ROUSSARD, J. 

n this appeal we consider whether an accident report tiled pursuant to Vehicle Code section 16000 fu. I is sufficient 
1ithout additional evidence to support the suspension of a driver's license in a formal Department of Motor Vehicles 
D.M.V.) hearing. 

1 May 1979, the D.M. V. received what is known as an SR I report fn. 4. completed and signed by Carlita Lynn Dorham. 
he report described an accident [33 Cal.3d 535] that allegedly occurred April 25, 1979, involving a vehicle owned and 
perated by Dorham and another vehicle owned and operated by licensee Daniels. 

n October 10, 1979, the D.M.V. issued an order of suspension of Daniels' driver's license for his failure to file an accident 
port and proof of financial responsibility. Daniels requested a formal hearing pursuant to section 16075. At the hearing, 
e .referee produced and received ·into evidence the SR I report. The attorney for Daniels objected to the report on the' 
ounds that it contained hearsay and that it had not been authenticated. The objection was overruled on the theory that the 
port was admissible under section 14108, which provides that at formal hearings" ... the department shall consider its 
ficial records and may receive sworn testimony .... " 

miels was called as a witness by the referee, but on advice of counsel, refused to respond when asked whether he was 
1olved in the accident. He asserted that testifying would tend to incriminate him in the commission of a crime. 

e referee found that Daniels had been in an accident involving property damage in excess of $350, and that he did not 
1e insurance or other type of financial responsibility covering the accident in effect at the time that it occurred. 

'lowing the recommendation of the referee, the D.M. V. issued its order of suspension January 28, 1980. Daniels' petition 
writ of mandate was denied by the superior court. The Court of Appeal reversed. 346



Daniels v. Department of Motor Vehicles (1983) 33 Cal.3d 532 [189 Cal.Rptr. 512; 658 P.2d 1313] Page 2 of6 

The events underlying the companion case of Himelspach v. Department of Motor Vehicles ( 1983) post, at page 542 [ 189 
Cal.Rptr. 518, 658 P.2d 1319), are procedurally similar except that Himelspach did not personally attend the formal hearing. 
However, she was represented by counsel who, coincidentally, is the same attorney who represents Daniels. The Court of 
Appeal affirmed the superior court's denial of a petition for writ of mandate. We granted a hearing to resolve the conflicting 
decisions of the Courts of Appeal. 

The California Financial Responsibility Law (Yeh. Code,§ 16000 et seq.) requires drivers of motor vehicles to be self-
. insured, to have insurance, or to be otherwise financially responsible for damages caused by accidents. A driver involved in 
an accident causing property damage over $500 (formerly $350) or death or personal injury must report such accident to the 
D.M. V. on an approved SR 1 report form. Failure to report an accident covered by section 16000 results in a notice of intent 
to suspend. The notice advises the driver or owner of his or her right to a formal or an informal hearing on the matter. (See 
§§ 14100 et seq. and 16075.) Those sections provide the procedural parameters [33 Cal.3d 536] for the hearing. Those 
procedural matters not covered by the Vehicle Code are governed by the Administrative Procedure Act (Gov. Code,§ 11500 
et seq.; see Veh. Code, § 14112). The question in issue here is whether the procedure whereby the D.M.V. bases its order 
suspending a license solely on the SR 1 report is authorized by statute and complies with the dictates of due process. For the 
reasons that follow, we conclude that, when the licensee requests a hearing, the use of the SR 1 report as the sole basis for 
suspension of a license under the Financial Responsibility Law is not authorized by statute. Because we so conclude, we do 
not decide whether the procedure of basing suspensions solely on the SR l report violates due process. 

[I] When an administrative agency initiates an action to suspend or revoke a license, the burden of proving the facts 
necessary to support the action rests with the agency making the allegation. Until the agency has met its burden of going 
forward with the evidence necessary to sustain a finding, the licensee has no duty to rebut the allegations or otherwise 
respond. La Prade v. Dept. of Water & Power (1945) 27 Cal.2d 47, 51 [162 P.2d 13); Parker v. City of Fountain Valley 
(1981) 127 Cal.App.3d 99. 113 [ 179 Cal.Rptr. 351 ]; Martin v. State Personnel Bd. ( 1972) 26 Cal.App.3d 573 [l 03 Cal.Rptr. 
306]. [2] The mere fact that the licensee has the right to subpoena witnesses(§ 14104.5) does not relieve the D.M.V. of 
meeting its burden of producing competent evidence supporting a suspension. Thus, in this case, the licensee had no duty to 
testify or otherwise rebut the allegations at the hearing until the D.M.V. made a prima facie showing by competent evidence 
that the licensee was involved in an accident that required the filing of an SR I report. 

[3] It is well recognized that the private interest at stake in this case -- the right to retain a driver's license absent competent 
proofof a violation of the law -- is a substantial one. (Burkhart v. Department of Motor Vehicles (1981) 124 Cal.App.3d 99, 
108 [177 Cal.Rptr. 175]; see Dixon v. Love (1977) 431 U.S. 105 [52 L.Ed.2d 172, 97 S.Ct. 1723].) Nevertheless, the 
D.M.V. contends that the societal interest in having an expeditious and inexpensive hearing outweighs the interest of the 
licensee. Whatever the weight given to the interest in an expeditious hearing, it is not so great as to allow the deprivation of 
a property interest absent a showing by substantial competent evidence of facts supporting a suspension. 

On this point, the United States Supreme Court has noted that the "assurance of a desirable flexibility in administrative 
procedure does not go so far as to justify orders without a basis in evidence having rational probative force. Mere 
uncorroborated hearsay or rumor does not constitute substantial evidence." (Edison Co. v. Labor Board (1938) 305 U.S. 197, 
230 [83 L.Ed. 126, 140, 59 S.Ct. 206].) This court has also taken the position that "[t]here must be substantial evidence to 
support such a board's ruling, and hearsay, unless [33 Cal.3d 537) specially permitted by statute, is not competent evidence 
to that end. [Citations.]" (Walker v. City of San Gabriel (1942) 20 Cal.2d 879, 881 [129 P.2d 349, 142 A.L.R. 1383].) Thus, 
the suspension in this case is invalid unless it can be said that the evidence produced at the hearing was legally sufficient to 
support the findings. 

[4] In this regard, two theories are advanced by the D.M.V. to support the use of the SR I report as the sole basis for 
findings justifying a suspension. First, it is argued that the evidence falls within a statutory exception to the hearsay rule. 
Second, even if the report is hearsay that would be inadmissible over objection in a civil action, it is specially permitted by 
statute in suspension hearings. 

'"Hearsay evidence' is evidence of a statement that was made other than by a witness while testifying at the hearing and that 
is offered to prove the truth of the matter stated." (Evid. Code, § 1200, subd. (a).) Unless otherwise provided by Jaw, hearsay 
~vidence is inadmissible. (Evid. Code, § 1200, subd. (b).) There is no dispute that the SR I report constitutes hearsay and 
'.hat it would be inadmissible in a civil action unless it meets the requirements of a recognized exception to the hearsay rule. 
The D.M.V. asserts that the report falls within the business record exception provided by Evidence Code section 1271. That 
;tatute makes admissible evidence of a writing made as a record of an event when (a) the writing was made in the regular 
:ourse of business; (b) the writing was made at or near the time of the act, condition or event, (c) the custodian or other 
iualified witness testifies to its identity and the mode of its preparation; and (d) the source of information and method and 
ime of preparation were such as to indicate its trustworthiness. 347
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Two of the four requirements of Evidence Code section 1271 are met in this case. The report was made shortly after the 
accident, and the fact that the report is made under penalty of perjury and pursuant to a legal duty tends to indicate its 
trustworthiness. However, the D.M.V. as custodian, upon receipt of the form, is in no position .to testify to its identity and 
the mode of its preparation. Most significant, though, is the fact that the report is not made in the regular course of business. 

The D.M.V. argues that the report is made in the regular course of business because it is required by Jaw(§ 16000) and "it is 
the regular course of business for the Department of Motor Vehicles to receive such reports." This argument, however, 
misconstrues the nature of the first requirement of the business records exception. Although it may be the regular course of 
business for the D.M.V. to receive the report, it undoubtedly is not in the regular course of business for the citizen author to 
make to make such a report. And, it is this aspect of the report that bears on the trustworthiness factor contemplated by this 
[33 Cal.3d 538) exception to the hearsay rule. Thus, we conclude that the SR 1 report does not meet the requirements of the 
business record exception to the hearsay rule. 

The D.M.V. argues, however, that even if the report is hearsay that would be inadmissible in a civil proceeding, the SR 1 is 
an official record of the D.M.V. and that its admission in the suspension hearing is specially provided by statute. 

The D.M. V. contends that the specific authority for use of the SR 1 report in a suspension hearing is found in the sections of 
the Vehicle Code dealing with the procedure to be followed in formal and informal hearings. In particular, the D.M.V. 
contends that the matter of admission of the SR 1 report is "covered" by section 14108, which provides in pertinent part that 
at formal hearings" ... the department shall consider its official records and may receive sworn testimony .... " Section 14112, 
provides that "[a]ll matters in a formal hearing not covered by this chapter shall be governed, as far as applicable, by the 
provisions of the Government Code relating to administrative hearings .... " 

If the matter is not "covered" by the Vehicle Code, the D.M.V. appears to concede that the issue is governed by Government 
Code section 11513, which provides in relevant part that "[h]earsay evidence may be used for the purpose of supplementing 
or explaining other evidence but shall not be sufficient in itself to support a finding unless it would be admissible over 
objection in civil actions." 

The question thus becomes whether the language "shall consider its official records" is a clear legislative authorization to 
allow use of the report as the sole basis to support a license suspension. We conclude that section 14108, while allowing 
consideration of the official records of the D.M.V., does not provide authority for allowing the SR 1 to fomi the sole basis 
for a license suspension. fn. 3 

The legislative mandate of Government Code section 11513 against sole reliance on hearsay evidence is emphatic; the 
language of section 14108 fails to express a clear legislative intent to supersede section 11513. fn. 4 Unlike statutes [33 
Cal.3d 539) that clearly authorize exceptions to the hearsay rule, fu. 5 section 14108 does not reflect any factors providing 
the necessary competency, reliability, and trustworthiness that would transform the SR 1 report into legally sufficient 
evidence. That the report is made an "official record" of the D.M.V. does not suffice to create a greater degree of 
competency, reliability or trustworthiness in the preparation of the report. Particularly in this case, the form, as filed, lacks 
the requisite assurance of reliability that must be demanded before it will support a finding. In this case, for example, there is 
no claim of bodily injury. The section of the form providing for a "Cost Estimate by a Garageman" is incomplete. The 
estimate by the author is of $400 damage, but there is no mention of any expert opinion or other basis for concluding that 
there was in fact that amount of damage. The amount of property damage is crucial because no duty arises to prepare the 
report or otherwise rebut the claim of facts authorizing suspension unless, in the absence of bodily injury, the amount of 
damages exceeds the statutory trigger point. 

The D.M.V. contends that the rationale of Burkhart v. Department of Motor Vehicles, supra, 124 Cal.App.3d 99, supports 
reliance solely on the SR 1 report. In Burkhart the court held that the police officer's written statement admitted in a license 
suspension hearing under the implied consent law(§ 13353) [33 Cal.3d 540) was sufficient in itself to support a finding of 
failure to complete a chemical test, and that the procedure did not violate due process. Burkhart was arrested for driving 
under the influence of alcohol. (§ 23102, subd. (a).) On the same date the arresting officer executed a sworn statement under 
;ection 13353 to the effect that Burkhart had refused to take any chemical test as required by that section. Upon notice of 
ntent to suspend his license, Burkhart requested a hearing pursuant to section 14107. The hearing was postponed twice 
)ecause of the failure of the arresting officer to appear, and finally an informal hearing was held without the presence of the 
)fficer. At the hearing, the referee introduced the officer's sworn statement over objection of Burkhart's counsel. Burkhart 
md his wife contested several portions of the officer's statement; nevertheless, the referee found against Burkhart. The 
uperior court held that the officer's statement was not sufficient prima facie evidence of any matter as to which there is 
onflicting evidence. In holding to the contrary, the Court of Appeal recognized that due process required a balancing test of 
he various interests involved, but concluded that the presence of the officer would not substantially enhance the reliability 348
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of the hearing process, and the governmental interest and fiscal and administrative burdens involved outweighed requiring 
the state to produce the officer at the hearing. 

In reaching that conclusion, Burkhart relied on Fankhauser v. Orr ( 1968) 268 Cal.App.2d 418 [74 Cal.Rptr. 61 ]. The 
Fankhauser court held that the report of the officer in an implied consent hearing was hearsay but that it was made 
admissible by section 14108. However, Fankhauser was a case where the licensee testified at the hearing, and his testimony 
supported the officer's written statement regarding probable cause to stop him and did not controvert the other averments of 
the officer's sworn statement. (268 Cal.App.2d at p. 423.) In addition, Burkhart specifically recognized but refused to follow 
contrary authority that declined to elevate the officer's written statement to the status of prima facie evidence ifobjected to 
or in conflict with other evidence. (See August v. Department of Motor Vehicles (1968) 264 Cal.App.2d 52 [70 Cal.Rptr. 
172]; Fallis v. Department of Motor Vehicles (1968) 264 Cal.App.2d 373 [70 Cal.Rptr. 595].) 

The court in August found that there was no dispute as to the existence of the facts upon which the D.M. V. suspended 
August's license under section I 3353, and that August had failed to object to the introduction of the officer's report or 
request cross-examination of the officer at the informal hearing. Nevertheless, the court suggested that due process required 
providing the right to cross-examination when the licensee requests a hearing and contests the evidence presented by the 
agency. (264 Cal.App.2d at p. 60.) A stronger case for the right to cross-examine exists where, as here, the suspension is 
based on the uncorroborated report of a citizen who by chance happens to be involved in an accident. [33 Cal.3d 541) 

Assuming, arguendo, the viability of the conclusion of Burkhart in the implied consent context, that case does not 
necessarily dispose of the question in this case. The result in Burkhart could be justified under the theory that the report filed 
by an officer under section 13353 would qualify under Evidence Code section 1271 as a business record or under Evidence 
Code section 1280 as an official record. Unlike the driver involved in an automobile accident, the statement under section 
13353 is made by the officer in the regular course of his or her "business." In addition, the officer's report is a writing "made 
by and within the scope of duty of a public employee," and meets the other criteria of Evidence Code section 1280, and 
would thus qualify under that statutory exception to. the hearsay rule as well. Whether these distinctions justify sole reliance 
on the officer's report in an implied consent hearing we need not now decide. 

The SR 1 report filed in this case does not in itself reflect the competency, reliability, and trustworthiness necessary to 
permit use of the report as the sole basis for a finding supporting a license suspension. In view of the importance of the right 
affected and the lack oflegislative authorization allowing sole reliance on the SR 1 report, we hold that, when the licensee 
requests a hearing, the SR I report is in itself insufficient to establish a prima facie showing of the facts supporting the 
suspension of a driver's license. 

The judgment of the trial court is reversed and the cause is remanded to the trail court with directions to grant Daniels' 
petition and issue a peremptory writ commanding the D.M.V. to set aside its order of suspension and proceed in accordance 
with the views expressed herein. 

Bird, C. J., Mosk, J., Richardson, J., Kaus, J., Reynoso, J., and Dalsimer, J., concurred. 

FN I. All statutory references are to the Vehicle Code unless otherwise noted. At the time of the accident, section 16000 
provided: "The driver of a motor vehicle which is in any manner involved in an accident originating from the operation of a 
motor vehicle on any street or highway which accident has resulted in damage to the property of any one person in excess of 
three hundred fifty dollars ($350) or in bodily injury or in the death of any person shall within 15 days after the accident, 
report the accident on a form approved by the department to the office of the department of Sacramento, subject to the 
provisions of this chapter. A report shall not be required in the event that the motor vehicle involved in the accident was 
owned or leased by or under the direction of the United States, this state, or any political subdivision of this state or 
municipality thereof." Since the accident, the minimum monetary amount has been increased to $500. 

FN 2. The report required to be filed by section 16000 is designated by the D.M.V. as an SR 1 report, and for convenience 
shall be referred to as such in this opinion. 

FN 3. The mere admissibility of evidence does not necessarily confer the status of "sufficiency" to support a finding absent 
other competent evidence. "Admissibility is not the equivalent of evaluation; the former makes certain concessions in the 
interest of full and complete discovery while the latter, in the interest of fairness, withholds legal sanction to evidence found 
1ot to be trustworthy. Unlike the common practice in judicial proceedings, the fact that evidence may be admissible does not 
herefore guarantee the sufficiency of such evidence to sustain a finding." (Collins, Hearsay and the Administrative Process: 
'\Review and Reconsideration of the State of the Law of Certain Evidentiary Procedures Applicable in California 
'\dministrative Proceedings (1976) 8 Sw.U.L.Rev. 577, 591 (hereafter cited as Hearsay and the Administrative Process).) 
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FN 4. Other statutory schemes authorizing admission of hearsay evidence in administrative hearings do so unequivocally. 
For example, the statutes governing procedure in a workers' compensation hearing quite specifically authorize the admission 
and sufficiency of certain evidence. Labor Code section 5703 provides: "The appeals board may receive evidence either at 
or subsequent to a hearing, and use as proofof any fact in dispute, the following matters, in addition to sworn testimony 
presented in open hearing: 

"(a) Reports of attending or examining physicians. 

"(b) Reports of special investigators appointed by the appeals board or a referee to investigate and report upon any scientific 
or medical question. -

"( c) Reports of employers, containing copies of timesheets, book accounts, reports, and other records properly authenticated. 

"(d) Properly authenticated copies of hospital records of the case of the injured employee. 

"(e) All publications of the Division ofindustrial Accidents. 

"(f) All official publications of state and United States governments. 

"(g) Excerpts from expert testimony received by the appeals board upon similar issues of scientific fact in other cases and 
the prior decisions of the appeals board upon such issues." (Italics added.) 

Labor Code section 5708 provides: "All hearings and investigations before the appeals board or a referee are governed by 
this division and by the rules of practice and procedures adopted by the appeals board. In the conduct thereof they shall not 
be bound by the common law or statutory rules of evidence and procedure, but may make inquiry in the manner, through 
oral testimony and records, which is best calculated to ascertain the substantial rights of the parties and carry out justly the 
spirit and provisions of this division. All oral testimony, objections, and rulings shall be taken down in shorthand by a 
competent phonographic reporter." (Italics added.) 

Labor Code section 5709 provides: "No infonnality in any proceeding or in the manner of taking testimony shall invalidate 
any order, decision, award, or rule made and filed as specified in this division. No order, decision, award, or rule shall be 
invalidated because of the admission into the record, and use as proof of any fact in dispute, of any evidence not admissible 
under the common law or statutory rules of evidence and procedure." (Italics added.) Even in this context, however, the 
"use" of hearsay evidence does not necessarily sanction sole reliance on uncorroborated hearsay. (See Hearsay and the 
Administrative Process, supra, fu. 132 at p. 603.) 

FN 5. See, for example, Evidence Code section 1271 (business records); Evidence Code section 1280 (official records); 
Evidence Code section 1220 (admissions of a party); Evidence Code section 1240 (spontaneous statements). 
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EVELYN, IN CORPORA TED (a Corporation) et al., Appellants, v. CALIFORNIA EMPLOYMENT STABILIZATION 
COMMISSION et al., Respondents. 

COUNSEL 

Homer E. Geis and Robert A. Waring for Appellants. 

Edmund G. Brown, Attorney General, Irving H. Perluss, Assistant Attorney General, and William L. Shaw, Deputy 
Attorney General, for Respondents. 

OPINION 

SHENK,J. 

This is an appeal by the plaintiffs from a judgment for the defendants in an action to recover unemployment insurance taxes 
paid under protest. 

The plaintiff corporation, Evelyn, Incorporated, was organized in 193 9 and the plaintiffs Evelyn Morris and Ernest Goveia 
became the sole stockholders. Thereafter, and during [48 Cal.2d 590] the years involved, 1942 through 1945, they 
conducted a dry cleaning business. They were elected as officers of the corporation and operated and managed the business 
by mutual consent, but the usual corporate meetings were not held, nor were the usual corporate records maintained. 
However, the corporate franchise tax and both state and federal corporate income taxes were paid each year. No salaries or 
dividends were officially declared, but the stockholders withdrew profits on an agreed basis and advanced personal funds 
when necessary to maintain the business. Both business and personal bills were paid from the business income. A payroll 
account was kept but the names of neither Ernest Goveia nor Evelyn Morris appeared thereon. However, in filing federal 
income withholdings and social security returns, the corporation made payments in behalf of Mr. Goveia and Mrs. Morris as 
if they were employees. 

Prior to 1946 the corporation made no state unemployment insurance tax returns, but beginning that year returns were made 
in which Mr. Goveia and Mrs. Morris were named as employees. In 1950 a deficiency assessment was imposed by the 
defendant California Employment Stabilization Commission for unemployment insurance contributions for the years 1942 
through 1945. During the entire period involved an employer must have had a minimum of four employees in order to be 
subject to the provisions of the Unemployment Insurance Law. (Unemployment Insurance Act, § 9, as amended Stats. 1937, 
ch. 740, § 1, p. 2055; Stats. 1945, ch. 545, § 1, p. 1082, ch. 942, § 1, p. 1776.) Unless Mr. Goveia and Mrs. Morris are to be 
considered as employees during that period the corporation did not have four employees and the assessment was improperly 
levied. 

[I] The trial court found that "each of Goveia and Morris received compensation from the corporation for their services; that 
such compensation received by Goveia and Morris from the corporation is wages .... " This finding is supported by 
substantial evidence and the court properly concluded that the compensation received constituted "wages with reference to 
the provisions of the Unemployment Insurance Act and subject to tax or contribution under the said Act." To hold now as a 
matter of law that Mr. Goveia and Mrs. Morris were not employees would be to disregard the corporate entity to suit the 
convenience and purpose of the stockholders. [2] Certainly they should not be permitted to assert the employer-employee 
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relationship in seeking benefits conferred by law, including coverage under the federal social security program [48 Cal.2d 
591] and at the same time to deny the existence of such a relationship in order to avoid obligations imposed by other laws. 
(See Higgins v. Smith, 308 U.S. 473, 477 [60 S.Ct. 355, 84 L.Ed. 406]; California Emp. Com. v. Butte County etc. Assn., 25 
Cal.2d 624, 636- 637 [154 P.2d 892].) 

The plaintiffs next contend that the assessment or at least a portion thereof was barred by the statute of limitations. As 
stated, the tax was assessed in 1950 for taxes due for the years 1942 through 1945. The law in effect prior to September 15, 
1945, provided for an assessment against employer units which had failed to make the required returns, but limited such 
assessments as follows: " ... provided, that in the absence of an intent to evade the provisions of this act such assessment 
must be made and notification given to the employer as hereinafter provided within three years from the date on which the 
contribution liability included in the assessment became due." (Gen. Laws, Act 8780d, § 45.5; Stats., 1943, p. 3054.) In 
1945 section 45.5 was amended, effective September 15, 1945, to provide in subparagraph (f) as follows: "Except in the 
case of failure without good cause to file a return, fraud or intent to evade this act or the authorized rules and regulations, 
every notice of assessment shall be made within three years .... " (Stats. 1945, p. 1097.) 

As no intent to evade was put in issue it appears that under the 1943 Act a three year statute of limitation would have been in 
effect. [3] But under the 1945 Act there is no limitation on assessments for those delinquencies due, among other things, to a 
"failure without good cause to file a return." In the present case the trial court expressly found that there was no good cause 
why the plaintiff corporation failed to file a return. The plaintiffs contend that good cause exists for their failure and they 
refer to decisions which define "good cause" as to applications such as here not involved. The record in this case reveals no 
set of circumstances which would justify a finding of good cause for failure to file the returns. A bona fide but mistaken 
belief that the law does not require a particular course of conduct does not constitute good cause for a failure to comply 
therewith. 

From the foregoing it is apparent that ifthe 1943 Act is applicable to any portion of the period in question, the assessment 
cannot be enforced as to that portion. But ifthe 1945 Act is applicable to all or any portion of the period, that portion of the 
assessment to which the act applies can and should be enforced. [48 Cal.2d 592] 

Under the provisions of the acts both before and after September 15, 1945, the contributions required from an employer 
subject to the tax became due on the first day of the calendar month following the close of each calendar quarter. (Stats. 
1943, p. 3037; Stats. 1945, p. 1095.) It is clear, therefore, that the contribution becoming due on the first day of October, 
1945, for the third calender quarter in 1945, and the contribution becoming due on the first day of January, 1946, for the 
fourth calendar quarter of 1945, were subject to the 1945 act and the assessment was properly levied as to those 
contributions. 

The theory by which the defendants seek to make the 1945 act applicable to the remainder of the assessment is that before 
any action is barred by the statute the Legislature has the power to extend the period prescribed therein. [ 4] The extension of 
the statutory period within which an action must be brought is generally held to be valid if made before the cause of action is 
barred. (Weldon v. Rogers, 151 Cal. 432 [90 P. 1062].) The party claiming to be adversely affected is deemed to suffer no 
injury where he was under an obligation to pay before the period was lengthened. This is on the theory that the legislation 
affects only the remedy and not a right. (Mudd v. McColgan, 30 Cal.2d 463 [183 P.2d 10]; Davis & McMillan v. Industrial 
Acc. Com. 198 Cal. 631 [246 P. 1046, 46 A.L.R. 1095]; 31Cal.Jur.2d434.) An enlargement of the limitation period by the 
Legislature has been held to be proper in cases where the period had not run against a corporation for additional franchise 
taxes (Edison Calif. Stores, Inc. v. McColgan, 30 Cal.2d 472 [183 P.2d 16]), against an individual for personal income taxes 
(Mudd v. McColgan, supra, 30 Cal.2d 463), and against a judgment debtor (Weldon v. Rogers, supra, 151 Cal. 432). [5] It 
has been held that unless the statute expressly provides to the contrary any such enlargement applies to matters pending but 
not already barred. (Mudd v. McColgan, supra, 30 Cal.2d 463.) 

The foregoing statement of the law is not disputed by the plaintiffs. They contend, however, that the change was more than a 
mere extension of the period of time in which an assessment might be levied; that the change required that the corporation 
be able to establish that it had good cause for not filing a return; that while it might have been able to show good cause had it 
been required to do so during the period in question it could not conveniently do so at the time of the assessment and after 
the events which gave rise to the obligation; that the change therefore constituted the creation of new [48 Cal.2d 593) 
obligations and the imposition of new duties, the exaction of new penalties not specifically provided for in the new 
legislation and the impairment of vested rights which they might assert in an action for the recovery of the assessment. 

It should be borne in mind that the obligation which the commission sought to enforce was not one which arose out of the 
1945 Act in altering the applicable statute of limitations, but rather one which arose out of provisions of the Unemployment 
Insurance Act existing at the time the corporation failed to comply therewith. [6] And where, as here, the Legislature 
properly could have extended the period of limitations as to all obligations surviving on September 15, 1945, certainly it 
could have imposed a less onerous burden on those obligors by providing a means of escape to those who had good cause 354



Evelyn, Inc., v. California Emp. Stab. Com. [48 Cal.2d 588] Page 3of4 

for their failure to comply with existing law. The plaintiffs cannot be heard to complain that because they now can make no 
showing of good cause they have thus been deprived of vested rights which would enable them to successfully maintain this 
action. They were never possessed of rights, vested or otherwise, which were entitled to the protection asserted by the 
plaintiffs. Furthermore, no showing is made by them as to the manner in which the corporation's failure to comply with the 
law might have been justified at the time the obligations were incurred, or why such a showing became an added burden by 
lapse of time. 

The plaintiffs seek to establish the impropriety of the assessment for the first two calendar quarters of 1942 for an additional 
reason. They contend that the contributions for those quarters became due on the first days of April and July of that year. 
(See Stats. 1943, p. 3037.) It may be assumed that in such a case the three year period of limitations would have run prior to 
the effective date of the 1945 Act on September 15 of that year and the collection of the amounts due would have been 
barred. [7] The commission contends, however, that the contributions for those two calendar quarters did not become due 
until after the 15th day of September, 1942, and that the obligations still survived at the time the period was extended on the 
15th day of September, 1945. This contention is based on provisions of the law which define employers subject to the 
Unemployment Insurance Act, and it is claimed that the plaintiff corporation did not become subject to the act until the 20th 
of September, 1942, for all prior contributions otherwise due for the year 1942. [48 Cal.2d 594] 

Section 9 of the Unemployment Insurance Act as it read prior to September 15, 1945, provided that" 'Employer' means: (a) 
Any employing unit, which for some portion of a day, ... in each of twenty different weeks, whether or not such weeks are or 
were consecutive, has within the current calendar year or had within the preceding calendar year in employment four or 
more individuals, irrespective of whether the same individuals are or were employed in each such day .... " (Stats. 1937, p. 
2055.) It appears from the record that the plaintiff corporation completed its 20th week of qualifying employment on 
September 20, 1942. There is nothing to indicate that prior to that time the corporation was an employer subject to the tax. 
Accordingly, it could not have incurred any tax liability prior to that time, and on the first days of the months following the 
first two calendar quarters in 1942 no tax could have become due and payable on which the statute might have run. The 
plaintiffs claim that the corporation was qualified from the beginning of the year 1942 because of its employment record in 
the prior calendar year. But there is no evidence to show the corporation's employment record in 1941, and the plaintiffs 
were required to make such a showing if reliance were to be placed thereon as controlling. 

It is contended by the plaintiffs that the provision relied on by the commission is one dealing only with the definition of 
"employer" and has no bearing on the question of when a contribution becomes due and payable. The contention may not be 
sustained. Obviously a contribution cannot become due and payable from a corporation before it qualifies as an employer. A 
construction in accord with this view was incorporated by the Employment Commission in its rule 37.6, wherein it was 
provided: "An employing unit upon becoming a subject employer during any calendar year shall file with the Commission 
within fifteen days thereafter, quarterly contributions and earnings reports for each completed quarter in that calendar year. 

"Contributions for these quarters are due at the end of the quarter in which the employer became subject. ... " (Rules and 
Regulations on the California Unemployment Insurance Act, Rule 37.6 [1940].) The Employment Commission was 
expressly authorized to "adopt, amend or rescind regulations for the administration of this act. ... " (Stats. 1939, p. 3007.) The 
foregoing rule would appear to be within the power thus granted. 

In recognition of the weight which may be accorded administrative [48 Cal.2d 595] interpretations and practices, as well as 
the plain meaning of the statutory language itself, it must be concluded that contributions from the plaintiff corporation for 
the first two calendar quarters of 1942 did not become due and payable until after the 20th of September, 1942; that the three 
-year period of the statute of limitations had not expired on the 15th day of September, 1945, as to those contributions, and 
that the period was properly extended as to contributions for those quarters as well as all other quarters involved in the 
assessment. 

The judgment is affirmed. 

Gibson, C.J., Carter, J., Traynor, J., Schauer, J., Spence, J., and McComb, J., concurred. 
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Life Savings Bank v. Wilhelm (2000) 84 Cal.App.4th 174 , 100 Cal.Rptr.2d 
657 

[No. E025950. Fourth Dist., Div. Two. Oct. 13, 2000.] 

LIFE SAVINGS BANK, Plaintiff and Appellant, v. TOM F. WILHELM et al., Defendants and Respondents. 

(Superior Court of Riverside County, No. 91285, Lawrence W. Fry, Judge.) 

(Opinion by Ramirez, P. J., with McKinster and Gaut, JJ., concurring.) 

COUNSEL 

Hemar & Rousso and Kenneth G. Lau for Plaintiff and Appellant. 

Law Offices ofThunnan W. Arnold III, Thurman W. Arnold III; and Timothy L. Ewanyshyn for Defendants and 
Respondents. [84 Cal.App.4th 175] 

OPINION 

RAMIREZ, P. J.-

Plaintiff Life Savings Bank (Life) appeals from an order of the trial court denying its request for relief from mistake, 
inadvertence [84 Cal.App.4th 176] and/or excusable neglect under Code of Civil Procedure section 473. fu. 1 Life missed 
the filing deadline provided in section 726, subdivision (b), for its application for a hearing to determine the fair value of 
real property after a foreclosure sale in order to obtain a money judgment for the deficiency. Concurrently with filing its late 
application, Life filed a motion under section 473 for relief from its tardy filing. The trial court held that section 726, 
subdivision (b )'s three-month period for filing an application for a fair value hearing is essentially a statute of limitations and 
therefore relief under section 473 was not available. The trial court refused to hear Life's section 473 motion for relief on its 
merits and, finding it moot, declined to hear the application for a fair value hearing. Life appeals, claiming that the trial court 
erred in refusing to hear its motion for relief under section 473 on its merits, because section 726, subdivision (b) is merely a 
procedural time line and does not act as a statute of limitations. 

Facts and Procedural History 

On November 25, 1992, Life entered into two promissory notes with defendants Tom F. Wilhelm and Teresa A. Felix 
Wilhelm (the Wilhelms), whereby Life agreed to loan them a total of $184,000. Each loan was secured by a deed of trust on 
a separate parcel of improved real property. The Wilhelms defaulted on their notes and Life filed an action for judicial 
foreclosure on September 6, 1996. On December 16, 1997, the parties entered into a stipulation for entry of judgment of 
judicial foreclosure. The trial court entered judgment based upon the stipulation the same day. Both the stipulation and the 
judgment indicate that the Wilhelms agree that they are personally liable for the payment of the amounts secured by the 
deeds of trust and that a deficiency judgment may be ordered against them. 

On July 14, 1998, Life filed a writ of sale for the real property. Then, on April 8, 1999, the sheriffs sale took place. Life was 
the highest bidder and obtained the properties for a total of $170,000. On July 19, 1999, Life concurrently filed a motion to 
allow it to have a hearing on its tardy application for a fair value hearing, as well as the application for the fair value hearing 
itself. As indicated above, the trial court found that because section 726, subdivision (b) imposed a statute of limitations, 358
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Life could not seek relief under section 473. The trial court therefore declined to rule on the merits of the section 473 motion 
and declined to rule on the application for a fair value hearing. This appeal followed. 

Discussion 

[1 a] Section 4 73 allows a court, in its discretion, to relieve a party from "a judgment, dismissal, order, or other proceeding 
taken against him or her [84 Cal.App.4th 177) through his or her mistake, inadvertence, surprise, or excusable 
neglect." (Id, subd. (b).) However, section 473 does not provide relief from such errors that result in the running of the 
applicable statute of limitations. (Carlson v. Department of Fish & Game (1998) 68 Cal.App.4th 1268, 1279 [80 Cal.Rptr.2d 
601]; Castro v. Sacramento County Fire Protection Dist. (1996) 47 Cal.App.4th 927, 929, 934 [55 Cal.Rptr.2d 193].) 

Section 726, subdivision (b) provides, in part, that "[i]n the event that a deficiency is not waived or prohibited and it is 
decreed that any defendant is personally liable for the debt, then upon application of the plaintiff filed at any time within 
three months of the date of the foreclosure sale and after a hearing thereon at which the court shall take evidence and at 
which hearing either party may present evidence as to the fair value of the real property or estate for years therein sold as of 
the date of sale, the court shall render a money judgment against the defendant or defendants for the amount by which the 
amount of the indebtedness with interest and costs of levy and sale and of action exceeds the fair value of the real property 
or estate for years therein sold as of the date of sale." It is undisputed that Life did not file its application for a fair value 
hearing until July 19, 1999, some 11 days after the expiration of the three-month period allowed by section 726. The sole 
issue on appeal is whether the three-month period acts as a statute of limitations such that no relief can be had under section 
473 for mistake, inadvertence or excusable neglect. This being a pure question oflaw, we review the trial court's decision de 
nova. (California Teachers Assn. v. San Diego Community College Dist. (1981) 28 Cal.3d 692, 699 [170 Cal.Rptr. 817, 621 
P.2d 856]; Diamond Benefits Life Ins. Co. v. Troll (1998) 66 Cal.App.4th 1, 5 [77 Cal.Rptr.2d 581].) 

[2] A statute oflimitation prescribes the time period beyond which suit may not be brought. (Utah Property & Casualty Ins. 
etc. Assn. v. United Services Auto. Assn. (1991) 230 Cal.App.3d 1010, 1025 [281Cal.Rptr.917].) Statutes oflimitations are 
distinguished from procedural limits governing the time in which parties must do an act because they fix the time for 
commencing suit. (3 Witkin, Cal. Procedure (4th ed. 1996) Actions,§ 418, p. 527.) [I b]The question we must consider, 
therefore, is whether section 726, subdivision (b) fixes the time in which a party may bring an action. Our reading of the 
plain language of the statute causes us to conclude that it does. A party who is entitled to seek a deficiency judgment must 
file an application within three months of the foreclosure sale or no money judgment for a deficiency can be obtained.(§ 
726, subd. (b).) 

In reaching our conclusion we are supported by cases that have interpreted section 580a as constituting a statute of 
limitations. (See, e.g., Citrus State [84Cal.App.4th178) Bank v. McKendrick (1989) 215 Cal.App.3d 941, 943 [263 
Cal.Rptr. 781]; California Bankv. Stimson (1949) 89 Cal.App.2d 552 [201P.2d39]; Ware v. Heller (1944) 63 Cal.App.2d 
817, 823-825 [148 P.2d 41 O].) As does section 726, subdivision (b), which applies to judicial foreclosures, section 580a 
provides that in the case of nonjudicial foreclosures, a creditor seeking a money judgment for a deficiency must bring an 
action seeking a deficiency judgment within three months of the sale of the security. (See Citrus State Bankv. McKendrick, 
supra, 215 Cal.App.3d at p. 945 [§§ 580a and 726 both limit the time in which to seek a deficiency judgment to three 
months after foreclosure sale] and Coppola v. Superior Court (1989) 211 Cal.App.3d 848, 863, fu. 8 [259 Cal.Rptr. 811] 
[time bar in§ 580a for nonjudicial foreclosure has its equivalent for judicial foreclosure in§ 726, subd. (b)].) Further, the 
fact that the policies behind the two sections, and indeed the entire statutory scheme regarding the foreclosure of mortgages, 
are the same, bolsters the conclusion that they should be interpreted in a similar fashion. Essentially they both seek to lighten 
the burden of trust debtors and to prevent excessive recoveries by secured creditors. (Kirkpatrick v. Westamerica Bank 
(1998) 65 Cal.App.4th 982, 986-987 [76 Cal.Rptr.2d 876]; Citrus State Bankv. McKendrick, supra, 215 Cal.App.3d at p. 
947; Rose/ea/Corp. v. Chierighino (1963) 59 Cal.2d 35, 40 [27 Cal.Rptr. 873, 378 P.2d 97]; California Bank v. Stimson, 
supra, "89 Cal.App.2d at pp. 554-555.) 

Thus, we conclude that section 726, subdivision (b) provides a three-month statute of limitations in which a party seeking a 
deficiency judgment must file an application for a fair value hearing and a determination of the amount of the deficiency. 
The trial court did not err in holding that Life was not entitled to seek relief under section 473 for its failure to meet the three 
-month deadline. 

Life argues that section 726, subdivision (b) cannot be construed as a statute of limitations because a judgment in a judicial 
foreclosure is a multi part judgment comprised of both the judgment for the sale of the security and the judgment for the 
deficiency. Therefore, the three-month period is merely "intended to provide administrative convenience and expediency to 
the process of completing an already pending judicial foreclosure action .... " (Italics omitted.) Life argues that this 
distinguishes section 726, subdivision (b) from section 580a, because the latter applies to the initial court action, while the 
former applies when an action for foreclosure has already been initiated. We disagree. 
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Rather than comprising separate "judgments" to a single action, we hold that, for purposes of the statutes of limitations that 
apply to them, a judgment for judicial foreclosure, which includes a determination that a party has the [84 Cal.App.4th 179] 
right to seek a deficiency, and the deficiency judgment itself are the product of separate actions. Indeed, contrary to Life's 
argument, a deficiency judgment is not a necessary part of an action for judicial foreclosure. (See, e.g., Ware v. Heller, 
supra, 63 Cal.App.2d at p. 823 [while action to recover deficiency is founded on instrument secured by a deed of trust, 
action to recover deficiency may not be maintained until after security is exhausted].) A deficiency judgment need only be 
sought if the proceeds of the judicial foreclosure are insufficient to cover the secured obligation. Logically then, an action 
seeking a deficiency is separate from an action seeking the sale of security through judicial foreclosure. 

Life cites Korea Exchange Bank v. Yang (1988) 200 Cal.App.3d 1471 [246 Cal.Rptr. 619] in support of its claim that an 
action for a deficiency is not a separate action. While the court in that case did refer to the deficiency action as a "motion," 
and concluded that notice of the deficiency "motion" need not be given to debtors whose default was taken in the foreclosure 
action, it did not hold that the deficiency action was part of the judicial foreclosure action, nor did it hold that section 726, 
subdivision (b) was not a statute of limitations. · 

Life also cites United California Bank v. Tijerina (1972) 25 Cal.App.3d 963 [I 02 Cal.Rptr. 234], wherein the court referred 
to actions under section 726 as two-stage proceedings. In that case, a debtor failed to disclose the existence of additional 
security in the foreclosure action and the creditors obtained a judgment indicating they were entitled to seek a deficiency 
judgment. The court held that the debtor was precluded from asserting the defense of failure to exhaust all security first in 
the deficiency action because the issues of waiver and the creditor's right to seek a deficiency had already been adjudicated 
in the foreclosure action. (Id. at pp. 968-969.) Again however, that court did not hold that the action for the deficiency 
judgment was part of the foreclosure action and did not consider, and thus reached no conclusion on whether section 726, 
subdivision (b) acts as a statute of limitations on obtaining a deficiency judgment. 

Life also argues that the fact that the trial court retains jurisdiction during the period authorized for a redemption under 
section 729 .010 et seq. necessarily requires us to find that the three-month limit was not meant to be a statute of limitations. 
We are not persuaded. The debtor's right to redeem is a right related to the foreclosure sale and is entirely separate from the 
creditor's right to obtain a deficiency judgment. Life has provided no authority, nor are we aware of any, for the proposition 
that the court cannot maintain jurisdiction over the former, yet lose jurisdiction over matters concerning the latter. [84 
Cal.App.4th 180] 

Life argues that section 726, subdivision (b) cannot be a statute of limitations because the court in Florio v. Lau (1998) 68 
Cal.App.4th 637 [80 Cal.Rptr.2d 409] held that it was superseded by another conflicting statute. To the contrary, the court in 
Florio did not find the relevant statutes to be in conflict. Rather, it held that in cases involving mixed collateral of both 
personal and real property, the three-month limitation period in section 726, subdivision (b) does not apply at all. (68 
Cal.App.4th at pp. 646-653.) 

Finally, both Life and the Wilhelms advance several equitable points, which they argue support a finding in their favor. 
However, these equitable considerations do not apply in determining whether or not the three-month period in section 726, 
subdivision (b) is a statute oflimitations. They would only apply if we determined that it was necessary to remand the case 
for a hearing on Life's motion for relief under section 473, and then would have to be determined by the trial court. Having 
determined that Life is not entitled to seek relief under section 473, there is no need for us to remand the case to the trial 
court, and no reason for us to consider the equitable arguments further. 

Disposition 

The trial court's order is affirmed. Defendants to recover their costs on appeal. 

McKinster, J., and Gaut, J., concurred. 

FN 1. All further statutory references are to the Code of Civil Procedure. 
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OPINION 

CHIN,J.-

[1] In this case, we address the application of the state's prevailing wage law (PWL; see Lab. Code, § 1770 et seq.) fu. 1 to 
private construction of a$ 10 million animal control facility in Long Beach (the City). The Society for the Prevention of 
Cruelty to Animals of Los Angeles (SPCA-LA) built the facility, but it was partly funded by a$ 1.5 million grant from the 
City that was expressly limited to project development and other preconstruction expenses. Section 1771 requires that 
"workers employed on public works" be paid "not less than the general prevailing rate of per diem wages for work of a 
similar character in the locality in which the public work is performed .... " 

When the present contract was executed in 1998, "public works" was defined as including "[c]onstruction, alteration, 
demolition, or repair work done under contract and paid for in whole or in part out of public funds ... "(§ 1720, subd. (a), 
italics added.) As we observe, after the agreement was executed, and after the City's grant money was used for 
preconstruction expenses, a 2000 amendment to section 1720, subdivision (a)(l ), was adopted to include within the word 
"construction" such activities as "the design and preconstruction phases of construction," including "inspection and land 
surveying work," items the City partly funded in this case. 

[2] We first consider whether the project here is indeed a "public work" within the meaning of section 1771 and former 
section 1720. We will conclude, contrary to the Court of Appeal, that under the law in effect when the contract at issue was 
executed, a project that private developers build solely with private funds on land leased from a public agency remains 
private. It does not become a public work subject to the PWL merely because the City had earlier contributed funds to the 
owner/lessee to assist in [34 Cal.4th 947) defraying such "preconstruction" costs or expenses as legal fees, insurance 
premiums, architectural design costs, and project management and surveying fees. · 

This conclusion completely disposes of this case. We leave open for consideration at another time important questions raised 
by the parties, including (1) whether, assuming the project indeed was a "public work" under section 1771, it should be 
deemed a "municipal affair" of a charter city and therefore exempt from PWL requirements, and (2) whether the PWL is a 
matter of such "statewide concern" that it would override a charter city's interests in conducting its municipal affairs. 
Resolution of these important issues is unnecessary and foappropriate here because the present project was not a public work 
subject to the PWL. 

FACTS 

The following uncontested facts are largely taken from the Court of Appeal opinion in this case. The Department of 
Industrial Relations (Department) appeals from a judgment granting a petition for writ of mandate filed by the City. The 
City had sought to overturn the· Department's determination that an animal shelter project financed in part with Cify funds 
and built on City lands was subject to the PWL. 

In 1998, the City entered into an agreement with SPCA-LA, under which the City agreed to contribute$ 1.5 million to assist 
in the development and preconstruction phases of a facility within City limits that would serve as an animal shelter and 
SPCA-LA's administrative headquarters. It would also provide kennels and office space for the City's animal control 
department. The agreement required the City's funds to be placed in a segregated account and used only for expenses related 
to project development, such as SPCA-LA's "investigation and analysis" of the property on which the shelter was to be built, 
"permit, application, filing and other fees and charges," and "design and related preconstruction costs." SPCA-LA was 
specifically precluded from using any of the City's funds "to pay overhead, supervision, administrative or other such costs" 
of the organization. 

The City owned the land on which the facility was to be built, but leased it to SPCA-LA for$ 120 per year. The City in tum 
agreed to pay SPCA-LA $ 60 a year as rent for the space occupied by its animal control department. The agreement further 
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provided it was "interdependent," with lease and lease-back agreements between the parties with respect to the City land on 
which the project would be built. The agreement further stated that "[i]f either the lease or lease-back is tenninated then this 
agreement. shall automatically tenninate, without notice." Finally, the agreement provided "[i]f there is a [34 Cal.4th 948] 
claim relating to the payment of wages arising from the construction described herein," the City shall pay 95 percent of "all 
costs, expenses, penalties, payments of wages, interest, and other charges related to the claim, including attorneys' fees and 
court or administrative costs and expenses[.]" 

The record shows a portion of the City's financial contribution was spent on such preconstruction expenses as architecture 
and design($ 318,333), project management($ 440,524), legal fees($ 16,645), surveying($ 14,500), and insurance($ 
23,478). The City estimated that an additional$ 152,000 in architectural, legal, development and insurance expenses would 
be required for completion. The dissent observes that some of these additional funds may have been spent after actual 
construction began. The dissent cites a letter from the City indicating that by the time construction began, some additional 
funds "had yet to be spent." (Dis. opn., post, at p. 958.) The record is unclear, however, if or when such funds were actually 
paid. But as we previously noted, the City's agreement with SPCA-LA required the City's funds to be used only for project 
development, design and related preconstruction costs, and the issue before us is whether the term "construction" includes 
such activities. Assuming some limited City funds were spent during construction, the record fails to demonstrate they were 
used for construction. 

The project itself was completed in 2001 at a cost of approximately$ 10 million. Evidence obtained from the SPCA-LA 
showed the project was intended to serve all of Los Angeles County and parts of Orange County. Animals from all these 
areas, not just from Long Beach, would be housed at the shelter. In addition, the facility would also house the SPCA-LA's 
headquarters. 

[3] Section 1771 states in relevant part: "[N]ot less than the general prevailing rate of per diem wages for work of a similar 
character in the locality in which the public work is perfonned ... shall be paid to all workers employed on public works." In 
1998, when the present contract was executed, "public works" was defined as "[c]onstruction, alteration, demolition, or 
repair work done under contract and paid for in whole or in part out of public funds .... " (§ 1720, subd. (a), italics added.) 
The term "construction" was undefined. As discussed below, a 2000 amendment to section 1720, subdivision (a), adopted 
several years after the City executed its contract with SPCA-LA and made its limited contribution, now includes within 
"construction" such activities as "the design and preconstruction phases of construction," including inspection and 
surveying. 

Acting on an inquiry by a labor organization, the Department began an investigation to determine whether the project was a 
"public work" under former section 1720 and was therefore subject to the prevailing wage rates [34 Cal.4th 949] that 
section 1771 mandated. The City argued that the project was not a public work, but even if it was, the prevailing wage law 
did not apply because it was strictly a charter city's "municipal affair." The Department concluded the project was a public 
work and the city's status as a charter city did not exempt it from the PWL. This determination was affirmed on an 
administrative appeal. The City filed a petition for a writ of mandate under Code of Civil Procedure section 1085 
challenging the Department's decision that the PWL applied to the shelter project. The trial court granted the writ, and the 
Department filed a timely appeal. The Court of Appeal reversed, concluding that (1) the project was a public work under 
former section 1720 and section 1771, (2) the project was not a municipal affair exempt from the PWL, and (3) even ifthe 
project was a municipal affair, the PWL was a matter of statewide concern, precluding exemption under the municipal 
affairs doctrine. Concluding the shelter project was not a public work as then defined, we will reverse the judgment of the 
Court of Appeal. 

DISCUSSION 

[4] Before proceeding with our analysis, we set out some established principles that will help guide our decision. In Lusardi 
Construction Co. v. Aubry (1992) 1 Cal.4th 976 [4 Cal. Rptr. 2d 837, 824 P.2d 643] (Lusardi), we spoke regarding the 
PWL's general intent and scope. We observed that "[t]he Legislature has declared that it is the public policy of California 'to 
vigorously enforce minimum labor standards in order to ensure employees are not required or permitted to work under 
substandard unlawful conditions, and to protect employers who comply with the law from those who attempt to gain 
competitive advantage at the expense of their workers by failing to comply with minimum labor standards.' [Citation.] rir.J 
The overall purpose of the prevailing wage law is to protect and benefit employees on public works projects. 
[Citation.]" (Lusardi, supra, 1 Cal.4th at p. 985, italics added.) 

Lusardi continued by observing that "[t]his general objective subsumes within it a number of specific goals: to protect 
employees from substandard wages that might be paid if contractors could recruit labor from distant cheap-labor areas; to 
permit union contractors to compete with nonunion contractors; to benefit the public through the superior efficiency of well
paid employees; and to compensate nonpublic employees with higher wages for the absence of job security and employment 
benefits enjoyed by public employees. [Citations.]" (Lusardi, supra, 1 Cal.4th at p. 987.) 

365



City of Long Beach v. Department of Industrial Relations (2004) 34 Cal.4th 942 [-- Cal.Rptr.3d -... Page 4 of 9 

[5] In conducting our review, we must exercise our independent judgment in resolving whether the project at issue 
constituted a "public work" within the meaning of the PWL. (Mcintosh v. Aubry (1993) 14 Cal.App.4th 1576, 1583-1584 
[18 Cal. Rptr. 2d 680] (Mcintosh).) We have acknowledged [34 Cal.4th 950] that the PWL was enacted to protect and 
benefit workers and the public and is to be liberally construed. (See Lusardi, supra, 1 Cal.4th at p. 985.) The law does, 
however, permit public agencies to form alliances with the private sector and allows them to enter into leases of public lands 
and to give financial incentives to encourage private, nonprofit construction projects that provide public services at low cost 
(see Gov. Code, § 26227; Mcintosh, supra, 14 Cal.App.4th at p. 1587; International Brotherhood of Electrical Workers v. 
Board of Harbor Commissioners (1977) 68 Cal. App. 3d 556, 562 [137 Cal. Rptr. 372] [lease to private developer to 
construct oil and gas facilities and pay city-lessor royalties not "public work" under former section 1720]). 

[6] "Courts will liberally construe prevailing wage statutes [citations], but they cannot interfere where the Legislature has 
demonstrated the ability to make its intent clear and chosen not to act [citation]." (Mcintosh, supra, 14 Cal.4th at p. 1589.) 
Here, we must determine whether the City's contract with SPCA-LA truly involved "construction" that was paid for in part 
with public funds. 

The City observes that its $ 1.5 million donation to SPCA-LA was neither earmarked nor used for actual construction of the 
facility. The City's agreement with SPCA-LA specifically designated the contributed funds for preconstruction costs. Those 
funds were in fact spent on architectural design, project management, legal fees, surveying fees, and insurance coverage. 
The City contends that, when the agreement was executed in 1998, "construction" meant only the actual physical act of 
building the structure. 

The City notes that only in 2000, several years after the agreement was signed and after the City had contributed its funds to 
the project, did the Legislature amend section 1720, subdivision (a), by adding a sentence stating: "For purposes of this 
paragraph, 'construction' includes work performed during the design and preconstruction phases of construction including, 
but not limited to, inspection and land surveying work." (Stats. 2000, ch. 881, §I.) The City views the foregoing 
amendment as a prospective change in the law, not a simple restatement of existing law. 

The Department, on the other hand, argues that the term "construction" would encompass the planning, design, and "pre
building" phases of a project, which would include architectural design, project management, and surveying. The City's 
financial contribution to the project paid for all these items. In the Department's view, the 2000 amendment to section 1720, 
subdivision (a), merely clarified existing law. As will appear, we think the City's argument makes more sense. [34 Cal.4th 
951] 

The Court of Appeal observed that the "[Department's] position is supported by the common meaning of the word 
'construction' ... , " citing a dictionary that defines construction as "[t]he act or process of constructing." (American Heritage 
Diet. (2d college ed. 1982) p. 315, italics added; see also Priest v. Housing Authority (1969) 275 Cal. App. 2d 751, 756 [80 
Cal. Rptr. 145] [construction ordinarily includes "the entire process" required in order to erect a structure, including 
basements, foundations, and utility connections].) But that definition begs the question whether the construction "process" 
includes the preconstruction activities involved here. Other dictionaries give the word a more literal interpretation. 

[7] For example, Webster's Third New International Dictionary (2002), page 489, gives a primary definition of 
"construction" as "[t]he act of putting parts together to form a complete integrated object." 3 Oxford English Dictionary (2d 
ed. 1989), page 794, defines the word as "the action of framing, devising, or forming, by the putting together of parts; 
erection, building." Thus, contrary to the Court of Appeal's statement, dictionary definitions do not strongly support the 
Department's position. 

The Court of Appeal also relied on the Department's own regulations and rulings interpreting and implementing the PWL. It 
noted that the Department has defined "construction" as including "[f]ield survey work traditionally covered by collective 
bargaining agreements," when such surveying is "integral to the specific public works project in the design, preconstruction, 
or construction phase;" (Cal. Code Regs., tit. 8, § 16001, subd. (c).) The total project cost was approximately$ 10 million. 
The record does not clearly show whether the minimal ($ 14,500) surveying work paid for out of the City's donation met the 
"collective bargaining" and "integral work" elements of the Department regulation. Neither the Court of Appeal nor the 
briefs explore these aspects of the regulation. 

[8] In any event, assuming that regulation applies here, although we give the Department's interpretation great weight (e.g., 
People ex rel. Lungren v. Superior Court (1996) 14 Cal.4th 294, 309 [58 Cal. Rptr. 2d 855, 926 P.2d 1042]), this court bears 
the ultimate responsibility for construing the statute. "When an administrative agency construes a statute in adopting a 
regulation or formulating a policy, the court will respect the agency interpretation as one of several interpretive tools that 
may be helpful. In the end, however, '[the court] must ... independently judge the text of the statute.' " (Agnew v. State Bd. of 
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Equalization (1999) 21 Cal.4th 310, 322 [87 Cal. Rptr. 2d 423, 981 P.2d 52], quoting Yamaha Corp. a/America v. State 
Board of Equalization (1998) 19 Cal.4th 1, 7-8 [78 Cal. Rptr. 2d l, 960 P.2d 1031 ].) [34 Cal.4th 952) 

[9] The Court of Appeal also relied on the Attorney General's opinion citing the Department regulation with apparent 
approval. (70 Ops.Cal.Atty.Gen. 92, 93-94 (1987).) But the question whether that regulation comported with the PWL was 
not before the Attorney General, who was asked only whether the PWL applied to engineering firm employees whom the 
city hired to perform services that the city engineer ordinarily performed. That issue involved determining whether the work 
was "performed under contract" or "carried out by a public agency with its own forces."(§ 1771.) As the opinion recites, 
"The inquiry assumes that the work in question is a 'public work' within the meaning" of former section 1720 and section 
1771. (70 Ops.Cal.Atty.Gen., supra, at p. 93.) Indeed, the Attorney General's conclusion was that the PWL applied to the 
engineering firm's employees "except with respect to such duties which do not qualify as a public work." (Id. at p. 98, italics 
added.) Thus, the opinion seems inconclusive for our purposes. In any event, as with the Department's own regulations, the 
Attorney General's opinions are entitled to "considerable weight," but are not binding on us. (E.g., State a/Cal. ex rel. State 
Lands Com. v. Superior Court (1995) 11 Cal.4th 50, 71 [44 Cal. Rptr. 2d 399, 900 P.2d 648].) 

As noted, the City relies in part on the 2000 postagreement amendment to section 1720, subdivision (a), defining 
"construction" to include work performed during the project's design and preconstruction phases. The City views the 
amendment as a change in existing law. It relies on an August 30, 2000, letter from the amendment's author, Senator John 
Burton, seeking to respond to interested parties' "concerns" regarding its operation. The letter recites that the amendment 
was "intended only to operate prospectively and therefore will only apply to contracts for public works entered into on and 
after the effective date of the legislation which will be January 1, 2001." (4 Sen. J. (1999-2000 Reg. Sess.) p. 6371.) The 
present contract was executed in 1998. 

Although letters from individual legislators are usually given little weight unless they reflect the Legislature's collective 
intent (Que/imane Co. v. Stewart Title Guaranty Co. (1998) 19 Cal.4th 26, 45-46, fn. 9 [77 Cal. Rptr. 2d 709, 960 P.2d 513]; 
Metropolitan Water Dist. v. Imperial Irrigation Dist. (2000) 80 Cal.App.4th 1403, 1425-1426 [96 Cal. Rptr. 2d 314]), the 
Burton letter was presented, prior to the bill's enactment, to the full Senate, which carried his motion to print it in the Senate 
Daily Journal. Indeed, the letter is printed and included under the notes to section 1720 in West's Annotated Labor Code. 
(Historical and Statutory Notes, 44A West's' Ann. Lab. Code (2003 ed.) foll. § 1720, p. 7.) Under these circumstances, we 
think the letter carries more weight as indicative of probable legislative intent. (See Roberts v. City of Palmdale (1993) .J. 
Cal.4th 363, 377-378 [20 Cal. Rptr. 2d 330, 853 P.2d 496]; In re Marriage of Bouquet (1976) 16 Cal.3d 583, 590-591 [128 
Cal. Rptr. 427, 546 P.2d 1371].) [34 Cal.4th 953) 

[IO] Moreover, Senator Burton's remarks conform to the well-established rule that legislation is deemed to operate 
prospectively only, unless a clear contrary intent appears (e.g., Myers v. Philip Morris Companies, Inc. (2002) 28 Cal.4th 
828, 840-841 [123 Cal. Rptr. 2d 40, 50 P.3d 751]; Evangelatos v. Superior Court (1988) 44 Cal.3d 1188, 1207-1209 [246 
Cal. Rptr. 629, 753 P.2d 585], and cases cited). We find in the available legislative history no indication of an intent to apply 
the amendment retroactively. 

The Department, on the other hand, relies on an Assembly Committee on Labor and Employment report indicating, "The bill 
[amending section 1720] codifies current Department practice by including inspectors and surveyors among those workers 
deemed to be employed upon public works and by insuring that workers entitled to prevailing wage during the construction 
phase of a public works project will get prevailing wage on the design and pre-construction phases of a project." (Assem. 
Com. on Labor and Employment, Rep. on Sen. Bill No. 1999 (1999-2000 Reg. Sess.) as amended Aug. 18, 2000, p. 3.) This 
language is inconclusive. Although it indicates the proposed legislation will now adopt the Department practice as to 
inspectors and surveyors, it fails to state that such adoption reflects existing law or should be applied retroactively to 
preexisting contracts. Moreover, the same Assembly Committee report notes that "in its current form, this bill also expands 
the definition of 'public works' to include architects, engineers, general contractors and others in their employ who have not 
previously been subject to the prevailing wage laws." (Ibid., italics added.) This language strongly indicates that the 2000 
amendment was more than a simple restatement of existing Jaw. 

We also note that the Legislative Counsel's digest to the bill explains that it would "revise the definition of public works by 
providing that 'construction' includes work performed during the design and preconstruction phases of construction 
including, but not limited to, inspection and land surveying work." (Legis. Counsel's Dig., Sen. Bill No. 1999 (1999-2000 
Reg. Sess.), Stats. 2000, ch. 881, italics added.) The Legislative Counsel also evidently believed that the revision might 
impose new costs on local government. (Ibid.) 

[11] The City observes that the United States Secretary of Labor has defined "construction," for purposes of the federal 
prevailing wage law (40 U.S.C. §§ 3141-3148) as: "All types of work done on a particular building or work at the site 
thereof ... by laborers and mechanics employed by a construction contractor or construction subcontractor .... " (29 C.F.K § 
5.20)(1) (2004).) "Laborers and mechanics" generally include "those workers whose duties are manual or physical in nature 
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(including those workers who use tools or who are perfonning the work of a trade), as distinguished [34 Cal.4th 954] from 
mental or managerial." (29 C.F.R. § 5.2(m) (2004).) This definition seemingly would not cover work done by surveyors, 
lawyers, project managers, or insurance underwriters, who function before actual construction activities commence. 

We have found no case deciding whether surveyors' work constitutes "construction" under federal regulations. California's 
prevailing wage law is similar to the federal act and shares its purposes. (Southern Cal. Lab. Management etc. Committee v. 
Aubry (1997) 54 Cal.App.4th 873, 882 [63 Cal. Rptr. 2d 106].) Although the Legislature was free to adopt a broader 
definition of "construction" for projects that state law covers, certainly the fact that federal law generally confines its 
prevailing wage la'?{ to situations involving actual construction activity is entitled to some weight in construing the pre-2000 
version of the statute. 

The Court of Appeal concluded that the broader interpretation of "construction" in former section 1720, subdivision (a), is 
"most consistent" with the PWL's purpose, to protect employees and the public. But, of course, no one suggests that had 
SPCA-LA, a private charitable foundation, funded the entire project, the PWL, which applies only to projects constructed in 
whole or in part with public funds, would nonetheless cover it. Does it make a difference that SPCA-LA received City funds 
for designing, surveying and insuring, and otherwise managing the project at the preconstruction phase? For all the reasons 
discussed above, we conclude the project falls outside the PWL's scope. Our conclusion makes it unnecessary to reach the 
City's alternative contention that the present project was not "done under contract" within the PWL's meaning. (See § 1720, 
subd. (a).) 

CONCLUSION 

The PWL does not apply in this case because no publicly funded construction was involved. The judgment of the Court of 
Appeal is reversed. 

George, C. J., Baxter, J., Werdegar, J., Brown, J., and Moreno, J., concurred. 

DISSENTING OPINION: 

KENNARD, J., Dissenting.--When a construction project is funded in whole or in part by a public entity, California law 
requires that the workers be paid the local prevailing wage. Here, a city and a charity entered into a contract for construction 
of a building, and agreed that the city would pay for certain expenses essential to the overall project but would not pay for 
erection of the building itself. The majority concludes the project was not a public work and therefore not subject to the 
prevailing wage. I disagree. [34 Cal.4th 955] 

I 

In 1998, the City of Long Beach (City) contracted with the Society for the Prevention of Cruelty to Animals, Los Angeles 
(SPCA-LA) for the latter to construct a building that was to contain an animal shelter as well as the SPCA-LA's 
headquarters and the City's animal control department. The City agreed to contribute$ 1.5 million to the project (which 
ultimately cost approximately$ IO million) and to lease to the SPCA-LA, at a nominal fee, the six and one-half acres of land 
on which the facility was to be built. 

In December 1999, just after ground was broken and the actual building had begun, a local newspaper reported on the 
project. This prompted a labor organization to ask the state Department oflndustrial Relations (DIR) to investigate whether 
the project was a public work and therefore subject to the prevailing wage law. In response to the DIR's inquiry, the City 
explained in a letter written in September 2000 that the SPCA-LA had placed the City's $ 1.5 million contribution in a 
segregated account; that roughly $ 1 million was being used to pay the architects, project managers, lawyers, and surveyors, 
as well as the insurance costs; the rest would be used for advertising, fundraising, and "startup costs" such as furniture and 
equipment; and that none of the City's money would be used to pay for the building itself. The City asserted that because its 
financial contribution would not be used to pay for the building itself, the project was not a public work. The DIR, however, 
determined that the project was a public work and therefore subject to the prevailing wage law; that ruling was affirmed on 
administrative appeal. The City challenged that decision in a petition for writ of mandate in the superior court. The court 
granted the writ, and the DIR appealed. The Court of Appeal reversed the superior court, concluding that the project was a 
public work. 

II 

Labor Code section 1771 fn. 1 provides that "all workers employed on public works" costing more than $ 1,000 must be 
paid "the general prevailing rate of per diem wages for work of a similar character in the locality in which the public work is 
performed .... " When the City and the SPCA-LA contracted to build the animal control facility in question, the version of 
section 1720, subdivision (a) (former section 1720( a)) then in effect defined "public works" in these words: "Construction, 368
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alteration, demolition, or repair work done under contract and paid for in whole or in part out of public funds .... " (Stats. 
1989, ch. 278, § 1, p. 1359, italics added.) At issue here is what the Legislature meant by the term "construction." That term, 
which has been in section 1720 since its enactment in 1937, is ambiguous. In a narrow sense it [34 Cal.4th 956) could mean 
--as the majority concludes--erection of the actual building only. In a broader sense it could mean--as the Court of Appeal 
concluded--the entire construction project, including the architectural, project management, insurance, surveying, and legal 
costs paid for by the City here. The parties furnish no legislative history bearing on the intent of the Legislature in 1937, 
when it used the word "construction" in former section 1720(a). But two principles of statutory interpretation provide 
guidance, as discussed below. 

In construing an ambiguous statute, courts generally defer to the views of an agency charged with administering the statute. 
"While taking ultimate responsibility for the construction of a statute, we accord 'great weight and respect to the 
administrative construction' thereof .... [fl Deference to administrative interpretations always is 'situational' and depends on 
'a complex of factors' ... , but where the agency has special expertise and its decision is carefully considered by senior agency 
officials, that decision is entitled to correspondingly greater weight .... " (Sharon S. v. Superior Court (2003) 31 Cal.4th 417, 
436 [2 Cal. Rptr. 3d 699, 73 P.3d 554), citations & fu. omitted (Sharon S.); see also Styne v. Stevens (2001) 26 Cal.4th 42, 
53 [109 Cal. Rptr. 2d 14, 26 P.3d 343]; Yamaha Corp. of America v. State Bd of Equalization (1998) 19 Cal.4th 1, 11-15 
[78 Cal. Rptr. 2d 1, 960 P.2d 1031].) 

The Legislature has given the Director of the DIR "plenary authority to promulgate rules to enforce the Labor Code," 
including "the authority to make regulations governing coverage" under the prevailing wage law. (Lusardi Construction Co. 
v. Aubry (1992) 1 Cal.4th 976, 989 [4 Cal. Rptr. 2d 837, 824 P.2d 643].) When, as here, the meaning of a statutory term is 
ambiguous and there is no indication of the Legislature's intent regarding its meaning, this court should defer to the DIR's 
determination based on its "special expertise" (Sharon S., supra, 31 Cal.4th at p. 436), so long as that determination was 
"carefully considered by senior agency officials" (ibid.) and is consistent with the DIR's previous decisions.(Yamaha Corp. 
of America v. State Bd. of Equalization, supra, 19 Cal.4th at p. 13 [courts should not defer to an administrative agency that 
has taken a "vacillating position" as to the meaning of the statute in question]). 

Here, in a 13-page decision signed by DIR Director Stephen Smith, the DIR concluded that this project was a public work. 
The DIR's regulations have long stated that surveying work, which the City paid for here, comes within the definition of the 
term "construction" under former section l 720(a), whether or not it occurs before the actual building process begins, so long 
as it is "integral to" the project. (Cal. Code Regs., tit. 8, § 16001, subd. (c).) The City does not deny that the work performed 
by the architect and the project manager--also paid for by the City--was integral to the construction project here. Thus, the 
DIR's determination that the construction project in question [34 Cal.4th 957) is a public work was carefully considered by 
a senior agency official and is consistent with the agency's regulations. Therefore, that decision commands great deference. 

Also lending support to my conclusion is California's long-standing policy that prevailing wage laws are to be liberally 
construed in favor of the worker. (Walker v. County of Los Angeles (1961) 55 Cal.2d 626, 634-635 [12 Cal. Rptr. 671, 361 
P.2d 247]; Mcintosh v. Aubry (1993) 14 Cal.App.4th 1576, 1589 [18 Cal. Rptr. 2d 680]; Union of American Physicians v. 
Civil Service Com. (1982) 129 Cal. App. 3d 392, 395 [181 Cal. Rptr. 93]; Melendres v. City of Los Angeles (1974) 40 Cal. 
App. 3d 718, 728 [115 Cal. Rptr. 409]; Alameda County Employees' Assn. v. County of Alameda (1973) 30 Cal. App. 3d 
518, 531 [106 Cal. Rptr. 441 ].) When, as here, a term in the prevailing wage law can plausibly be construed in two ways, 
one broad and one narrow, and there is no evidence that the Legislature intended the term's narrow meaning, this court 
should adopt the term's broader meaning. The Legislature's objectives in enacting the prevailing wage law were these: "to 
protect employees from substandard wages that might be paid if contractors could recruit labor from distant cheap-labor 
areas; to permit union contractors to compete with nonunion contractors; to benefit the public through the superior 
efficiency of well-paid employees; and to compensate nonpublic employees with higher wages for the absence of job 
security and employment benefits enjoyed by public employees." (Lusardi Construction Co. v. Aubry, supra, I Cal.4th at p. 
987.) These purposes will be implemented by applying the prevailing wage law to the project here. 

For the reasons given above, the word "construction" in former section 1720(a) refers to work that, in the Court of Appeal's 
words, is "integrally connected to the actual building and without which the structure could not be built." That includes the 
costs of surveying, architectural design and supervision, and project management paid for by the City here. 

III 

The majority acknowledges the two rules of statutory interpretation I just discussed. As applied here, those rules require a 
broad reading of the word "construction" in former section 1720(a). Yet the majority construes the term narrowly, holding 
that it does not encompass the expenses paid for by the City here. The majority's reasons are unpersuasive. 

The majority repeatedly characterizes as "preconstruction" costs the expenses the City paid for architectural design and 
supervision, project management, insurance, surveying, and legal services. (Maj. opn., ante, at pp. 946, 94 7, 950, 951, 954.) 

369
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To label these expenses as "preconstruction" is [34 Cal.4th 958) misleading. The term implies that all these expenses were 
incurred before the building of the facility began. But, as explained below, that view finds no support in the record. 

True, the surveying expenses were most likely incurred at the outset of the project, as is customarily the case. But that is not 
true of the project's management and architectural costs. The SPCA-LA's contract with project manager Pacific 
Development Services said the latter's duties included "Construction Management of all phases of construction of the 
Project." (Italics added.) And the SPCA-LA's contract with the architectural firm of Warren Freedenfeld & Associates 
provided that the firm would "be a representative of and shall advise and consult with the owner during construction," 
would "visit the site at intervals appropriate to the stage of construction," would "keep the Owner informed of the progress 
and quality of the Work," and would attempt to "guard the Owner against defects and deficiencies in the Work" as it 
progressed. (Italics added.) Indeed, the City's September 2000 letter to the DIR (seep. 955, ante) when the building phase of 
the project was well under way, said that of the approximately$ 540,000 of the City's contribution that was budgeted for 
project management,$ 100,000 had yet to be spent; and that of the$ 360,000 of the City's contribution that was budgeted 
for architectural fees,$ 40,000 had yet to be spent. The City's letter also mentioned that smaller portions of the legal and 
insurance costs had yet to be paid. Thus, the contracts with the project manager and the architect, as well as the City's letter, 
demonstrate that the City did not pay merely for "preconstruction" costs but also for expenses incurred while the facility was 
being constructed. 

The majority talks at length about an amendment to section 1720(a) that the Legislature enacted in 2000, stating that the 
term "construction," as used in that section, includes "the design and preconstruction phases of construction." After a 
thorough review of the legislative history pertaining to the 2000 amendment, the majority concludes that the Legislature did 
not intend the amendment to apply retroactively. Right. So what? Retroactivity of the 2000 amendment is not at issue here; 
therefore, the intent of the 2000 Legislature has rio bearing here. What is at issue is the intent of the Legislature back in 
1937, when it first used the word "construction" to define public works in former section l 720(a). It is the duty of this court, 
not the 2000 Legislature, to determine the 1937 Legislature's intent, and the views of the 2000 Legislature on the subject are 
not controlling. As this court said less than two months ago: "[T]he 'Legislature has no authority to interpret a statute. That is 
a judicial task. The Legislature may define the meaning of statutory language by a present legislative enactment which, 
subject to constitutional restraints, it may deem retroactive. But it has no legislative [34 Cal.4th 959) authority simply to say 
what it did mean.' " (McClung v. Employment Development Department (2004) 34 Cal.4th 467, 4 73 [20 Cal. Rptr. 3d 428, 
99 P.3d 1015].) 

IV 

I would uphold the Court of Appeal's decision that the project here was a public work and thus subject to the prevailing 
wage law. The majority concludes to the contrary and sees no need to resolve the remaining two issues on which this court 
granted review: (I) whether the project is a "municipal affair" exempt from the prevailing wage law, and (2) whether the 
prevailing wage law is a matter of statewide concern that overrides the municipal affair exemption. These are difficult and 
important questions. I would retain the case to decide them. 

FN 1. Further statutory references are to this code unless otherwise indicated. 

FN 1. All further statutory citations are to the Labor Code. 
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FOREWORD 

The claiming instructions contained in this manual are issued for the sole purpose of assisting 
claimants with the preparation of claims for submission to the State Controller's Office. These 
instructions have been prepared based upon interpretation of the State of California statutes, 
regulations, and parameters and guidelines adopted by the Commission on State Mandates. 
Therefore, unless otherwise specified, these instructions should not be construed in any 
manner to be statutes, regulations, or standards. 

If you have any questions concerning the enclosed material, write to the address below or 
call the Local Reimbursements Section at (916) 324-5729, or email to lrsdar@sco.ca.gov. 

State Controller's Office 
Attn: Local Reimbursements Section 
Division of Accounting and Reporting 
P.O. Box 942850 
Sacramento, CA 94250 

Prepared by the State Controller's Office 
Updated September 30, 2003 
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REIMBURSABLE STATE MANDATED COST PROGRAMS 

Claims for the following State mandated cost programs may be filed with the SCO. For your convenience, 
the programs are listed in alphabetical order by program name. An "X" indicates the fiscal year for which a 
claim may be filed. 

2002-03 2003-04 
Reimburse- Estimated 
mentClaims Claims 

x x 
x x 
x x 
x x 
x x 
x x 
x x 
x x 
x x 
x x 
x x 
x x 
x x 

Revised 9/01 

Chapter 77/78 
Chapter 961/75 
Chapter 1120/96 
Chapter 1/84 
Chapter 783/95 
Chapter 284/98 
Chapter 126/93 
Chapter 486/75 
Chapter 641/86 
Chapter 465/76 
Chapter 875/85 
Chapter 908/96 
Chapter 1249/92 

Community College Districts 

Absentee Ballots 
Collective Bargaining 
Health Benefits for Survivors of Peace Officers & Firefighters 
Health Fee Elimination 
Investment Reports 
Law Enforcement College Jurisdiction Agreements 
Law Enforcement Sexual Harassment Training 
Mandate Reimbursement Process 
Open Meetings AcUBrown Act Reform 
Peace Officers Procedural Bill of Rights 
Photographic Record of Evidence 
Sex Offenders: Disclosure by Law Enforcement Officers 
Threats Against Peace Officers 

Appropriation Information, Page 1 
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APPROPRIATIONS FOR THE 2003-04 FISCAL YEAR 

Source of State Mandated Cost Appropriations 
Schedule Program Amount Appropriated 
Chapter 379/02, Item 6110-295-00011 

(1) Chapter 77[78 Absentee Ballots 
(2) Chapter 961/75 Collective Bargaining 
(3) Chapter 1120/96 Health Benefits for Survivors of Peace Officers and Firefighters 
(4) Chapter 783/95 Investment Reports 
(5) Chapter 284/98 Law Enforcement College Jurisdiction Agreements 
(6) Chapter 126/93 Law Enforcement Sexual Harassment Training 
(7) Chapter 486/75 Mandate Reimbursement Process 
(8) Chapter 641/86 Open Meetings Act/Brown Act Reform 
(9) Chapter 465[76 Peace Officers Procedural Bill of Rights 
(10) Chapter 875/85 Photographic Record of Evidence 
(11) Chapter 908/96 Sex Offenders: Disclosure by Law Enforcement Officers 
(12) Chapter 1249/92 Threats Against Peace Officers 

Total Appropriations, Item 6110-295-001 
Chapter 379/02, Item 6870-295-0001 
(13) Chapter 1/84 Health Fee Elimination 
TOTAL - Funding for the 2003-04 Fiscal Year 

$ 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$ 0 

1,000 
$1,000 

1 Pursuant to provision 5, 'The Controller shall not make any payment from this item to reimburse community college districts for claimed costs 
of state-mandated education programs. Reimbursements to community college districts for education mandates shall be paid from the 
appropriate item within the community colleges budget." 

Revised 9/03 Appropriation Information, Page 2 

378



State of California Community College Mandated Cost Manual 

FILING A CLAIM 

1. Introduction 

The law in the State of California, (Government Code Sections 17500 through 17616), provides for 
the reimbursement of costs incurred by school districts for costs mandated by the State. Costs 
mandated by the State means any increased costs which a school district is required to incur after 
July 1, 1980, as a result of any statute enacted after January 1, 1975, or any executive order 
implementing such statute which mandates a new program or higher level of service of an existing 
program. 

Estimated claims that show costs to be incurred in the current fiscal year and reimbursement claims 
that detail the costs actually incurred for the prior fiscal year may be filed with the State Controller's 
Office (SCO). Claims for on-going programs are filed annually by January 15. Claims for new 
programs are filed within 120 days from the date claiming instructions are issued for the program. A 
10 percent penalty, (up to $1,000 for continuing claims, no limit for initial claims), is assessed for 
late claims. The SCO may audit the records of any school district to verify the actual amount of 
mandated costs and may reduce any claim that is excessive or unreasonable. 

When a program has been reimbursed for three or more years, the COSM may approve the 
program for inclusion in the State Mandates Apportionment System (SMAS). For programs included 
in SMAS, the SCO determines the amount of each claimant's entitlement based on an average of 
three consecutive fiscal years of actual costs adjusted by any changes in the Implicit Price Deflator 
(IPD). Claimants with an established entitlement receive an annual apportionment adjusted by any 
changes in the IPD and, under certain circumstances, by any changes in workload. Claimants with 
an established entitlement do not file further claims for the program. 

The SCO is authorized to make payments for costs of mandated programs from amounts 
appropriated by the State Budget A~t. by the State Mandates Claims Fund, or by specific 
legislation. In the event the appropriation is insufficient to pay claims in full, claimants will receive 
prorated payments in proportion to the dollar amount of approved claims for the program. Balances 
of prorated payments will be made when supplementary funds are made available. 

The instructions contained in this manual are intended to provide general guidance for. filing a 
mandated cost claim. Since each mandate is administered separately, it is .important to refer to the 
specific program for information relating to established policies on eligible reimbursable costs. 

2. Types of Claims 

There are three types of claims: Reimbursement, Estimated, and Entitlement. A claimant may file a 
reimbursement claim for actual mandated costs incurred in the prior fiscal year or may file an 
estimated claim for mandated costs to be incurred during the current fiscal year. An entitlement 
claim may be filed for the purpose of establishing a base year entitlement amount for mandated 
programs included in SMAS. A claimant who has established a base year entitlement for a 
program would receive an automatic annual payment which is reflective of the current costs for the 
program. 

All claims received by the SCO will be reviewed to verify actual costs. An adjustment of the claim 
will be made if the amount claimed is dete~mined to be excessive, improper, or unreasonable. The 
claim must be filed with sufficient documentation to support the costs claimed. The types of 
documentation required to substantiate a claim are identified in the instructions for the program. 
The certification of claim, form FAM-27, must be signed and dated by the entity's authorized officer 
in ordedor the SCO to make payment on the claim. 

Revised 9/03 Filin~ a Claim, Page 1 
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A. Reimbursement Claim 

A reimbursement claim is defined in GC Section 17522 as any claim filed with the SCO by a 
local agency for reimbursement of costs incurred for which an appropriation is made for the 
purpose of paying the claim. The claim must include supporting documentation to substantiate 
the costs claimed. 

Initial reimbursement claims are first-time claims for reimbursement of costs for one or more 
prior fiscal years of a program that was previously unfunded. Claims are due 120 days from the 
date of issuance of the claiming instructions for the program by the SCO. The first statute that 
appropriates funds for the mandated program will specify the fiscal years for which costs are 
eligible for reimbursement. 

Annual reimbursement claims must be filed by January 15 following the fiscal year in which 
costs were incurred for the program. A reimbursement claim must detail the costs actually 
incurred in the prior fiscal year. 

An actual claim for the 2002-03 fiscal year may be filed by January 15, 2004, without a late 
penalty. Claims filed after the deadline will be reduced by a late penalty of 10%, not to exceed 
$1,000. However, initial reimbursement claims will be reduced by a late penalty of 10% with no 
limitation. In order for a claim to be considered properly filed, it must include any specific 
supporting documentation requested in the instructions. Claims filed more than one year after 
the deadline or without the requested supporting documentation will not be accepted. 

B. Estimated Claim 

An estimated claim is defined in GC Section 17522 as any claim filed with the SCO, during the 
fiscal year in which the mandated costs are to be incurred by the local agency, against an 
appropriation made to the SCO for the purpose of paying those costs. 

An estimated claim may be filed in conjunction with an initial reimbursement claim, annual 
reimbursement claim, or at other times for estimated costs to be incurred during the current 
fiscal year. Annual estimated claims are due January 15 of the fiscal year in which the costs are 
to be incurred. Initial estimated claims are due on the date specified in the claiming instructions. 
Timely filed estimated claims are paid before those filed after the deadline. 

After receiving payment for an estimated claim, the claimant must file a reimbursement claim by 
January 15 following the fiscal year in which costs were incurred. If the claimant fails to file a 
reimbursement claim, monies received for the estimated claims must be returned to the State. 

C. Entitlement Claim 

An entitlement claim is defined in GC Section 17522 as any claim filed by a local agency with 
the SCO for the sole purpose of establishing or adjusting a base year entitlement for a 
mandated program that has been included in SMAS. An entitlement claim should not contain 
nonrecurring or initial start-up costs. There is no statutory deadline for the filing of entitlement 
claims. However, entitlement claims and supporting documents should be filed by January 15 
to permit an orderly processing of claims. When the claims are approved and a base year 
entitlement amount is determined, the claimant will receive an apportionment reflective of the 
program's current year costs. School mandates included in SMAS are listed in Section 2, 
numbers. 

Once a mandate has been included in SMAS and the claimant has established a base year 
entitlement, the claimant will receive automatic payments from the SCO for the mandate. The 
automatic apportionment is determined by adjusting the claimant's base year entitlement for 
changes in the implicit price deflator of costs of goods and services to governmental agencies, 
as determined by the State Department of Finance. For programs approved by the COSM for 
inclusion in SMAS on or after January 1, 1988, the payment for each year succeeding the three 
year base period is adjusted according to any changes by both the deflator and average daily 
attendance. Annual apportionments for programs included in the system are paid on or before 
November 30 of each year. 

Revised 9/03 Filing a Claim, Page 2 
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A base year entitlement is determined by computing an average of the claimant's costs for any 
three consecutive years after the program has been approved for the SMAS process. The 
amount is first adjusted according to any changes in the deflator. The deflator is applied 
separately to each year's costs for the three years, which comprise the base year. The sea 
will perform this computation for each claimant who has filed claims for three consecutive 
years. If a claimant has incurred costs for three consecutive years but has not filed a claim in 
each of those years, the claimant may file an entitlement claim, form FAM-43, to establish a 
base year entitlement. An entitlement claim does not result in the claimant being reimbursed for 
the costs incurred, but rather entitles the claimant to receive automatic payments from SMAS. 

3. Minimum Claim Amount 

For initial claims and annual claims filed on or after September 30, 2002, if the total costs for a 
given year do not exceed $1,000, no reimbursement shall be allowed except as otherwise allowed 
by GC Section 17564. The county shall determine if the submission of a combined claim is 
economically feasible and shall be responsible for disbursing the funds to each special district. 
Combined claims may be filed only when the county is the fiscal agent for the special districts. A 
combined claim must show the individual claim costs for each eligible school district. All 
subsequent claims based upon the same mandate shall only be filed in the combined form unless a 
special district, provides to the county and to the Controller, at least 180 days prior to the deadline 
for filing the claim, a written notice of its intent to file a separate claim. 

GC Section 17564(a) provides that no claim shall be filed pursuant to Sections 17551 and 17561, 
unless such a claim exceeds one thousand dollars ($1,000), provided that a county superintendent 
of schools may submit a combined claim on behalf of school districts within their county if the 
combined claim exceeds $1,000, even if the individual school district's claim does not each exceed 

· $1,000. The county superintendent of schools shall determine if the submission of the combined 
claim is economically feasible and shall be responsible for disbursing the funds to each school 
district. These combined claims may be filed only when the county superintendent of schools is the 
fiscal agent for the districts. A combined claim must show the individual claim costs for each eligible 
district. All subsequent claims based upon the same mandate shall only be filed in the combined 
form unless a school district provides a written notice of its intent to file a separate claim to the 
county superintendent of schools and to the sea at least 180 days prior to the deadline for filing 
the claim. 

4. Filing Deadline for Claims 

Initial reimbursement claims (first-time claims) for reimbursement of costs of a previously unfunded 
mandated program must be filed within 120 days from the date of issuance of the program's 
claiming instructions by the SCO. If the initial reimbursement claim is filed after the deadline, but 
within one year of the deadline, the approved claim must be reduced by a 10% penalty. A claim 
filed more than one year after the deadline cannot be accepted for reimbursement. 

Annual reimbursement claims for costs incurred during the previous fiscal year and estimated 
claims for costs to be incurred during the current fiscal year must be filed with the SCO and 
postmarked on or before January 15. If the annual or estimated reimbursement claim is filed after 
the deadline, but within one year of the deadline, the approved claim must be reduced by a 10% 
late penalty, not to exceed $1,000. Claims must include supporting data to show how the amount 

·claimed was derived. Without this information, the claim cannot be accepted. 

Entitlement claims do not have a filing deadline. However, entitlement claims and supporting 
documents should be filed by January 15 to permit an orderly processing of claims. Entitlement 
claims are used to establish a base year entitlement amount for calculating automatic annual 
payments. Entitlement does not result in the claimant being reimbursed for costs incurred, but 
rather entitles the claimant to receive automatic payments from SMAS. 
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5. Payment of Claims 

In order for the SCO to authorize payment of a claim, the Certification of Claim, form FAM-27, must 
be properly filled out, signed, and dated by the entity's authorized officer. 

Reimbursement and estimated claims are paid within 60 days of the filing deadline for the claim. A 
claimant is entitled to receive accrued interest at the pooled money investment account rate if the 
payment was made more than 60 days after the claim filing deadline or the actual date of claim 
receipt, whichever is later. For an initial claim, interest begins to accrue when the payment is made 
more than 365 days after the adoption of the program's statewide cost estimate. The SCO may 
withhold up to 20 percent of the amount of an initial claim until the claim is audited to verify the 
actual amount of the mandated costs. The 20 percent withheld is not subject to accrued interest. 

In the event the amount appropriated by the Legislature is insufficient to pay the approved amount 
in full for a program, claimants will receive a prorated payment in proportion to the amount of 
approved claims timely filed and on hand at the time of proration. 

The SCO reports the amounts of insufficient appropriations to the State Department of Finance, the 
Chairperson of the Joint Legislative Budget Committee, and the Chairperson of the respective 
committee in each house of the Legislature which considers appropriations in order to assure 
appropriation of these funds in the Budget Act. If these funds cannot be appropriated on a timely 
basis in the Budget Act, this information is transmitted to the casM which will include these 
amounts in its report to assure that an appropriation sufficient to pay the claims is included in the 
next local government claims bill or other appropriation bills. When the supplementary funds are 
made available, the balance of the claims will be paid. 

Unless specified in the statutes, regulations, or parameters and guidelines, the determination of 
allowable and unallowable costs for mandates is based on the Parameters and Guidelines adopted 
by the casM. The determination of allowable reimbursable mandated costs for unfunded 
mandates is made by the COSM. The sea determines allowable reimbursable costs, subject to 
amendment by the casM, for mandates funded by special legislation. Unless specified, allowable 
costs are those direct and indirect costs, less applicable credits, considered to be eligible for 
reimbursement. In order for costs to be allowable and thus eligible for reimbursement, the costs 
must meet the following general criteria: 

1. The cost is necessary and reasonable for proper and efficient administration of the mandate 
and not a general expense required to carry out the overall responsibilities of government. 

2. The cost is allocable to a particular cost objective identified in the Parameters and Guidelines. 

3. The cost is net of any applicable credits that offset or reduce expenses of items allocable to the 
mandate. 

The SCO has identified certain costs that, for the purpose of claiming mandated costs, are 
unallowable and should not be claimed on the claim forms unless specified as reimbursable under 
the program. These expenses include, but are not limited to, subscriptions, depreciation, 
memberships, conferences, workshops general education, and travel costs. 

6. State Mandates Apportionment System (SMAS) 

Chapter 1534, Statutes of 1985, established SMAS, a method of paying certain mandated 
programs as apportionments. This method is utilized whenever a program has been approved for 
inclusion in SMAS by the COSM. 

When a mandated program has been included in SMAS, the sea will determine a base year 
entitlement amount for each school district that has submitted reimbursement claims, (or 
entitlement claims}, for three consecutive fiscal years. A base year entitlement amount is 
determined by averaging the approved reimbursement claims, (or entitlement claims), for 1982-83, 
1983-84, and 1984-85 years or any three consecutive fiscal years thereafter. The amounts are first 
adjusted by any change in IPD, which is applied separately to each year's costs for the three years 
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that comprise the base period. The base period means the three fiscal years immediately 
succeeding the COSM's approval. 

Each school district with an established base year entitlement for the program will receive 
automatic annual payments from the SCO reflective of the program's current year costs. The 
amount of apportionment is adjusted annually for any change in the IPD. If the mandated program 
was included in SMAS after January 1, 1988, the annual apportionment is adjusted for any change 
in both the IPD and workload. 

In the event a school district has incurred costs for three consecutive fiscal years but did not file a 
reimbursement claim in one or more of those fiscal years, the school district may file an entitlement 
claim for each of those missed years to establish a base year entitlement. An "entitlement claim" 
means any claim filed by a county with the SCO for the sole purpose of establishing a base year 
entitlement. A base year entitlement shall not include any nonrecurring or initial start-up costs. 

Initial. apportionments are made on an individual program basis. After the initial year, all 
apportionments are made by November 30. The amount to be apportioned is the base year 
entitlement adjusted by annual changes in the IPD for the cost of goods and services to 
governmental agencies as determined by the State Department of Finance. 

In the event the county determines that the amount of apportionment does not accurately reflect 
costs incurred to comply with a mandate, the process of adjusting an established base year 
entitlement upon which the apportionment is based, is set forth in GC Section 17615.8 and 
requires the approval of the COSM. 

School Mandates Included In SMAS 

Program Name 

Immunization Records 

Chapter/Statute 

Ch. 1176/77 

Program Number 

32 

Pupil Expulsion Transcripts, program #91, Chapter 1253/75 was removed from SMAS for the 
2002-03 fiscal year. This program was consolidated with other mandate programs that are 
included in Pupil Suspension, Expulsions, and Expulsion Appeals, program #176. 

7. Direct Costs 

A direct cost is a cost that can be identified specifically with a particular program or activity. Each 
claimed reimbursable cost must be supported by documentation as described in Section 12. Costs 
that are typically classified as direct costs are: 

(1) Employee Wages, Salaries, and Fringe Benefits 

Revised 9/03 

For each of the mandated activities performed, the claimant must list the names of the 
employees who worked on the mandate, their job classification, hours worked on the 
mandate, and rate of pay. The claimant may, in-lieu of reporting actual compensation and 
fringe benefits, use a productive hourly rate: 

(a) Productive Hourly Rate Options 

A local agency may use one of the following methods to compute productive hourly rates: 

• Actual annual productive hours for each employee 

• The weighted-average annual productive hours for each job title, or 

• 1,800* annual productive hours for all employees 

If actual annual productive hours or weighted-average annual productive hours for each job 
title is chosen, the claim must include a computation of how these hours were computed. 
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• 1,800 annual productive hours excludes the following employee time: 
o Paid holidays 
o Vacation earned 
o Sick leave taken 
o Informal time off 
o Jury duty 
o Military leave taken. 

(b) Compute a Productive Hourly Rate 

1. Compute a productive hourly rate for salaried employees to include actual fringe benefit 
costs. The methodology for converting a salary to a productive hourly rate is to 
compute the employee's annual salary and fringe benefits and divide by the annual 
productive hours. 

Table 1 Productive Hourly Rate, Annual Salary + Benefits Method 

Formula: 

[(EAS +Benefits)+ APH] = PHR 

[($26,000 + $8,099)] + 1,800 hrs = 18.94 

Description: 

EAS = Employee's Annual Salary 

APH = Annual Productive Hours 

PHR = Productive Hourly Rate 

• As illustrated in Table 1, if you assume an employee's compensation was $26,000 
and $8,099 for annual salary and fringe benefits, respectively, using the "Salary + 
Benefits Method," the productive hourly rate would be $18.94. To convert a biweekly 
salary to EAS, multiply the biweekly salary by 26. To convert a monthly salary to 
EAS, multiply the monthly salary by 12. Use the same methodology to convert other 
salary periods. 

2. A claimant may also compute the proauctive hourly rate by using the "Percent of Salary 
Method.n 

Table 2 Productive Hourly Rate, Percent of Salary Method 

Example: 

Step 1: Fringe Benefits as a Percent of 
Salary 

Retirement 

Social Security & Medicare 

Health & Dental Insurance 

Workers Compensation 

Total 

Description: 

EAS = Employee's Annual Salary 

FBR = Fringe Benefit Rate 

15.00 % 
7.65 

5.25 

3.25 

31.15% 

Step 2: Productive Hourly Rate 

Formula: 

[(EAS x (1 + FBR)) + APH] = PHR 

[($26,000 x (1.3115)) + 1,800] = $18.94 

APH = Annual Productive Hours 

PHR = Productive Hourly Rate 

• As illustrated in Table 3, both methods produce the same productive hourly rate. 
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Reimbursement for personnel services includes, but is not limited to, compensation paid 
for salaries, wages and employee fringe benefits. Employee fringe benefits include 
employer's contributions for social security, pension plans, insurance, workmen's 
compensation insurance and similar payments. These benefits are eligible for 
reimbursement as long as they are distributed equitably to all activities. Whether these 
costs are allowable is based on the following presumptions: 

• The amount of compensation is reasonable for the service rendered. 

• The compensation paid and benefits received are appropriately authorized by the 
governing board. 

• Amounts charged for personnel services are based on payroll documents that are 
supported by time and attendance or equivalent records for individual employees. 

• The methods used to distribute personnel services should produce an equitable 
distribution of direct and indirect allowable costs. 

For each of the employees included in the claim, the claimant must use reasonable rates 
and hours in computing the wage cost. If a person of a higher-level job position performs 
an activity which normally would be performed by a lower-level position, reimbursement 
for time spent is allowable at the average salary range for the lower-level position. The 
salary rate of the person at the higher level position may be claimed if it can be shown 
that it was more cost effective in comparison to the performance by a person at the 
lower-level position under normal circumstances and conditions. The number of hours 
charged to an activity should reflect the time expected to complete the activity under 
normal circumstances and conditions. The numbers of hours in excess of normal 
expected hours are not reimbursable. 

(c) Calculating an Average Productive Hourly Rate 

In those instances where the claiming instructions allow a unit as a basis of claiming 
costs, the direct labor component of the unit cost should be expressed as an average 
productive hourly rate and can be determined as follows: 

Table 4 Calculating an Average Productive Hourly Rate 

Time Productive Total Cost 
Spent Hourly Rate by Em1;1loyee 

Employee A 1.25 hrs $6.00 $7.50 

Employee B 0.75 hrs 4.50 3.38 

Employee C 3.50 hrs 10.00 35.00 

Total 5.50 hrs $45.88 

Average Productive Hourly Rate is $45.88/5.50 hrs. = $8.34 

(d) Employer's Fringe Benefits Contribution 

A local agency has the option of claiming actual employer's fringe benefit contributions 
or may compute an average fringe benefit cost for the employee's job classification and 
claim it as a percentage of direct labor. The same time base should be used for both 
salary and fringe benefits when computing a percentage. For example, if health and 
dental insurance payments are made annually, use an annual salary. After the 
percenta~e of salary for each fringe benefit is computed, total them. 
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For example: 

Employer's Contribution 

Retirement 

Social Security 

Health and Dental 

Insurance 

Worker's Compensation 

Total 

(e) Materials and Supplies 

% of Salary 

15.00% 

7.65% 

5.25% 

0.75% 

28.65% 

Only actual expenses can be claimed for materials and supplies, which were acquired 
and consumed specifically for the purpose of a mandated program. The claimant must 
list the materials and supplies that were used to perform the mandated activity, the 
number of units consumed, the cost per unit, and the total dollar amount claimed. 
Materials and supplies purchased to perform a particular mandated activity are 
expected to be reasonable in quality, quantity and cost. Purchases in excess of 
reasonable quality, quantity and cost are not reimbursable. Materials and supplies 
withdrawn from inventory and charged to the mandated activity must be based on a 
recognized method of pricing, consistently applied. Purchases shall be claimed at the 
actual price after deducting discounts, rebates and allowances received by local 
agencies. · 

(f) Calculating a Unit Cost for Materials and Supplies 

In those instances where the claiming instructions suggest that a unit cost be 
developed for use as a basis of claiming costs mandated by the State, the materials 
and supplies component of the unit cost should be expressed as a unit cost of 
materials and supplies as shown in Table 1 or Table 2: 

Table 1 Calculating A Unit Cost for Materials and Supplies 

Amount of Unit Cost 
Supplies Used of Supplies 

Supplies Cost Per Unit Per Activity Per Activity 

Paper 0.02 4 $0.08 

Files 0.10 1 0.10 

Envelopes 0.03 2 0.06 

Photocopies 0.10 4 0.40 

$0.64 
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Table 2 Calculating a Unit Cost for Materials and Supplies 

Supplies 

Paper ($10.00 for 500 sheet ream) 

Files ($2.50 for box of 25) 

Envelopes ($3.00 for box of 100) 

Photocopies ($0.05 per copy) 

Supplies 
Used 

250 Sheets 

10 Folders 

50 Envelopes 

40 Copies 

Unit Cost 
of Supplies 
Per Activity 

$5.00 

1.00 

1.50 

2.00 

$9.50 

If the number of reimbursable instances, is 25, then the unit cost of supplies is $0.38 
per reimbursable instance ($9.50 / 25). 

(g) Contract Services 

The cost of contract services is allowable if the local agency lacks the staff resources or 
necessary expertise, or it is economically feasible to hire a contractor to perform the 
mandated activity. The claimant must give the name of the contractor; explain the 
reason for having to hire a contractor: describe the mandated activities performed; give 
the dates when the activities were performed, the number of hours spent performing 
the mandate, the hourly billing rate, and the total cost. The hourly billing rate shall not 
exceed the rate specified in the claiming instructions for the mandated program. The 
contractor's invoice, or statement, which includes an itemized list of costs for activities 
performed, must accompany the· claim. 

(h) Equipment Rental Costs 

Equipment purchases and leases (with an option to purchase) are not reimbursable as 
a direct cost unless specifically allowed by the claiming instructions for the particular 
mandate. Equipment rentals used solely for the mandate are reimbursable to the extent 
such costs do not exceed the retail purchase price of the equipment plus a finance 
charge. The claimant must explain the· purpose and use for the equipment, the time 
period for which the equipment was rented and the total cost of the rental. If the 
equipment is used for purposes other than reimbursable activities, only the prorata 
portion of the rental costs can be claimed. 

(i) Capital Outlay 

Capital outlays for land, buildings, equipment, furniture and fixtures may be claimed if 
the claiming instructions specify them as· allowable. If they are allowable, the claiming 
instructions for the program will specify a basis for the reimbursement. If the fixed asset 
or equipment is also used for purposes other than reimbursable activities for a specific 
mandate, only the prorata portion of the purchase price used to implement the 
reimbursable activities can be claimed. 

0) Travel Expenses 

Travel expenses are normally reimbursable in accordance with travel rules and 
regulations of the local jurisdiction. For some programs, however, the claiming 
instructions may specify certain limitations on expenses, or that expenses can only be 
reimbursed in accordance with the State Board of Control travel standards. When 
claiming travel expenses, the claimant must explain the purpose of the trip, identify the 
name and address of the persons incurring the expense, the date and time of departure 
and return for the trip, description of each expense claimed, the cost of transportation, 
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number of private auto mileage traveled, and the cost of tolls and parking with receipts 
required for charges over $10.00. 

(k) Documentation 

It is the responsibility of the claimant to make available to the SCO, upon request, 
documentation in the form of general and subsidiary ledgers, purchase orders, 
invoices, contracts, canceled warrants, equipment usage records, land deeds, receipts, 
employee time sheets, agency travel guidelines, inventory records, and other relevant 
documents to support claimed costs. The type of documentation necessary for each 
claim may differ with the type of mandate. 

8. Indirect Costs 

Indirect costs are: (a) Incurred for a common or joint purpose benefiting more than one cost 
objective, and (b) not readily assignable to the cost objectives specifically benefited, without effort 
disproportionate to the results achieved. Indirect costs can originate in the department performing 
the mandate or in departments that supply the department perfonning the mandate with goods, 
services and facilities. As noted previously, in order for a cost to be allowable, it must be allocable 
to a particular cost objective. With respect to indirect costs, this requires that the cost be distributed 
to benefiting cost objectives on bases, which produce an equitable result in relation to the benefits 
derived by the mandate. 

A college has the option of using a federally approved rate, utilizing the cost accounting principles 
from Office of Management and Budget Circular A-21 "Cost Principles for Educational Institutions," 
or the Controller's methodology outlined in the following paragraphs. If the federal rate is used, it 
must be from the same fiscal year in which the costs were incurred. 

The Controller allows the following methodology for use by community colleges in computing an 
indirect cost rate for state mandates. The objective of this computation is to determine an equitable 
rate for use in allocating administrative support to personnel that performed the mandated cost 
activities claimed by the community college. This methodology assumes that administrative 
services are provided to au activities of the institution in relation to the direct costs incurred in the 
perfonnance of those activities. Form FAM-29C has been developed to assist the community 
college in computing an indirect cost rate for state mandates. Completion of this form consists of 
three main steps: 

1. The elimination of unallowable costs from the expenses reported on the financial statements. 

2. The segregation of the adjusted expenses between those incurred for direct and indirect 
activities. 

3. The development of a ratio between the total indirect expenses and the total direct expenses 
incurred by the community college. 

The computation is based on total expenditures as reported in "California Community Colleges 
Annual Financial and Budget Report, Expenditures by Activity (CCFS-311)." Expenditures classified 
by activity are segregated by the function they serve. Each function may include expenses for 
salaries, fringe benefits, supplies, and capital outlay. OMB Circular A-21 requires expenditures for 
capital outlays to be excluded from the indirect cost rate computation. 

Generally, a direct cost is one incurred specifically for one activity, while indirect costs are of a more 
general nature and are incurred for the benefit of several activities. As prev"iously noted, the 
objective of this computation is to equitably allocate administrative support costs to personnel that 
perfonn mandated cost activities claimed by the college. For the purpose of this computation we 
have defined indirect costs to be those costs which provide administrative support to personnel who 
perfonn mandated cost activities. We have defined direct costs to be those costs that do not 
provide administrative support to personnel who perform mandated cost activities and those costs 
that are directly related to Instructional activities of the college. Accounts that should be classified 
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as indirect costs are: Planning, Policy Making and Coordination, Fiscal Operations, Human 
Resources Management, Management Information Systems, Other General Institutional Support 
Services, and Logistical Services. If any costs included in these accounts are claimed as a 
mandated cost, i.e., salaries of employees performing mandated cost activities, the cost should be 
reclassified as a direct cost. Accounts in the following groups of accounts should be classified as 
direct costs: Instruction, Instructional Administration, Instructional Support Services, Admissions 
and Records, Counseling and Guidan_ce, Other Student Services, Operation and Maintenance of 
Plant, Community Relations, Staff Development, Staff Diversity, Non-instructional Staff-Retirees' 
Benefits and Retirement Incentives, Community Services, Ancillary Services and Auxiliary 
Operations. A college may classify a portion of the expenses reported in the account Operation and 
Maintenance of Plant as indirect. The claimant has the option of using a 7% or a higher indirect cost 
percentage if the college can support its allocation basis. 

The indirect cost rate, derived by determining the ratio of total indirect expenses to total direct 
expenses when applied to the direct costs claimed, will result in an equitable distribution of the 
college's mandate related indirect costs. An example of the methodology used to compute an 
indirect cost rate is presented in Table 4. 
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Table 4 Indirect Cost Rate for Community Colleges 

MANDATED COST FORM 
INDIRECT COST RATE FOR COMMUNITY COLLEGES FAM-29C 

(01) Claimant (02) Period of Claim 

(03) Expenditures by Activity (04) Allowable Costs 

Activity EDP Total Adjustments Total Indirect Direct 

Subtotal Instruction 599 $19,590,357 $1,339,059 $18,251,298 $0 $18,251,298 

Instructional Administration and 
6000 

Instructional Governance 

Academic Administration 6010 2,941,386 105,348 2,836,038 0 2,836,038 

Course and Curriculum 
6020 21,595 0 21,595 0 21,595 

Develop. 

AcademiC'JFaculty Senate 6030 

Other Instructional 
Administration & Instructional 6090 
Governance 

Instructional Support Services 6100 

Leaming Center 6110 22,737 863 21,874 0 21,874 

Library 6120 518,220 2,591 515,629 0 515,629 

Media 6130 522,530 115,710 406,820 0 406,820 

Museums and Galleries 6140 0 0 0 0 0 

Academic Information 
6150 

Systems and Tech. 

Other Instructional Support 
6190 

Services 

Admissions and Records 6200 584,939 12,952 571,987 0 571,987 

Counseling and Guidance 6300 

Counseling and Guidance 6310 

Matriculation and Student 
6320 

Assessment 

Transfer Programs 6330 

Career Guidance 6340 

Other Student Counseling and 
6390 

Guidance 

Other Student Services 6400 

Disabled Students Programs & 
6420 

Services 

Subtotal $24,201,764 $1,576,523 $22,625,241 $0 $22,625,241 
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Table 4 Indirect Cost Rate for Community Colleges (continued) 

MANDATED COST FORM 
INDIRECT COST RATE FOR COMMUNITY COLLEGES FAM-29C 

(01) Claimant 1(02) Period of Claim 

(03) Expenditures by Activity (04) Allowable Costs 

Activity EDP Total Adjustments Total Indirect Direct 

Extende_d Opportunity 
6430 

Programs & Services 

Health Services 6440 0 0 0 0 0 

Student Personnel Admin. 6450 289,926 12,953 276,973 0 276,973 

Financial Aid Administration 6460 391,459 20,724 370,735 0 370,735 

Job Placement Services 6470 83,663 0 83,663 0 83,663 

Veterans Services 6480 25,427 0 25,427 0 25,427 

Miscellaneous Student 
6490 0 0 0 0 0 

Services 

Operation & Maintenance of 
6500 

Plant 

Building Maintenance and 
6510 1,079,260 44,039 1,035,221 0 1,035,221 

Repairs 

Custodial Services 6530 1,227,668 33,677 1, 193,991 0 1,193,991 

Grounds Maintenance and 
6550 596,257 70,807 525,450 0 525,450 

Repairs 

Utilities 6570 1,236,305 0 1,236,305 0 1,236,305 

Other 6590 3,454 3,454 0 0 0 

Planning, Policy Making, and 
6600 587,817 22,451 565,366 565,366 0 

Coordination 

General Inst. Support Services 6700 

Community Relations 6710 0 0 0 0 0 

Fiscal Operations 6720 634,605 17,270 617,335 553,184 (a) 64,151 

Human Resources 
6730 

Management 

Noninstructional Staff Benefits 
6740 

& Incentives 

Staff Development 6750 

Staff Diversity 6760 

Logistical Services 6770 

Management information 
6780 

Systems 

Subtotal $30,357,605 $1,801,898 $28,555,707 $1,118,550 $27,437,157 
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Table 4 Indirect Cost Rate for Community Colleges {continued) 

MANDATED COST FORM 
INDIRECT COST RATE FOR COMMUNITY COLLEGES FAM-29C 

(01) Claimant (02) Period of Claim 

(03) Expenditures by Activity (04) Allowable Costs 

Activity EDP Total Adjustments Total Indirect Direct 

General Inst Sup. Serv. (cont.) 6700 

other General Institutional 
6790 

Support Services 

Community Services 6800 

Community Recreation 6810 703,858 20,509 683,349 0 683,349 

Community Service Classes 6820 423,188 24,826 398,362 0 398,362 

Community Use of Facilities 6830 89,877 10,096 79,781 0 79,781 

Economic Development 6840 

Other Community Svcs. & · 
6890 

Economic Development 

Ancillary Services 6900 

Bookstores 6910 0 0 0 0 0 

Child Development Center 6920 89,051 1,206 87,845 0 87,845 

Farm Operations 6930 0 0 0 0 0 

Food Services 6940 0 0 0 0 0 

Parking 6950 420,274 6,857 413,417 0 413,417 

Student Activities 6960 0 0 0 0 0 

Student Housing 6970 0 0 0 0 0 

Other 6990 0 0 0 0 0 

Auxiliary Operations 7000 

Auxiliary Classes 7010 1, 124,557 12,401 1, 112, 156 0 1, 112,156 

Other Auxiliary Operations 7090 0 0 0 0 0 

Physical Property Acquisitions 7100 814,318 814,318 0 0 0 

(05) Total $34,022,728 $2,692,111 $31,330,617 $1,118,550 $30,212,067 

(06) Indirect Cost Rate: (Total Indirect Cost/Total Direct Cost) 3,70233% 

(07) Notes 

(a) Mandated Cost activities designated as direct costs per claim instructions. 
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9. Offset Against Mandated Claims 

As noted previously, allowable costs are defined as those direct and indirect costs, less 
applicable credits, considered to be eligible for reimbursement. When all or part of the costs of a 
mandated program are specifically reimbursable from local assistance revenue sources (e.g., 
state, federal, foundation, etc.}, only that portion of any increased costs payable from school 
district funds is eligible for reimbursement under the provisions of GC Section 17561. 

Example 1: 

As illustrated in Table 5, this example shows how the "Offset against State Mandated Claims" is 
determined for school districts receiving block grant revenues not based on a formula allocation. 
Program costs for each of the situations equals $100,000. 

Table 5 Offset Against State Mandates, Example 1 

Program Actual Local State Offset Against Claimable 
Costs Assistance Mandated State Mandated Mandated 

Revenues Costs Claims Costs 
1. $100,000 $95,000 $2,500 $-0- $2,500 

2. 100,000 97,000 2,500 -0- 2,500 

3. 100,000 98,000 2,500 500 2,000 

4. 100,000 100,000 2,500 2,500 -0-

5. 100,000 * 50,000 2,500 1,250 1,250 

6. 100,000 * 49,000 2,500 250 2,250 

* School district share is $50,000 of the program cost. 

Numbers (1) through (4), in Table 5, show intended funding at 100% from local assistance 
revenue sources. Numbers (5) and (6) show cost sharing on a 50/50 basis with the district. In 
numbers (1) through (6), included in the program costs of $100,000 are state mandated costs of 
$2,500. The offset against state mandated claims is the amount of actual local assistance 
revenues which exceeds the difference between program costs and state mandated costs. This 
offset cannot exceed the amount of state mandated costs. 

In (1), local assistance revenues were less than expected. Local assistance funding was not in 
excess of the difference between program costs and state mandated costs. As a result, the offset 
against state mandated claims is zero and $2,500 is claimable as mandated costs. 

In (4), local assistance revenues were fully realized to cover the entire cost of the program, 
including the state mandate activity; therefore, the offset against state mandated claims is $2,500, 
and claimable costs are $0 .. 

In (5), the district is sharing 50% of the project cost. Since local assistance revenues of $50,000 
were fully realized, the offset against state mandated claims is $1,250. 

In (6), local assistance revenues were less than the amount expended and the offset against 
state mandated claims is $250. Therefore, the claimable mandated costs are $2,250. 

Example 2: 

As illustrated in Table 6, this example shows how the offset against state mandated claims is 
determined for school districts receiving special project funds based on approved actual costs. 
Local assistance revenues for special projects must be applied proportionately to approved costs. 
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Table 6 Offset Against State Mandates, Example 2 

Program Actual Local State Offset Against Claimable 
Costs Assistance Mandated State Mandated Mandated 

Revenues Costs Claims Costs 

1. $100,000 $100,000 $2,500 $2,500 $-0-

2. 100,000 .. 75,000 2,500 1,875 625 

3. 100,000 ** 45,000 1,500 1,125 375 

** School district share is $25,000 of the program cost. 

In (2), the entire program cost was approved. Since the local assistance revenue source covers 
75% of the program cost, it also proportionately covered 75% of the $2,500 state mandated 
costs, or $1,875. 

If in (3) local assistance revenues are less than the amount expected because only $60,000 of 
the $100,000 program costs were determined to be valid by the contracting agency, then a 
proportionate share of state mandated costs is likewise reduced to $1,500. The offset against 
state mandated claims is $1,125. Therefore, the claimable mandated costs are $375. 

Federal and State Funding Sources 

The listing in Appendix C is not inclusive of all funding sources that should be offset against 
mandated claims but contains some of the more common ones. State school fund 
apportionments and federal aid for education, which are based on average daily attendance and 
are part of the general system of financing public schools as well as block grants which do not 
provide for specific reimbursement of costs (i.e., allocation formulas not tied to expenditures}, 
should not be included as reimbursements from local assistance revenue sources. 

Governing Authority 

The costs·of salaries and expenses of the governing authority, such as the school superintendent 
and governing board, are not reimbursable. These are costs of general government as described 
in the Office of Management and Budget Circular A-87, "Cost Principles for State, Local and 
Indian Tribal Governments ". 

10. Notice of Claim Adjustment 

All claims submitted to the SCO are reviewed to determine if the claim was prepared in 
accordance with the claiming instructions. If any adjustments are made to a claim, the claimant 
will receive a "Notice of Claim Adjustments" detailing adjustments made by the SCO. 

11. Audit of Costs 

All claims submitted to the State Controller's Office (SCO) are reviewed to determine if costs are 
related to the mandate, are reasonable and not excessive, and the claim was prepared in 
accordance with the SCO's claiming instrucitons and the Parameters and Guidelines (P's & G's) 
adopted by the Commission on State Mandates (COSM). If any adjustments are made to a claim, 
a "Notice of Claim Adjustment" specifying the claim component adjusted, the amount adjusted, 
and the reason for the adjustment, will be mailed within 30 days after payment of the claim. 

Pursuant to Government Code (GC) Section 17558.5, subdivision (a), a reimbursement claim for 
actual costs filed by a local agency or school district pursuant to this chapter is subject to the 
initiation of an audit by the Controller no later than three years after the date that the actual 
reimbursement claim is filed or last amended, whichever is later. However, if no funds are. 
appropriated or no payment is made to a claimant for the program for the fiscal year for which the 
claim is filed, the time for the Controller to initiate an audit shall commence to run from the date of 
initial payment of the claim. All documents used to support the reimbursable activities, must be 
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retained during the period subject to audit. If an audit has been initiated by the Controller during 
the period subject to audit, the retention period is extended until the ultimate resolution of any 
audit findings. 

On-site audits will be conducted by the SCO as deemed necessary. Accordingly, all 
documentation to support actual costs claimed must be retained for a period of three years after 
the end of the calendar year in which the reimbursement claim was filed or amended regardless 
of the year of costs incurred. When no funds are appropriated for initial claims at the time the 
claim is filed, supporting documents must be retained for three years from the date of initial 
payment of the claim. Claim documentation shall be made available to the SCO on request. 

12. Source Documents 

To be eligible for mandated cost reimbursement for any fiscal year, only actual costs may be 
claimed. Actual costs are those costs actually incurred to implement the mandated activities. 
Actual costs must be traceable and supported by source documents that show the validity of such 
costs, when they were incurred, and their relationship to the reimbursable activities. A source 
document is a document created at or near the same time the actual cost was incurred for the 
event or activity in question. Source documents may include, but are not limited to, employee 
time records or time logs, sign-in sheets, invoices, and receipts. 

Evidence corroborating the source documents may include, but is not limited to, worksheets, cost 
allocation reports (system generated), purchase orders, contracts, agendas, training packets, and 
declarations. Declarations must include a certification or declaration stating, "I certify under 
penalty of perjury under the laws of the State of California that the foregoing is true and correct 
based upon personal knowledge.n Evidence corroborating the source documents may include 
data relevant to the reimbursable activities otherwise in compliance with local, state, and federal 
government requirements. However, corroborating documents cannot be substituted for source 
documents. 

13. Claim Forms and Instructions 

A claimant may submit a computer generated report in substitution for Form-1 and Form-2, 
provided the format of the report and data fields contained within the report are identical to the 
claim forms included with these instructions. The claim forms provided with these instructions 
should be duplicated and used by the claimant to file an estimated or reimbursement claim. The 
SCO will revise the manual and claim forms as necessary. 

A. Form-2, Component/Activity Cost Detail 

This form is used to segregate the detail costs by claim component. In some mandates, 
specific reimbursable activities have been identified for each component. The expenses 
reported on this form must be supported by the official financial records of the claimant a·nd 
copies of supporting documentation, as specified in the claiming instructions, must be 
submitted with the claims. All supporting documents must be retained for a period of not less 
than three years after the reimbursement claim was filed or last amended. 

B. Form-1, Claim Summary 

This form is used to summarize direct costs by component and compute allowable indirect 
costs for the mandate. The direct costs summarized on this form are derived from Form-2 
and are carried forward to form FAM-27. 
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Community colleges have the option of using a federally approved rate (i.e., utilizing the cost 
accounting principles from the Office of Management and Budget Circular A-21) or form 
FAM-29C. 

C. Form FAM-27, Claim for Payment 

This form contains a certification that must be signed by an authorized officer of the county. 
All applicable information from Form-1 must be carried forward onto this form in order for the 
SCO to process the claim for payment. An original and one copy of the FAM-27 is required. 

Claims should be rounded to the nearest dollar. Submit a signed original and one copy of 
form FAM-27, Claim for Payment, and all other forms and supporting documents (To 
expedite the payment process, please sign the form FAM-27 with blue ink, and attach a 
copy of the form F AM-27 to the top of the claim package.) Use the following mailing 
addresses: 

If delivered by 
U.S. Postal Service: 

Office of the State Controller 
Attn: Local Reimbursements Section 
Division of Accounting and Reporting 
P.O. Box 942850 
Sacramento, CA 94250 

If delivered by 
Other delivery services: 

Office of the State Controller 
Attn: Local Reimbursements Section 
Division of Accounting and Reporting 
3301 C Street, Suite 500 
Sacramento, CA 95816 

14. RETENTION OF CLAIMING INSTRUCTIONS 

For your convenience, the revised claiming instructions in this package have been arranged in 
alphabetical order by program name. These revisions should be inserted in the School Mandated 
Cost Manual and the old forms they replace should be removed. The instructions should then be 
retained permanently for future reference, and the forms should be duplicated to meet your filing 
requirements. Annually, updated forms and any other information or instructions claimants may 
need to file claims, as well as instructions and forms for all new programs released throughout the 
year will be placed on the SCO's web site at www.sco.ca.gov/ard/local/locreim/index/shtml. 

If you have any questions concerning mandated cost reimbursements, please write to us at the 
address listed for filing claims, send e-mail to lrsdar@sco.ca.gov, or call the Local 
Reimbursements Section at (916) 324-5729. 

All claims submitted to the SCO are reviewed to determine if costs are related to the mandate, 
are reasonable and not excessive, and the claim was prepared in accordance with the SCO's 
claiming instructions and the COSM's P's and G's. If any adjustments are made to a claim, a 
"Notice of Claim Adjustment" specifying the claim component adjusted, the amount adjusted, and 
the reason for the adjustment, will be mailed within 30 days after payment of the claim. 

On-site audits will be conducted by the SCO as deemed necessary. Pursuant to GC Section 
17558.5, subdivision (a), a reimbursement claim for actual costs filed by a school district is 
subject to audit by the State Controller no later than three years after the date the actual 
reimbursement claim was filed or last amended, whichever is later. However, if no funds were 
appropriated or no payment was made to a claimant for the program for the fiscal year for which 
the claim was filed, the time for the Controller to initiate an audit shall commence to run from the 
date of initial payment of the claim. Therefore, all documentation to support actual costs claimed 
must be retained for the same period, and shall be made available to the SCO on request. 
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Anne DeMartini, Board Chair 
Board of Trustees 

JOHN CHIANG 
filalifnr.ufo: ~fofa filn.utrnlfor 

April 30, 2009 

Yosemite Community College District 
2201 Blue Gum A venue 
Modesto, CA 95358 

Dear Ms. DeMartini: 

The State Controller's Office audited the costs claimed by Yosemite Community College District 
for the legislatively mandated Health Fee Elimination Program (Chapter 1, Statutes of 1984, 
2nd Extraordinary Session, and Chapter 1118, Statutes of 1987) for the period of July 1, 2002, 
through June 30, 2007. 

The district claimed $1,203,995 ($1,213,995 less a $10,000 penalty for filing a late claim) for the 
mandated program. Our audit disclosed that $752,122 is allowable and $451,873 is unallowable. 
The costs are unallowable because the district claimed understated services and supplies costs, 
overstated indirect costs, understated authorized health service fees, and understated offsetting 
savings/reimbursements. The State paid the district $273,783. Allowable costs claimed exceed 
the amount paid by $478,339. 

If you disagree with the audit findings, you may file an Incorrect Reduction Claim (IRC) with 
the Commission on State Mandates (CSM). The IRC must be filed within three years following 
the date that we notify you of a claim reduction. You may obtain IRC information at CSM' s 
Web site link at www.csm.ca.gov/docs/IRCForm.pdf. 

If you have any questions, please contact Jim L. Spano, Chief, Mandated Cost Audits Bureau, at 
(916) 323-5849. 

Sincerely, 

Original signed by 

JEFFREY V. BROWNFIELD 
Chief, Division of Audits 

JVB/sk 
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Anne DeMartini 

cc: Teresa Scott, Executive Vice Chancellor 
Yosemite Community College District 

Kuldeep Kaur, Specialist 
Fiscal Planning and Administration 

-2-

California Community Colleges Chancellor's Office 
Jeannie Oropeza, Program Budget Manager 

Education Systems Unit 
Department of Finance 

April 30, 2009 
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Yosemite Community College District 

Audit Report 
Summary 

Background 

Health Fee Elimination Program 

The State Controller's Office (SCO) audited the costs claimed by 
Yosemite Community College District for the legislatively mandated 
Health Fee Elimination Program (Chapter 1, Statutes of 1984, 
2nd Extraordinary Session, and Chapter 1118, Statutes of 1987) for the 
period of July 1, 2002, through June 30, 2007. 

The district claimed $1,203,995 ($1,213,995 less a $10,000 penalty for 
filing a late claim) for the mandated program. Our audit disclosed that 
$752, 122 is allowable and $451,873 is unallowable. The costs are 
unallowable because the district claimed understated services and 
supplies costs, overstated indirect costs, understated authorized health 
service fees, and understated offsetting savings/reimbursements. The 
State paid the district $273,783. Allowable costs claimed exceed the 
amount paid by $478,339. 

Chapter 1, Statutes of 1984, 2nd Extraordinary Session (E.S.) repealed 
Education Code section 72246, which authorized community college 
districts to charge a health fee for providing health supervision and 
services, providing medical and hospitalization services, and operating 
student health centers. This statute also required that health services for 
which a community college district charged a fee during fiscal year (FY) 
1983-84 had to be maintained at that level in FY 1984-85 and every year 
thereafter. The provisions of this statute would automatically sunset on 
December 31, 1987, reinstating the community college districts' 
authority to charge a health service fee as specified. 

Chapter 1118, Statutes of 1987, amended Education Code section 72246 
(subsequently renumbered as section 76355 by Chapter 8, Statutes of 
1993). The law requires any community college district that provided health 
services in FY 1986-87 to maintain health services at the level provided 
during that year for FY 1987-88 and for each fiscal year thereafter. 

On November 20, 1986, the Commission on State Mandates (CSM) 
determined that Chapter 1, Statutes of 1984, 2nd Extraordinary Session 
imposed a "new program" upon community college districts by requiring 
specified community college districts that provided health services in FY 
1983-84 to maintain health services at the level provided during that year 
for FY 1984-85 and for each fiscal year thereafter. This maintenance-of
effort requirement applied to all community college districts that levied a 
health service fee in FY 1983-84. 

On April 27, 1989, the CSM determined that Chapter 1118, Statutes of 
1987, amended this maintenance-of-effort requirement to apply to all 
community college districts that provided health services in FY 1986-87, 
requiring them to maintain that level in FY 1987-88 and for each fiscal 
year thereafter. 
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Yosemite Community College District 

Objective, Scope, 
and Methodology 

Conclusion 

Health Fee Elimination Program 

The program's parameters and guidelines establish the state mandate and 
define reimbursement criteria. CSM adopted parameters and guidelines 
on August 27, 1987, and amended them on May 25, 1989. In compliance 
with Government Code section 17558, the SCO issues claiming 
instructions to assist school districts in claiming mandated program 
reimbursable costs. 

We conducted the audit to determine whether costs claimed represent 
increased costs resulting from the Health Fee Elimination Program for 
the period of July 1, 2002, through June 30, 2007. 

Our audit scope included, but was not limited to, determining whether 
costs claimed were supported by appropriate source documents, were not 
funded by another source, and were not unreasonable and/or excessive. 

We conducted this performance audit under the authority of Government 
Code sections 12410, 17558.5, and 17561. We did not audit the district's 
financial statements. We conducted the audit in accordance with 
generally accepted government auditing standards. Those standards 
require that we plan and perform the audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on our audit objectives. We believe that the evidence 
obtained provides a reasonable basis for our findings and conclusions 
based on our audit objectives. 

We limited our review of the district's internal controls to gaining an 
understanding of the transaction flow and claim preparation process as 
necessary to develop appropriate auditing procedures. 

We asked the district's representative to submit a written representation 
letter regarding the district's accounting procedures, financial records, 
and mandated cost claiming procedures as recommended by generally 
accepted government auditing standards. However, the district declined 
our request. 

Our audit disclosed instances of noncompliance with the requirements 
outlined above. These instances are described in the accompanying 
Summary of Program Costs (Schedule 1) and in the Findings and 
Recommendations section of this report. 

For the audit period, Yosemite Community College District claimed 
$1,203,995 ($1,213,995 less a $10,000 penalty for filing a late claim) for 
costs of the Health Fee Elimination Program. Our audit disclosed that 
$752,122 is allowable and $451,873 is unallowable. 

For the FY 2002-03 claim, the State paid the district $39,067. Our audit 
disclosed that the claimed costs are unallowable. The State will offset 
$39,067 from other mandated program payments due the district. 
Alternatively, the district may remit this amount to the State. 
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Yosemite Community College District 

Views of 
Responsible 
Official 

Restricted Use 

Health Fee Elimination Program 

For the FY 2003-04 claim, the State made no payment to the district. Our 
audit disclosed that $70, 158 is allowable. The State will pay that amount, 
contingent upon available appropriations. 

For the FY 2004-05 claim, the State made no payment to the district. Our 
audit disclosed that $268,128 is allowable. The State will that amount, 
contingent upon available appropriations. 

For the FY 2005-06 claim, the State made no payment to the district. Our 
audit disclosed that $230,962 is allowable. The State will that amount, 
contingent upon available appropriations. 

For the FY 2006-07 claim, the State paid the district $234,716. Our audit 
disclosed that $182,874 is allowable. The State will offset $51,842 from 
other mandated program payments due the district. Alternatively, the 
district may remit this amount to the State. 

We issued a draft audit report on March 12, 2009. Teresa Scott, 
Executive Vice Chancellor, responded by letter dated March 24, 2009 
(Attachment), disagreeing with the audit results except for Findings 1 
and 3. This final audit report includes the district's response. 

This report is solely for the information and use of Yosemite Community 
College District, the California Community Colleges Chancellor's 
Office, the California Department of Finance, and the SCO; it is not 
intended to be and should not be used by anyone other than these 
specified parties. This restriction is not intended to limit distribution of 
this report, which is a matter of public record. 

Original signed by 

JEFFREY V. BROWNFIELD 
Chief, Division of Audits 

April 30, 2009 
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Schedule 1-
Summary of Program Costs 

July 1, 2002, through June 30, 2007 

Actual Costs Allowable Audit 
Cost Elements Claimed per Audit Adjustment Reference 1 

July 1, 2002, through June 30, 2003 

Direct costs: 
Salaries $ 248,395 $ 248,395 $ 
Benefits 77,779 77,779 
Services and supplies 70,613 70,613 

Total direct costs 396,787 396,787 
Indirect costs 95,030 84,206 {10,8242 Finding 2 

Total direct and indirect costs 491,817 480,993 (10,824) 
Less authorized health service fees (446,250) (490,194) (43,944) Finding 4 
Less offsetting savings/reimbursements (6,500) {21,4582 (14,958) Finding 5 

Subtotal 39,067 (30,659) (69,726) 
Audit adjustments that exceed costs claimed 30,659 30,659 

Total program costs $ 39,067 $ (39,0672 
Less amount paid by the State {39,067} 

Allowable costs claimed in excess of (less than) amount paid $ (39,067) 

July 1, 2003, through June 30, 2004 

Direct costs: 
Salaries $ 264,370 $ 264,370 $ 
Benefits 116,417 116,417 
Services and supplies 89,423 90,508 1,085 Finding 1 

Total direct costs 470,210 471,295 1,085 
Indirect costs 118,916 89,621 (29,2952 Finding 2 

Total direct and indirect costs 589,126 560,916 (28,210) 
Less authorized health service fees (431,580) (442,899) (11,319) Findings 3, 4 
Less offsetting savings/reimbursements {6,5002 ( 47,8592 (41,3592 Finding 5 

Total program costs $ 151,046 70,158 $ (80,888) 
Less amount paid by the State 

Allowable costs claimed in excess of (less than) amount paid $ 70,158 
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Schedule 1 (continued) 

Actual Costs Allowable Audit 
Cost Elements Claimed Qer Audit Adjustment Reference 1 

Jull'. 1, 2004, through June 30, 2005 

Direct costs: 
Salaries $ 303,647 $ 303,647 $ 
Benefits 141,296 141,296 
Services and supplies 73,063 73,237 174 Finding 1 

Total direct costs 518,006 518,180 174 
Indirect costs 180,680 187,633 6,953 Finding 2 

Total direct and indirect costs 698,686 705,813 7,127 
Less authorized health service fees (411,492) (416,184) (4,692) Finding 4 
Less offsetting savings/reimbursements (6,5002 (21,5012 (15,0012 Finding 5 

Total program costs $ 280,694 268,128 $ (12,5662 
Less amount paid by the State 

Allowable costs claimed in excess of (less than) amount paid $ 268,128 

Jull'. 1, 2005, through June 30, 2006 

Direct costs: 
Salaries $ 344,990 $ 344,990 $ 
Benefits 159,108 159,108 
Services and supplies 99,407 107,911 8,504 Finding 1 

Total direct costs 603,505 612,009 8,504 
Indirect costs 219,555 203,371 {16,1842 Finding 2 

Total direct and indirect costs 823,060 815,380 (7,680) 
Less authorized health service fees (402,179) (554,058) (151,879) Finding 4 
Less offsetting savings/reimbursements (7,5572 (30,3602 (22,8032 Finding 5 

Total program costs $ 413,324 230,962 $ (182,362) 

Less amount paid by the State 

Allowable costs claimed in excess of (less than) amount paid $ 230,962 

Jull'. 1, 2006, through June 30, 2007 

Direct costs: 
Salaries $ 453,320 $ 453,320 $ 
Benefits 187,474 187,474 
Services and supplies 105,929 105,929 

Total direct costs 746,723 746,723 
Indirect costs 306,679 259, 188 (47,4912 Finding 2 

Total direct and indirect costs 1,053,402 1,005,911 (47,491) 
Less authorized health service fees (709,335) (774,633) (65,298) Finding 4 
Less offsetting savings/reimbursements (14,203) (38,889) (24,686) Finding 5 
Less late filing penalty 2 (10,0002 (9,515) 485 

Total program costs $ 319,864 182,874 $ (136,990) 

Less amount paid by the State (234,716) 

Allowable costs claimed in excess of (less than) amount paid $ (51,8422 
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Yosemite Community College District Health Fee Elimination Program 

Schedule 1 (continued) 

Actual Costs Allowable Audit 
Cost Elements Claimed per Audit Adjustment Reference 1 

Summ!!JY: Jul}'. 1, 2002, through June 30, 2007 

Direct costs: 
Salaries $ 1,614,722 $ 1,614,722 $ 
Benefits 682,074 682,074 
Services and supplies 438,435 448,198 9,763 

Total direct costs 2,735,231 2,744,994 9,763 
Indirect costs 920,860 824,019 {96,8412 

Total direct and indirect costs 3,656,091 3,569,013 (87,078) 
Less authorized health service fees (2,400,836) (2,677,968) (277,132) 
Less offsetting savings/reimbursements (41,260) (160,067) (118,807) 
Less late filing penalty 2 {10,0002 {9,5152 485 

Subtotal 1,203,995 721,463 (482,532) 
Audit adjustments that exceed costs claimed 30,659 30,659 

Total program costs $ 1,203,995 752,122 $ (451,873) 

Less amount paid by the State {273,7832 

Allowable costs claimed in excess of (less than) amount paid $ 478,339 

1 See the Findings and Recommendations section. 
2 The district incorrectly self-assessed a $10,000 late claim penalty. The correct penalty amount is $9,515. 
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Yosemite Community College District Health Fee Elimination Program 

Findings and Recommendations 
FINDING 1-
Understated services 
and supplies 

The district understated services and supplies by $9,763 for the audit 
period. The district accounted for most health services-related revenues 
and expenses in its Fund 14 accounts. The district claimed costs based on 
its Fund 14 accounts. However, the district separately accounted for 
some student fee revenue and related materials and supplies expenses in 
separate Fund 12 accounts that the district did not include in claimed 
costs. This finding reports an audit adjustment for the understated 
services and supplies. We reported an audit adjustment for the associated 
understated revenue in Finding 5 of our report. 

The following table summarizes the audit adjustment. 

Audit adjustment 

2003-04 

$ 1,085 

Fiscal Year 
2004-05 

$ 174 

2005-06 

$ 8,504 

Total 

$ 9,763 

The parameters and guidelines state that all costs claimed must be 
traceable to source documents and/or worksheets that show evidence of 
the validity of such costs. 

Recommendation 

We recommend that the district claim health services costs that its 
accounting records support. 

District's Response 

The District does not dispute this finding. 

SCO's Comment 

Our finding and recommendation are unchanged. 
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FINDING 2- The district overstated indirect costs by $96,841 for the audit period. The 
Overstated indirect district overstated or understated indirect costs for each fiscal year. 

costs 
For fiscal year (FY) 2002-03 and FY 2003-04, the district claimed 
indirect costs based on indirect cost rates prepared using the principles of 
Title 2, Code of Federal Regulations, Part 220 (Office of Management 
and Budget Circular A-21). The district also had separate federally
approved rates. The district claimed indirect costs using indirect cost 
rates that did not agree with its federally-approved rate. We calculated 
allowable indirect costs based on the district's federally-approved rate. 
We applied the district's federally-approved rate to allowable salaries 
and wages, which is the direct cost base identified in the federal approval 
letter. 

For FY 2004-05, FY 2005-06, and FY 2006-07, the parameters and 
guidelines and the SCO's claiming instructions do not provide districts 
the option of using a federally-approved rate. The district claimed 
indirect costs based on indirect cost rates it prepared using the FAM-29C 
methodology allowed by the parameters and guidelines and the SCO's 
claiming instructions. However, the district did not allocate direct and 
indirect costs as specified in the claiming instructions. We recalculated 
the rates and applied the allowable indirect cost rates to allowable direct 
costs. 

The following table summarizes the audit adjustment: 

Fiscal Year 
2002-03 2003-04 2004-05 2005-06 2006-07 Total 

Allowable salaries and wages$ 248,395 $ 264,370 $ - $ $ 
Allowable direct costs 518,180 612,009 746,723 
Allowable indirect cost rate x 33.90% x 33.90% x 36.21% x 33.23% x 34.71% 

Allowable indirect costs 84,206 89,621 187,633 203,371 259,188 
Less indirect costs claimed (95,030} (118,916} (180,6802 (219,555} (306,679) 

Audit adjustment $ (10,8242 $ (29,295) $ 6,953 $ (16,184) $ (47,491) $ (96,841) 

The parameters and guidelines state, "Indirect costs may be claimed in 
the manner described by the State Controller in his claiming 
instructions." 

For FY 2002-03 and FY 2003-04, the SCO's claiming instructions state: 

A college has the option of using a federally approved rate, utilizing the 
cost accounting principles from Office of Management and Budget 
Circular A-21 "Cost Principles for Educational Institutions," or the 
Controller's [FAM-29C] methodology .... 

For FY 2004-05 forward, the SCO's claiming instructions state: 

A CCD [community college district] may claim indirect costs using the 
Controller's methodology (FAM-29C) ... If specifically allowed by a 
mandated program's [parameters and guidelines], a district may 
alternately choose to claim indirect costs using either (1) a federally 
approved rate prepared in accordance with Office of Management and 
Budget (OMB) Circular A-21, Cost Principles for Educational 
Institutions; or (2) a flat 7% rate. 
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Because the Health Fee Elimination Program's parameters and 
guidelines do not specifically allow for a federally-approved rate, the 
district's federally-approved rates are irrelevant for FY 2004-05, FY 
2005-06, and FY 2006-07. 

Recommendation 

We recommend that the district claim indirect costs based on indirect 
cost rates computed in accordance with the SCO's claiming instructions. 
For the Health Fee Elimination Program, the district should prepare its 
indirect cost rate proposals using SCO's FAM-29C methodology. 

District's Response 

FY 2002-03 and FY 2003-04 

Since federally approved rates are an acceptable alternative method, the 
District does not dispute this audit finding as to FY 2002-03 and FY 
2003-04. 

FY 2004-05 and FY 2005-06 

The draft audit report is factually in error when it states that the District 
prepared indirect cost rate proposals for FY 2004-05 and FY 2005-06 
in accordance with OMB A-21. No proposal was made to any state or 
federal agency for an "approved" indirect cost rate. The District used 
the same FAM-29C method based on the CCFS-311 as the auditor, but 
made different allocations of indirect costs. The principal difference is 
that the District used the capital costs stated in the CCFS-311, whereas 
the Controller deleted these capital costs and substituted depreciation 
expense as stated on the District's annual financial statements. 

FY 2006-07 

The District used the same F AM-29C method based on the CCFS-311 
as did the auditor .... The remaining difference in the rate claimed 
by the District in the amended FY 2006-07 claim and the audited 
rate is a result of differences in how some of the indirect costs were 
treated. 

Parameters and Guidelines 

The parameters and guidelines for the Health Fee Elimination program 
(as last amended on May 25, 1989), which are the legally enforceable 
standards for claiming costs, state that: "Indirect costs may be claimed 
in the manner described by the Controller in his claiming instructions." 
(Emphasis added) Therefore, the parameters and guidelines do not 
require that indirect costs be claimed in the manner described by the 
Controller. 

Since the Controller's claiming instructions were never adopted as 
rules or regulations, they have no force of law. The burden is on the 
Controller to show that the indirect cost rate used by the District is 
excessive or unreasonable, which is the only mandated cost audit 
standard in statute (Government Code Section 17651(d)(2)). If the 
Controller wishes to enforce different audit standards for mandated cost 
reimbursement, the Controller should comply with the Administrative 
Procedure Act. 
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Prior Year CCFS-311 

The draft audit report did not disclose that for FY 2004-05, FY 
2005-06, and FY 2006-07, the audit used the most recent CCFS-311 
information available for the calculation of the indirect cost rate. 
The District used the prior year CCFS-311. The CCFS-311 is prepared 
based on annual costs from the prior fiscal year for use in the 
current budget year. When the audit utilizes a different CCFS-311 
than the District, this constitutes an undisclosed audit adjustment. The 
audit report does not state an enforceable requirement to use the most 
current CCFS-311. 

As a practical example of how unjustifiable the Controller's position is 
on prior year CCFS-311 reports, note that the federally approved 
indirect cost rates (such as the federal rate the audit used for FY 
2002-03 and FY 2003-04) are approved for periods of two to four 
years. This means the data from which the rates were calculated can be 
from three to five years prior to the last year in which the federal rate is 
used. 

SCO's Comment 

We modified our audit finding slightly for clarification. Our audit 
adjustment and recommendation are unchanged. Our comments to the 
district's response are as follows: 

FY 2004-05 and FY 2005-06 

The district inaccurately states "No proposal was made to any state or 
federal agency for an 'approved' indirect cost rate." On March 25, 2004, 
the U.S. Department of Health and Human Services approved the 
district's indirect cost rate for FY 2004-05 through FY 2007-08. 
However, the district did not use these federally approved rates to claim 
mandate-related indirect costs. We modified our audit finding to state 
that the district submitted indirect cost rate proposals using FAM-29C 
methodology for FY 2004-05 and FY 2005-06. In its response, the 
district states that it did not adhere to the SCO's claiming instructions 
because it "made different allocations of indirect costs." The parameters 
and guidelines state, "Indirect costs may be claimed in the manner 
described by the State Controller in his claiming instructions." 

FY 2006-07 

The district did not provide its FY 2006-07 ICRP in time for inclusion in 
the draft report. Therefore, our draft audit report stated that the district 
did not provide its FY 2006-07 ICRP. We modified our audit finding to 
state that the district prepared its FY 2006-07 ICRP using FAM-29C 
methodology. 

The district did not allocate direct and indirect costs as specified in the 
SCO's claiming instructions. 
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Parameters and Guidelines 

The parameters and guidelines state, "Indirect costs may be claimed in 
the manner described by the State Controller in his claiming 
instructions." The district misinterprets the phrase "may be claimed" by 
concluding that compliance with the claiming instructions is voluntary. 
The district's assertion is invalid, as it would allow districts to claim 
indirect costs in whatever manner they choose. Instead, "may be 
claimed" simply permits the district to claim indirect costs. However, if 
the district claims indirect costs, then the district must comply with the 
SCO's claiming instructions. 

Neither this district nor any other district requested that the Commission 
on State Mandates (CSM) review the SCO's claiming instructions 
pursuant to Title 2, California Code of Regulations (CCR), Section 1186. 
Furthermore, the district may not now request a review of the claiming 
instructions applicable to the audit period. Title 2 CCR 11860)(2) states, 
"A request for review filed after the initial claiming deadline must be 
submitted on or before January 15 following a fiscal year in order to 
establish eligibility for reimbursement for that fiscal year." 

The district contends that "The burden is on the Controller to show that 
the indirect cost rate used by the District is excessive or unreasonable, 
which is the only mandated cost audit standard in statute .... " 
Government Code section 17558.5 requires the district to file a 
reimbursement claim for actual mandate-related costs. Government Code 
section 17561, subdivision (d)(2), allows the SCO to audit the district's 
records to verify actual mandate-related costs and reduce any claim that 
the SCO determines is excessive or unreasonable. In addition, 
Government Code section 12410 states, "The Controller shall audit all 
claims against the state, and may audit the disbursement of any state 
money, for correctness, legality, and for sufficient provisions of law for 
payment." Therefore, the district's contention is without merit. 

Nevertheless, the SCO did conclude that the district's FY 2005-06 and 
FY 2006-07 indirect cost rates were excessive. (The SCO concluded that 
the district understated its FY 2004-05 indirect cost rate. The district did 
not explain why it is contesting an audit adjustment in its favor.) 
"Excessive" is defined as "exceeding what is usual, proper, necessary, or 
normal. ... Excessive implies an amount or degree too great to be 
reasonable or acceptable ... [emphasis added]."1 The SCO calculated 
indirect cost rates using the alternative methodology identified in the 
SCO's claiming instructions. The alternative methodology indirect cost 
rates did not support the rates that the district claimed; thus, the claimed 
rates were excessive. 

1 Merriam-Webster's Collegiate Dictionary, Tenth Edition,© 2001. 
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Yosemite Community College District 

FINDING3-
0ffsetting savings/ 
reimbursements 
incorrectly reported as 
authorized health 
service fees 

Health Fee Elimination Program 

Prior Year CCFS-311 

The district states, "The CCFS-311 is prepared based on annual costs 
from the prior fiscal year for use in the current budget year." 
Although this is how the district used its data, there are no mandate
related authoritative criteria supporting this methodology. 
Government Code section 17558.5 requires the district to file a 
reimbursement claim for actual mandate-related costs. In addition, the 
parameters and guidelines require the district to report actual costs. 
For each fiscal year, "actual costs" are costs of the current fiscal year, 
not costs from a prior fiscal year. 

The parameters and guidelines and the SCO's claiming instructions 
do not allow districts to claim indirect costs based on federally 
approved rates in FY 2004-05, FY 2005-06, and FY 2006-07. 
Therefore, the district's comments regarding federally approved rates 
are irrelevant. 

The district incorrectly reported offsetting savings/reimbursements 
totaling $39,090 as authorized health service fees in FY 2003-04. This 
amount included interest revenue, duplicate staff charges that the district 
also claimed as offsetting savings/reimbursements, and miscellaneous 
student fees that the district recognized when it converted from cash to 
accrual-basis accounting. 

The following table summarizes the audit adjustment and the adjusted 
authorized health service fees claimed: 

Interest 
Staff charges 
Miscellaneous student fees 

Audit adjustment 
Authorized health service fees claimed 
Adjusted authorized health service fees claimed 

Fiscal Year 
2003-04 

$ 12,625 
6,500 

19,965 

39,090 
(431,580) 

$ (392,490) 

The parameters and guidelines state, "Reimbursement for this mandate 
received from any source, e.g., federal, state, etc., shall be identified and 
deducted from this claim." The SCO's claiming instructions direct 
claimants to separately report authorized health service fees and other 
reimbursements. Except for the duplicate staff charges, we recognized 
these revenues in our audit adjustment for understated offsetting 
savings/reimbursements in Finding 5. 

Recommendation 

We recommend that the district properly claim revenue as offsetting 
savings/reimbursements when the revenue is unrelated to the authorized 
student health fee. 
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Yosemite Community College District 

FINDING4-
Understated 
authorized health 
service fees 

Health Fee Elimination Program 

District's Response 

The District does not dispute this finding. 

SCO's Comment 

Our finding and recommendation are unchanged. 

The district understated authorized health service fees by $316,222 for 
the audit period. The district understated these fees because it reported 
actual receipts rather than authorized fees and because it did not charge 
students the full authorized fee amount in FY 2005-06 and FY 2006-07. 

Mandated costs do not include costs that are reimbursable from 
authorized fees. Government Code section 17 514 states that "costs 
mandated by the state" means any increased costs that a school district is 
required to incur. To the extent community college districts can charge a 
fee, they are not required to incur a cost. In addition, Government Code 
section 17556 states that the Commission on State Mandates shall not 
find costs mandated by the State if the school district has the authority to 
levy fees to pay for the mandated program or increased level of service. 

For the audit period, Education Code section 76355, subdivision (c), 
states that health fees are authorized for all students except those who: 
(1) depend exclusively on prayer for healing; (2) are attending a 
community college under an approved apprenticeship training program; 
or (3) demonstrate financial need. The California Community Colleges 
Chancellor's Office (CCCCO) identified the fees authorized by 
Education Code section 76355, subdivision (a). For FY 2002-03 and FY 
2003-04, the authorized fees were $12 per semester and $9 per summer 
session. For FY 2004-05, the authorized fees were $13 per semester and 
$10 per summer session. For FY 2005-06, the authorized fees were $14 
per semester and $11 per summer session. For FY 2006-07, the 
authorized fees were $15 per semester and $12 per summer session. 

We obtained student enrollment and Board of Governors Grant (BOGG) 
recipient data from the CCCCO. The CCCCO identified enrollment and 
BOGG recipient data from its management information system (MIS) 
based on student data that the district reported. CCCCO identified the 
district's enrollment based on CCCCO's MIS data element STD7, codes 
A through G. CCCCO eliminated any duplicate students based on their 
social security numbers. From the district enrollment, CCCCO identified 
the number of BOGG recipients based on MIS data element SF21, all 
codes with first letter of B or F. The district does not have an 
apprenticeship program and it did not identify any students that it 
excluded from the health service fee pursuant to Education Code section 
76355, subdivision (c)(l). 
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The following table shows the authorized health service fee calculation 
and audit adjustment: 

Fiscal Year 2002-03 

Number of enrolled students 
Less number of BOGG recipients 

Subtotal 
Authorized health fee rate 

Authorized health service fees 

Less authorized health service fees claimed 

Audit adjustment 

Fiscal Year 2003-04 

Number of enrolled students 
Less number of BOGG recipients 

Subtotal 
Authorized health fee rate 

Authorized health service fees 

Less adjusted authorized health service 
fees claimed (Finding 3) 

Audit adjustment 

Fiscal Year 2004-05 

Number of enrolled students 
Less number of BOGG recipients 

Subtotal 
Authorized health fee rate 

Authorized health service fees 

Less authorized health service fees claimed 

Audit adjustment 

Fiscal Year 2005-06 

Number of enrolled students 
Less number of BOGG recipients 

Subtotal 
Authorized health fee rate 

Authorized health service fees 

Less authorized health service fees claimed 

Audit adjustment 

Fiscal Year 2006-07 

Number of enrolled students 
Authorized health fee rate 

Authorized health service fees 

Less authorized health service fees claimed 

Audit adjustment 

Total audit adjustment 

-14-

Semester 
Summer Fall Spring Total 

10,568 24,587 22,472 
{2,6942 {6,2142 {5,9012 

7,874 18,373 16,571 
x $ {92 x ${12} x ${12} 

$ {70,866} ${220,476} ${198,852) $(490,194) 

446,250 

{43,944} 

9,580 22,631 22,031 
{2,569} {6,486} {6,5262 

7,011 16,145 15,505 
x $ {9} x ${12} x ${122 

$ {63,099} $(193,740} $(186,060} (442,899) 

392,490 

{50,409} 

9,865 21,620 20,839 
{3,7342 {7,672} {7,4892 

6,131 13,948 13,350 
x ${102 x ${132 x ${132 

$ {61,310) ${181,3242 ${173,550) (416,184) 

411,492 

{4,6922 

10,127 21,763 21,020 
{4,0072 {8,016) 

6,120 13,747 21,020 
x ${112 x ${142 x ${142 

$ {67,3202 $(192,4582 ${294,2802 (554,058) 

402,179 

{151,8792 

10,579 22,214 20,965 
x ${122 x ${15) x ${152 

${126,948) ${333,210) ${314,475) (774,633) 

709,335 

{65,2982 

$(316,222) 
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Recommendation 

We recommend that the district deduct authorized health service fees 
from mandate-related costs claimed. To properly calculate authorized 
health service fees, we recommend that the district identify the number 
of enrolled students based on CCCCO data element STD?, codes A 
through G. The district should eliminate duplicate entries for students 
who attend more than one of the district's colleges. In addition, we 
recommend that the district maintain documentation that identifies the 
number of students excluded from the health service fee based on 
Education Code section 76355, subdivision (c)(l). If the district denies 
health services to any portion of its student population, it should maintain 
contemporaneous documentation of a district policy that excludes those 
students and documentation identifying the number of students excluded. 

District's Response 

The audit utilizes student enrollment information from the State 
Community College Chancellor's data base. These statistics are not 
available to districts at the time the claims are prepared nor does the 
audit report substantiate this source as either uniquely accurate or 
superior to enrollment data maintained by the District and 
independently audited each year. However, since the District did not 
calculate the fees based on student enrollment, this is not a District 
annual claim issue, but a Controller's audit adjustment rationale. 

COLLECTIBLE STUDENT HEALTH SERVICE FEES 

The District asserts that the "collectible method" of determining the 
student health service fee revenue offset is not supported by law or fact. 

"Authorized" Fee Amount 

There is no "authorized" rate other than the amounts stated in 
Education Code Section 76355. The draft audit report alleges that 
claimants must compute the total student health fees collectible based 
on the highest authorized rate. The draft audit report does not provide 
the statutory basis for the calculation of the "authorized" rate, nor the 
source of the legal right of any state entity to "authorize" student 
health services rates absent rulemaking or compliance with the 
Administrative Procedure Act by the "authorizing" state agency. 

Optional Fee 

Education Code Section 76355, subdivision (a), states that "[t]he 
governing board of a district maintaining a community college may 
require community college students to pay a fee ... for health 
supervision and services .... " There is no requirement that community 
colleges levy these fees. The permissive nature of the provision is 
further illustrated in subdivision (b) which states: "!f, pursuant to this 
section, a fee is required, the governing board of the district shall 
decide the amount of the fee, if any, that a part-time student is required 
to pay. The governing board may decide whether the fee shall be 
mandatory or optionaI'' (Emphasis supplied in both instances). 
Therefore, districts have the option of charging a fee to some or all of 
its students. 
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Government Code Section 17514 

The draft audit report relies upon Government Code Section 17514 for 
the conclusion that "[t]o the extent that community college districts 
can charge a fee, they are not required to incur a cost." First, 
charging a fee has no relationship to whether costs are incurred to 
provide the student health services program. Second, Government 
Code Section 17514, as added by Chapter 1459, Statutes of 1984, 
actually states: 

"Costs mandated by the state" means any increased costs which a 
local agency or school district is required to incur after July 1, 
1980, as a result of any statute enacted on or after January 1, 1975, 
or any executive order implementing any statute enacted on or 
after January 1, 1975, which mandates a new program or higher 
level of service of an existing program within the meaning of 
Section 6 of Article XIII B of the California Constitution. 

The operating cost of the student health service program is not 
determined by the fees collected. There is nothing in the language of 
the statute regarding the authority to charge a fee, or any nexus of fee 
revenue to increased cost, or any language that describes the legal 
effect of fees collected. 

Government Code Section 17556 

The draft audit report relies upon Government Code Section 17556 for 
the conclusion that "the Commission on State Mandates (CSM) shall 
not find costs mandated by the State if the school district has the 
authority to levy fees to pay for the mandated program or increased 
level of service." 

The draft audit report misrepresents the law. Government Code Section 
17556 prohibits the Commission on State Mandates from finding costs 
subject to reimbursement, that is, approving a test claim activity for 
reimbursement, where the authority exists to levy fees in an amount 
sufficient to offset the entire mandated costs. Here, the Commission has 
already approved the test claim and made a finding of a new program 
or higher level of service for which the claimants do not have the 
ability to levy a fee in an amount sufficient to offset the entire 
mandated costs. 

Parameters and Guidelines 

The parameters and guidelines, as last amended on May 25, 1989, state, 
in relevant part: "~ offsetting savings that the claimant experiences 
as a direct result of this statute must be deducted from the costs 
claimed ... This shall include the amount of [student fees] as authorized 
by Education Code Section 72246(a)." The use of the term "~ 
offsetting savings" further illustrates the permissive nature of the fees. 
Student fees actually collected must be used to offset costs, but not 
student fees that could have been collected and were not, because 
uncollected fees are "offsetting savings" that were not "experienced." 
The parameters and guidelines do not allow the Controller to reduce 
claimed costs by revenue never received by the claimants and such an 
offset is contrary to the generally accepted accounting principle that 
requires revenues and costs to be properly matched. 
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SCO's Comment 

Our finding and recommendation are unchanged. The district states, 
"The audit utilizes student enrollment information from the State 
Community College Chancellor's data base. These statistics are not 
available to districts at the time the claims are prepared nor does the 
audit report substantiate this source as either uniquely accurate or 
superior to enrollment data maintained by the District. ... " This is the 
district's own data. In addition, the district implies that the SCO used 
data that is somehow different from "enrollment data maintained by the 
District." Our audit used data retrieved from the California Community 
Colleges Chancellor's Office (CCCCO). The CCCCO data is extracted 
directly from enrollment information that the district submitted. Districts 
are required to submit this data to the CCCCO within one month after 
each term ends; thus, the district has its fiscal year enrollment data 
available approximately seven months before its mandated program 
claims are due to the state. 

The district also states, "Since the District did not calculate the fees 
based on student enrollment, this is not a District annual claim issue, but 
a Controller's audit adjustment rationale." We disagree; this is a district 
annual claim issue. For its FY 2002-03 claim, the district reported 
inaccurate student enrollment. For its FY 2003-04 through FY 2006-07 
claims, the district failed to follow specific SCO claiming instructions. 
The district did not report student enrollment and did not calculate the 
total health fees that could have been collected. 

"Authorized" Fee Amount 

We agree that Education Code section 76355 (specifically, subdivision 
(a)) authorizes the health service fee rate. The statutory section also 
provides the basis for calculating the authorized rate applicable to each 
fiscal year. The statutory section states: 

(1) The governing board ofa district maintaining a community college 
may require community college students to pay a fee in the total 
amount of not more than ten dollars ($10) for each semester, seven 
dollars ($7) for summer school, seven dollars ($7) for each intersession 
of at least four weeks, or seven dollars ($7) for each quarter for health 
supervision and services, including direct or indirect medical and 
hospitalization services, or the operation of a student health center or 
centers, or both. 

(2) The governing board of each community college district may 
increase this fee by the same percentage increase as the Implicit Price 
Deflator for State and Local Government Purchase of Goods and 
Services. Whenever that calculation produces an increase of one dollar 
($1) above the existing fee, the fee may be increased by one dollar ($1). 

The CCCCO notifies districts when the authorized rate increases 
pursuant to Education Code section 76355, subdivision (a)(2). Therefore, 
the Administrative Procedures Act is irrelevant. 
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Optional Fee 

We agree that community college districts may choose not to levy a 
health service fee or to levy a fee less than the authorized amount. 
Regardless of the district's decision to levy or not levy the authorized 
health service fee, Education Code section 76355, subdivision (a), 
provides districts the authority to levy the fee. 

Government Code Section 17514 

Government Code section 17 514 states, '"Costs mandated by the state' 
means any increased costs which a local agency or school district is 
required [emphasis added] to incur .... " The district ignores the direct 
correlation that if the district has authority to collect fees attributable to 
health service expenses, then it is not required to incur a cost. Therefore, 
those health service expenses do not meet the statutory definition of 
mandated costs. 

Government Code Section 17556 

The district presents an invalid argument that the statutory language 
applies only when the fee authority is sufficient to offset the "entire" 
mandated costs. The CSM recognized that the Health Fee Elimination 
Program's costs are not uniform between districts. Districts provided 
different levels of service in FY 1986-87 (the "base year"). Furthermore, 
districts provided these services at varying costs. As a result, the fee 
authority may be sufficient to pay for some districts' mandated program 
costs, while it is insufficient to pay the "entire" cost of other districts. 
Meanwhile, Education Code section 76355 (formerly section 72246) 
established a uniform health service fee assessment for students 
statewide. Therefore, the CSM adopted parameters and guidelines that 
clearly recognize an available funding source by identifying the health 
service fees as offsetting reimbursements. To the extent that districts 
have authority to charge a fee, they are not required to incur a cost. 

Two court cases addressed the issue of fee authority.2 Both cases 
concluded that "costs" as used in the constitutional provision, exclude 
"expenses that are recoverable from sources other than taxes." In both 
cases, the source other than taxes was fee authority. 

2 County of Fresno v. California (1991) 53 Cal. 3d 482; Connell v. Santa 
Margarita (1997) 59 Cal. App. 41

h 382. 
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Parameters and Guidelines 

The district incorrectly interprets the parameters and guidelines' 
requirement regarding authorized health service fees. The CSM clearly 
recognized the availability of another funding source by including the 
fees as offsetting savings in the parameters and guidelines. The CSM's 
staff analysis of May 25, 1989, states the following regarding the 
proposed parameters and guidelines amendments that the CSM adopted 
that day: 

Staff amended Item "VIII. Offsetting Savings and Other 
Reimbursements" to reflect the reinstatement of [the] fee authority. 

In response to that amendment, the [Department of Finance (DOF)] has 
proposed the addition of the following language to Item VIII. to clarify 
the impact of the fee authority on claimants' reimbursable costs: 

"If a claimant does not levy the fee authorized by Education Code 
Section 72246(a), it shall deduct an amount equal to what it would have 
received had the fee been levied." 

Staff concurs with the DOF proposed language which does not 
substantively change the scope ofltem VIII. 

Thus, the CSM concluded that claimants must deduct authorized health 
service fees from mandate-reimbursable costs claimed. Furthermore, the 
staff analysis included an attached letter from the CCCCO dated April 3, 
1989. In that letter, the CCCCO concurred with the DOF and the CSM 
regarding authorized health service fees. 

The CSM did not revise the proposed parameters and guidelines 
amendments further, as the CSM's staff concluded that DOF's proposed 
language did not substantively change the scope of its proposed 
language. The CSM's meeting minutes of May 25, 1989, show that the 
CSM adopted the proposed parameters and guidelines on consent, with 
no additional discussion. Therefore, no community college districts 
objected and there was no change to the CSM's conclusion regarding 
authorized health service fees. 

The district states that "such an offset is contrary to the generally 
accepted accounting principle that requires revenues and costs to be 
properly matched." This statement is presented out of context; 
generally accepted accounting principles are not controlling criteria in 
identifying authorized health fee revenues attributable to the Health 
Fee Elimination mandated program. If a district voluntarily assesses 
less than the authorized health service fees, or fails to collect fees 
assessed, it is the district's responsibility to "match" health service 
expenditures with other district revenue sources. · 
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Yosemite Community College District 

FINDINGS
Understated offsetting 
savings/reimbursements 

Health Fee Elimination Program 

The district understated offsetting savings/reimbursements by $118,807 
for the audit period. 

The district did not report offsetting savings/reimbursements for interest, 
student fees, and other miscellaneous revenue documented in its 
accounting records. The district charged students a separate fee for 
various health services that it provided. In FY 2003-04, the district also 
recognized miscellaneous revenue as it converted from a cash to accrual 
basis accounting system. 

The following table summarizes the audit adjustment: 

Fiscal Year 
2002-03 2003-04 2004-05 2005-06 2006-07 Total 

Interest $ (16,890) $ (12,625) $ (13,216) $ (17,014) $ (24,686) $ (84,431) 
Student fees and other 

miscellaneous revenue 1,932 (28,734) (1,785) (5,789) (34,376) 

Audit adjustment $ (14,958) $ (41,359) $ (15,001) $ (22,803) $ (24,686) $(118,807) 

The parameters and guidelines state: 

Any offsetting savings the claimant experiences as a direct result of this 
statute must be deducted from the costs claimed. In addition, 
reimbursement for this mandate received from any source, e.g., federal, 
state, etc., shall be identified and deducted from this claim. 

Recommendation 

We recommend that the district report all offsetting savings/ 
reimbursements on its mandated cost claims. 

District's Response 

Finding 5 offsets $84,431 of interest income against the claimed cost of 
the student health services program .... The interest income is paid 
by the Stanislaus County Treasurer where the District deposits its 
cash in a pooled investment fund. The District allocates the total 
investment income reported by the County to its various funds. 

The draft audit report characterizes the interest income offset as an 
"offsetting savings/reimbursement" .... 

The parameters and guidelines criteria for offsetting savings and 
reimbursements do not apply to interest income. First, the interest 
income is not generated "as a direct result of' Education Code 
76355, the statutory basis for the student health services program. 
Indeed, since the student health service program operates at a loss (the 
reason for the annual mandate claim for excess costs), the student 
health service program cannot generate investment principal. Second, 
the interest income is neither state nor federal reimbursement for 
providing the student health service program. Third, the interest income 
is not fees paid by others for services not included in the student health 
service program. 

-20-421



Yosemite Community College District 

OTHER ISSUE
FY 2006-07 amounts 
paid 

Health Fee Elimination Program 

SCO's Comment 

The parameters and guidelines state, "Any offsetting savings the 
claimant experiences as a direct result of this statute must be deducted 
from the costs claimed." In its response, the district confinns that it 
received pooled investment fund income attributable to its health 
services fund. The health services fund and its associated revenues exist 
specifically because of Chapter 1118, Statutes of 1987, which authorized 
districts to assess a health service fee. 

The district states, "Indeed, since the student health service program 
operates at a loss ... the student health service program cannot generate 
investment principal." The district's response fails to consider basic cash 
flow principles. Each term, districts collect health fee revenue at the 
beginning of the term. This revenue is available for deposit in the county 
pooled investment fund and is depleted during the tenn as the district 
incurs health service program expenses. The revenue earns interest until 
such time that it is depleted. 

During our exit conference conducted January 23, 2009, the district's 
consultant stated to district personnel that the district's mistake was that 
it posted interest revenue to the health services fund. We strongly 
recommend that the district continue to allocate interest earned on pooled 
investment funds according to generally accepted accounting principles. 

The district's response included comments regarding FY 2006-07 
amounts paid. The district's response and SCO's comment are as 
follows: 

District's Response 

The draft audit report states that the District was paid $234,716 on the 
FY 2006-07 annual claim. The last remittance advice (March 12, 2007) 
received by the District for this fiscal year indicates that the amount 
paid was $263,110. 

SCO's Comment 

The Summary of Program Costs (Schedule I) is unchanged. The district 
is contesting a reported amount that is in its favor. The district's response 
fails to disclose that the district re-paid the SCO $28,394, as documented 
by the SCO's remittance advice dated April 23, 2008. Thus, the net 
amount that the State paid to the district is $234,716. 
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The district's response included comments regarding the FY 2006-07 
late claim penalty. The district's response and SCO's comment are as 
follows: 

District's Response 

On February 6, 2009, the District submitted an amended FY 2006-07 
claim in the amount of $329,864 that incorporates some of the audit 
adjustments. presented at the January 23, 2009, exit conference. Since 
this amended claim is a late claim, it is subject to a late filing penalty of 
10% of the amount claimed up to $10,000. The draft audit report 
adjusts the late filing penalty to $9,515 for the audited allowed "total 
program costs" of $192,389. Ten percent of $192,389-is not $9,515. It 
appears the late filing penalty should be $10,000. 

SCO's Comment 

The Summary of Program Costs (Schedule 1) is unchanged. Again, the 
district is contesting an adjustment in its favor. Nevertheless, the district 
is in error. The district erroneously equates an "amended claim" with a 
"late claim." When a district amends its claim after the claim filing date 
established by Government Code section 17560, only the additional 
claimed costs are subject to the late claim penalty assessment (i.e., the 
original amount claimed is not late; only the new, additional costs are 
filed late). The district's amended claim increased total claimed costs by 
$95,148, from $234,716 to $329,864. The SCO correctly applied a 10% 
late penalty assessment to the $95,148 increase pursuant to Government 
Code section 17568. Allowable costs are irrelevant to the late claim 
penalty assessment. 

The district's response included comments related to the statute of 
limitations applicable to the district's FY 2002-03 and FY 2003-04 
mandated cost claims. The district's response and SCO's comment are as 
follows: 

District's Response 

Government Code Section 17558.5, as amended effective January 1, 
2003, requires the Controller to initiate an audit within three years after 
a claim is filed. The District's FY 2002-03 claim was filed on January 
12, 2004. The District's FY 2003-04 claim was filed on January 10, 
2005. The entrance conference date for the audit was March 24, 2008, 
which is after the three-year period to commence the audit for those 
two fiscal years had expired. 

SCO's Comment 

Our findings and recommendations are unchanged. The district cited 
only a portion of Government Code section 17558.5, subdivision (a), 
which actually states: 

A reimbursement claim for actual costs filed by a local agency or 
school district pursuant to this chapter is subject to the initiation of an 
audit by the Controller no later than three years after the date that the 
actual reimbursement claim is filed or last amended, whichever is later. 
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However, if no funds are appropriated or no payment is made to a 
claimant for the program for the fiscal year for which the claim is filed, 
the time for the Controller to initiate an audit shall commence to run 
from the date of initial payment of the claim [emphasis added]. 

For its FY 2002-03 claim, the district received its initial payment on 
October 25, 2006. Pursuant to Government Code section 17558.5, 
subdivision (a), the SCO had until October 24, 2009, to initiate an audit 
of this claim. For its FY 2003-04 claim, the district received no payment. 
Pursuant to the same statutory language, the time for the SCO to initiate 
an audit has not yet commenced. Therefore, the SCO properly initiated 
an audit of these claims within the statutory time allowed. 

The district's response included a public records request. The district's 
response and SCO's comment are as follows: 

District's Response 

The District requests that the Controller provide the District any and all 
written instructions, memorandums, or other writings in effect and 
applicable during the claiming period to Finding 1 (indirect cost rate 
calculation standards) and Finding 2 (calculation of the student health 
services fees offset). 

SCO's Comment 

The SCO provided the district the requested records by separate letter 
dated April 7, 2009. 
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Office of the Executive Vice Chancellor 

Yosemite Community College District 
f'.0. Aox 4065 I Modesto, CA 95352 I 2201 Blue Oum Avenue 

Phone (209) 575-6530 I FAX (20!!) 57 5 6562 

March 24, 2009 CERTIFIED MAIL - RETURN RECEIPT REQUESTED 

Jim L. Spano, Chief 
Mandated Costs Audits Bureau 
Division of Audits, California State Controller 
P.O. Box 942850 
Sacramento, CA 94250-5874 

Re: Chapter 1, Statutes of 1984 
Health Fee Elimination 
Yosemite Community College District 
Fiscal Years: 2002-03, 2003-04, 2004-05, 2005-06, and 2006-07 (amended) 

Dear Mr. Spano: 

This letter is the response of the Yosemite Community College District to the draft audit 
report for the above referenced program and fiscal years transmitted by the letter from 
Jeffrey Brownfield, Chief, Division of Audits, State Controller's Office, dated March 12, 
2009, and received by the District on March 13, 2009. 

Finding 1: Understated services and supplies 

This District does not dispute this finding. See Finding 5. 

Finding 2: Overstated indirect costs 

Fiscal Year 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
(amended) 

Indirect Cost Rates Claimed and Audited 
As Claimed As 
Claimed Source Audited 
23.95% CCFS-311 33_90% 
25.29% CCFS-311 33.90% 
34.88% CCFS-311 36.21% 
36.38% CCfS-311 33.23% 
41.07% CCFS-311 34.71% 

and depreciation 

Audit Report 
Source 
"Federally approved rate" 
"Federally approved rate" 
CCFS-311 and depreciation 
CCFS-311 and depreciation 
CCFS-311 and depreciation 

ColumlJia CoilegA and Modc~lo Junior Col logo - Sorving Communities in Calaveras, Merced, Santa Clara. San Joaquin. Stanisl:ius_ and luolumne Counties 
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The Controller asserts that the indirect cost method used by the District was inappropriate 
since it was not a cost study specifically approved by the federal government. 

CH01CE OF METHODS 

The drafl audit report states that the District prepared its indirect cost rates for the fiscal 
years 2002-03 through 2005-06 as "proposals" in accordance with OMB A-21 that were 
not federally approved. 

FY 2002-03 and FY 2003-04 

The District had an "approved" federal rate for FY 2002-03 and FY 2003-04 that was 
used for the audit adjustment. Since federally approved rates arc an acceptable 
alternative method, the District does not dispute this audit finding as to FY 2002-03 and 
FY 2003-04. 

FY 2004-05 and FY 2005-06 

The draft audit report is factually in error when it states that the District prepared indirect 
cost rate proposals for FY 2004-05 and FY 2005-06 in accordance with OMB A-21. No 
proposal was made to any state or federal agency for an "approved" indirect cost rate. 
The District used Lhe same F AM-29C method based on the CCFS-311 as the auditor, but 
made different allocations of indirect costs. The principal difference is that tho District 
used the capital costs stated in the CCFS-311, whereas lhe Controller deleted these 
capital costs and substituted depreciation expense as stated on the District's annual 
financial statements. 

FY2006-07 

On February 6, 2009, the District submitted an amended FY 2006-07 claim. The District 
used the same F AM-29C method based on the CCFS-31 l as did the auditor. The District 
deleted the capital costs stated in the CCFS-311 and substituted the depreciation expense 
as reporlt!d in the District's annual financial statements. The District was not on notice of 
this method of treating depreciation costs at the time the FY 2004-05 and FY 2005-06 
annual claims were timely filed. The audit report uses this method retroactively to FY 
2004-05. The remaining difference in the rate claimed by the District in the amended FY 
2006-07 claim and the audited rate is a result of differences in how some of the indirect 
costs were treated. 

Parameters and Guidelines 

The parameters and guidelines for the Health Fee Elimination program (as last amended 
on May 25, 1989), which are the legally enforceable standards for claiming costs, state 
that: "Indirect costs may be claimed in the manner described by the Controller in his 
claiming instructions." (Emphasis added) Therefore, the parameters and guidelines do 
not require that indirect costs be claimed in the manner described by the Controller. 
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Since the Controller's claiming instructions were never adopted as rules or regulations, 
they have no force of law. The burden is on the Controller to show that the indirect cost 
rate used by the District is excessive or unreasonable, which is the only mandated cost 
audit standard in statute (Government Code Section 17651 (d)(2)). If the Controller 
wishes to enforce different audit standards for mandated cost reimbursement, the 
Controller should comj)IY with the Administrative Procedure Act. 

PRIOR YEAR CCFS-311 

The draft audit report did not disclose that for FY 2004-05, FY 2005-06, and FY 2006-
07, the audit used the most recent CCFS-311 infomrntion available for the calculation of 
the indirect cost rate. The District used the prior year CCFS-311. The CCFS-311 is 
prepared based on annual costs from the prior fiscal year for use in the current budget 
year. When the audit utilizes a different CCFS-311 than the District, this constitutes an 
undisclosed audit adjustment. The audit report does not state an enforceable requirement 
to use the most current CCFS-311. 

As a practical example of how wijustifiable the Controller's position is on prior year 
CCFS-31 1 reports, note that the federally approved indirect cost rates (such as the federal 
rate the audit used for FY 2002-03 and FY 2003-04) are approved for periods of two to 
four years. This means the data from which the rates were calculated can be from three 
to five years prior to the last year in which the federal rate is used. 

Since the draft audit report has stated no legal basis to disallow the indirect cosl rule 
calculation method used by the District, and has not shown a factual basis to reject the 
rates as wrreasonable or excessive, the adjustments should be withdrawn. 

Finding 3: Offsetting savings/reimbursements incorrectly reported as authorized 
health service fees 

This District does not dispute this finding. See Finding 5. 

Finding 4: Understated authorized health service fees 

The draft audit report concludes that the student health service fee revenue offsets were 
understated for the five-year audit period. The difference between the claimed amount 
and the audited amount is that the District utilized actual revenues received rather than a 
calculation of the student health service fees potentially collectible. The auditor 
calculated "authorized health fee revenues," that is, the student fees collectible based on 
the highest student health service fee chargeable to all eligible students, rather than the 
full-time or part-ti me student health service fee actually charged by the District to the 
students not exempted by state law or District policy (e.g., BOGG waiver students). 

The audit utilizes student enrollment infomiation from the State Co1mnunity College 
Chancellor's data base. These statistics are not available to districts at the time the claims 
arc prepared nor does the audit report substantiate this source as either uniquely accurate 

428



Mr. Jim L. Spano Page4 March 24, 2009 

or superior to enrollment data maintained by the District and independently audited each 
year. However, since the District did not calculate the fees based on student enrollment, 
this is not a District annual claim issue, but a Controller's audit adjustment rationale. 

COLLECTIBLE STUDENT HEALTH SERVICE FEES 

The District asserts that the "collectible method" of detem1ining the student health 
service fee revenue offset is not supported by law or fact. 

"Authorized" Fee Amount 

There is no "authorized" rate other than the amounts stated in Education Code Section 
76355. The draft audit report alleges that claimants must compute the total student health 
fees collectible based on the highest authorized rate. The draft audit report does not 
provide the statutory basis for the calculation of the "authorized" rate, nor the source of 
the legal right of any state entity to "authorize" student health services rates absent 
rulemaking or compliance with the Administrative Procedure Act by the "authorizing" 
state agency. 

Optional Fee 

Education Code Section 76355, subdivision (a), states that "[t]he governing board of a 
district maintaining a community college may require community college students to pay 
a fee ... for health supervision and services ... " There is no requirement that 
community colleges levy these fees. The pennissivc nature of the provision is further 
il1ustrated in subdivision (b) which states: "1f, pursuant to this section, a fee is required, 
the governing board of the district shall decide the amount of the fee, if any, iliat a part
time student is required to pay. The governing board mav decide whether the fee shall be 
mandatory or optional." (Emphasis supplied in both instances) Therefore, districts have 
the option of charging a fee to some or all of its students. 

Government Code Section 17514 

The draft audit report relies upon Government Code Section 17514 for the conclusion 
that "[t)o the extent that community college districts can charge a fee, they are not 
required to incur a cost." First, charging a fee has no relationship to whether costs are 
incurred to provide the student health services program. Second, Govenunent Code 
Section 17514, as added by Chapter 1459, Statutes of 1984, actually states: 

"Costs mandated by the state" means any increased costs which a local agency or 
school district is required to incur after July 1, 1980, as a result of any statute 
enacted on or after January 1, 1975, or any executive order implementing any 
statute enacted on oi after January 1, 1975, which mandates a new program or 
higher level of service of an existing program within the meaning of Section 6 of 
Article Xill B of the California Constitution. 
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The operating cost of the student health service program is not determined by the fees 
collected. There is nothing in the language of the statute regarding the authority to charge 
a fee, or any nexus of fee revenue to increased cost, or any language that describes the 
legal effect of fees collected. 

Government Code Section 17556 

The draft audit report relies upon Govemment Code Section 17556 for the conclusion 
that "the Commission on State Mandates (CSM) shall not find costs mandated by the 
State if the school district has the authority to levy fees to pay for the mandated program 
or increased level of service." Government Code Section 17556, as amended by Statutes 
of2004, Chapter 895, actually states: 

The commission shall nol find costs mandated by the state, as defined in Section 
17514, in any claim submitted by a local agency or school district, if after a 
hearing, the commission finds that: ... 

(d) The local agency or school district has the authority to levy service 
charges, fees, or assessments sufficient to pay for the mandated program or 
increased level of service. 

The draft audit report misrepresents the law. Government Code Section 17556 prohibits 
the Commission on State Mandates from finding costs subject to reimbursement, that is, 
approving a test claim activity for reimbursement, where the authority exists to levy foes 
in an amount sufficient to offset the entire mandated costs. Here, the Commission has 
already approved the test claim and made a finding of a new program or higher level of 
service for which the claimants do not have lhe ability to levy a fee in an amount 
sufficient to offset the entire mandated costs. 

Parameters and Guidelines 

The parameters and guidelines, as last amended on May 25, 1989, state, in relevant part: 
"Any offsetting savings that the claimant experiences as a direct result of this statute must 
be deducted from the costs claimed. , . This shall include lhe amount of[ student fees] 
as authorized by Education Code Section 72246(a)," The use of the tcnn "~offsetting 
savings" further illustrates the permissive nature of the fees. Student fees actually 
collected must be used to offset costs, but not student fees that could have been collected 
and were not, because wicollected fees are "offsetting savings" that were not 
"experienced." The parameters and guidelines do not allow the Controller to reduce 
claimed costs by revenue never received by the claimants and such an offset is contrary 
to the generally accepted accounting principle that requires revenues and costs to be 
properly matched. 

Since the draft audit report has stated no legal basis to disallow actual revenues as the 
amount of the offscUing revenue, the adjustments should be withdrawn. 
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Finding 5: Understated offsetting savings/reimbursements 

Findings 1, 3, and 5 are connected by their content. 

"FUND 12" 

In accordance with governmental accounting practices, the District separately accounted 
for some costs and revenues (e.g., clinical services) in a fund (Fund 12) separate from the 
student health service center fund (Fund 14). Finding 1 merges those costs ($9,763) and 
revenue ($34,376 located in Finding 5) with fund 14 which is consistent with the cost 
accounting practice of matching costs and revenues. The District does not dispute 
Finding 1. 

FY 2003-04 CORRECTIONS 

Finding 3 properly reverses $39,090 in revenue reductions to the FY 2003-04 claimed 
costs that were either duplicated from Fund 12 or the result of changes in accruals. The 
District does not dispute Finding 3. 

INTEREST INCOME 

Finding 5 offsets $84,431 of interest income against the claimed cost of the student health 
services program. Of this amount, $12,625 was properly added back to the program costs 
in Finding 3 for FY 2003-04. The interest income is paid by the Stanislaus County 
Treasurer where the District deposits its cash in a pooled investment fund. The District 
allocates the total investment income reported by the County to its various funds. 

The drafi audit repo1t characterizes the interest income offset as an "offsetting 
savings/reimbursement." The draft audit report cites only a portion of the pammeters 
and guidelines for this proposition. The entire relevant citation is: 

VIII. OFFSETTING SAVINGS AND OTHER REIMBURSEMENTS 

Any offsetting savings the claimant experiences as a direct result of this statute 
must be deducted from the costs claimed. In addition, reimbursement for this 
mandate received from any source, e.g., federal, state, etc., shall be identified and 
deducted from this claim. This shall include the amount of $7.50 per full-time 
student per semester, $5.00 per full-time student for swnmer school, or $5.00 per 
full-time student per quarter, as authorized by Education Code Section 72246(a). 
This shall also include payments (fees) received from individuals other than 
students who are not covered by Education Code Section 72246 for health 
services. 

The parameters and guidelines criteria for offsetting savings and reimbursements do not 
apply to interest income. first, the interest income is not generated "as a direct result of" 
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Education Code 76355, the statutory basis for the student health services program. 
Indeed, since the student health service program operates at a loss (the reason for the 
annual mandate claim for excess costs), the student health service program cannot 
generate investment principal. Second, the interest income is neither state nor federal 
reimbursement for providing the student health service program. Third, the interest 
income is not fees paid by others for services not included in the student health service 
pYO!:,'TaID. 

Since interest income does not meet the parameters and guidelines criteria for offsetting 
savings and reimbursements and the dran audit report has stated no other basis for this 
finding, the adjustments should be withdrawn. 

Other Issues 

FY 2006-07 Amounts Paid 

The draft audit report states that the District was paid $234,716 on the FY 2006-07 
annual claim. The last remittance advice (March 12, 2007) received by the District for 
this fiscal year indicates that tho amount paid was $263, 110. 

FY 2006-07 Late Claim Filing Penalty 

On February 6, 2009, the District submitted an amended FY 2006-07 claim in the amount 
of $329,864 that incorporates some of the audit adjustments presented at the January 23, 
2009, exit conference. Since this amended claim is a late claim, it is subject to a late 
filing penalty of 10% of the amount claimed up to $10,000. The draft audit report adjusts 
the late filing penalty to $9,515 for the audited allowed "total program costs" of 
$192,389. Ten percent of$192,389 is not $9,515. It appears the late filing penalty 
should be $10,000. 

Statute of Limitations 

Fiscal Year Date Submitted to SCO SOL to audit expires 

FY2002-03 January 12, 2004 Audit must start by January 12, 2007 

l'Y2003-04 January IO, 2005 Audit must start by January 10, 2008 

Govenuncnt Code Section 17558.5, as amended effective January l, 2003, requires the 
Controller to initiate an audit within three years after a claim is filed. The District's FY 
2002-03 claim was filed on January 12, 2004. The District's FY 2003-04 claim was filed 
on January 10, 2005. The entrance conference date for the audit was March 24, 2008, 
which is after the three-year period to commence the audit for those two fiscal years had 
expired. 
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The audit report should be changed to exclude findings for the FY 2002-03 and FY 2003-
04 annual claims. 

Public Records Request 

The District requests that the Controller provide the District any and all written 
instructions, memorandums, or other writings in effect and applicable during the claiming 
period to Finding 1 (indirect cost rate calculation standards) and Finding 2 (calculation of 
the student health services fees offset). 

Government Code section 6253, subdivision (c), requires the state agency that is the 
subject of the request, within 10 days from receipt of a request for a copy of records, to 
determine whether the request, in whole or in part, seeks copies of disclosable public 
records in its possession and to promptly notify the requesting party of that determination 
and the reasons therefore. Also, as required, when so notifying the District, please state 
the estimated date and time when the records will be made available. 

0 0 0 

The District requests that the audit report be changed to comply with the appropriate 
application of the parameters and guidelines regarding allowable activity costs and the 
Government Code sections concerning audits of mandate claims. 

Sincerely, 

"1~~ 
Teresa Scott 
Executive Vice Chancellor 

TMS/KP/cs 
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City of Costa Mesa v. McKenzie , 30 Cal.App.3d 763 

Page I of 7 

[Civ. No. 12096. Court of Appeals of California, Fourth Appellate District, Division Two. February 22, 1973.] 

CITY OF COSTA MESA, Plaintiff and Appellant, v. ARTHUR R. McKENZIE, Defendant and Respondent 

(Opinion by Tamura, J., with Kerrigan, Acting P. J., and Gabbert, J., concurring.) [30 Cal.App.3d 764) 

COUNSEL 

Roy E. June, City Attorney, and Ellis J. Horvitz for Plaintiff and Appellant. 

Barnes, Schag, Johnson & Kennedy and William S. Hunter for Defendant and Respondent. [30 Cal.App.3d 766] 

OPINION 

TAMURA,J. 

This is an action for declaratory relief by the City of Costa Mesa against defendant McKenzie, a retired city employee, for a 
judicial declaration respecting the city's obligation to pay a disability retirement allowance under city Ordinance No. 64-45. 
The case was tried on an agreed statement of facts and resulted in a judgment decreeing that McKenzie is entitled to monthly 
disability benefits under the ordinance in the amount of $1, 109 in addition to $664.51 per month under the city's retirement 
plan and $227.50 per month in workmen's compensation benefits for a total sum of $2,001.01 per month. The city appeals 
from the judgment. 

The facts are as follows: 

Nine years after its incorporation in 1953 as a general law city, Costa Mesa through its city council created an actuarially 
sound retirement plan for city employees pursuant to Government Code sections 45341-45345. fn. 1 

As adopted, the plan only provided for retirement benefits based upon length of service and a specified retfrement age. It 
covered only those employees who volunteered to contribute 7 percent to 10 percent of their monthly wages. Under the plan 
the monthly benefit was, and remains 1 1/2 percent of the final average salary fn. 2 for each year of service prior to the 
adoption of the plan and 2 percent for each year of service thereafter. [30 Cal.App.3d 767] 

A year later the plan was amended by the addition of a provision for retirement for disability whether work related or 
otherwise. Monthly benefits under the disability retirement provision were the same as for service retirement except that the 
salary in effect on the date of disability is used in computing benefits instead of the final average salary. Participation in this 
portion of the plan was only available to present members of the plan and to future members after five years membership. 
Only about 100 of the city's 300 employees were covered by the disability provision. 

Sometime prior to September 1964 a Newport Beach police officer was killed in the course of his employment and much 
publicity was given to the financial plight of his widow and children who suffered because of an alleged lack of adequate 
benefits. Numerous City of Costa Mesa employees informed the defendant, who at the time was city director of public 
safety, of their concern about the adequacy of benefits payable in the event of death or disability incurred in the course of 
employment and expressed their belief that disability benefits in such circumstances should be as close as possible to the 
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current take-home pay of the employee at the date of disability or retirement. Defendant recommended to the city manager 
that Costa Mesa adopt a disability plan to bring about the payment of such benefits to its employees. 

Thereafter the city council enacted Ordinance No. 64-45 which provides in relevant part: "On and after September 21, 1964, 
in all cases where sickness, injury or death is incurred in the performance of duty, full time employees shall be entitled to the 
following benefits beyond the periods provided for in Sections 2730 through 2735 [of the Municipal Code of Costa Mesa] 
hereof: [ii] (a) Injury on Duty -- Disability. A monthly allowance will be paid if a disability is determined by the Injury on 
Duty Accident Committee and the City Physician to be incurred in the performance of duty. The allowance shall be fifty per 
cent (50%) of the employee's final compensation (based on current monthly salary). This allowance shall continue during 
the lifetime of the employee, or until it has been determined by the Injury on Duty Accident Committee and the City 
Physician that the employee is physically able to return to duty. [ii] (b) Injury on Duty-- Death. A monthly allowance will 
be paid to the widow, or if there is no widow, to the employee's children under the age of 18. Such sum shall be paid until 
the youngest surviving child reaches 18 years of age. If death is determined by the Injury on Duty Accident Committee and 
the City Physician to have arisen out of an injury or disability incurred in the performance of duty, the allowance shall be 
fifty per cent (50%) of the employee's final compensation (based on his current monthly salary), and is payable to his widow 
until death or remarriage. In the event of death or remarriage of the widow, the [30 Cal.App.3d 768) allowance will be paid 
to the surviving children. [~] Section 2. This Ordinance is hereby declared to be an urgency ordinance immediately 
necessary for the preservation of the public welfare and shall become effective upon its adoption. The facts constituting the 
urgency are as follows: More than two hundred employees to the City are without protection in the event of injury or death 
in the performance of duty." 

Two years after enactment of the ordinance, the defendant (who by now was city manager) upon being informed that the 
city's potential liability under the ordinance was unfunded, commissioned an actuarial study to recommend a method of 
adequate funding. The result of the study was a recommendation that the injury section of the ordinance be funded by long 
term disability insurance coverage. Pursuant to the recommendation, the city authorized Prudential Insurance Company to 
prepare a master contract for insurance coverage of the disability section of the ordinance, and in November 1967 the policy 
was issued. By its terms the policy provides that a scheduled benefit of 65 percent of the employee's monthly earnings up to 
a maximum of $1,000 will be paid monthly for life in the case of disability and to age 65 for sickness, fn. 3 and that 
Prudential may take certain offsetting credits against any payment under the policy for other benefits paid by the city to the 
employee by reason of his disability. On the basis of salary levels and the fact that only one-third of its 300 employees 
participated in the retirement plan, the city calculated that at the time of initial funding defendant was the only city employee 
who could have a disability claim under Ordinance No. 64-45 for an amount larger than the maximum benefit of$ 1 ,000 
payable under the policy. fn. 4 The city determined to self-insure its liability under the death benefits section of Ordinance 
No. 64-45, allocating a sufficient amount of its own money to provide adequate funding. 

On March 1, 1970, after 17 years of employment with the city, the defendant suffered a stroke, and was advised by his 
doctor not to return to work. The city determined that he was totally disabled and that the disability was incurred in the line 
of duty. [30 Cal.App.3d 769) 

Defendant contended that he was entitled to (1) $664.51 per month under the retirement plan, (2) $1, 109 per month under 
Ordinance No. 64-45, and (3) $227.50 per month under workmen's compensation for a total of $2,001.01 per month. The 
city contended that defendant is entitled to total benefits of not more than $1,000 per month allocated as follows: Monthly 
benefits of $664.51 under the retirement plan, $227.50 per month in workmen's compensation benefits, and $107 .99 under 
Prudential's policy. The $107.99 is computed by subtracting from Prudential's maximum liability of $1,000 the $664.51 
payable under the retirement plan and the $227.50 workmen's compensation benefits. 

There exists a retirement trust fund accumulated by contributions under the retirement plan sufficient to pay all claims of the 
defendant. However, it was stipulated that based upon actuarial assumptions underlying the plan, payment out of the fund of 
benefits not provided for in the plan, such as benefits under the ordinance, would impair the adequacy of the fund to finance 
benefits under the plan. 

The trial court decreed that the city was obligated to pay retirement and disability benefits in the sum of $1, 773.51 per 
month ($664.51 under the retirement plan and $1, 109 under Ordinance No. 64-45) without any offset for workmen's 
compensation benefits, resulting in total benefits of $2,001.01 per month. 

On appeal the city contends that Ordinance No. 64-45 was not intended to provide for disability benefits in addition to 
benefits under the retirement plan and workmen's compensation benefits but to assure minimum long term disability benefits 
equal to 50 percent of the employee's compensation during his disability. It is urged that the interpretation placed upon 
Ordinance No. 64-45 by the court as reflected by the decree would render the retirement plan actuarially unsound and 
violative of Government Code sections 45342 and 45343. It is further urged that the construction placed upon the ordinance 
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by the trial court could result in an employee recovering greater benefits for disability retirement than the compensation he 
would have received had he kept working. 

Fundamentally, our objective in this case is to ascertain the intention of the city council in enacting Ordinance No. 64-45, a 
task made difficult by the patchwork character of the city's retirement scheme. We are guided in our efforts, however, by 
several basic rules of statutory interpretation. [1] First, "[t]he fundamental rule of statutory construction is that the [30 
Cal.App.3d 770] court should ascertain the intent of the Legislature so as to effectuate the purpose of the law." (Select Base 
Materials v. Board of Equal., 51 Cal.2d 640, 645 [335 P.2d 672]; People v. Superior Court, 70 Cal.2d 123, 132 [74 Cal.Rptr. 
294, 449 P.2d 230].) [2] Secondly, "'[s]tatutes must be given a reasonable and common sense construction in accordance 
with the apparent purpose and intention of the lawmakers -- one that it practical rather than technical, and that will lead to a 
wise policy rather than to mischief or absurdity.' [Citation.] [3] '[I]n construing a statute the courts may consider the 
consequences that might flow from a particular interpretation. They will construe the statute with a view to promoting rather 
than to defeating its general purposes and the policy behind it.'" (Anaheim Union Water Co. v. Franchise Tax Bd., 26 
Cal.App.3d 95, 105 [102 Cal.Rptr. 692]; Bush v. Bright, 264 Cal.App.2d 788, 792 [71Cal.Rptr.123].) Finally, there is a 
presumption that the Legislature does not intend to enact legislation in contravention of existing public policy. 
(Interinsurance Exchange v. Ohio Cas. Ins. Co., 58 Cal.2d 142, 152 [23 Cal.Rptr. 592, 373 P.2d 640].) 

[4a] The application of these rules leads to the conclusion that by enacting Ordinance No. 64-45 the Costa Mesa City 
Council did not intend a disabled city employee to receive maximum benefits under the ordinance in addition to disability 
benefits under the city's retirement plan but rather only intended to provide that any employee whose disability was incurred 
in the performance of duty would receive city paid disability benefits equal to but not more than 50 percent of his salary. 
This interpretation comports with both the historical background of the ordinance and common sense. 

It appears from the agreed statement of facts that Ordinance No. 64-45 was enacted to arrest the fear of city employees that 
in the event they became disabled or died in the line of duty their families would be left without an adequate source of 
income. It is reasonable to assume that the disability benefits provided by Ordinance No. 64-45 in the amount of 50 percent 
of final salary and the generous monthly allowance of 50 percent of final salary to the survivors in the event of death were 
sufficient to allay that fear. Even defendant, who concedes that employees who are not retirement plan members would be 
entitled only to that amount in the event of disability incurred in the line of duty nowhere attacks the sum as inadequate. 

Defendant urges that since employees requested disability benefits as nearly equal to take home pay as possible and since 
defendant proposed to the council that it enact a plan to provide for such benefits we must assume the council acted 
accordingly. As the city correctly points out, however, it [30 Cal.App.3d 771) is the intent of the city council and not the 
intent of the city's employees or its then director of public safety that is controlling. 

Concededly, cumulative benefits for those disabled employees who were also retirement plan members would provide a 
greater income to the employee and his family. However, cumulating the retirement plan and ordinance disability benefits 
would result in several consequences which the city council could not have intended. For example, under the interpretation 
urged by the defendant an employee who had worked for the city and been a member of its retirement plan for 30 years and 
who retired by reason of work-connected disability would be entitled to 60 percent of his final salary under the retirement 
plan and an additional sum equal to 50 percent of his final salary under Ordinance No. 64-45. The employee would thus 
receive disability retirement benefits greater than his salary while employed. [5] The purpose of disability benefits, however, 
is to "minimize the total economic loss to the employer, the employee or the public, by restoring [the employee] to 
productive life quickly through prompt medical treatment and the incentive to return to service." (City etc. of San Francisco 
v. Workmen's Comp. App. Bd., 2 Cal.3d 1001, 1012 [88 Cal.Rptr. 371, 472 P.2d 459].) (Italics supplied.) [4b] That purpose 
would be frustrated if the employee's disability benefits were greater than the salary he would have received while working. 

Defendant argues that when the ordinance was enacted the maximum disability benefit payable to one who would have then 
been compelled to retire for disability under the retirement plan would have been 17 1/2 percent which when combined with 
the 50 percent payable under the ordinance to an employee disabled in the line of duty would have yielded a maximum 
benefit of 67 1/2 percent of final salary and thus there was then no danger any employee would receive more while disabled 
than when employed. We cannot attribute such shortsightedness to the city council. It would have been readily apparent that 
under defendant's interpretation of the ordinance benefits payable in the case of a work-related disability would have 
drastically increased in a matter of a few years. 

Defendant's interpretation of the ordinance would also give rise to the anomaly of a short term employee retiring for on the 
job disability receiving a larger income than a long term employee who retired for service. A new employee could join the 
city's retirement plan and after five years enjoy eligibility for disability retirement under the plan. If immediately thereafter 
he becomes disabled while in the performance of duty, he would receive I 0 percent of his fina_l salary under the plan in 
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addition to 50 percent of his final salary under Ordinance No. 64-45. However, in order for an employee to [30 Cal.App.3d 
772] receive an equivalent retirement for service, he would have to work for the city for at least 30 years. fn. 5 It is 
inconceivable that the city council intended such a disparity. 

Finally, should the defendant's interpretation of Ordinance No. 64-45 prevail, the city's retirement plan could be rendered 
actuarially unsound. Government Code section 45342 fn. 6 requires that any pension or retirement system be on a sound 
actuarial basis. [6] To be actuarially sound a retirement plan should take into consideration such factors as age at time of 
entry into service, salary, experience and life expectancy. (48 Ops.Cal.Atty.Gen. 124, 128.) [4c] Although it is apparent 
from the agreed statement of facts that those factors were considered when Costa Mesa established its retirement plan, there 
is no showing that actuarial factors were taken into account when Ordinance No. 64-45 was passed. To the extent disability 
benefits payable under the ordinance are paid from the fund established to finance the retirement plan, fn. 7 factors other 
than those taken into account when the fund was established will be involved. The interpretation advanced by defendant 
could render the fund inadequate to pay benefits under the plan. fn. 8 

The trial judge determined that sections 45300-45345 of the Government Code provided only an "alternative procedure" for 
the establishment of a retirement system; that the disability plan provided by Ordinance No. 64-45 was not adopted under 
the Government Code sections; and that, therefore, it was not subject to section 45342's requirement of actuarial soundness. 
Government Code section 45316 relied upon by the trial judge provides: "This article [art. 1 of tit. 4, div. 5 of the code] 
provides an alternative procedure for the establishment ofretirement systems in cities." (Italics supplied.) Government Code 
section 45342, however, is in Article 2 of title 4, division 5 of the Government Code and provides that: "Any pension or 
retirement [30 Cal.App.3d 773] system adopted shall be on a sound actuarial basis .... " (Italics supplied.) Thus a municipal 
retirement plan whether enacted under Government Code sections 45300-45345 or pursuant to "an alternative procedure" 
must be on a sound actuarial basis. Under defendant's interpretation of Ordinance No. 64-45, Costa Mesa's retirement 
scheme might not be. 

Defendant urges, however, that the effect payment of benefits under Ordinance No. 64-45 would have upon the actuarial 
soundness of the retirement fund is irrelevant in that the city has the obligation to pay retirement benefits regardless of 
adequate funding, citing Bellus v. City of Eureka, 69 Cal.2d 336 [71 Cal.Rptr. 135, 444 P.2d 711]; England v. City of Long 
Beach, 27 Cal.2d 343 [163 P.2d 865]; and Crowley v. Board of Supervisors, 88 Cal.App.2d 988 [200 P.2d 107]. We are not 
persuaded. In Bellus and England there was-no dispute about who was entitled to benefits under the particular municipal 
retirement system involved. The question was whether a municipality was obligated to pay pension benefits clearly owing 
from sources other than a retirement fund where the fund was inadequate. Both courts answered in the affirmative, largely 
on the basis that the pension plans there involved acted as an inducement for municipal officers to enter into and continue in 
the service of the city. As stated by the Bellus court: "[W]hen the ordinance establishing the pension plan can reasonably be 
construed to guarantee full payment to those entitled to its benefits regardless of the amount in the fund established by the 
pension plan, then 'we are, of course, required to construe the provisions liberally in favor of the applicant so as to carry out 
their beneficient policy.' [Citations.]" (Italics supplied.) (Bellus v. City of Eureka, supra, 69 Cal.2d 336, 351.) Crowley, 
supra, was a proceeding in mandamus to compel the County of Los Angeles to levy a property tax in order to make up a 
deficit in a police retirement fund. The court denied the writ although it did recognize that under the plan (which like the 
plans in Bellus and England left no doubt as to who would receive benefits) no retiring police officer should receive less 
than the full amount of his retirement allowance. While the three cases hold that pension benefits unequivocally granted 
must be paid regardless of the source of payment, they do not support the proposition that the actuarial soundness of a 
pension plan is irrelevant in ascertaining the extent of benefits intended to be provided where the pension ordinance is 
unclear. If Ordinance No. 64-45 were construed to provide disability benefits in additiori to those payable under the 
retirement plan, the retirement fund would be actuarially unsound. It is not reasonable to assume that the city intended to 
establish an actuarially unsound retirement system contrary to the provisions of Government Code section 45342. 

Defendant cites City of Palo Alto v. Industrial Acc. Com., 232 Cal.App. [30 Cal.App.3d 774] 2d 305 [42 Cal.Rptr. 822]; 
Thurston v. County of Los Angeles, I 17 Cal.App.2d 618 [256 P.2d 588]; Holt v. Board of Police etc. Commrs., 86 
Cal.App.2d 714 [196 P. d 94]; Larson v. Board of Police etc. Commrs., 71 Cal.App.2d 60 [162 P.2d 33]; and Vero v. 
Sacramento City E.R. System, 41 Cal.App.2d 482 [107 P.2d 82], and urges that limitations on municipal pension benefits, 
including the deduction of one benefit from another is impermissible unless such limitations are clearly expressed in the 
ordinance. Insofar as the contention refers to the obligation of the city of pay maximum cumulative benefits under both the 
retirement plan and Ordinance No. 64-45 it misses the mark. Vero, Larson, Holt and City of Palo Alto all dealt with the 
failure of a city to pay retirement benefits in addition to workmen's compensation benefits. While relevant to McKenzie's 
workmen's compensation award, discussed infra, the cases do not deal with a municipality's obligation to pay cumulative 
benefits under a municipal retirement scheme. Thurston, supra, simply dealt with the statutory right of an employee to 
transfer from one retirement plan to another; it did not involve overlapping payments. 
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Defendant also contends that the city's argument, if accepted, will discourage employees from participating in the retirement 
plan since they would have to contribute to the plan for 25 years in order to obtain the same disability benefits which would 
be immediately available without cost to the employee under Ordinance No. 64-45. 

While Ordinance No. 64-45 does provide substantial disability benefits at no cost to the employee, we doubt this fact would 
significantly discourage participation in the retirement plan. Before disability benefits are payable under the ordinance, the 
city must find that the employee's illness, injury or death was incurred in the performance of duty. Under the plan, benefits 
are payable whether or not the illness, injury or death is work related. Under the plan a participating employee may retire for 
service after reaching a specified age; under the ordinance an employee or his family may not recover except for disability 
or death arising out of the employment. 

Finally, McKenzie argues that the city's interpretation of Ordinance No. 64-45 would violate the vested rights of retirement 
plan participants since part of their contribution pays for disability benefits and under the city's interpretation those disability 
benefits would be offset against benefits paid under the ordinance. The argument is specious. Ordinance No. 64-45 was not 
designed to take away disability benefits accumulated under the retirement plan, but rather was intended to supplement them 
up to 50 percent of the employee's final salary. If the employee accumulated disability benefits under the plan in excess of 
50 percent of final average salary, Ordinance No. [30 Cal.App.3d 775] 64A5 does not require him to surrender the excess 
nor does the city so contend. Rather, ifthe employee's disability benefits under the plan exceed 50 percent of his final salary, 
Ordinance No. 64-45 would simply be inoperative. 

We conclude that in enacting Ordinance No. 64-45 the Costa Mesa City Council only intended to insure a total disability 
retirement benefit for an employee injured in the performance of duty of 50 percent of final salary. 

II 

[7a] We turn to a consideration of the workmen's compensation benefits. 

In its argument, the city never explicitly distinguishes workmen's compensation benefits from benefits payable under its 
retirement plan, but instead assumes that since double recoveries are abhorrent to the courts, so are triple recoveries, and if 
retirement plan benefits are to be deducted from benefits payable under Ordinance No. 64-45 so should workmen's 
compensation payments. The reasoning is erroneous. 

[8] Workmen's compensation and retirement programs are based upon entirely different considerations. (Larson v. Board of 
Police ate. Commrs., supra, 71 Cal.App.2d 60, 63-64.) The former is compulsory under state law and may not be subsidized 
by any contributions or exactions from employees while the latter is voluntary and subject to employee-employer 
contractual arrangements. (City etc. of San Francisco v. Workmen's Comp. App. Bd., supra, 2 Cal.3d 1001, 1010.) Where a 
retirement system grants a definite allowance, unless provision is expressly made for a pro tanto deduction for workmen's 
compensation benefits, such reduction cannot be made. (Holt v. Board of Police etc. Commrs., supra, 86 Cal.App.2d 714, 
719-720; Johnson v. Bd. of Police etc. Pen. Commrs., 74 Cal.App.2d 919, 921-922 [170 P.2d 48]; Larson v. Board of Police 
etc. Commrs., 71 Cal.App.2d 60, 64 [162 P.2d 33]; Vero v. Sacramento City E. R. System, supra, 41 Cal.App.2d 482, 486; 
see Stafford v. L. A. etc. Retirement Board, 42 Cal.2d 795, 799-800 [270 P.2d 12].) [7b] Since Ordinance No. 64-45 is 
devoid of any indication that workmen's compensation benefits are to be deducted from disability benefits payable under the 
ordinance, no such deduction is permissbile. Herrera v. Workmen's Comp. App. Bd., 71 Cal.2d 254 [78 Cal.Rptr. 497, 455 
P.2d 425]; City of Los Angeles v. Industrial Acc. Com., 63 Cal.2d 242 [46 Cal.Rptr. 97, 404 P.2d 801]; and City etc. ofS. F. 
v. Workmen's Comp. App. Bd., 267 Cal.App.2d 771 [73 Cal.Rptr. 429], cited by the city for the contrary position are 
distinguishable. Each involved either a city charter provision or Labor Code section which expressly precluded [30 
Cal.App.3d 776] recovery of both wage payments or retirement benefits and workmen's compensation benefits. Evans v. 
Los Angeles Ry. Corp., 216 Cal. 495 [14 P.2d 752], also cited, did not involve the payment of workmen's compensation. 

The city urges that the Prudential insurance policy used to fund Ordinance No. 64-45 should be treated as a 
contemporaneous administrative construction of the ordinance (Rivera v. City of Fresno, 6 Cal.3d 132, 140 [98 Cal.Rptr. 
281, 490 P.2d 793]), and therefore compel a different result. We disagree. Under the "offset provisions" section of the 
policy, Prudential is entitled to offset from its obligation "[p ]eriodic benefits for loss of time on account of disability, under 
or by reason of -- (3) any state, ... or other Federal law of the United States ... " While this indicates that Prudential may 
deduct workmen's compensation payments from its obligation under the policy, it in no way supports the proposition that the 
city may make a similar deduction from its obligation under Ordinance No. 64-45. The gist of city's argument is that since it 
intended to fully fund its obligation under Ordinance No. 64-45 through the Prudential policy, if the policy provides for an 
offset for workmen's compensation benefits the city council must have intended such an offset under the ordinance. We 
cannot agree. Even if the Prudential policy be deemed contemporaneous with the enactment of Ordinance No. 64-45, th. 9 
plaintiffs argument must fail since the premise upon which it is based -- that the policy was designed to insure against the 
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city's potential liability under the ordinance -- is erroneous. Under the policy benefits for an employee's total disability due 
to sickness are payable only to age 65, but under the ordinance the city is obligated to pay such benefits for life. Under the 
ordinance the city is obligated to pay 50 percent of the disabled employee's final salary whether or not the benefits exceed 
$1,000 but Prudential's obligation is limited to $1,000. 

Nor are we so certain as plaintiff that simply authorizing purchase of an insurance policy constituted an administrative 
construction of the ordinance. In Rivera v. City of Fresno, supra, 6 Cal.Jct 132, and the cases cited therein, the administrative 
constructions given great weight by the courts took the fonn of either continuous administrative applications of the statute or 
a declaration of policy to be followed in the administration of the statute. The Prudential insurance policy is neither a direct 
application of Ordinance No. 64-45 nor a statement of the city's policy. At best, it is a collateral agreement entered into three 
years later and its terms may have been largely dictated by the cost of premiums. To accept plaintiff's argument would 
permit the city to amend its pension ordinance by an insurance policy. [30 Cal.App.3d 777] 

Finally, our conclusion that workmen's compensation payments and benefits payable under Ordinance No. 64-45 are 
cumulative is compatible with the considerations which supported the city's argument regarding the relationship of the 
retirement plan and the ordinance. Since workmen's compensation coverage must be entirely subsidized by tax moneys 
without direct or indirect contribution or exactions from employees (City etc. of San Francisco v. Workmen's Comp. App. 
Bd., supra, 2 Cal.3d I 00 J, 1010), payment of cumulative benefits will not jeopardize the actuarial stability of the retirement 
fund. Nor given the relatively modest size of workmen's compensation payments, fn. I 0 is it likely that long term employees 
such as the defendant will be able to retire on more than they earned while employed. 

Disposition 

We conclude that the total disability benefits payable to defendant under the plan and the ordinance should equal but not 
exceed 50 percent of his final salary without any offset for workmen's compensation benefits. 

The judgment is reversed with directions to enter judgment in accordance with this opinion. 

Kerrigan, Acting P. J., and Gabbert, J., concurred. 

FN l. Government Code sections 45341-45345 read as follows: 

"45341. The legislative body may establish a pension plan and provide retirement and death benefits for city employees in 
order to effect economy and efficiency in the public service and provide a means by which employees who become 
superannuated or otherwise incapacitated may, without hardship or prejudice, be replaced by more capable employees. 

"45342. Any pension or retirement system adopted shall be on a sound actuarial basis and provide for contributions by both 
the city and the employee members of the system which shall be based on percentages of pay roll to be changed only by 
adjustments on account of experience under the system. 

"45343. Contributions shall be in amounts which will accumulate at retirement a fund sufficient to carry out the promise to 
pay benefits to the individual on account of his service as a member of the system, without further contributions from any 
source. 

"45344. Benefits based on service rendered prior to membership in the system shall be met by additional contributions of the 
employer. Such prior service liability may be funded over a fixed period of years. 

"45345. As an alternate method of providing a retirement system, the city may contract with the Board of Administration of 
the State Employees' Retirement System and enter all or any portion of its employees under such system pursuant to law and 
under the terms and conditions of such contract." 

FN 2. "Final Average Salary" is the average salary of the employee durng the three years preceding retirement or the 
average during any five consecutive years, whichever is higher. 

FN 3. It is not clear from the record what percentage of final salary is actually paid to a disabled employee -- 50 percent 
under Ordinance No. 64-45 or 65 percent under the policy. The city fails to mention the discrepancy. McKenzie urges the 
additional 15 percent payable under the policy was possibly included so that the net amount due an employee under the 
policy (after deductions were taken for benefits under the retirement plan) would be close to the 50 percent of salary payable 
under Ordinance No. 64-45. Considering, however, that relatively few city employees were members of the retirement plan 
and that even fewer were entitled to benefits thereunder of 15 percent, a flat payment of 65 percent of salary to all 
employees is an expensive and highly inexact means of bringing about such a result. 
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FN 4. It was stipulated by the parties that due to salary increases since 1967, eight city employees might now have claims 
under the ordinance exceeding the policy limits. 

FN 5. Since its enactment in 1962 benefits payable under the city's retirement plan accumulate at the rate of 2 percent per 
year: 2% (X) = 60%/yr.; X = 30 yrs. 

FN 6. Government Code section 45342 provides: "Any pension or retirement system adopted shall be on a sound actuarial 
basis and provide for contributions by both the city and the employee members of the system which shall be based on 
percentages of pay roll to be changed only by adjustments on account of experience under the system." 

FN 7. We are not told what source would be used to pay excess benefits (those not covered by the Prudential policy) under 
Ordinance No. 64-45, however, since both parties urge the ordinance and the retirement plan be treated as a single 
retirement scheme, it is not unreasonable to assume they would be financed by the same source, namely, the retirement fund. 

FN 8. It is apparent that even under our interpretation of Ordinance No. 64-45 not all of the benefits payable thereunder to 
defendant will be funded by the Prudential insurance policy. To the extent city is obligated to pay excess benefits such 
payment must come from a source other than the retirement fund. 

FN 9. The Prudential policy was issued three years after the enactment of Ordinance No. 64-45. 

FN 10. Labor Code section 4658 provides for a weekly benefit amount of 65 percent of the employee's average weekly 
earnings. Labor Code section 4453 provides that in cases of permanent disability, average weekly earnings shall be not more 
than $107.69. 
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Marin Healthcare Dist. v. Sutter Health (2002) 103 Cal.App.4th 861 , 127 
Cal.Rptr.2d 113 

[No. C034127. Third Dist. Nov. 14, 2002.] 

MARIN HEALTHCARE DISTRICT, Plaintiff and Appellant, v. SUTTER HEAL TH et al., Defendants and Respondents. 

(Superior Court of Sacramento County, No. 97AS05803, John R. Lewis, Judge.) 

(Opinion by Kolkey, J., with BJease, Acting P. J., and Raye, J., concurring.) 

COUNSEL 

Steefel, Levitt & Weiss, Stephen S. Mayne and David T. V analek for Plaintiff and Appellant. 

McDonough, Holland & Allen and Richard E. Brandt for Defendant and Respondent Sutter Health. 

Keegin, Harrison, Schoppert & Smith, Jeffrey S. Schoppert and Wendy L. Wyse for Defendants and Respondents Marin 
General Hospital and Marin Community Health. [103 Cal.App.4th 866] 

OPINION 

KOLKEY,J.-

In this action, we must determine whether the judicially created doctrine enunciated in Hoadley v. San Francisco (I 875) 50 
Cal. 265 (Hoadley)-that the statute of limitations does not apply to actions by the state to recover property dedicated for 
public use against an adverse possessor-should be extended to bar the application of the statute of limitations to the state's 
action to void a lease of public-use property. Because the purpose of the Hoadley doctrine is to prevent public-use property 
that the state cannot directly alienate from being indirectly alienated through the passage of time-that is, through the statute 
of limitations-we conclude that the doctrine has no application to a lease of property which the state is authorized to make. 

In this case, the plaintiff, Marin Healthcare District (the District), a political subdivision of the state, brought suit to recover 
possession of a publicly owned hospital and related assets that it had leased and transferred [103 Cal.App.4th 867] in 1985 . 
to defendant Marin General Hospital (Marin General) flhl pursuant to the terms of the Local Health Care District Law 
(Health & Saf. Code, § 32000 et seq.). The District's complaint alleges that the 1985 agreements are void because its chief 
executive and legal counsel had a financial interest in the agreements at the time of their execution, in violation of 
Government Code section 1090, which prohibits state employees from having any financial interest in any contract made by 
them or by any body of which they are members. fn,__2 But because the action was filed 12 years after the agreements were 
signed, the trial court concluded that the suit was time-barred. 

The District contends here-as it did in the trial court-that under the California Supreme Court's decision in Hoadley, "a suit 
i:Jy a governmental entity to recover public-use property from a private party to whom it was illegally or invalidly transferred 
:s never barred by any statute of limitations." 
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We conclude, to the contrary, that Hoadley stands for the more narrow rule that "property held by the state in trust for the 
people cannot be lost through adverse possession. II (People v. Shirokow (1980) 4.6 c~u_g JOJ, 311 [162 Cal.Rptr. 30, 605 
P.2d 859].) Other cases have only extended the doctrine to prevent the statute of limitations from barring the recovery of 
public-use property that the state had no authority to alienate. (E.g., Sixth District etc. Assoc. v. Wright (1908) 154 Cal. 119, 
129-130 [97 P. 144].) The doctrine has no application to the lease of property into which the state is authorized by law to 
enter (and which property the state will recover at the end of the lease tenn). 

Extension of the Hoadley doctrine here would conflict with the Legislature's determination to apply statutes of limitations to 
actions brought by the state, including the type pleaded here. Specifically, ever since the first session of the California 
Legislature, " '[t]he general legislative policy of California [has been] that the state shall be bound by its statute of 
limitations with respect to the bringing of actions for the enforcement of any and all such rights as may accrue to the state.' 
"(People v. Osgood (1930) 104 [103 Cal.App.4th 868] Cal.App. 133, 135 [285 P. 753].) While there are good policy 
reasons both for and against subjecting void leases of public property to the statute of limitations, we must defer to the 
Legislature's determination that the state, like other parties, is bound by the statute of limitations. We shall therefore affirm 
the judgment barring this 12-year-delayed suit from unsettling the balance of Marin General's lease term. 

Factual and Procedural Background 

The facts underlying this action are undisputed. 

The District, a political subdivision of the State of California, is a local health care district organized and operating under the 
provisions of the Local Health Care District Law (Health & Saf. Code,§ 32000 et seq.). The District owns an acute care 
hospital facility located in Marin County. 

The statutory scheme governing local health care districts pennits such districts to delegate pursuant to a lease of up to 30 
years the responsibility of operating and maintaining a district-owned hospital (Health & Saf. Code, § 32126), and 
authorizes them to transfer the assets to a nonprofit corporation "to operate and maintain the assets" (Health & Saf. Code, § 
32121, subd. (p)(l)) . .fu .. J. "The Legislature's stated reason for allowing such transfers [was] to permit local hospital districts 
'to remain competitive in the ever changing health care environment ... .' (Stats. 1985, ch. 382, § 5, p. 1556.)" (Yoffie v. 
Marin Hospital Dist. (1987) l93_ C.~l,App,J~L74J, 746 [238 Cal.Rptr. 502].) 

In or about November 1985, pursuant to those statutory provisions, the District leased the hospital's facilities and transferred 
certain of the District's assets used in the operation of the hospital, including cash, accounts receivable, and inventory, to 
defendant Marin General, a nonprofit public benefit corporation. The relevant agreements included a 30-year lease 
agreement and an agreement for transfer of assets (collectively, the 1985 contracts). Marin General has continuously 
operated the hospital facility since 1985. 

At the time the 1985 contracts were entered, the District's chief executive officer was Henry J. Buhrmann. However, while 
Buhrmann was still employed as the District's chief executive officer, he became president and chief executive officer of 
Marin General and signed the 1985 contracts on [103 Cal.App.4th 869) behalf of Marin General. Two of the District's 
directors executed the contracts on the District's behalf. Moreover, the District's legal counsel, Quentin L. Cook, became 
legal counsel to Marin General before the 1985 contracts were executed. And when Marin General later combined to fonn 
another health care entity, Cook became chief executive officer of that entity. 

In November 1997, nearly I 2 years after the 1985 contracts were signed, the District filed the instant action against Marin 
General and the affiliated defendants, Marin Community Health and Sutter Health. (See fn. I, ante.) The operative (first 
amended) complaint alleges that at the time the 1985 contracts were entered, Buhrmann's and Cook's simultaneous 
employment by Marin General and the District created a prohibited financial interest in those contracts within the meaning 
of Government Code section 1090. That statute prohibits state, county, district, and city officers or employees from being 
"financially interested in any contract made by them in their official capacity, or by any body or board of which they are 
members." (Ibid.) fn. 4 And because the 1985 contracts were purportedly made in violation of Government Code section 
I 090, the complaint alleges that the contracts are void under Government Code section 1092. fh .. 5 

The first and second causes of action of the complaint seek a declaration that the 1985 contracts are void by virtue of 
Buhrmann's or Cook's alleged financial interest in the contracts and that therefore the District is entitled to recover the assets 
transferred by the 1985 contracts. The District also seeks to impose a constructive trust on all hospital assets (the fifth cause 
of action), to conduct an accounting of the assets transferred under the 1985 contracts and their proceeds (the sixth cause of 
action), and to direct defendants to deliver the assets to the District (the seventh cause of action). fn. 6 

Defendants admitted the existence of a controversy concerning the District's claim that the 1985 contracts are void, denied 445
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any wrongdoing, and alleged that the causes of action based on the purported invalidity of the 1985 contracts (the first, 
second, fifth, sixth, and seventh causes of action) were barred by the applicable statutes of limitations. (103 Cal.App.4th 
870] 

Defendants then brought a motion for summary adjudication with respect to the first, second, fifth, sixth, and seventh causes 
of action on the grounds that they were barred by all applicable statutes of limitations. fn. 7 In support of their motion, 
defendants argued that the gravamen of the District's complaint was a claim that the 1985 contracts were void in violation of 
Government Code section 1092. As such, they claimed that the suit was an action "other than for the recovery ofreal 
property" within the meaning of Code of Civil Procedure section 335 et seq. and was barred by the applicable statutes of 
limitations. 

The District, in tum, moved for summary adjudication of, among other things, "defendants' affirmative defense of the statute 
oflimitations." Relying on the common law principle adopted by the California Supreme Court in Hoadley, supra, 50 Cal. 
265, the District argued, both in support of its motion and in opposition to defendants' motion, that under settled case law, "a 
suit by a governmental entity to recover public-use property from a private party to whom it was illegally or invalidly 
transferred is never barred by any statute of limitations." 

The trial court rejected the District's purported application of Hoadley and granted defendants' motions. In its tentative 
decision, which was subsequently incorporated into the judgment, the trial court opined in part that the "contracts here are 
fundamentally different from those in the Hoadley line of cases. The 1985 lease and sale of assets were legitimate contracts. 
Violation of [Government Code] Section 1090 can result in them being declared void. This is not like the Hoadley line of 
cases where the orig[i]nal transactions had no legitimacy. Statutes of limitations do attach to claims seeking to have 
contracts declared void based on the nature of the claim asserted .... The issue here then is what limitations period applies to 
actions brought under [Government Code] Section 1090. Schaej[]er v. Berinstein [(1960) J.S_Q_ ~)1J.Am~.ZdJ OZ [ 4 Cal.Rptr. 
236], disapproved on another point in Jefferson v. J. E. French Co. (1960) ~4 C~l.;2d_ 7-17, 719-720 [7 Cal.Rptr. 899, 3 55 
P.2d 643]] is on point and stands for the proposition that the nature of the underlying right sued on will determine the 
applicable statute." (Italics added.) 

The trial court then concluded that the appropriate statute of limitations for the District's claims concerning the validity of 
the 1985 contracts under Government Code section 1092 was the four-year catchall provision of [103 CaLApp.4th 871] 
Code of Civil Procedure section 343, and applying that statute, ruled that the District's claims were time-barred. 

The parties thereafter settled the remaining claims in the complaint and stipulated to entry of judgment incorporating the 
trial court's ruling on the statute of limitations. 

Discussion 

I. Standard of Review 

[l] "[F]rom commencement to conclusion, the party moving for summary judgment bears the burden of persuasion that 
there is no triable issue of material fact and that he is entitled to judgment as a matter oflaw. [Fn. omitted.]" (Aguilar v. 
Atlantic Richfield Co. (2001) 4,5_C~.l.4th_84_Q, 850 [107 Cal.Rptr.2d 841, 24 P.3d 493].) We review independently an order 
granting summary judgment or summary adjudication of issues. (Id. at p. 860; Hernandez v. Modesto Portuguese Pentecost 
Assn. (1995) 40 Cal.App.4th 1274, 1279 [48 Cal.Rptr.2d 229].) 

[2] Although resolution of a statute of limitations defense normally poses a factual question reserved to the trier of fact, 
summary adjudication will nonetheless be proper "if the court can draw only one legitimate inference from uncontradicted 
evidence regarding the limitations question." (City of San Diego v. US. Gypsum Co. (1994) 30 Cal.App.4th 575, 582 [35 
Cal.Rptr.2d 876]; FNB Mortgage Corp. v. Pacific General Group (1999) 76 Cal.App.4th I 1 I 6, 1126 [90 Cal.Rptr.2d 841 ].) 
This is such a case. 

II. The Causes of Action are Subject to the Statute of Limitations 

The gravamen of the District's claims is that the 1985 contracts are void as a matter of law because its chief executive officer 
and counsel each had a financial interest in the contracts in violation of Government Code section 1090. It is settled that "a 
contract in which a public officer is interested is void, not merely voidable. [Citations.]" (Thomson v. Call (1985) )8_ Cal.3d 
6J), 646, fn. 15 [214 Cal.Rptr. 139, 699 P.2d 316].) 

But the District refrained from filing suit for the first 12 years of its 30-year lease. It argues that "under the rule confirmed in 
[Hoadley], a conveyance of public-use property that was not valid and effective when it was made can be attacked, and the 446
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property reclaimed by the public, regardless of how much time has passed." 

[3] There are certainly good policy arguments both for and against applying a limitations period to an action to void a lease 
of public property. [103 Cal.App.4th 872] On the one hand, "[t]he purpose of statutes of limitations is to promote justice by 
preventing surprises through the revival of claims that have been allowed to slumber until evidence has been lost, memories 
have faded, and witnesses have disappeared." (Cutujian v. Benedict Hills Estates Assn. (l 996) 41 Cal.App.4th 1379, 1387 
[49 Cal.Rptr.2d 166], citing Telegraphers v. Ry. Express Agency (1944) 321 U.S. 342, 348-349 [64 S.Ct. 582, 586, 88 L.Ed. 
788, 792]; accord, Wood v. Elling Corp. (1977) 20. Cal.Jd 353, 362 [142 Cal.Rptr. 696, 572 P.2d 755].) Statutes of 
limitations also serve many other salutary purposes-some of which are relevant to this case-including protecting settled 
expectations; giving stability to transactions; promoting the value of diligence; encouraging the prompt enforcement of 
substantive law; avoiding the retrospective application of contemporary standards; and reducing the volume of litigation. 
(Board of Regents v. Tomanio (l 980) 446 U.S. 478, 487 [l 00 S.Ct. 1790, l 796-1797, 64 L.Ed.2d 440, 449]; Norgart v. 
Upjohn Co. (1999) 21 Cal.4th 383, 395-396 [87 Cal.Rptr.2d 453, 981 P.2d 79]; Gutierrez v. Majid (1985) 39 Cal.3d 892, 
899 [218 Cal.Rptr. 313, 705 P.2d 886]; Ochoa & Wistrich, The Puzzling Purposes of Statutes of Limitation (1997) 28 
Pacific L.J. 453.) 

· On the other hand, courts have noted that cases should be decided on their merits (see Norgart v. Upjohn Co., supra, 2 l 
Cal.4th at p. 396) and that "[t]he public is not to lose its rights through the negligence of its agents" in failing to bring suit 
promptly. (Board of Education v. Martin (I 891) 92 Cal. 209, 218 [28 P. 799].) 

However, as a court, we must defer to the Legislature's judgment on which of these two policies to adopt. As our Supreme 
Court stated in a somewhat similar circumstance, "[t]o establish any particular limitations period under any particular statute 
oflimitations entails the striking of a balance between the two [policies]. To establish any such period under any such 
statute belongs to the Legislature alone [citation], subject only to constitutional constraints [citation]." (Norgart v. Upjohn 
Co., supra, 21 Cal.4th at p. 396.) 

As shown below, the Legislature has expressly addressed the application of statutes of limitations to actions brought by the 
state or its agencies. 

A. The Application of Statutes of Limitations to a Public Entity 

The parties agree that the District is a political subdivision of the state. We thus first turn to whether the Legislature intended 
to apply a statute of limitations to a suit by a state entity to void a contract in violation of Government Code section 1092. 
[103 Cal.App.4th 873) 

"The rule quad null um tempus occurrit regi-that the sovereign is exempt from the consequences of its !aches, and from the 
operation of statutes of limitations-appears to be a vestigial survival of the prerogative of the Crown," but is nowadays 
premised on considerations of public policy. (Guaranty Trust Co. v. U.S. (I 938) 304 U.S. 126, 132 [58 S.Ct. 785, 788, 82 
L.Ed. 1224, 1227-1228].) "'The true reason ... is to be found in the great public policy of preserving the public rights, 
revenues, and property from injury and loss, by the negligence of public officers.' " (Ibid.) 

[4] Accordingly, "the implied immunity of the domestic 'sovereign,' state or national, has been universally deemed to be an 
exception to local statutes of limitations where the government, state or national, is not expressly included .... " (Guaranty 
Trust Co. v. US., supra, 304 U.S. at p. 133 [58 S.Ct. at p. 789, 82 L.Ed. at p. 1228].) 

This is the rule in California: The rights of the sovereign "are not barred by lapse of time unless by legislation the immunity 
is expressly waived." (City of L.A. v. County of L.A. (I 937) 9 Cal.2d 624, 627 [72 P.2d 138, 113 A.LR. 370].) fn,_8 

But sections 315 and 345 of the Code of Civil Procedure fn. 9 expressly waive the state's legislative immunity by applying 
statutes of limitations to various types of actions by the state and its agencies. "That it is not the policy of this 
commonwealth not to be bound by any statute oflimitations is made clear by certain enactments which date back to the first 
session of the state legislature. (Code Civ. Proc., [§§] 3 l 5, 3 l 7, 345.) ... 'The general legislative policy of California is that 
the state shall be bound by its statute of limitations with respect to the bringing of actions for the enforcement of any and all 
such rights as may accrue to the state.' "(People v. Osgood, supra, I 04 Cal.App. at p. 135.) 

Title 2 of part 2 (commencing with § 312) addresses general statutes of limitations. Section 312, which is part of chapter 1 
of title 2, reflects the Legislature's historical preference for limiting the time within which civil actions may be initiated: 
"Civil actions, without exception, can only be commenced within the periods prescribed in this title, after the cause of action 
shall have accrued, unless where, in special cases, a different limitation is prescribed by statute." (Italics added.) Chapter 2 
of title 2 addresses [103 Cal.App.4th 874] the time for commencing actions for the recovery of real property(§ 315 et seq.), 447
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while chapter 3 (§ 335 et seq.) addresses the time for commencing actions other than for the recovery of real property. In 
both cases, the Legislature has expressly subjected the state to the limitations periods. 

With respect to actions for the recovery ofreal property, section 315 provides that" [t]he people of this State will not sue any 
person for or in respect to any real property, or the issues or profits thereof, by reason of the right or title of the people to the 
same, unless: ['-J I. Such right or title shall have accrued within ten years before any action or other proceeding for the same 
is commenced .... " "The words 'right or title' in this passage are to be construed to mean 'cause of action.'" (People v. Kings 
Co. Development Co. (1918) 177 Cal. 529, 534 [171 P. 102]; accord, People v. Chambers (1951) 37 CaJ.2d 552, 556 [233 
P.2d 557] (Chambers).) 

[Sa] Thus, ifthe present action is deemed to seek the recovery ofreal property under chapter 2 of title 2 "by reason of the 
right or title of the people to the same," this 12-year-delayed action, brought by a state entity, would be subject to (and as we 
shall show, barred by) the I 0-year limitations period specified in section 315. 

On the other hand, if this action is deemed other than for the recovery ofreal property, it comes under chapter 3 of title 2 
(commencing with section 335). fn. 10 But section 345 expressly waives the state's immunity from any of the relevant 
statutes of limitations in that chapter: "The limitations prescribed in this chapter apply to actions brought in the name of the 
state or county or for the benefit of the state or county, in the same manner as to actions by private parties .... " (§ 345.) 

Accordingly, we next address whether one of the statutes of limitations that the Legislature has expressly made applicable to 
the state applies to the claim here. 

B. Determination of the Applicable Statute of Limitations 

[6] "To detennine the statute of limitations which applies to a cause of action it is necessary to identify the nature of the 
cause of action, i.e., the 'gravamen' of the cause of action. [Citations.] '[T]he nature of the right sued upon and not the form 
of action nor the relief demanded determines the [103 Cal.App.4th 875] applicability of the statute of limitations under our 
code.' [Citation.]" (Hensler v. City of Glendale (1994) £_Cal.4th_L 22-23 [32 Cal.Rptr.2d 244, 876 P.2d 1043], citing Leeper 
v. Beltrami (1959) ~l_Cill..2.d._195, 214 [l Cal.Rptr. 12, 347 P.2d 12, 77 A.L.R.2d 803], and Maguire v. Hibernia S. & L. Soc. 
(1944) 23 Cal.2d 719, 733 [146 P.2d 673, 151A.L.R.1062]; see also Note, Developments in the Law-Statutes of Limitations 
(1950) 63 Harv. L.Rev. 1177, 1192, 1195-1198.) 

Put another way, "[w]hat is significant for statute of limitations purposes is the primary interest invaded by defendant's 
wrongful conduct. [Citation.]" (Barton v. New United Motor Manufacturing, Inc. (1996) .43_Cl!LApp.4th_l_2{)0, 1207 [Sl 
Cal.Rptr.2d 328]; see Day v. Greene (1963) 59 Cal.2d 404, 410-411 [29 Cal.Rptr. 785, 380 P.2d 385, 94 A.L.R.-2d 802] 
[although a complaint may be sty led as a breach of contract action, if the gravamen of the claim is fraud, the three-year 
period prescribed in§ 338 governs, rather than the period applicable to contracts]; 3 Witkin, Cal. Procedure (4th ed. 1996) 
Actions, § 474, p. 599 ["If the 'gravamen' of the action is held to be tort, the action, though in fonn one for breach of 
contract, is subject to the tort limitation period"].) 

Thus, for example, in Leeper v. Beltrami, supra, ~;u;;a,l,2d J_95, the California Supreme Court held that an action to set aside 
a deed and to quiet title to real property was barred by the three-year limitation period for fraud actions under section 338, 
rather than the five-year period under section 318 fn. I I applicable to the recovery of real property, because the plaintiffs' 
recovery depended upon their right to avoid a contractual obligation, which, in tum, depended upon a finding of duress, a 
type of fraud. (Leeper, at pp. 213-214.) Based on its conclusion that "the modem tendency is to look beyond the relief 
sought, and to view the matter from the basic cause of action giving rise to the plaintiffs right to relief' (id. at p. 214 ), the 
state Supreme Court analyzed the case as follows: "Quieting title is the relief granted once a court detennines that title 
belongs in plaintiff. In detennining that question, where a contract exists between the parties, the court must first find 
something wrong with that contract. In other words, in such a case, the plaintiff must show he has a substantive right to 
relief before he can be granted any relief at all. Plaintiff must show a right to rescind before he can be granted the right to 
quiet his title. 11 (Id. at p. 216.) Accordingly, the court applied the three-year limitation period for fraud actions to the quiet 
title action. [103 Cal.App.4th 876] 

[Sb] Here, the gravamen of the District's first and second causes of action, seeking to declare the 1985 contracts void, is its 
claim that these agreements are unlawful under Government" Code section 1090, and therefore void under Government Code 
section 1092. Indeed, the operative complaint styles both the first and second causes of action "[t]or a Declaration Against 
All Defendants that the I 985 Contracts Were Made in Violation of Government Code § I 090. 11 While the fonn of the 
pleading is not detenninative of the issue (Quintilliani v. Mannerino (1998) 62 Cal.A1w.4th 54, 65-66 [72 Cal.Rptr.2d 3 59]), 
none of the allegations in either cause of action hint at another basis for the District's claim for relief. And the other causes 
of action subject to defendants' summary adjudication motion-imposition of a constructive trust over the transferred assets, 448
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an accounting of the transferred assets, and an injunction to return the transferred assets-are fairly described as ancillary to 
the first two. 

Thus, the nature of the right sued on here is the public's right to be free of a government contract made under the influence 
of a financial conflict of interest. Accordingly, the applicable statute of limitations is the statute applicable to a claim under 
Government Code sections 1090 and 1092, not a claim for the recovery of real property-although that is the ultimate relief 
the declaration seeks. 

C. Claims Under Government Code Section 1092 Are Subject to the Limitations Periods Under Chapter 3 

Neither Government Code sections 1090 and 1092, nor the statutory scheme of which they are a part, specifies a limitations 
period for actions brought to void a contract entered in violation of Government Code section 1092. 

Accordingly, the limitations periods under title 2 of part 2 apply (commencing with§ 312) because section 312 provides that 
"[c]ivil actions, without exception, can only be commenced within the periods prescribed in this title ... unless where, in 
special cases, a different limitation is prescribed by statute." (Italics added.) 

And since the nature of the right sued on here is the public's right to be free of a government contract made under the 
influence of a financial conflict of interest, this is an action "other than for the recovery ofreal property, 11 and is thus covered 
by chapter 3 of title 2 of part 2 (commencing with§ 335). And 11[t]he limitations prescribed in [that] chapter apply to actions 
brought in the name of the State ... or for the benefit of the State .... 11 (§ 345.) [103 Cal.App.4th 877] 

However, no case has squarely addressed the applicable statute of limitations for suits to void a contract in violation of 
Government Code section l 092, although various decisions have applied statutes of limitations to cases raising a financial 
conflict of interest under Government Code section l 090 or its predecessor statute. (See, e.g., People v. Honig (1996) .4_8. 
.C_ql,f.,pJ2..11b-28.2, 304, fn. 1 [55 Cal.Rptr.2d 555] [applying the three-year limitations period to penal actions under Gov. 
Code,§ 1097 for violations of Gov. Code,§ 1090]; County of Marin v. Messner (1941) 44 Cal.App.2d 577, 591 [l 12 P.2d 
73 l] [action to recover money paid without authority under predecessor statute to Gov. Code,§ l 090 is subject to three-year 
limitations period for liability created by statute]; Schaefer v. Berinstein (1956) 14-QC~l_Ap__p,2.d_~_].8., 294, 297 [295 P.2d 
113] [when gravamen of taxpayer's action is fraud against the city based, in part, on violation of Gov. Code,§ 1090, three
year statute applies].) 

Accordingly, as we noted, to determine the applicable statute of limitations, we must look to the " 'nature of the right sued 
upon and not ... the relief demanded.' 11 (Hensler v. City of Glendale, supra, 8 Cal.4th at p. 23.) Government Code section 
l 090 prohibits state, county, district, and city officers or employees from being "financially interested in any contract made 
by them in their official capacity, or by any body or board of which they are members." And under Government Code 
section 1092, "[e]very contract made in violation of any of the provisions of Section 1090 may be avoided at the instance of 
any party except the officer interested therein. 11 [7] "California courts have generally held that a contract in which a public 
officer is interested is void, not merely voidable. 11 (Thomson v. Call, supra, 38 Cal.3d at p. 646, fn. I 5.) Moreover, a 
governmental agency "is entitled to recover any consideration which it has paid, without restoring the benefits received 
under the contract. 11 (Id. at p. 647.) The California Supreme Court has ruled that this remedy results "in a substantial 
forfeiture" and provides "public officials with a strong incentive to avoid conflict-of-interest situations scrupulously." (Id. at 
p. 650.) 

In this light, the one-year limitations period under section 340, subdivision (I), could be argued to apply to the District's 
claims to declare the 1985 contracts void and to repossess the transferred assets because it applies to "[a]n action upon a 
statute for a penalty or forfeiture, when the action is given to an individual, or to an individual and the state, except when the 
statute imposing it prescribes a different limitation." [8] A forfeiture is "[t]he divestiture of property without compensation" 
or "[t]he loss of a right, privilege, or property because of a crime, breach of obligation, or neglect of duty." (Black's Law 
Diet. (7th ed. 1999) p. 661, col. 1.) Government Code section I 092, which voids contracts in which a state employee has a 
financial conflict of interest without regard to the restoration of benefits, certainly would appear to effect a forfeiture. [103 
Cal.App.4th 878) 

[Sc] However, we need not decide whether section 340, subdivision (l ), applies in this case. Even if an action under 
Government Code section 1092 is not deemed a claim based on a statute for a forfeiture, the District's causes of action
brought 12 years after it entered the purportedly void agreements-would be time-barred under the four-year limitations 
period under the catchall provision of section 343. Section 343, which is also part of chapter 3 (which applies to all actions 
brought by the state [§ 345]), provides: "An action for relief not hereinbefore provided for must be commenced within four 
years after the cause of action shall have accrued." 449
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[9] As the California Supreme Court long ago explained, " '[t]he legislature has ... specified the limitations applicable to a 
wide variety of actions, and then to rebut the possible inference that actions not therein specifically described are to be 
regarded as exempt from limitations, it has specified a four-year limitation upon "an action for relief not herein before 
provided for" (§ 343); and where it has intended that an action shall be exempt from limitations it has said so in clear and 
unmistakable language. [Citations.]'" (Moss v. Moss (1942) 20 Cal.2d 640, 645 [128 P.2d 526, 141 A.LR. 1422), quoting 
Bogart v. George K Porter Co. (1924) 193 Cal. 197, 201 [223 P. 959, 31 A.LR. 1045].) 

[5d] Applying section 343 to this action to void the 1985 contracts on the ground of illegality would certainly be consistent 
with existing case authority. (E.g., Moss v. Moss, supra, "20 Cal.2d at pp. 644-645 [holding that cause of action for 
cancellation of an agreement is governed by § 343, in part because there is "no section of the code that expressly limits the 
time within which an action must be brought for cancellation of an instrument because of its illegality"]; Zakaessian v, 
Zakaessian (1945) 70 Cal.App.2d 721, 725 [161 P.2d 677] ["[o]rdinarily a suit to set aside and cancel a void instrument is 
governed by section 343 of the Code of Civil Procedure" unless, for example "the gravamen of the cause of action stated 
involves fraud or a mistake"]; see also Piller v. Southern Pac. R.R. Co. (1877) 52 Cal. 42, 44 ["the four years' limitation of 
[section] 343 applies to all suits in equity not strictly of concurrent cognizance in law and equity"]; Dunn v. County of Los 
Angeles (1957) 155 Cal.ApR.2d 789, 805 [318 P.2d 795] [action to set aside deed on the ground of coercion is governed by 
§ 343].) 

[ 1 OJ In any event, we reject the District's contention that the gravamen of its causes of action is possession of real property 
or ejectment. First, possession ofreal property is the ultimate relief sought (following a declaration to that effect), not the 
nature of the right sued upon, which controls the selection of the statute of limitations. (See Leeper v. Beltrami, supra, 53 
[103 Cal.App.4th 879) Cal.2d at pp. 213-214.) fn., H Instead, the District's right to recover the hospital facility from 
defendants depends wholly upon its establishing that Buhrmann and Cook were "financially interested" in the 1985 contracts 
so as to render those agreements void under Government Code section 1092. Second, only one of the two 1985 contracts 
that the District seeks to void pertains to real property. The agreement for transfer of assets cannot be founded on a claim to 
recover real property; therefore, this portion of the claim must surely be premised on chapter 3 of title 2 of part 2 of the 
Code of Civil Procedure addressing actions other than for the recovery ofreal property. 

Nor does the fact that the contracts are claimed void avoid the statute of limitations. Actions to void contracts are 
nonetheless subject to the statute of limitations. (E.g., Smith v. Bach ( 1921) 53 Cal.App. 63 [199 P. 1106]; 3 Witkin, Cal. 
Procedure, supra, Actions§ 507, p. 640.) 

[Se] Finally, even ifthe gravamen of the District's causes of action was deemed to be for the recovery ofreal property under 
chapter 2 oftitle 2 (commencing with § 315), the District's 12-year delayed action would be barred because it would be 
subject to the IO-year limitations period under section 315 for actions by the people of this state "in respect to any real 
property" by reason of "the right or title of the people to the same." 

D. Accrual of the District's Causes of Action 

[11] As a general rule, a statute oflimitations accrues when the act occurs which gives rise to the claim (Myers v. Eas'fwood 
Care Center, Inc. (1982) 31 Cal.3d 628, 634 [183 CaJ.Rptr. 386, 645 P.2d 1218]), that is, when "the plaintiff sustains actual 
and appreciable harm. [Citation.] Any 'manifest and palpable' injury will commence the statutory period. 
[Citation.]" (Garver v. Brace (1996) 47 .Cal.App.4th .99S, 1000 [55 Cal.Rptr.2d 220].) 

[Sf] Assuming for the sake of argument that the 1985 agreements were made in violation of Government Code section 1090, 
the District sustained a "manifest and palpable" injury no later than November 1985. That is when it entered a contract 
influenced by a financial conflict of interest-the harm the statute seeks to avoid. 

[12] After all, "Government Code section 1090 codified the common law prohibition of public officials having a financial 
interest in contracts [103 Cal.App.4th 880] they make in their official capacities." (BreakZone Billiards v. City a/Torrance 
(2000) 81 Cal.App.4th 1205, 1230 [97 Cal.Rptr.2d 467].) Because "it is recognized' "that an impairment of impartial 
judgment can occur in even the most well-meaning men when their personal economic interests are affected by the business 
they transact on behalf of the Government"' [citations]," the objective of the conflict of interest statutes" 'is to remove or 
limit the possibility of any personal influence, either directly or indirectly which might bear on an official's 
decision ... .' [Citations.]" (People v. Honig, supra, 48 Cal.App.4th at p. 314.) Accordingly, Government Code section 1090 
has been interpreted to prohibit a financially interested employee from participating in the "planning, preliminary discussion, 
compromises, drawing of plans and specifications and solicitation of bids that [lead] up to the formal making of the 
contract." (People v. Honig, supra, 48 Cal.App.4th at pp. 314-315, citing Stigall v. City of Taft (1962) 58 Cal.2d 565, 571 
[25 Cal.Rptr. 441, 375 P.2d 289]; see also 1710mson v. Call, supra, 38 Cal.3d at pp. 647-648.) 

450
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[5g] Based on the limited record before us, it is undisputed that Buhnnann and Cook worked simultaneously for the District 
and Marin General before the 1985 contracts were executed in November 1985. Hence, the hann that Government Code 
section I 090 seeks to avoid arose no later than November 1985 when the contracts were executed. Accordingly, the 
District's causes of action to declare the 1985 contracts void under Government Code section 1092 accrued no later than 
November 1985. And the District makes no allegation that the commencement of the running of the statute of limitations 
should be tolled, only that its action is exempt from the otherwise applicable statute of limitations. Thus, unless the Hoadley 
doctrine exempts this action from the statute oflimitations, defendants have successfully established that this action, filed in 
1997-12 years later-is untimely under either section 315, section 340, subdivision (1 ), or section 343. 

III. The District Has Not Established That Its A ctionis Exempt from the Statute of Limitations 

[13] The District's opposition to defendants' motion for summary adjudication rests wholly upon its insistence that "under 
the rule confirmed in [Hoadley] a conveyance of public-use property that was not valid and effective when it was made can 
be attacked, and the property reclaimed by the public, regardless of how much time has passed." 

As we shall explain, Hoadley does not stand for such a broad proposition. No published case has applied the holding of 
Hoadley, or its reasoning, to an action to set aside contracts allegedly made in violation of Government Code section 1090. 
[103 Cal.App.4th 881] 

In Hoadley, the plaintiff sued the City of San Francisco to quiet title to two parcels of land, located in an area dedicated for 
use as city squares. He claimed that he had acquired title (1) by virtue of an ordinance and a confirmatory act, and (2) by 
adverse possession. (Hoadley, supra, 50 Cal. at pp. 271-272.) 

After holding that the plaintiff did not acquire title to the public squares pursuant to the ordinance or the confirmatory act 
(Hoadley, supra, 50 Cal. at p. 273), the court in Hoadley considered whether the city was barred by the applicable statute of 
limitations from opposing the plaintiff's claim of adverse possession. First, the court ruled that adverse possession could not 
extinguish a public use to which the land had been dedicated: "The Statute of Limitations was not intended as a bar to the 
assertion by the public of rights of that character." (Id. at p. 275.) Next, it ruled that the city's legal title could not be 
extinguished by adverse possession: "That is to say, the title was granted to the city in trust, for public use; and the city had 
no authority ... to alienate or in any manner dispose of it, but only to hold it for the purposes expressed in the statute. It was 
granted to the city for public use, and is held for that purpose only. It cannot be conveyed to private persons, and is 
effectually withdrawn from commerce; and the city having no authority to convey the title, private persons are virtually 
precluded from acquiring it. The land itself, and not the use only, was dedicated to the public. Land held for that purpose, 
whether held by the State or a municipality, in our opinion, is not subject to the operation of the Statute of Limitations." (Id. 
at pp. 275-276.) 

Thus, Hoadleys holding was premised on the governmental entity's lack of "authority ... to alienate" property held for public 
use (Hoadley, supra, 50 Cal. at p. 275) and the presumably concomitant inability of a private person to acquire it indirectly 
through the failure of the government to timely bring suit within the statute of limitations-quite unlike the instant case where 
the District had statutory authority to enter into a lease. 

This is made more clear by Hoadley's reliance on the reasoning in Commonwealth v. A/berger (1836) I Whart. 469 
(Commonwealth), among other cases, in coming to its conclusion. (Hoadley, supra, 50 Cal. at p. 275.) In Commonwealth, 
the Supreme Court of Pennsylvania held that William Penn's son had no authority to sell a portion of a public square in 
Philadelphia dedicated to public use by his father. In holding that the defendants were not "protected by the lapse of 
time" (Commonwealth, at p. 486), the Supreme Court of Pennsylvania opined: "It is well settled that lapse of time furnishes 
no defense for an encroachment on a public right; such as the erecting of an obstruction on a street or public square .... [~ 
These [103 Cal.App.4th 882] principles are of universal application, and control the present case as well as others. There is 
no room for presumption since the grant itself is shown and proves defective; and if there were no grant shown, presumption 
will not be made to support a nuisance, by encroachment on a public right; and no statute of limitations bars the proceeding 
by indictment to abate it. These principles, indeed, pervade the laws of the most enlightened nations as well as our own 
code, and are essential to the protection of public rights, which would be gradually frittered away, if the want of complaint 
or prosecution gave the party a right. Individuals may reasonably be held to a limited period to enforce their right against 
adverse occupants, because they have interest sufficient to make them vigilant. But in public rights of property, each 
individual feels but a slight interest, and rather tolerates even a manifest encroachment, than seeks a dispute to set it right ... 
[citation]." (Id. at pp. 486, 488.) 

Accordingly, based on this analysis, it is clear that Hoadley held that public-use property that cannot be alienated directly 
should not be alienated indirectly to an adverse possessor through the passage of time. 451
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Indeed, Hoadley's holding that the statute of limitations does not bar the state's recovery of public-use property against a 
claim of adverse possession is simply the mirror image of the rule that a private party cannot acquire prescriptive title to 
public-use property through adverse possession: "[S]o far as the title to real property is concemed,-prescription and 
limitation are convertible tenns; and a plea of the proper statute oflimitations is a good plea of a prescriptive right." (Water. 
Co. v. Richardson (1887) 72 Cal. 598, 601 [14 P. 379]; see People v. Shirokow, supra, 26 Cal.3d at p. 311.) Thus, Hoadley's 
holding that property held by the state in trust cannot be lost through adverse possession is not so much a rule concerning 
the application of the statute of limitations as it is a substantive doctrine that a private party cannot acquire prescriptive title 
to public rights founded on adverse possession. Indeed, Civil Code section 1007 was amended in 1935 to codify this by 
prohibiting the acquisition of title by adverse possession of any public-use property, no matter how long the property is 
occupied. (Stats. 1935, ch. 519, § 1, p. 1592.) fn. U Hence, a statute now defines in more direct terms the common law 
exception that Hoadley established. 

We thus face the question whether Hoadley should be extended beyond its codification to exempt any conveyance of public
use property from the [103 Cal.App.4th 883] statute of limitations, in the face of other statutory enactments that expressly 
apply limitations to actions brought by the state. 

A. The Adverse Possession Cases 

Hoadley has most commonly been cited as authority to bar an adverse possessor of public-use property from asserting the 
statute of limitations against the government's action to recover the property. (E.g., Board of Education v. Martin, supra, 92 
Cal. 209 [the California Supreme Court relied upon Hoadley to hold that no statute of limitations bars an educational district 
from recovering lands taken by adverse possession]; People v. Kerber (1908) 152 Cal. 731, 733 [93 P. 878] [the statute of 
limitations does not apply to an action by the state to recover a portion of San Diego Bay tidelands purportedly acquired by 
adverse possession because tidelands "belong to the state by virtue of its sovereignty" and "constitute property devoted to 
public use, of which private persons cannot obtain title by prescription, founded upon adverse occupancy for the period 
prescribed by the statute of limitations"]; County of Yolo v. Barney (1889) 79 Cal. 375, 378-381 [21 P. 833] [no statute of 
limitations restricted ability of hospital district to quiet title to property claimed by adverse possession]; San Leandro v. Le 
Breton (1887) 72 Cal. 170, 177 [13 P. 405] [no statute of limitations bars city from recovering land marked for public use 
against a claim of adverse possession], disapproved on another ground in People v. Reed (1889) 81 Cal. 70, 79 [22 P. 474]; 
Visalia v. Jacobs (1884) 65 Cal. 434, 435-436 [4 P. 433] [no statute of limitations bars city from recovering a portion of a 
city street taken by adverse possession]; Proctor v. City & County of San Francisco (9th Cir. 1900) 100 Fed. 348, 350-351 
["It is ... settled by a series of decisions by the supreme court that the rights of municipal corporations in such property are 
not affected by adverse possession, however long continued"]; see 3 Witkin, Cal. Procedure, supra, Actions, § 456, p. 578 
["There can be no adverse possession of property devoted to a public use"].) 

More recently, in People v. Shirokow, supra, 26 .. C!!.l_,_1~1-.3.Ql, the California Supreme Court characterized Hoadley in 
conformity with these cases as holding that property held in public trust cannot be I ost through adverse possession: "More 
than a century ago, in Hoadley[, supra,] 50 Cal. [at pages] 274-276, we articulated the rule that property held by the state in 
trust for the people cannot be Jost through adverse possession. The statute of limitations is of no effect in an action by the 
state to recover such property from an adverse possessor whose use of the property for private purposes is not [103 
Cal.App.4th 884] consistent with the public use. [Citation.]" (People v. Shirokow, supra, 26 Cal.3d at p. 311.) 

Accordingly, Hoadley has no application to the circumstances presented here for several reasons. 

First, the instant case does not involve the application of the statute of limitations to a claim of adverse possession of public 
property. 

Second, Hoadley's premise is that the passage of time cannot grant title to that which the government has no authority to 
alienate. Here, the District had authority to enter into a lease of the hospital. The issue in this case is not whether the public 
property could be leased, but whether it was leased in conformity with the law. For this reason, too, Hoadley does not apply. 

Indeed, the California Supreme Court in Ames v. City of San Diego (1894) 101 Cal. 390 [35 P. I 005], distinguished Hoadley 
on precisely this ground: "[I]n case oflands, the legal title to which is vested in the city, and which may be alienated by it, 
the rule just stated [in Hoadley] in relation to land dedicated to the public use does not apply." (Id. at p. 394.) 

Finally, Hoadley surely does not apply to that part of the District's claim that concerns property that could never be the 
subject of adverse possession, namely, the assets (including the cash, inventory, and accounts receivable) which were 
transferred under the 1985 contracts. 

B. The Unauthorized Transfer Cases 452
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The District observes, however, that "the Supreme Court ... disposed of any notion that the Hoadley no-limitations rule was 
restricted to situations where public-use property had merely been seized and held by a private individual on a claim of 
adverse possession," since it has also been cited to defeat the application of the statute of limitations in actions for the 
recovery of public-use property that has been voluntarily transferred. 

But a careful reading of the cases upon which the District relies demonstrates that they do not support its assertion that the 
"Hoadley rule" bars the application of the statute oflimitations to any invalid, illegal, or "ineffective" transfer of a public
use asset, "regardless of the particular legal defect that rendered the original transfer invalid." Instead, these cases only 
extend Hoadley to bar the assertion of the statute oflimitations with respect to the recovery of public-use property that the 
government had no authority to alienate. [103 Cal.App.4th 885] 

In Sixth District etc. Assoc. v. Wright, supra, 154 Cal. 1 19 (Sixth District), for instance, the California Supreme Court cited 
People v. Kerber, supra, 152 Cal. 73 I (an adverse possession case, which in turn relied upon Hoadley) to reject a statute of 
limitations defense to an action to recover a gift made in violation of the state Constitution's ban on gifts of public property. 
(Sixth District, supra, at p. 130.) In Sixth District, the governing board of an agricultural district conveyed to a private 
corporation all of the district's property in purported accordance with a statute expressly authorizing such transactions. (Id. at 
pp. 122-126.) However, the California Supreme Court held that the act purporting to authorize the transaction conflicted 
with a provision of the state Constitution barring gifts of public property (id. at pp. 128-129) and rejected the defendants' 
assertion of the statute oflimitations: "[T]he property was held in trust by a state institution or public agency for a public 
use, which public use has not been discontinued or abandoned by any lawful act of public authority. As to such property it is 
well settled that the statute of limitations has no application." (Id. at p. 130, italics added.) 

Thus, Sixth District, like Hoadley, was premised on public property held in trust that the government had no authority to 
alienate; thus, no limitation period could operate to alienate indirectly what could not be alienated directly. 

The District also relies on Chambers, supra, 37 C~l,29..S.52, for the proposition that no limitations period can bar a suit to 
retrieve public-trust property invalidly conveyed to a private party. But in Chambers, the state sought to quiet title on park 
land, which was mistakenly conveyed by a tax deed to a private party, Chambers. (Id. at p. 555.) Opposing the state's 
argument that the tax deed was void, Chambers defended on the basis of various statutes of limitations (id. at pp. 555-556), 
which the court rejected. First, the court found that the action was commenced within the 10-year period of section 315 for 
actions by the people of the state" 'in respect to any real property.' "(Id. at p. 556, quoting§ 315.) And citing Hoadley, it 
noted that in any event, "neither section 315 of the Code of Civil Procedure nor the provisions on adverse possession ... 
apply to property owned by the state and devoted to a public use." (Chambers, at pp. 556-557.) Next, the court rejected 
Chambers's assertion that the action was barred by the one-year limitations periods contained in the Revenue and Taxation 
Code, observing the general rule that "statutes of limitation do not apply against the state unless expressly made applicable" 
and ruling that "tax statutes do not apply against the state as to its property." (Chambers, supra, at p. 559.) It further 
reasoned that "it seems that ifthe statutes on adverse possession do not run against the property of the state which is 
dedicated to a public purpose (see authorities cited [including Hoadley]) the opposite result should not be reached, depriving 
the state of its property, by application to it of the [103 Cal.App.4th 886] provisions ... of the Revenue and Taxation Code. 
We hold therefore that they do not apply to the state." (Id. at p. 560, bracketed text added.) 

Chambers, supra, 37 Cal.2d 552, does not assist the District. First and foremost, relying on the rule that statutes of 
limitations do not apply against the state unless made expressly applicable, Chambers merely construed the limitations 
periods in the tax statutes not to "apply against the state as to its property." (Id. at p. 559.) Second, although it suggested in 
dictum that section 315 does not apply to public-use property owned by the state, we do not rely on section 315 for the 
applicable limitations period in this case; thus, we have no need to rely on a construction of that section. Moreover, the cases 
that the Supreme Court cited for its dictum that section 315 does not apply to public-use property owned by the state (many 
of which we have cited here) do not so broadly hold. Third, regardless of the characterization of Hoadley in Chambers, the 
California Supreme Court's more recent characterization of Hoadley in People v. Shirokow, supra, 26 Cal.3d at page 311, 
more narrowly defines the doctrine to hold that the rule is "that property held by the state in trust for the people cannot be 
lost through adverse possession." The Supreme Court's holding in Hoadley and its most recent characterization of Hoadley 
would appear to be the most reliable expositions of the decision's scope. Fourth and finally, Chambers acknowledged that 
the limitations periods under chapter 3 of title 2 of part 2 (which we have found applies here) are, in fact, applicable to 
actions brought by the state. (Chambers, supra, "37 Cal.2d at p. 559.) 

The remainder of the cases relied upon by the District simply hold that the passage of time does not prevent the state from 
recovering public-use property that the state has no right to alienate. (People v. California Fish Co. (1913) I 66 Cal. 576, 
598-600, 611-612 [138 P. 79] [the state did not have the legal power to transfer certain coastal tidelands because, in part, 
"[a] patent for state land, issued by the officers in a case where there has been no valid application or survey approved nor 
any valid payment of the price, is, of course, void as against the state"]; California Trout, Inc. v. State Water Resources 453
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Control Bd. (1989) 207 Cal.App.3d 585, 631 [255 Cal.Rptr. 184] [licenses to validate diversion of water exceeded amount 
permitted under state law and thus action seeking rescission of licenses was not untimely because "[a]n encroachment on the 
public trust interest shielded by [statute] cannot ripen into a contrary right due to lapse of any statute of limitations"]; Allen 
v. Hussey (1950) I 0 I Cal.App.2d 457, 467-468, 473-475 (225 P.2d 674] [lucrative long-term lease of airport facilities, for 
which irrigation district received $1 annual fee, was unauthorized breach of public trust and an unconstitutional gift of 
public funds].) 

In contrast, the District here makes no allegation that it had "no authority" to effect a lease and transfer hospital assets on the 
terms provided. To the [103 Cal.App.4th 887] contrary, the provisions of the Local Health Care District Law then in effect 
expressly authorized such a lease and the other transfers involved. Nor does the District contend that the then-statutory 
framework permitting the transactions was unconstitutional or otherwise unlawful. The prohibition on conflicts of interest 
contained in Government Code section 1090 in no way prohibits the transfers authorized by the Local Health Care District 
Law (Health & Saf. Code,§ 32000 et seq.), but instead directs individual government employees not to "hav[e] a financial 
interest in contracts they make in their official capacities." (BreakZone Billiards v. City of Torrance, supra, 81 Cal.App.4th 
at p. 1230.) 

Accordingly, Government Code section 1090 does not deprive the government of authority to contract over, and thus the 
District had authority to lease, the public-use property. In contrast, all of the aforementioned cases that bar application of the 
statute of limitations are based on the premise that the passage of time cannot be permitted to indirectly alienate public-use 
property that the government is not authorized to alienate directly. Here, the District is entitled to lease the property, and just 
as importantly, the passage of time will not cause the District to lose the property. To the contrary, the lease will ultimately 
expire by its own terms, and the District will regain possession of the property. We thus decline to expand the holding of 
Hoadley to apply to a lease of public-use property and to the transfer of assets that the law authorizes the District to make. 

IV. Conclusion 

An action to void a contract under Government Code section 1092 comes within the limitations periods specified in chapter 
3 of title 2 of part 2 of the Code of Civil Procedure.(§ 335 et seq.) And the Legislature has expressly applied all of the 
limitations periods in that chapter to actions brought in the name of the state.(§ 345.) 

The public policy underlying Hoadley, supra, 50 Cal. 265-that "property held by the state in trust for the people cannot be 
lost through adverse possession" (People v. Shirokow, supra, 26 Cal.3d at p. 311 )-is not furthered by extending it to allow 
an untimely suit to void a lease of public-use property, which will expire by its own terms and which the state is otherwise 
authorized to enter. Instead, Hoadley is meant to prevent public-use property that the state cannot directly alienate from 
being indirectly alienated by the passage ohime. That is not the case with property that the state is authorized to lease and 
which the state will recover at the end of the lease term. 

Moreover, even if the public policy under Hoadley was furthered by allowing an untimely suit to void a lease of public-use 
property, it is for the [103 Cal.App.4th 888) Legislature to weigh the competing public policies and so determine. Thus far, 
the Legislature has not created any exceptions to its subjection of the state to the limitation periods in chapter 3, and it has 
expressly codified Hoadley with respect to adverse possession claims. 

Accordingly, we conclude that this action is time-barred. Defendants' uninterrupted operation of the hospital facility for 
nearly half of its 30-year lease before suit was brought certainly gave rise to a legitimate expectation that the 1985 contracts 
would not be challenged and that defendants could rely on those contracts in making investment decisions. Such 
expectations are precisely what the Legislature chose to protect when it expressly subjected the state to the same limitation 
periods that bind private parties' contract, tort, and statutory claims. 

Disposition 

The judgment is affirmed. Defendants are awarded their costs on appeal. (Cal. Rules of Court, rule 26(a).) 

Blease, Acting P. J., and Raye, J., concurred. 

Appellant's petition for review by the Supreme Court was denied February 25, 2003. 

FN I. Codefendant Marin Community Health is the sole member of defendant Marin General. After the agreements in issue 
were signed, another codefendant, Sutter Health, became the sole member of Marin Community Health. 
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FN 2. Government Code section 1090 provides: "Members of the Legislature, state, county, district, judicial district, and city 
officers or employees shall not be financially interested in any contract made by them in their official capacity, or by any 
body or board of which they are members. Nor shall state, county, district, judicial district, and city officers or employees be 
purchasers at any sale or vendors at any purchase made by them in their official capacity. [~] As used in this article, 'district' 
means any agency of the state fanned pursuant to general law or special act, for the local perfonnance of governmental or 
proprietary functions within limited boundaries." 

FN J. The applicable code provisions have been amended several times since 1985 when the lease here was entered. Health 
and Safety Code section 32121 was amended in 1986, 1988, 1989, 1990, 1992, 1993, 1994, 1995, 1996, and 1998; Health 
and Safety Code section 32126 was amended in 1992, 1993, 1994, and 1998. (See 41 West's Ann. Health & Saf. Code (1999 
ed.) foll. §§ 32121, 32126, pp. 242, 257.) 

FN_4. See footnote 2, ante, for the full text of Government Code section 1090. 

FN 5. Government Code section 1092 states: "Every contract made in violation of any of the provisions of Section 1090 
may be avoided at the instance of any party except the officer interested therein. No such contract may be avoided because 
of the interest of an officer therein unless such contract is made in the official capacity of such officer, or by a board or body 
ofwhich he is a member." 

FN 6. The District's other causes of action have been dismissed. 

FN 7. Marin General and Marin Community Health filed a joint motion for summary adjudication; Sutter Health filed a 
separate motion. However, as the two motions raise essentially the same issues, we shall refer to the defendants' motions for 
summary adjudication in the singular. 

_FN .!L. Some courts have somewhat broadened this standard and ruled that statutes of limitations do not bind the state and its 
agencies "unless they do so expressly or by necessary implication." (E.g., Philbrick v. State Personnel Board (1942) 53 
~!!LApp_,i9222~ 228 [127 P.2d 634], italics added.) 

fN 2,_ Unless otherwise designated, all further statutory references (including statutory references to chapters and title) are to 
the Code of Civil Procedure. 

FN 10. Section 335 provides: "The periods prescribed for the commencement of actions other than for the recovery of real 
property, are as follows:" 

The sections that follow section 335 then prescribe the limitations periods for various types of actions. 

flLU, Section 318 provides in pertinent part: "No action for the recovery of real property, or for the recovery of the 
possession thereof, can be maintained, unless it appear that the plaintiff ... was seized or possessed of the property in 
question, within five years before the commencement of the action." 

FN 12. A contrary result was suggested in People v. Kings Co. Development Co., supra, 177 Cal. at page 535, where the 
court found that an action by the state to cancel a land patent, issued by officers acting under the influence of fraud, was an 
action in respect to land and was governed by section 315 for actions to recover real property. But that case preceded Leeper 
v. Beltrami, supra, 53 Cal.2d 195, and Hensler v. City of Glendale, supra, 8 Cal.4th at pages 22-23, which so clearly held 
that the nature of the right sued upon controlled the detennination of the applicable statute of limitations. 

FN___IJ_, Civil Code section 1007, following a further amendment in 1968, presently provides: "Occupancy for the period 
prescribed by the Code of Civil Procedure as sufficient to bar any action for the recovery of the property confers a title 
thereto, denominated a title by prescription, which is sufficient against all, but no possession by any person, firm or 
corporation no matter how long continued of any land, water, water right, easement, or other property whatsoever dedicated 
to a public use by a public utility, or dedicated to or owned by the state or any public entity, shall ever ripen into any title, 
interest or right against the owner thereof." (Civ. Code, § 1007, italics added, as further amended by Stats. 1968, ch. 1112, § 
l, pp. 2125-2126.) 
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STATE OF CALIFORNIA EDMUND G. BROWN JR., Governor 

COMMISSION ON STATE MANDATES 
980 NINTH STREET, SUITE 300 
SACRAMENTO, CA 95814 
PHONE: (916) 323-3562 
FAX: (916) 445-0278 

@ . ' . 
E-mail: csminfo@csm.ca.gov 

August 1, 2014 

Mr. Keith B. Petersen 
SixTen & Associates 
P.O. Box 340430 
Sacramento, CA 95834-0430 

Ms. Jill Kanemasu 
State Controller's Office 
Accounting and Reporting 
3301 C Street, Suite 700 
Sacramento, CA 95816 

And Parties, Interested Parties, and Interested Persons (See Mailing List) 

Re: Draft Proposed Decision, Schedule for Comments, and Notice of Hearing 
Health Fee Elimination, 05-4206-1-11 
Education Code Section 76355 
Statutes 1984, Chapter 1, 2nd E.S.; Statutes 1987, Chapter 1118 
Fiscal Years 2000-2001, 2001-2002, and2002-2003 
El Camino Community College District, Claimant 

Dear Mr. Petersen and Ms. Kanemasu: 

The draft proposed decision for the above-named matter is enclosed for your review and 
comment. 

Written Comments 

Written comments may be filed on the draft proposed decision by August 22, 2014. You are 
advised that comments filed with the Commission are required to be simultaneously served on 
the other interested parties on the mailing list, and to be accompanied by a proof of service. 
However, this requirement may also be satisfied by electronically filing your documents. Please 
see http://www.csm.ca.gov/dropbox.shtml on the Commission's website for instructions on 
electronic filing. (Cal. Code Regs., tit. 2, § 1181.3.) 

If you would like to request an extension of time to file comments, please refer to section 
l 187.9(a) of the Commission's regulations. 

Hearing 

This matter is set for hearing on Friday, September 26, 2014, at 10:00 a.m., State Capitol, 
Room 44 7, Sacramento, California. The proposed decision will be issued on or about 
September 12, 2014. Please let us know in advance if you or a representative of your agency 
will testify at the hearing, and if other witnesses will appear. If you would like to request 
postponement of the hearing, please refer to section 1187.9(b) of the Commission's regulations. 

Please contact Tyler Asmundson at (916) 323-3562 if you have any questions. 

s~ 
Heather Halsey 
Executive Director 
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Hearing Date:  December 5, 2014 
J:\MANDATES\IRC\2005\4206 (Health Fee)\05-4206-I-11\IRC\Draft PD.docx 

ITEM __ 
INCORRECT REDUCTION CLAIM 

DRAFT PROPOSED DECISION 
Former Education Code Section 72246 (Renumbered as §76355)1  

Statutes 1984, Chapter 1 (1983-1984 2nd Ex. Sess.); Statutes 1987, Chapter 1118 

Health Fee Elimination  
Fiscal Years 2000-2001, 2001-2002, and 2002-2003 

05-4206-I-11 
El Camino Community College District, Claimant 

EXECUTIVE SUMMARY 
Overview 
This analysis addresses the incorrect reduction claim (IRC) filed by El Camino Community 
College District (claimant) regarding reductions made by the State Controller’s Office (SCO) to 
reimbursement claims for indirect costs incurred during fiscal years 2000-2001, 2001-2002, and 
2002-2003 under the Health Fee Elimination program of $399,891.   

The following issues are in dispute in this IRC: 

• The statute of limitations applicable to audits of reimbursement claims by the SCO for 
fiscal years 2000-2001 and 2001-2002; 

• Reduction of costs claimed by the claimant in fiscal years 2000-2001, 2001-2002, and 
2002-2003 based on claimant’s development and application of indirect cost rates; and 

• The appropriate extent of offsetting revenue available from health service fees, pursuant 
to the Clovis Unified decision. 

Health Fee Elimination Program 

Prior to 1984, former Education Code section 72246 authorized community college districts to 
charge almost all students a general fee (health service fee) for the purpose of voluntarily 
providing health supervision and services, direct and indirect medical and hospitalization 
services, and operation of student health centers.2  In 1984, the Legislature repealed the 
community colleges’ fee authority for health services.3  However, the Legislature also reenacted 

1 Statutes 1993, chapter 8. 
2 Statutes 1981, chapter 763.  Students with low-incomes, students that depend upon prayer for 
healing, and students attending a college under an approved apprenticeship training program, 
were exempt from the fee.  
3 Statutes 1984, 2nd Extraordinary Session 1984, chapter 1, section 4 [repealing Education Code 
section 72246].   
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section 72246 in order to reauthorize the fee, at $7.50 for each semester (or $5 for quarter or 
summer semester), to become operative on January 1, 1988.4   

In addition to temporarily repealing community college districts’ authority to levy a health 
services fee, the 1984 enactment required any district that provided health services during the 
1983-1984 fiscal year, for which districts were previously authorized to charge a fee, to maintain 
the health services at the level provided during the 1983-1984 fiscal year for every subsequent 
fiscal year until January 1, 1988.5  As a result, community college districts were required to 
maintain health services provided in the 1983-1984 fiscal year without any fee authority for this 
purpose, until January 1, 1988.   

In 1987,6 the Legislature amended former Education Code section 72246, operative  
January 1, 1988, to incorporate and extend the maintenance of effort provisions of former 
Education Code section 72246.5, which became inoperative by its own terms as of  
January 1, 1988.7  In addition, Statutes 1987, chapter 1118 restated that the fee would be 
reestablished at not more than $7.50 for each semester, or $5 for each quarter or summer 
semester.8  As a result, beginning January 1, 1988 all community college districts were required 
to maintain the same level of health services they provided in the 1986-1987 fiscal year each 
year thereafter, with a limited fee authority to offset the costs of those services. In 1992, section 
72246 was amended to provide that the health fee could be increased by the same percentage as 
the Implicit Price Deflator whenever that calculation would produce an increase of one dollar.9   

Procedural History 
On January 14, 2002, claimant filed reimbursement claims with the SCO for the 2000-2001 
fiscal year.  On December 30, 2002, claimant filed reimbursement claims with the SCO for the 
2001-2002 fiscal year.  On December 15, 2003 the SCO conducted an entrance conference to 
initiate an audit of the 2000-2001, 2001-2002, and 2002-2003 claims.  On October 5, 2005 the 
SCO issued its final audit report, concluding that claimant had overstated its indirect costs for the 
program.  Claimant filed this IRC on March 27, 2005, as a result of its disagreement over the 
SCO’s audit report.10  

On November 24, 2008, the SCO submitted written comments on the IRC, reiterating the audit 
findings and asserting that its adjustments were appropriate.  On September 11, 2009, claimant 
filed rebuttal comments restating its claim that the indirect cost rate proposal had been 

4  Statutes 1984, 2nd Extraordinary Session 1984, chapter 1, section 4.5. 
5 Education Code section 72246.5 (Stats. 1984, 2d. Ex. Sess., ch. 1, § 4.7). 
6 Statutes 1987, chapter 1118. 
7 Education Code section 72246 (as amended, Stats. 1987, ch. 1118).  See also former Education 
Code section 72246.5 (Stats. 1984, 2d Ex. Sess., ch. 1, § 4.7). 
8 Education Code section 72246 (as amended, Stats. 1987, ch. 1118). 
9 Education Code section 72246 (as amended, Stats. 1992, ch. 753).  In 1993, former Education 
Code section 72246, was renumbered as Education Code section 76355.  (Stats. 1993, ch. 8). 
10 Exhibit A, Glendale Community College District IRC. 
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improperly rejected; and continuing to challenge the statute of limitations asserted by the SCO.  
Commission staff issued a draft proposed decision on the IRC on August 1, 2014. 

Commission Responsibilities 
Government Code Section 17551(d) requires the Commission to hear and decide a claim that the 
SCO has incorrectly reduced payments to the local agency or school district.  If the Commission 
determines that a reimbursement claim has been incorrectly reduced,  
section 1185.9 of the Commission’s regulations requires the Commission to send the decision to 
the SCO and request that the costs in the claim be reinstated. 

The Commission must review questions of law, including interpretation of parameters and 
guidelines, de novo, without consideration of conclusions made by the Controller in the context 
of an audit.  The Commission is vested with exclusive authority to adjudicate disputes over the 
existence of state-mandated programs within the meaning of article XIII B, section 6.11  The 
Commission must also interpret the Government Code and implementing regulations in 
accordance with the broader constitutional and statutory scheme.   In making its decisions, the 
Commission must strictly construe article XIII B, section 6 and not apply it as an “equitable 
remedy to cure the perceived unfairness resulting from political decisions on funding 
priorities.”12 

With regard to the SCO’s audit decisions, the Commission must determine whether they were 
arbitrary, capricious, or entirely lacking in evidentiary support.  This standard is similar to the 
standard used by the courts when reviewing an alleged abuse of discretion of a state agency.13    
The Commission must also review the SCO’s audit in light of the fact that the initial burden of 
providing evidence for a claim of reimbursement lies with the claimant.14  In addition, section 
1185.2(c) of the Commission’s regulations requires that any assertions of fact by the parties to an 
IRC must be supported by documentary evidence.  The Commission’s ultimate findings of fact 
must be supported by substantial evidence in the record.15 

  

11 Kinlaw v. State of California (1991) 54 Cal.3d 326, 331-334; Government Code sections 
17551, 17552.  
12 County of Sonoma, supra, 84 Cal.App.4th 1264, 1280, citing City of San Jose v. State of 
California (1996) 45 Cal.App.4th 1802, 1817.  
13 Johnston v. Sonoma County Agricultural (2002) 100 Cal.App.4th 973, 983-984.  See also 
American Bd. of Cosmetic Surgery, Inc. v. Medical Bd. of California (2008) 162 Cal.App.4th 
534, 547. 
14 Gilbert v. City of Sunnyvale (2005) 130 Cal.App.4th 1264, 1274-1275. 
15 Government Code section 17559(b), which provides that a claimant or the state may 
commence a proceeding in accordance with the provisions of section 1094.5 of the Code of Civil 
Procedure to set aside a decision of the Commission on the ground that the Commission’s 
decision is not supported by substantial evidence in the record. 
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Claims 
The following chart provides a brief summary of the claims and issues raised and staff’s 
recommendation. 

Subject  Description  Staff Recommendation 

Statute of limitations 
for fiscal year 2000-
2001 and 2001-2002 
reimbursement 
claims. 

At the time the underlying 
reimbursement claims were 
filed, Government Code section 
17558.5 stated the following: A 
reimbursement claim for actual 
costs filed by a local agency or 
school district pursuant to this 
chapter is subject to audit by 
the SCO no later than two years 
after the end of the calendar 
year in which the 
reimbursement claim is filed or 
last amended.  However, if no 
funds are appropriated for the 
program for the fiscal year for 
which the claim is made, the 
time for the SCO to initiate an 
audit shall commence to run 
from the date of initial payment 
of the claim. 

The statute was amended 
effective January 1, 2003 to 
enlarge the period of time to 
initiate an audit to three years 
after the date the actual 
reimbursement claim is filed or 
last amended. 

The statute was also amended 
effective January 1, 2005, to 
impose a statutory deadline to 
complete the audit “not later 
than two years after the date 
that the audit is commenced.” 

Deny: Staff finds that audit of the 
2000-2001 and 2001-2002 
reimbursement claims was timely.   

The 2002 amendment to 
Government Code section 17558.5 
became effective on January 1, 
2003, when the audit period for 
both reimbursement claims was 
still pending and not yet barred 
under the prior statute.  The 2002 
statute, which enlarged the statute 
of limitations from two years to 
three years after the date the actual 
reimbursement claim is filed or 
last amended, controls in this case 
and gives the SCO additional time 
to initiate the audit.  The SCO 
therefore had until January 14, 
2005 to initiate the audit of the 
2000-2001 reimbursement claim, 
and had until December 30, 2005, 
to initiate the 2001-2002 
reimbursement claim.  Since the 
audit was initiated “no later than 
January 5, 2005,” when the 
entrance conference was held, the 
audit was timely initiated. 

Moreover, the audit was timely 
completed.  Effective January 1, 
2005, when the audit period was 
still pending in this case, the rule 
changed to require that “an audit 
shall be completed not later than 
two years after the date that the 
audit is commenced;” which in 
this case would be no later than 
January 5, 2007.  The audit was 
completed when the final audit  
 

4 
Health Fee Elimination, 05-4206-I-11 

Draft Proposed Decision 

461



report was issued on October 5, 
2005, well before the two year 
deadline of January 5, 2007, to 
complete the audit. 

Reductions based on 
asserted flaws in the 
development of 
indirect cost rates. 

For fiscal years 2000-2001, 
2001-2002, and 2002-2003 
claimant calculated its indirect 
cost rate without obtaining 
federal approval.  The 
Controller reduced the claim by 
calculating the IRCP using 
Form FAM-29C.   

  

Deny:  – Staff finds that claimant 
did not comply with the 
requirements in the parameters 
and guidelines and claiming 
instructions in developing and 
applying its indirect cost rate.  
Claimant used the OMB A-21 
method, which is authorized, but 
did not obtain federal approval for 
its indirect costs, as required by 
the OMB Circular A-21.  
Therefore the SCO’s reduction 
and recalculation of indirect costs 
is correct as a matter of law and 
not arbitrary, capricious, or 
entirely lacking in evidentiary 
support. 

Reductions based on 
understated 
offsetting revenues 
from student health 
fees. 

Claimant argues that the 
parameters and guidelines only 
require a claimant to declare 
offsetting revenues that the 
claimant “experiences,” and 
that while the fee amount that 
claimant was authorized to 
impose may have increased for 
the applicable period, nothing 
in the Education Code made the 
increase of those fees 
mandatory. 

Deny: The reduction is correct as a 
matter of law.  In the Clovis 
Unified School District decision, 
the court upheld the Controller’s 
use of the Health Fee Rule to 
reduce reimbursement claims 
based on the fees districts are 
authorized to charge.  The 
Commission is bound by the 
court’s decision in Clovis Unified 
and must apply the Health Fee 
Rule upheld by the court.   

Staff Analysis 

A. The audit of the claimant’s reimbursement claims for fiscal years 2000-2001 and 
2001-2002 is not barred by the statute of limitations found in Government Code 
section 17558.5. 

Government Code section 17558.5, as added by Statutes 1995, chapter 945(operative July 1, 
1996),  provides that a reimbursement claim “is subject to audit by the Controller no later than 
two years after the end of the calendar year in which the reimbursement claim is filed or last 
amended.”16  Claimant contends that the relevant period for which the claim for fiscal years 

16 Government Code section 17558.5 (Stats. 1995, ch. 945 (SB 11)). 
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2000-2001 and 2001-2002 would be subject to audit expired as of December 31, 2004 and thus 
the October 5, 2005 audit report was completed outside the period subject to audit.   

The SCO argues that section 17558.5 does not require an audit to be completed within two years; 
“subject to audit,” according to the SCO, means subject to initiation of an audit.  Staff agrees 
with this interpretation.  A 2002 amendment to the relevant code section clarifies that 
reimbursement claims are subject to “the initiation of an audit” within a specified time,17 and 
there is no reason to interpret the prior version of the code differently. 

The 2002 amendment was effective January 1, 2003, when the audit period for both 
reimbursement claims was still pending and not yet barred under the prior statute.  Here, the 
2002 amendment of section 17558.5, enlarged the statute of limitations from two years to three 
years after the date the actual reimbursement claim is filed or last amended, giving the SCO 
additional time to initiate the audit.  The SCO therefore had until January 14, 2005 to initiate the 
audit of the 2000-2001 reimbursement claim, and had until December 30, 2005, to initiate the 
2001-2002 reimbursement claim.  As the audit was initiated “no later than January 5, 2005,” 
when the entrance conference was held, the audit was timely initiated. 

The Commission further finds that the audit was timely completed.  Before Government Code 
section 17558.5 was amended effective January 1, 2005, the SCO had to complete an audit 
within a reasonable period of time,18 but did not have a statutory deadline for the completion of 
an audit.  Effective January 1, 2005, when the audit period was still pending in this case, the rule 
changed to require that “an audit shall be completed not later than two years after the date that 
the audit is commenced;” which in this case would be no later than January 5, 2007.  Here, the 
audit was completed when the final audit report was issued on October 5, 2005, well before the 
two year deadline of January 5, 2007, to complete the audit. 

Based on the plain language of the statute, and the Legislature’s subsequent clarifying 
amendment to the statute, staff finds that the statute of limitations found in section 17558.5 does 
not bar the audit of the 2000-2001 and 2001-2002 reimbursement claims. 

B. The SCO’s Reduction and Recalculation of Claimed Indirect Costs is Correct as a 
Matter of Law and is not Arbitrary, Capricious, or Entirely Lacking in Evidentiary 
Support.  

The SCO reduced indirect costs claimed by the claimant by a total of $188,652 because claimant 
did not obtain federal approval of its indirect cost rate for these years in accordance with OMB 
Circular A-21.19  The SCO claiming instructions provide two options for claiming indirect costs:  
the OMB Circular A-21 or the state’s FAM-29C method.  However, to use the OMB option, a 
claimant must obtain federal approval which the claimant did not do.  Thus, the SCO applied the 
Form FAM-29C methodology  Applying the rates from the Form FAM-29C methodology to 

17 Government Code section 17558.5 (Stats. 2002, ch. 1128 (AB 2834)). 
18 Under appropriate circumstances, the defense of laches may operate to bar a claim by a public 
agency if there is evidence of unreasonable delay by the agency and resulting prejudice to the 
claimant.  (Cedar-Sinai Medical Center v. Shewry (2006) 137 Cal.App.4th 964, 985-986.) 
19 Exhibit B, SCO’s Comments on IRC, Exhibit D SCO Final Audit Report dated October 5, 
2005, at p. 6  and Tab 2, SCO’s Analysis and Response to the IRC, at pp. 5-8.  
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total direct costs for the three fiscal years subject to audit resulted in a reduction in indirect costs 
of $188,652. 20 The SCO’s use of the FAM-29C method for calculating indirect costs is not 
arbitrary, capricious or lacing in evidentiary support.  The FAM-29C method is expressly 
identified and allowed by the claiming instructions.   

Therefore, staff finds that the SCO’s reduction of indirect costs is correct as a matter of law, and 
the recalculation of indirect costs using another authorized method is not arbitrary, capricious, or 
entirely lacking in evidentiary support. 

C. The SCO’s Audit Reductions for Understated Offsetting Revenues Pursuant to 
Clovis Unified and the Health Fee Rule were Correct as a Matter of Law. 

The SCO found that the claimant understated offsetting revenue by $8,807 for fiscal year 2000-
2001, $111,710 for fiscal year 2001-2002, and $74,816 for fiscal year 2002-2003 because 
authorized health service fees should have been deducted as offsetting revenue.21   The claimant 
reported and deducted only the amounts collected rather than the fee revenue authorized by 
statute.   

Staff finds that this adjustment is correct as a matter of law, and consistent with the Clovis 
Unified School District decision, which upheld the SCO’s use of the Health Fee Rule to reduce 
reimbursement claims based on the fees districts are authorized to charge.22  Since the Clovis 
case is a final decision of the court addressing the merits of the issue presented here, the 
Commission, under principles of stare decisis, is required to apply the rule set forth by the 
court.23   

Conclusion 
Staff concludes that the SCO’s audit was conducted within the statute of limitations.  Pursuant to 
Government Code section 17551(d) staff further finds that:  

• Claimant did not comply with the parameters and guidelines and the SCO’s claiming 
instructions in preparing its indirect cost rate and, thus, the SCO’s recalculation of indirect 
costs using another authorized method, resulting in a reduction of $188,652, is correct as a 
matter of law and not arbitrary, capricious, or entirely lacking in evidentiary support. 

• The SCO’s reduction of the claimant’s reimbursement claims, on the basis of understated 
health fee revenues, in the amount of $195,333, is correct as a matter of law pursuant to the 
court’s ruling in Clovis Unified School Dist. v. Chiang (2010) 188 Cal.App.4th 794, 812. 

Staff Recommendation 
Staff recommends that the Commission adopt the proposed decision to deny the IRC, and 
authorize staff to make any technical, non-substantive changes following the hearing. 

20 Exhibit B, SCO’s Comments on IRC, Exhibit D, SCO Final Audit Report dated October 5, 
2005, at p. 6.  
21 Exhibit B, SCO’s Comments on IRC, Exhibit D, SCO Final Audit Report dated October 5, 
2005, at pp. 8-11.  
22 Clovis Unified School Dist. v. Chiang (2010) 188 Cal.App.4th 794, 812.   
23 Fenske v. Board of Administration (1980) 103 Cal.App.3d 590, 596. 
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BEFORE THE 

COMMISSION ON STATE MANDATES 

STATE OF CALIFORNIA 

IN RE INCORRECT REDUCTION CLAIM 
ON: 

 Former Education Code Section 72246 
(Renumbered as §76355)24 

Statutes 1984, Chapter 1 (1983-1984 2nd Ex. 
Sess.) (AB2X 1) and Statutes 1987, Chapter 
1118 (AB 2336) 

Fiscal Years 2000-2001, 2001-2002 and 2002-
2003 

El Camino Community College District, 
Claimant. 

Case No.:  05-4206-I-11 

Health Fee Elimination 
DECISION PURSUANT TO 
GOVERNMENT CODE SECTION 17500  
ET SEQ.; CALIFORNIA CODE OF 
REGULATIONS, TITLE 2, DIVISION 2, 
CHAPTER 2.5. ARTICLE 7 

(Adopted September 26, 2014) 

 

DECISION 
The Commission on State Mandates (Commission) heard and decided this incorrect reduction 
claim (IRC) during a regularly scheduled hearing on September 26, 2014.  [Witness list will be 
included in the adopted decision.]   

The law applicable to the Commission’s determination of a reimbursable state-mandated 
program is article XIII B, section 6 of the California Constitution, Government Code  
section 17500 et seq., and related case law. 

The Commission [adopted/modified] the proposed decision to [approve/partially approve/deny] 
the IRC at the hearing by a vote of [vote count will be included in the adopted decision].   

Summary of the Findings  
This decision addresses the IRC filed by El Camino Community College District (Claimant) 
regarding reductions totaling $399,891made by the State Controller’s Office (SCO) to 
reimbursement claims for fiscal years 2000-2001, 2001-2002, and 2002-2003 under the Health 
Fee Elimination program.   
The following issues are in dispute: 

• The statute of limitations applicable to audits of reimbursement claims by the SCO for 
fiscal years 2000-2001 and 2001-2002; 

• Reduction of costs claimed in fiscal years 2000-2001, 2001-2002, and 2002-2003 based 
on claimant’s development and application of indirect cost rates; and 

24 Statutes 1993, chapter 8. 
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• The appropriate extent of offsetting revenue available from health service fees, pursuant 
to the Clovis Unified decision. 

The Commission finds that the audit was conducted within the statute of limitations.  The 
Commission further finds that: 

• Claimant did not comply with the parameters and guidelines and the SCO’s claiming 
instructions in preparing its indirect cost rate without federal approval and, thus, the SCO’s 
recalculation of indirect costs using another authorized method, resulting in a reduction of 
$188,652 , is correct as a matter of law and not arbitrary, capricious, or entirely lacking in 
evidentiary support. 

• The SCO’s reduction of $195,333, based on understated health fee revenues, is correct as a 
matter of law pursuant to the court’s ruling in Clovis Unified School Dist. v. Chiang (2010) 
188 Cal.App.4th 794, 812. 

Accordingly, the Commission denies this IRC.   

COMMISSION FINDINGS 
I. Chronology 
01/14/2002 Claimant filed a reimbursement claim for fiscal year 2000-2001.25 

12/30/2002 Claimant filed a reimbursement claim for fiscal year 2001-2002.26 

12/02/2004 Controller contacted claimant to schedule an entrance conference.27 

01/05/2005 The entrance conference was held.28 

10/05/2005 Controller issued the final audit report for fiscal years 2000-2001, 2001-2002, and 
2002-2003. 

03/27/2006 Claimant filed an IRC for fiscal years 2000-2001, 2001-2002, and 2002-2003. 

04/03/2006 Commission staff deemed the IRC complete and issued a notice of complete filing 
and schedule for comments. 

11/24/2008 Controller submitted comments on IRC. 

09/11/2009 Claimant filed rebuttal comments. 

08/01/2014 Commission staff issued the draft proposed decision. 

  

25 Exhibit A, IRC, at p. 17; Exhibit B, SCO’s Comments on IRC, Tab 2, “State Controller’s 
Office (SCO) Analysis and Response,” at p. 14. 
26 Ibid. 
27 Exhibit A, IRC, Exhibit G, Declaration of Pamela Fees, at p. 1; Exhibit B, SCO’s Comments 
on IRC, Tab 2, State Controller’s Office (SCO) Analysis and Response, at p. 15. 
28 Exhibit B, SCO’s Comments on IRC, Tab 2, State Controller’s Office (SCO) Analysis and 
Response, at p. 14. 
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II. Background 
Health Fee Elimination Program 

Prior to 1984, former Education Code section 72246 authorized community college districts to 
charge almost all students a general fee (health service fee) for the purpose of voluntarily 
providing health supervision and services, direct and indirect medical and hospitalization 
services, and operation of student health centers.29  In 1984, the Legislature repealed the 
community colleges’ fee authority for health services.30  However, the Legislature also reenacted 
section 72246 in order to reauthorize the fee, at $7.50 for each semester (or $5 for quarter or 
summer semester), which was to become operative on January 1, 1988.31   

In addition to temporarily repealing community college districts’ authority to levy a health 
services fee, the 1984 enactment required any district that provided health services during the 
1983-1984 fiscal year, for which districts were previously authorized to charge a fee, to maintain 
the health services at the level provided during the 1983-1984 fiscal year for every subsequent 
fiscal year until January 1, 1988.32  As a result, community college districts were required to 
maintain health services provided in the 1983-1984 fiscal year without any fee authority for this 
purpose, until January 1, 1988.   

In 1987,33 the Legislature amended former Education Code section 72246, operative January 1, 
1988, to incorporate and extend the maintenance of effort provisions of former Education Code 
section 72246.5, which became inoperative by its own terms as of January 1, 1988.34  In 
addition, Statutes 1987, chapter 1118 restated that the fee would be reestablished at not more 
than $7.50 for each semester, or $5 for each quarter or summer semester.35  As a result, 
beginning January 1, 1988 all community college districts were required to maintain the same 
level of health services they provided in the 1986-1987 fiscal year each year thereafter, with a 
limited fee authority to offset the costs of those services. In 1992, section 72246 was amended to 
provide that the health fee could be increased by the same percentage as the Implicit Price 
Deflator whenever that calculation would produce an increase of one dollar.36   

29 Statutes 1981, chapter 763.  Students with low-incomes, students that depend upon prayer for 
healing, and students attending a college under an approved apprenticeship training program, 
were exempt from the fee.  
30 Statutes 1984, 2nd Extraordinary Session 1984, chapter 1, section 4 [repealing Education Code 
section 72246].   
31  Statutes 1984, 2nd Extraordinary Session 1984, chapter 1, section 4.5. 
32 Education Code section 72246.5 (Stats. 1984, 2d. Ex. Sess., ch. 1, § 4.7). 
33 Statutes 1987, chapter 1118. 
34 Education Code section 72246 (as amended, Stats. 1987, ch. 1118).  See also former Education 
Code section 72246.5 (Stats. 1984, 2d Ex. Sess., ch. 1, § 4.7). 
35 Education Code section 72246 (as amended, Stats. 1987, ch. 1118). 
36 Education Code section 72246 (as amended, Stats. 1992, ch. 753).  In 1993, former Education 
Code section 72246, was renumbered as Education Code section 76355.  (Stats. 1993, ch. 8). 
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On November 20, 1986, the Commission determined that Statutes 1984, chapter 1 imposed a 
reimbursable state-mandated new program upon community college districts.  On  
August 27, 1987, the Commission adopted parameters and guidelines for the Health Fee 
Elimination program.  On May 25, 1989, the Commission adopted amendments to the 
parameters and guidelines for the Health Fee Elimination program to reflect amendments made 
by Statutes1987, chapter 1118.   

The parameters and guidelines generally provide that eligible community college districts shall 
be reimbursed for the costs of providing a health services program, and that only services 
specified in the parameters and guidelines and provided by the community college in the 1986-
1987 fiscal year may be claimed.  

The Controller’s Audit and Summary of the Issues 

The SCO reduced claimant’s reimbursement claims filed for fiscal years 2000-2001, 2001-2002, 
and 2002-2003 in the amount of $399,891 on the ground that the claimant did not properly 
calculate indirect costs and did not deduct the full amount of offsetting fee revenues authorized 
by statute.   The following issues are in dispute: 

• The statute of limitations applicable to audits of reimbursement claims by the SCO for 
fiscal years 2000-2001 and 2001-2002; 

• Reduction of indirect costs calculated and claimed in fiscal years 2000-2001, 2001-2002, 
and 2002-2003 and the SCO’s application of an alternative indirect cost rate calculation; 
and 

• The appropriate extent of offsetting revenue available from health service fees, pursuant 
to the Clovis Unified decision. 

III. Positions of the Parties 
El Camino Community College District 

Claimant argues that the SCO inappropriately reduced reported indirect costs claimed and 
adjusted for uncollected offsetting revenues,37 and that the proper measure of offsetting revenues 
should be the health fees collected, not the amount of fees authorized.38  Claimant argues that the 
SCO inappropriately reduced “indirect cost rates and costs in the amount of $188,652 for [fiscal 
years 2000-2001, 2001-2002, and 2002-2003] because “the district did not obtain federal 
approval for its [indirect cost rate proposals (IRCPs)].”39  Claimant contends that “there is no 
requirement in law that the claimant’s indirect cost rate must be ‘federally’ approved, and the 
Commission has never specified the federal agencies which have the authority to approve 

37 Exhibit A, IRC, at pp. 9-25. 
38 Id. at pp. 11-16. 
39 Id. at 9. 
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indirect cost rates.”40  Finally, claimant disputes the application of the statute of limitations to 
allow audits of its reimbursement claims for fiscal years 2000-2001 and 2001-2002.41 

In its rebuttal comments claimant maintains that the SCO has the burden of proof in showing that 
the district’s claimed costs were not allowable, and that therefore costs that were disallowed 
were improperly reduced.  Claimant renews its argument that the district did not need to obtain 
federal approval of its indirect cost rates.  Claimant also renews its contention regarding the 
health fee authority, and restates its challenge to the statute of limitations for audits asserted by 
the SCO.42 

State Controller’s Office 

The SCO concluded that claimant overstated indirect costs by $188,652 for the audit period, 
because the “district claimed indirect costs based on an indirect cost rate proposals (ICRPs) 
prepared for each fiscal year by an outside consultant…[but] did not obtain federal approval for 
its ICRPs.”43  The SCO also concluded that claimant “understated authorized health fee revenue 
by $195,333” by claiming actual, rather than authorized, health fee revenues.44  Finally, the SCO 
argues that the statute of limitations for audits under section 17558.5 permitted the SCO to audit 
fiscal years 2000-2001 and 2001-2002.45 

IV. Discussion 
Government Code section 17561(b) authorizes the SCO to audit the claims filed by local 
agencies and school districts and to reduce any claim for reimbursement of state mandated costs 
that the SCO determines is excessive or unreasonable.   

Government Code Section 17551(d) requires the Commission to hear and decide a claim that the 
SCO has incorrectly reduced payments to the local agency or school district.  If the Commission 
determines that a reimbursement claim has been incorrectly reduced, section 1185.9 of the 
Commission’s regulations requires the Commission to send the decision to the SCO and request 
that the costs in the claim be reinstated. 

The Commission must review questions of law, including interpretation of the parameters and 
guidelines, de novo, without consideration of legal conclusions made by the SCO in the context 
of an audit.  The Commission is vested with exclusive authority to adjudicate disputes over the 
existence of state-mandated programs within the meaning of article XIII B, section 6.46  The 

40 Ibid. 
41 Id. at pp. 17-25. 
42 Exhibit C, El Camino Rebuttal Comments, at pp. 1-4. 
43 Exhibit B, SCO’s Comments on IRC, Exhibit D, SCO Final Audit Report dated October 5, 
2005, at p. 6. 
44 Id., at p. 8. 
45 Exhibit B, SCO’s Comments on IRC, Tab 2, State Controller’s Office (SCO) Analysis and 
Response, at pp. 13-17. 
46 Kinlaw v. State of California (1991) 54 Cal.3d 326, 331-334; Government Code sections 
17551, 17552. 
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Commission must also interpret the Government Code and implementing regulations in 
accordance with the broader constitutional and statutory scheme.  In making its decisions, the 
Commission must strictly construe article XIII B, section 6 and not apply it as an “equitable 
remedy to cure the perceived unfairness resulting from political decisions on funding 
priorities.”47 

With regard to the SCO’s audit decisions, the Commission must determine whether they were 
arbitrary, capricious, or entirely lacking in evidentiary support.  This is similar to the standard 
used by the courts when reviewing an alleged abuse of discretion of a state agency.48  Under this 
standard, the courts have found that: 

When reviewing the exercise of discretion, “[t]he scope of review is limited, out 
of deference to the agency’s authority and presumed expertise:  ‘The court may 
not reweigh the evidence or substitute its judgment for that of the agency. 
[Citation.]’” ... “In general ... the inquiry is limited to whether the decision was 
arbitrary, capricious, or entirely lacking in evidentiary support. . . .” [Citations.] 
When making that inquiry, the “ ‘ “court must ensure that an agency has 
adequately considered all relevant factors, and has demonstrated a rational 
connection between those factors, the choice made, and the purposes of the 
enabling statute.” [Citation.]’ ”49 

The Commission must also review the SCO’s audit in light of the fact that the initial burden of 
providing evidence for a claim of reimbursement lies with the claimant. 50  In addition, section 
1185.2(c) of the Commission’s regulations requires that any assertion of fact by the parties to an 
IRC must be supported by documentary evidence.  The Commission’s ultimate findings of fact 
must be supported by substantial evidence in the record.51 

A. The Audit of the Claimant’s Reimbursement Claims for Fiscal Years 2000-2001 and 
2001-2002 is not Barred by the Statute of Limitations Found in Government Code 
Section 17558.5. 

The claimant asserts that the statute of limitations applicable to audits of mandate reimbursement 
claims bars the SCO’s audit of the claim filed for fiscal years 2000-2001 and 2001-2002.   

47 County of Sonoma, supra, 84 Cal.App.4th 1264, 1280, citing City of San Jose v. State of 
California (1996) 45 Cal.App.4th 1802, 1817. 
48 Johnston v. Sonoma County Agricultural (2002) 100 Cal.App.4th 973, 983-984.  See also 
American Bd. of Cosmetic Surgery, Inc. v. Medical Bd. of California (2008) 162 Cal.App.4th 
534, 547. 
49 American Bd. of Cosmetic Surgery, Inc, supra, 162 Cal.App.4th at 547-548. 
50 Gilbert v. City of Sunnyvale (2005) 130 Cal.App.4th 1264, 1274-1275. 
51 Government Code section 17559(b), which provides that a claimant or the state may 
commence a proceeding in accordance with the provisions of section 1094.5 of the Code of Civil 
Procedure to set aside a decision of the Commission on the ground that the Commission’s 
decision is not supported by substantial evidence in the record. 
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The time to audit a reimbursement claim is provided in Government Code section 17558.5.  At 
the time the reimbursement claims in this case were filed in 2002, Government Code section 
17558.5, as added in 1995, stated the following: 

A reimbursement claim for actual costs filed by a local agency or school 
district pursuant to this chapter is subject to audit by the Controller no later 
than two years after the end of the calendar year in which the reimbursement 
claim is filed or last amended. However, if no funds are appropriated for the 
program for the fiscal year for which the claim is made, the time for the 
Controller to initiate an audit shall commence to run from the date of initial 
payment of the claim.52 

Effective January 1, 2003, section 17558.5 was amended as follows: 

A reimbursement claim for actual costs filed by a local agency or school district 
pursuant to this chapter is subject to the initiation of an audit by the Controller no 
later than two three years after the end of the calendar year in which the date that 
the actual reimbursement claim is filed or last amended, whichever is later. 
However, if no funds are appropriated or no payment is made to a claimant for the 
program for the fiscal year for which the claim is made filed, the time for the 
Controller to initiate an audit shall commence to run from the date of initial 
payment of the claim.53 

Government Code section 17558.5 was amended again in 2004 to establish the requirement to 
“complete” the audit two years after the audit is commenced.  As amended and effective 
beginning January 1, 2005, it reads as follows in underline and strikeout: 

A reimbursement claim for actual costs filed by a local agency or school district 
pursuant to this chapter is subject to the initiation of an audit by the Controller no 
later than three years after the date that the actual reimbursement claim is filed or 
last amended, whichever is later.  However, if no funds are appropriated or no 
payment is made to a claimant for the program for the fiscal year for which the 
claim is filed, the time for the Controller to initiate an audit shall commence to 
run from the date of initial payment of the claim.  In any case, an audit shall be 
completed not later than two years after the date that the audit is commenced.54 

The parties disagree about which version of section 17558.5 applies in this case.  The claimant 
argues that Government Code section 17558.5, as amended by Statutes 1995, chapter 945 
(operative July 1, 1996) applies in this case, requiring that a reimbursement claim “is subject to 
audit by the Controller no later than two years after the end of the calendar year in which the 

52 Government Code section 17558.5 (Stats. 1995, ch. 945, (SB11)).  Former Government Code 
section 17558.5 was originally added by the Legislature by Statutes 1993, chapter 906, effective  
January 1, 1994.  The 1993 statute became inoperative on July 1, 1996, and was repealed on 
January 1, 1997 by its own terms. 
53 Statutes 2002, chapter 1128. 
54 Statutes 2004, chapter 313. 
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reimbursement claim is filed or last amended...”55  The claimant asserts that “subject to audit” 
requires the SCO “to complete” the audit no later than two years after the end of the calendar 
year that the reimbursement claim was filed.  In this case, the claimant contends that the audit of 
the reimbursement claims for fiscal years 2000-2001 and 2001-2002, which were respectively 
filed on January 14, 2002, and December 30, 2002, were subject to audit and had to be 
completed by December 31, 2004.  The District reasons that since the final audit report was 
issued on October 5, 2005, ten months after the deadline, the audit of these reimbursement 
claims is barred. 

The SCO contends that the audit of the reimbursement claims is timely, but makes two different 
arguments to support its position.  First, in the SCO’s “Analysis and Response to the Incorrect 
Reduction Claim by El Camino Community College District,” the SCO relies on the 1995 
version of Government Code section 17558.5, arguing “subject to audit” means subject to the 
initiation of an audit, and does not require that the audit be completed within “two-years after the 
end of the calendar year in which the reimbursement claim is filed.”  The SCO further asserts 
that the reimbursement claims in this case, both filed in 2002, were subject to audit through 
December 31, 2004, and that the audit was timely initiated on December 2, 2004, when the SCO 
contacted the claimant by phone to request an entrance conference.  The entrance conference was 
conducted on January 5, 2005.  These comments state the following: 

Government Code section 17558.5 subdivision (a), effective July 1, 2996, states 
that a district’s reimbursement claim is subject to audit no later than two years 
after the end of the calendar year in which the claim is filed or last amended.  The 
district filed its FY 2000-01 claim on January 14, 2002, and filed its 2001-02 
claim on December 30, 2002.  Thus, both claims were subject to audit through 
December 31, 2004.  The SCO initiated the audit on December 2, 2004, and 
conducted an audit entrance conference on January 5, 2005, at the district’s 
request.  Therefore, the SCO initiated an audit within the period in which both 
claims were subject to audit.56 

However, in a letter prepared by the SCO’s staff counsel, the SCO argues that Government Code 
section 17558.5, as later amended by Statutes 2002, chapter 1128 (AB 2834), provides the 
proper statute of limitations, because “[u]nless a statute expressly provides to the contrary, any 
enlargement of a statute of limitations provision applies to matters pending but not already 
barred.” 57  Therefore, the SCO reasons, the expanded statute of limitations is applicable, 
providing that a reimbursement claim “is subject to the initiation of an audit by the Controller no 
later than three years after the date that the actual reimbursement claim is filed or last amended.”  
Therefore, the audit of the 2000-2001 claim had to be initiated by January 14, 2005, and the audit 
of the 2001-2002 claim had to be initiated by December 30, 2005.  The letter further states that 

55 Government Code section 17558.5 (Stats. 1995, ch. 945 (SB 11)); Exhibit A, IRC, at p. 19. 
56 Exhibit B, SCO’s Comments on IRC, Tab 2, “State Controller’s Office (SCO) Analysis and 
Response,” at pp. 13-14. 
57 Exhibit B, SCO’s Comments on IRC, letter by Shawn D. Silva, Staff Counsel, State 
Controller’s Office, at p. 2.  (Citing, Douglas Aircraft Co. v. Cranston (1962) 58 Cal.2d 462, 
465; 43 Cal.Jur.3d, Limitation of Actions § 8.) 
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the audit in this case was timely initiated “no later than January 5, 2005,” the date of the entrance 
conference.   

Although the claimant asserts that the date the audit was initiated is not relevant to the analysis 
of Government Code section 17558.5 since the statute requires the audit to be completed by the 
deadline, the claimant factually disputes the SCO’s assertions about when the audit was 
“initiated.”  The claimant argues that an audit is initiated when the entrance conference is held, 
and that the SCO’s position, that the audit was initiated before the entrance conference, is new 
and conflicts with prior positions of the SCO.58  The claimant also disagrees with the SCO’s 
factual assertion that the claimant requested that the entrance conference be delayed until 
January 5, 2005, due to the unavailability of district staff.  In this respect, the claimant has filed a 
declaration from Pamela Fees, Business Manager for El Camino Community College District, 
describing the communication with the SCO that began with a phone call on December 2, 
2004.59  Ms. Fees declares that the district was available to meet on December 9, 2004, but was 
told that the SCO was not available on that date and that the SCO requested the conference be 
conducted on January 5, 2005.  Ms. Fees also declares that she was asked by the Controller’s 
Office to prepare a letter stating that the entrance conference was postponed until January 5, 
2005.  The letter was mailed on December 8, 2004.  On December 9, 2004, Ms. Fees received a 
letter faxed by the Controller’s audit manager stating that the delay of the entrance conference 
date was due to the unavailability of District staff.  Ms. Fees declares that this statement is in 
“direct contradiction of all previous district communication and correspondence.” 

For the reasons below, the Commission finds that the audit of the 2000-2001 and 2001-2002 
reimbursement claims was timely. 

At the time the reimbursement claims were filed, the reimbursement claims in issue would be 
“subject to audit,” pursuant to the 1995 version of section 17558.5, within two years after the end 
of the calendar year that the reimbursement claim was filed.  However, pursuant to the Douglas 
Aircraft case, “[u]nless a statute expressly provides to the contrary, any enlargement of a statute 
of limitations provision applies to matters pending but not already barred.”60  Therefore, in this 
case, the 2002 amendment to section 17558.5 became effective on January 1, 2003, when the 
audit period for both reimbursement claims was still pending and not yet barred under the prior 
statute.  The 2002 statute, which enlarged the statute of limitations to three years after the date 
the actual reimbursement claim is filed or last amended, would control, and gives the SCO 
additional time to initiate the audit.  The SCO therefore had until January 14, 2005 to initiate the 
audit of the 2000-2001 reimbursement claim, and had until December 30, 2005, to initiate the 
2001-2002 reimbursement claim.  Since the audit was initiated “no later than January 5, 2005,” 
when the entrance conference was held, the audit was timely initiated. 

The Commission further finds that the audit was timely completed.  Before Government Code 
section 17558.5 was amended effective January 1, 2005, the SCO had to complete an audit 

58 Exhibit A, IRC, at pp. 22-23; Exhibit C, claimant’s rebuttal comments, at p. 10. 
59 Exhibit A, IRC, at claimant’s exhibit G. 
60 Douglas Aircraft Co. v. Cranston (1962) 58 Cal.2d 462, at p. 465. 
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within a reasonable period of time,61 but did not have a statutory deadline for the completion of 
an audit.  Effective January 1, 2005, when the audit period was still pending in this case, the rule 
changed to require that “an audit shall be completed not later than two years after the date that 
the audit is commenced;” which in this case would be no later than January 5, 2007.  The courts 
have held that where the state gives up a right previously possessed by it or one of its agencies 
(like the SCO’s unspecified time to complete an audit before January 1, 2005), the restriction in 
the new law becomes effective immediately upon the operative date of the change in law for all 
pending claims.  In California Employment Stabilization Commission v. Payne (1948) 1931 
Cal.2d 210, 215-216, the court stated the following: 

Accordingly, the power of the Legislature to lessen a statute of limitations is 
subject to the restriction that an existing right cannot be cut off summarily without 
giving a reasonable time after the act becomes effective to exercise such right. 
(See Davis & McMillan v. Ind. Acc. Comm., 198 Cal. 631, 637, 246 P. 1046, 46 
A.L.R. 1095.)  This principle, however, does not apply where the state gives up a 
right previously possessed by it or by one of its agencies. Except where such an 
agency is given powers by the Constitution, it derives its authority from the 
Legislature, which may add to or take away from those powers and therefore a 
statute which adversely affects only the right of the state is not invalid merely 
because it operates to cut off an existing remedy of an agency of the state.  The 
case of Superior Oil Co. v. Superior Court, 6 Cal.2d 113, 56 P.2d 950, is 
distinguishable since the court was there concerned with the operation of a statute 
which applied to private persons as well as the state. This distinction was not 
noted in Calif. Emp. Stab. Comm. v. Chichester etc. Co., 75 Cal.App.2d 899, 172 
P.2d 100, which relied on the Superior Oil case and assumed without discussion 
that the same rule would apply where the state alone would be adversely affected. 
It was held in the Chichester case that the amendment of section 45.2 in 1943 
could not operate to deprive the commission of the right to sue on existing causes 
of action until a reasonable time had passed after the statute became effective.  
The commission was created by, and derives its powers from, the Legislature, and 
it does not have rights which are superior to the legislative will.  By the enactment 
in 1939 of section 45.2, the three-year limitation contained in section 338 was 
rendered inapplicable, and the commission was given the right without limit as to 
time to enforce contributions where no return had been filed.  Thereafter in 1943 
the Legislature determined that it was unwise and perhaps unfair to allow the 
commission an unlimited time within which to enforce contributions where there 
was no intent to evade the act, and as to those cases, the three-year limitation was 
restored and the right of action was cut off if the period had run.  This the 
Legislature had the power to do insofar as the constitutional requirement of due 
process is concerned, and the holding to the contrary in the Chichester case, 75 
Cal.App.2d 899, 172 P.2d 100, is disapproved. 

61 Under appropriate circumstances, the defense of laches may operate to bar a claim by a public 
agency if there is evidence of unreasonable delay by the agency and resulting prejudice to the 
claimant.  (Cedar-Sinai Medical Center v. Shewry (2006) 137 Cal.App.4th 964, 985-986.) 
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Here, the audit was completed when the final audit report was issued on October 5, 2005, well 
before the two year deadline of January 5, 2007, to complete the audit. 

Based on the foregoing, the Commission finds that the audit of the District’s reimbursement 
claim for fiscal years 2000-2001 and 2001-2002 is not barred by the statute of limitations.    

B. The Controller’s Recalculation and Reduction of Claimed Indirect Costs is Correct 
as a Matter of Law and is not Arbitrary, Capricious, or Entirely Lacking in 
Evidentiary Support.  

The SCO claiming instructions provide two options for claiming indirect costs, the OMB 
Circular A-21 or the state’s methodology in FAM-29C.  In its audit of claims for fiscal years 
2000-2001, 2001-2002, and 2002-2003 the SCO found that the claimant though assertedly 
applying the OMB Circular A-21 methodology, did not obtain federal approval of its indirect 
cost rate for these years, as required by OMB Circular A-2162  Thus, the SCO applied the 
alternative Form FAM-29C methodology to calculate indirect costs.63  Applying these rates to 
total direct costs for the three fiscal years subject to audit resulted in a reduction in indirect costs 
of $188,652.64 

As discussed below, the Commission finds that the claimant did not comply with the parameters 
and guidelines and SCO’s claiming instructions in preparing its indirect cost rate, so the SCO’s 
reduction and recalculation of these costs is correct as a matter of law and not arbitrary, 
capricious, or entirely lacking in evidentiary support. 

1. The parameters and guidelines expressly require claimants to claim indirect costs in the 
manner described in  the SCO’s claiming instructions, which in turn provide for an 
indirect cost rate to be developed in accordance with federal OMB guidelines or by using 
the state Form FAM-29C.  

Parameters and guidelines adopted by the Commission are required to provide instructions for 
eligible claimants to prepare reimbursement claims for the direct and indirect costs of a state-
mandated program.65  The reimbursement claims filed by the claimants are, likewise, required as 
a matter of law to be filed in accordance with the parameters and guidelines.66  The parameters 
and guidelines for the Health Fee Elimination program provide that “indirect costs may be 
claimed in the manner described by the State Controller in his claiming instructions.”67 

Claimant argues that it is not required to adhere to the claiming instructions.68  Claimant also 
argues that the word “may” is permissive, and that therefore the parameters and guidelines do not 

62 Exhibit B, SCO’s Comments on IRC, Tab 2, SCO’s Analysis and Response to the IRC, at pp. 
5-8.  
63 Exhibit B, SCO’s Comments on IRC, Exhibit D, SCO Final Audit Report dated October 5, 
2005, at p. 6.  
64 Ibid. 
65 Government Code section 17557; California Code of Regulations, title 2, section 1183.7.  
66 Government Code sections 17561(d)(1); 17564(b); and 17571.  
67 Exhibit A, IRC, p. 10. 
68 Exhibit A, IRC, p. 10. 
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require that indirect costs be claimed in the manner described by the SCO.69  In addition, 
claimant argues that “[n]either state law nor the parameters and guidelines made compliance 
with the Controller’s claiming instructions a condition of reimbursement.”70   

Claimant is incorrect.  The parameters and guidelines plainly state that “indirect costs may be 
claimed in the manner described by the State Controller.”  The interpretation that is consistent 
with the plain language of the parameters and guidelines is that “indirect costs may be claimed,” 
or may not, but if a claimant chooses to claim indirect costs, the claimant must adhere to the 
SCO’s claiming instructions.   

The claiming instructions specific to the Health Fee Elimination mandate, included in the IRC 
and SCO’s comments,71 do not discuss specific rules or guidelines for claiming indirect costs for 
this mandate.  However, the School Mandated Cost Manual provides general instructions for 
school districts and community college districts seeking to claim indirect costs, and those 
instructions provide guidance to claimants for all mandates, absent specific provisions to the 
contrary.72  More recently the manuals for school districts and community college districts have 
been printed separately, and therefore both the general instructions, and the instructions specific 
to the Health Fee Elimination mandate, are now provided in the Mandated Cost Manual for 
Community Colleges, available on the SCO’s web site.73  The Mandated Cost Manual contains 
general instructions for claiming under all mandates, with the suggestion that claimants refer to 
the parameters and guidelines and specific claiming instructions, as follows:  

The claiming instructions contained in this manual are issued for the sole purpose 
of assisting claimants with the preparation of claims for submission to the State 
Controller’s Office.  These instructions have been prepared based upon 
interpretation of the State of California statutes, regulations, and parameters and 
guidelines adopted by the Commission on State Mandates.  Therefore, unless 
otherwise specified, these instructions should not be construed in any manner to 
be statutes, regulations, or standards.74 

The SCO submitted pages from the Mandated Cost Manual addressing indirect cost rates, revised 
September 2002, in response to the IRC.75  The SCO also submitted an excerpt of the School 
Mandated Cost Manual revised September 1997, which contained the program-specific 
instructions for the Health Fee Elimination mandate.76  This last document suggests that all 

69 Ibid.  
70  Id.at p. 11. 
71 Exhibit B, SCO’s Comments on IRC, tab 3. 
72 Mandated Cost Manual General Instructions Excerpt 1999-2000. 
73 Exhibit F, Community College Mandated Cost Manual General Instructions Updated 
September 28, 2001.  The same language exists in the Manual updated September 29, 2000 and 
September 30, 2003. 
74 Ibid. 
75 Exhibit B, SCO’s Comments on IRC, tab 3. 
76Exhibit B, SCO’s Comments on IRC, tab 4.  
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community college claiming instructions were, at or near the relevant time period, published in 
the School Mandated Cost Manual.77  Therefore, the reference in the parameters and guidelines 
to the SCO’s claiming instructions necessarily includes the general provisions of the School 
Mandated Cost Manual, and the manual provides ample notice to claimants as to how they may 
properly claim indirect costs.  Claimant’s assertion that “[n]either State law or the parameters 
and guidelines made compliance with the SCO’s claiming instructions a condition of 
reimbursement”78 is therefore not correct.79 

Claimant also argues that because the claiming instructions “were never adopted as law, or 
regulations pursuant to the Administrative Procedure Act, the claiming instructions are merely a 
statement of the ministerial interests of the SCO and not law.”80  In the Clovis case, 81 the SCO’s 
contemporaneous source document rule, or CSDR, was held to be an unenforceable underground 
regulation because it was applied generally against school districts and had never been adopted 
as a regulation under the APA.82  Here, claimant implies the same fault in the claiming 
instructions with respect to indirect cost rates.  But the distinction is that here the parameters and 
guidelines, which were duly adopted at a Commission hearing, require compliance with the 
claiming instructions.  The Commission’s parameters and guidelines are a final, binding 
document,83 and provide notice of the options for claiming indirect costs, pursuant to duly issued 
claiming instructions, which are general and apply to all programs.   

Therefore, the Commission finds that the parameters and guidelines expressly require 
claimants to claim indirect costs in the manner described in the SCO’s the claiming 
instructions, which in turn provide that an indirect cost rate may be developed in 
accordance with federal OMB guidelines or by using the state Form FAM-29C. 

2. Claimant did not comply with the requirements of the claiming instructions in developing 
and applying its indirect cost rate, so the SCO’s adjustment is correct as a matter of law. 

Claimant argues that “there is no requirement in law that the claimant’s indirect cost rate must 
be ‘federally’ approved,” and that “[n]o particular indirect cost rate calculation is required by 
statute.”84  Claimant also argues that “the District has computed its indirect cost rate utilizing 
cost accounting principles from the Office of Management and Budget Circular A-21, and the 
SCO has disallowed it without a determination of whether the product of the District's 

77 Available at: <http://www.sco.ca.gov/Files-ARD-Local/Manuals/ccd_1112_print.pdf.> 
[accessed on July 1, 2014]. 
78 Exhibit A, IRC, at p. 11. 
79 Government Code section 17564(b) was amended by Statutes 2004, chapter 890, to require: 
“Claims for direct and indirect costs filed pursuant to Section 17561 shall be filed in the manner 
prescribed in the parameters and guidelines and claiming instructions.” 
80 Exhibit A, IRC, p. 10.  
81 Clovis Unified School Dist. v. Chiang (Clovis)(2010) 188 Cal.App.4th 794 
82 Id. at page 807. 
83 CSBA v. State, supra, 171 Cal.App.4th 1183, 1201. 
84 Exhibit A, IRC, at p. 9. 
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calculation would, or would not, be excessive, unreasonable, or inconsistent with cost 
accounting principles.”85  In addition, claimant asserts that “the Commission has never specified 
the federal agencies which have the authority to approve indirect cost rates.”86 

The Commission disagrees with the claimant’s interpretation.  As discussed above, the 
Commission’s duly adopted parameters and guidelines require compliance with the SCO’s 
claiming instructions.  The claiming instructions provide two options for claiming indirect costs, 
one of which is using the OMB Circular A-21.  The claiming instructions provide two options 
for claiming indirect costs, one of which is using the OMB Circular A-21.  However, to use this 
option, a claimant must obtain federal approval, which the claimant here did not do.   

The September 2002 claiming instructions, under the heading “Indirect Cost Rate for 
Community Colleges” state:  

A college has the option of using a federally approved rate, utilizing the cost 
accounting principles from Office of Management and Budget Circular A-21 
“Cost Principles for Educational Institutions,” or the Controller’s methodology 
outlined in the following paragraphs.87  If the federal rate is used, it must be from 
the same fiscal year in which the costs were incurred. 

The Controller allows the following methodology for use by community colleges 
in computing an indirect cost rate for state mandates.  The objective of this 
computation is to determine an equitable rate for use in allocating administrative 
support to personnel that performed the mandated cost activities claimed by the 
community college.  This methodology assumes that administrative services are 
provided to all activities of the institution in relation to the direct costs incurred in 
the performance of those activities.  Form FAM-29C has been developed to assist 
community colleges in computing an indirect cost rate for state mandate.88 

The claiming instructions specify that, to use the OMB Circular A-21 option, a claimant must 
obtain federal approval, which the claimant here did not do.  Thus, because claimant did not 
obtain federal approval, the claimant did not comply with the requirements of the claiming 
instructions in developing and applying its indirect cost rate.  Therefore, the SCO’s adjustment 
for overstated indirect costs is correct as a matter of law. 

3. The SCO’s decision to apply the alternative indirect cost rate described in the claiming 
instructions to claimant’s reimbursement claims is not arbitrary, capricious, or entirely 
lacking in evidentiary support. 

In its audit of claimant’s reimbursement claims, the SCO, concluding that the rate was not 
approved and therefore not supported by the parameters and guidelines and the claiming 

85 Id. at pp. 10-11.  
86 Id. at p. 9. 
87 Note that the methodology later outlined is the state Form FAM-29C. 
88 Exhibit B, Controller’s Comments, tab 3, p. 1.  
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instructions, recalculated the indirect cost rate using the alternative state procedure, the “FAM-
29C method,” outlined in the School Mandated Cost Manual.89   

Claimant asserts that “the difference in the claimed and audited methods is in the determination 
of which of those cost elements are direct costs and which are indirect costs.”  Claimant 
continues:  

Indeed, federally ‘approved’ rates which the Controller will accept without further 
action, are ‘negotiated’ rates calculated by the district and submitted for approval 
to federal agencies which are the source of federal programs to which the indirect 
cost rate is to be applied, indicating that the process is not an exact science, but a 
determination of the relevance and reasonableness of the cost allocation 
assumptions made for the method used.90  

Claimant argues that the SCO “made no determination as to whether the method used by the 
District was reasonable, but merely substituted its FAM-29C method for the method reported by 
the District.”  Claimant also argues that the SCO’s decision to recalculate indirect costs by its 
own method “is an arbitrary choice of the SCO, not a ‘finding’ enforceable by fact or law.”91  

The Commission finds that the SCO’s use of the FAM-29C method for calculating indirect costs 
is not arbitrary or capricious.  The FAM-29C method is expressly authorized by the claiming 
instructions.  Although claimant argues that this substitution of methods was arbitrary, based on 
the above analysis, claimant failed to comply with the requirements of the claiming instructions 
with respect to the OMB method of calculating indirect cost rates that it used.  Claimant does not 
assert that the rate calculated was arbitrary; only that it was arbitrary to substitute the state 
method outlined in the claiming instructions for the claimant’s preferred but incorrectly executed 
method. 

Given that claimant did not receive approval for its OMB Circular A-21 indirect cost rate, that 
rate was invalid and applying the Form FAM-29C methodology was effectively the only 
authorized alternative available.  Based on the foregoing, the Commission finds that the SCO’s 
reduction and recalculation of costs based on applying the Form FAM-29C calculation to 
provide an indirect cost rate is correct as a matter of law and was not arbitrary, capricious, or 
entirely lacking in evidentiary support. 

C. The SCO’s Audit Reduction for Health Fee Revenues Authorized To Be Charged is 
Correct as a Matter of Law. 

The SCO reduced the reimbursement claims by $8,807 for fiscal year2000-2001, $111,710 for 
fiscal year 2001-2002, and $74,816 for fiscal year 2002-2003 on the ground that the authorized, 
but uncollected, health service fees should have been deducted as offsetting revenue.92   The 
claimant reported and deducted only the amounts collected rather than the fee revenue authorized 
by statute.   

89 Exhibit B, Controller’s Comments on the IRC, tab 2, pp. 6-7. 
90 Exhibit A, IRC, page 9. 
91 Exhibit A, IRC, page 11. 
92 Exhibit B, SCO’s Comments on IRC, Exhibit D, SCO Final Audit Report dated October 5, 
2005, at pp. 8-11.  
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Claimant argues that the parameters and guidelines only require a claimant to declare offsetting 
revenues that the claimant “experiences,” and that while the fee amount that claimant was 
authorized to impose may have increased for the applicable period, nothing in the Education 
Code made the increase of those fees mandatory.93  Claimants argue that the issue is the 
difference between fees collected and fees collectible.94 

After claimant filed its IRC, the Third District Court of Appeal issued its opinion in Clovis 
Unified, which specifically addressed the issue of whether the SCO properly reduced 
reimbursement claims for state-mandated health services required by the Health Fee Elimination 
program by the maximum fee amount that districts are statutorily authorized to charge students, 
whether or not a district chooses to charge its students those fees (i.e., the “Health Fee Rule).     
As cited by the court, the Health Fee Rule states in pertinent part: 

Eligible claimants will be reimbursed for health service costs at the level of 
service provided in the 1986/87 fiscal year.  The reimbursement will be reduced 
by the amount of student health fees authorized per the Education Code  
[section] 76355.95  (Underline in original.) 

The Health Fee Rule relies on Education Code section 76355(a), which provides in relevant part: 

(a)(1) The governing board of a district maintaining a community college may 
require community college students to pay a fee in the total amount of not more 
than ten dollars ($10) for each semester, seven dollars ($7) for summer school, 
seven dollars ($7) for each intersession of at least four weeks, or seven dollars 
($7) for each quarter for health supervision and services, including direct or 
indirect medical and hospitalization services, or the operation of a student health 
center or centers, or both.   

(a)(2) The governing board of each community college district may increase [the 
health service fee] by the same percentage increase as the Implicit Price Deflator 
for State and Local Government Purchase of Goods and Services.  Whenever that 
calculation produces an increase of one dollar ($1) above the existing fee, the fee 
may be increased by one dollar ($1).96   

Pursuant to the plain language of Education Code section 76355(a)(2), the fee authority given to 
districts automatically increases at the same rate as the Implicit Price Deflator; when that 
calculation produces an increase of one dollar above the existing fee, the fee may be increased by 
one dollar.97   

93 Exhibit A, IRC, at p. 15. 
94 Id. at pp. 15-16. 
95 Clovis Unified School Dist. v. Chiang, supra, 188 Cal.App.4th at page 811. 
96 Education Code section 76355(d)(2) (Stats. 1993, ch. 8 (AB 46); Stats. 1993, ch. 1132 (AB 
39); Stats. 1994, ch. 422 (AB 2589); Stats. 1995, ch. 758 (AB 446); Stats. 2005, ch. 320 (AB 
982)) [Formerly Education Code section 72246(e) (Stats. 1987, ch. 118)]. 
97 See Education Code section 76355 (Stats. 1995, ch. 758 (AB 446)).  The Implicit Price 
Deflator for State and Local Purchase of Goods and Services is a number computed annually 
(and quarterly) by the United States Department of Commerce as part of its statistical series on 
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Claimant argues that the actual increase of the fee imposed upon students requires action of the 
community college district,98 and that “[t]his issue is one of student health fees revenue actually 
received, rather than student health fees which might be collected.”99   

But the court in Clovis Unified upheld, as a matter of law, the SCO’s use of the Health Fee Rule 
to reduce reimbursement claims based on the fees districts are authorized to charge.  In making 
its decision the court noted that its conclusion is consistent with the state mandates process 
embodied in Government Code sections 17514 and 17556(d), and that: 

To the extent a local agency or school district “has the authority” to charge for the 
mandated program or increased level of service, that charge cannot be recovered 
as a state-mandated cost.100  

The court also noted that, “this basic principle flows from common sense as well.  As the SCO 
succinctly puts it, ‘Claimants can choose not to require these fees, but not at the state’s 
expense.’”101   

Additionally, in responding to the community college districts’ argument that, “since the Health 
Fee Rule is a claiming instruction, its validity must be determined solely through the 
Commission’s P&G’s.”102  The court held: 

To accept this argument, though, we would have to ignore, and so would the 
Controller, the fundamental legal principles underlying state-mandated costs.  We 
conclude the Health Fee Rule is valid.103  (Italics added.) 

The claimant here was a party to the Clovis case and is bound by the decision therein under 
principles of collateral estoppel.104   Collateral estoppel applies when (1) the issue necessarily 
decided in the previous proceeding is identical to the one that is currently being decided; (2) the 
previous proceeding terminated with a final judgment on the merits; (3) the party against whom 
collateral estoppel is asserted is a party to or in privity with a party in the previous proceeding; 

measuring national income and product, and is used to adjust government expenditure data for 
the effect of inflation.   
98 Exhibit A, IRC, at p. 15.  
99 Ibid. 
100 Clovis Unified School Dist. v. Chiang, supra, 188 Cal.App.4th at page 812. 
101 Ibid. 
102 Ibid. (Original italics.) 
103 Clovis Unified School Dist. v. Chiang, supra, 188 Cal.App.4th at page 812. 
104 The petitioners in the Clovis case included Clovis Unified School District, El Camino 
Community College District, Fremont Unified School District, Newport-Mesa Unified School 
District, Norwalk-La Mirada Unified School District, Riverside Unified School District, San 
Mateo Community College District, Santa Monica Community College District, State Center 
Community College District, and Sweetwater Union High School District. 
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and (4) the party against whom the earlier decision is asserted had a full and fair opportunity to 
litigate the issue.105  The issue decided by the court is identical to the issue in this IRC.     

Thus, pursuant to the court’s decision in Clovis, the Health Fee Rule used by the SCO to adjust 
reimbursement claims filed by claimants for the Health Fee Elimination program is correct.  
Since the Clovis case is a final decision of the court addressing the merits of the issue presented 
here, the Commission, under principles of stare decisis, is required to apply the rule set forth by 
the court.106   

Accordingly, the Commission finds that the SCO’s adjustment based on the fee revenue 
authorized to be charged is correct as a matter of law. 

V. Conclusion 
Pursuant to Government Code section 17551(d) of the Commission’s regulations, the 
Commission concludes that the SCO’s reduction of claimed costs for indirect costs is correct as a 
matter of law, and not arbitrary, capricious, or entirely lacking in evidentiary support.   

The Commission finds that the audit was conducted within the statute of limitations.  The 
Commission further finds that: 

• Claimant did not comply with the parameters and guidelines and the SCO’s claiming 
instructions in preparing its indirect cost rate without federal approval and, thus, the SCO’s 
reduction and recalculation of indirect costs using another authorized method, in the 
amount of $188,652, is correct as a matter of law and not arbitrary, capricious, or entirely 
lacking in evidentiary support. 

• The SCO’s reduction of the claimant’s reimbursement claims, on the basis of understated 
health fee revenues, in the amount of $195,333, is correct as a matter of law pursuant to the 
court’s ruling in Clovis Unified School Dist. v. Chiang (2010) 188 Cal.App.4th 794, 812. 

Accordingly, the Commission denies this IRC.   

 

105 Roos v. Red (2006) 130 Cal.App.4th 870, 879-880. 
106 Fenske v. Board of Administration (1980) 103 Cal.App.3d 590, 596. 
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I am a resident of the County of Solano and I am over the age of 18 years, and not a party to the 
within action.  My place of employment is 980 Ninth Street, Suite 300, Sacramento, 
California 95814. 

On August 1, 2014, I served the: 

Draft Proposed Decision, Schedule for Comments, and Notice of Hearing 
Health Fee Elimination, 05-4206-I-11  
Education Code Section 76355 
Statutes 1984, Chapter 1, 2nd E.S.; Statutes 1987, Chapter 1118 
Fiscal Years 2000-2001, 2001-2002, and 2002-2003 
El Camino Community College District, Claimant 

by making it available on the Commission’s website and providing notice of how to locate it to 
the email addresses provided on the attached mailing list. 

I declare under penalty of perjury under the laws of the State of California that the foregoing is 
true and correct, and that this declaration was executed on August 1, 2014 at Sacramento, 
California. 

             
____________________________ 
Heidi J. Palchik 

      Commission on State Mandates 
980 Ninth Street, Suite 300 
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August 5, 2014 

Heather Halsey, Executive Director 
Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 

Re: Draft Proposed Decision, Schedule for Comments, and Notice of Hearing 
Health Fee Elimination, 05-4206-I-11 
Education Code Section 76355 
Statutes of 1984, Chapter 1, 2°d E.S.; Statutes of 1987, Chapter 1118 
Fiscal Years 2000-2001, 2001-2002, and 2002-2003 
El Camino Community College District, Claimant 

Dear Ms. Halsey: 

The State Controller's Office has reviewed the Commission on State Mandates' draft 
proposed decision related to the above-referenced incorrect reduction claim filed by El Camino 
Community College District and concurs with the conclusion and recommendation. 

If you have any questions, please contact me at (916) 323-5849. 

JLS/mh 

14393 

S. incerely,yJ/ 

9/n/~ 
/~;,{IM L. SPANO, Chief 

/ Mandated Cost Audits Bureau 
Division of Audits 

MAILING ADDRESS P.O. Box 942850, Sacramento, CA 94250-5874 
SACRAMENTO 3301 C Street, Suite 700, Sacramento, CA 95816 (916) 324-8907 

LOS ANGELES 900 Corporate Center Drive, Suite 200, Monterey Park, CA 91754-7616 (323) 981-6802 

RECEIVED

Commission on
State Mandates

August 05, 2014
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the email addresses provided on the attached mailing list. 

I declare under penalty of perjury under the laws of the State of Californ·a that the foregoing is 
true and correct, and that this declaration was executed on August 6, 2014 at Sacramento, 
California. 

Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 
(916) 323-3562 

488



8/5/2014 Mailing List

http://csm.ca.gov/csmint/cats/print_mailing_list_from_claim.php 1/3

COMMISSION ON STATE MANDATES

Mailing List

Last Updated: 8/5/14

Claim Number: 05-4206-I-11

Matter: Health Fee Elimination

Claimant: El Camino Community College District

TO ALL PARTIES, INTERESTED PARTIES, AND INTERESTED PERSONS:

Each commission mailing list is continuously updated as requests are received to include or remove
any party or person on the mailing list. A current mailing list is provided with commission
correspondence, and a copy of the current mailing list is available upon request at any time. Except
as provided otherwise by commission rule, when a party or interested party files any written material
with the commission concerning a claim, it shall simultaneously serve a copy of the written material
on the parties and interested parties to the claim identified on the mailing list provided by the
commission. (Cal. Code Regs., tit. 2, § 1181.3.)

Socorro Aquino, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-7522
SAquino@sco.ca.gov

Tyler Asmundson, Commission on State Mandates
980 9th Street, Suite 300, Sacramento, CA 95814
Phone: (916) 323-3562
Tyler.Asmundson@csm.ca.gov

Marieta Delfin, State Controller's Office
Division of Accounting and Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-4320
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Donna Ferebee, Department of Finance
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donna.ferebee@dof.ca.gov
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915 L Street, Suite 1280, Sacramento, CA 95814
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JLal@sco.ca.gov

Kathleen Lynch, Department of Finance (A-15)
915 L Street, Suite 1280, 17th Floor, Sacramento, CA 95814
Phone: (916) 445-3274
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Yazmin Meza, Department of Finance
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Yazmin.meza@dof.ca.gov
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Phone: (916) 446-7517
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Andy Nichols, Nichols Consulting
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Phone: (916) 455-3939
andy@nichols-consulting.com

Christian Osmena, Department of Finance
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Phone: (916) 445-0328
christian.osmena@dof.ca.gov
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Claimant Representative
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Kathy Rios, State Controller's Office
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Nicolas Schweizer, Department of Finance
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San Diego 

SixTen and Associates 
Mandate Reimbursement Services 

KEITH B. PETERSEN, President 

5252 Balboa Avenue, Suite 900 
San Diego, CA 92117 
Telephone: (858) 514-8605 
Fax: (858) 514-8645 
www.slxtenandassoctates.com 

September 26, 2014 

Heather Halsey, Executive Director 
Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 

Dear Ms. Halsey: 

RE: CSM 05-4206-1-11 
El Camino Community College District 
Fiscal Years: 2000-01, 2001-02, and 2002-03 
Health Fee Elimination 
Education Code Section 76355 
Statutes of 1984, Chapter 1, 2nd. E.S. 
Statutes of 1987, Chapter 1118 
Incorrect Reduction Claim 

Sacramento 
P.O. Box 340430 

Sacramento, CA 95834-0430 
Telephone: (916) 419-7093 

Fax: (916) 263-9701 
E·Mall: kbpslxten@aol.com 

I have received the Commission Draft Proposed Decision (DPD) dated August 1, 2014, 
for the above-referenced incorrect reduction claim, to which I respond on behalf of the 
District. 

PART A. STATUTE OF LIMITATIONS APPLICABLE TO AUDITS OF ANNUAL 
REIMBURSEMENT CLAIMS 

1. Audit Initiation 

The District asserts that the audit of the FY 2000-01 and FY 2001-02 annual claims 
were not initiated before the expiration of the statute of limitations to commence an 
audit. The District's FY 2000-01 claim was submitted to the Controller on January 14, 
2002, and the FY 2001-02 annual claim was submitted December 30, 2002. Pursuant 
to the then relevant version of Government Code Section 17558.5, (Statutes of 1995, 

RECEIVED

Commission on
State Mandates

September 26, 2014
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Chapter 945, Section 18, operative July 1, 1996) 1, these claims were subject to audit no 
later than December 31, 2004. The Controller asserts that the audit was timely 
commenced: 

SCO's Comment 

We disagree with the district's assertion that the audit and the related adjustment 
of the claims are barred by the statute of limitations. Government Code Section 
17558.5(a), in effect during the audit period, states that district's reimbursement 
claim is subject to an audit no later than two years after the end of the calendar 
year in which the claim is filed or last amended. The claims were filed in January 
2002 and December 2002, respectively. On December 2, 2004, we made phone 
contact with the district's business manager and sent a follow-up letter dated 
December 9, 2004, wherein we agreed to delay the start of the audit until 
January 5, 2005. In both the phone call and the letter, we clearly stated that the 
audit would include the claims filed in the 2002 calendar year. This audit was 
initiated prior to the statutory deadline of December 2004 in which to commence 
an audit. (Audit Report, p. 12) 

The Controller asserts that the December 2004 communications with the District 
initiated the audit rather than the entrance conference in January 2005, which was after 
the 1995 two-year statutory period to start and finish the audit. The Controller's 
apparent measurement date for "initiation" of an audit is different for different audits. 
For this audit, and two audits issued in 2004 for Los Rios Community College District 2

, 

1 First Amendment 

Statutes of 1995, Chapter 945, Section 18, operative July 1, 1996, 
repealed and replaced Section 17558.5, changing only the period of 
limitations: 

"(a) A reimbursement claim for actual costs filed by a local agency or 
school district pursuant to this chapter is subject to audit by the Controller 
no later than two years after the end of the calendar year in which the 
reimbursement claim is filed or last amended. However, if no funds are 
appropriated for the program for the fiscal year for which the claim is 
made, the time for the Controller to initiate an audit shall commence to run 
from the date of initial payment of the claim." 

2 The two Controller's audits which were released before the El Camino 
audit which assert that the telephone contact is the action which "initiates" the audit are: 

Los Rios Community College District, Health Fee Elimination, issued June 24, 
2004. 

493



Heather Halsey, Executive Director 3 September 26, 2014 

the Controller asserts the telephone contact as the initiation date for the audit. In other 
mandate audit reports issued both after the Los Rios audits and after this audit report, 
the Controller states that the entrance conference date initiates the audit. 3 Further, in 
the matter of the Health Fee Elimination audit of North Orange Community College 
District, the draft audit report dated May 6, 2005, included the three fiscal years audited 
by the Controller: FY 2000-01, FY 2001-02, and FY 2002-03. In its response letter 
dated June 15, 2005, North Orange County asserted that the statute of limitations for 
the audit of the FY 2000-01 claim expired December 31, 2003, pursuant to Government 
Code Section 17558.5, because the audit report was issued after that date. In the final 

Los Rios Community College District, Mandate Reimbursement Process, issued 
June 24, 2004. 

3 The following Controller's audit reports were issued after the Los Rios 
audit reports and before the El Camino audit report and specifically state that the 
entrance date is the initiation date for the audit: 

Newport-Mesa Unified School District, School District of Choice, issued August 
31, 2004. 
State Center Community College District, Health Fee Elimination, issued 
September 17, 2004. 
Clovis Unified School District, Graduation Requirements, issued October 22, 
2004. 
San Bernardino Community College District, Health Fee Elimination, issued 
November 10, 2004. 
West Valley-Mission Community College District, Health Fee Elimination, issued 
April 8, 2005. 
Long Beach Community College District, Health Fee Elimination, issued April 27, 
2005. 
North Orange County Community College District, Health Fee Elimination, issued 
July 22, 2005. 
Poway Unified School District, Emergecy Procedures, Earthequakes and 
Disasters, issued August 31, 2005. 

The following Controller's audit reports were issued after the El Camino audit report and 
specifically state that the entrance date is the initiation date for the audit: 

Norwalk-La Mirada Unified School District, School District of Choice, issued 
October 7, 2005. 
Norwalk-La Mirada Unified School District, lntradistrict Attendance, issued 
December 23, 2005. 
Norwalk-La Mirada Unified School District, Collective Bargaining, issued 
December 23, 2005. 
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audit North Orange report dated July 22, 2005, the Controller agreed that FY 2000-01 
was barred from audit, but for another reason, the stated reason being that the "FY 
2000-01 claim was not subject to audit due to the expiration of the statute of limitations 
within which to initiate an audit." The North Orange County audit entrance conference 
date was January 26, 2004, which is the date, according to the Controller, that the audit 
was "initiated." All of the referenced audits are available at the Controller's web site. 
The administrative record for the incorrect reduction claims for the referenced audits is 
available at the Commission web page. 

Given this contradiction in measurement dates, it does not appear that the Controller 
has a single position on this issue, but rather chooses the rule that would yield 
compliance with the 1995 two-year rule. It appears the Controller discarded the pre
entrance conference telephone call/e-mail date rule after the Los Rios audits and then 
reinstated it for this audit, perhaps in order to avoid losing jurisdiction of the first two 
fiscal years. It can therefore be concluded that the Controller has no legal basis for 
their policy on the initiation date of audits. The Commission must make this 
determination. 

However, the Commission makes no explicit finding regarding whether the date of first 
communication or date of the entrance conference commences the audit. Instead, the 
Commission (DPD, 16) asserts that at the time the claims were filed the annual claims 
were subject to the 1995 calendar two-year initiation rule (without defining the date of 
initiation), but that at the time of audit, the statute of limitations had become "enlarged" 
to the 2002 three-year from the date of filing rule4

: 

At the time the reimbursement claims were filed, the reimbursement claims in 
issue would be "subject to audit," pursuant to the 1995 version of section 

' Second Amendment 

Statutes of 2002, Chapter 1128, Section 14.5, operative January 1, 2003, 
amended Section 17558.5 to state: 

"(a) A reimbursement claim for actual costs filed by a local agency or 
school district pursuant to this chapter is subject to the initiation of an 
audit by the Controller no later than two three years after the end of the 
ealendar ~ear in nhieh the date that the actual reimbursement claim is 
filed or last amended, whichever is later. However, if no funds are 
appropriated or no payment is made to a claimant for the program for the 
fiscal year for which the claim is nttlde filed, the time for the Controller to 
initiate an audit shall commence to run from the date of initial payment of 
the claim." 
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17558.5, within two years after the end of the calendar year that the 
reimbursement claim was filed. However, pursuant to the Douglas Aircraft case, 
"[u]nless a statute expressly provides to the contrary, any enlargement of a 
statute of limitations provision applies to matters pending but not already barred." 
Therefore, in this case, the 2002 amendment to section 17558.5 became 
effective on January 1, 2003, when the audit period for both reimbursement 
claims was still pending and not yet barred under the prior statute. The 2002 
statute, which enlarged the statute of limitations to three years after the date the 
actual reimbursement claim is filed or last amended, would control, and gives the 
SCO additional time to initiate the audit. The SCO therefore had until January 
14, 2005 to initiate the audit of the 2000-2001 reimbursement claim, and had 
until December 30, 2005, to initiate the 2001-2002 reimbursement claim. Since 
the audit was initiated "no later than January 5, 2005," when the entrance 
conference was held, the audit was timely initiated. 

The Commission analysis fails on the facts. Government Code section 17558.5 is 
specific to administrative claims, not civil actions, and needs no further interpretation by 
analogy. For the enlargement issue to operate, again misapplying a civil action 
concept, there has to be a "matter pending" and not barred. If the matter is the filed 
claim, the claimant accomplished all that was necessary by timely filing the claim, thus 
nothing was pending. If the "matter" is the Controller's audit, it was barred by the 1995 
law and therefore could not be "pending." Further, the alleged "enlargement" works a 
benefit for the Controller, but is a post-facto reduction of the previous statutory right of 
the claimant extant at the time of claim filing to be exposed to audit (and thus record 
retention requirements) for a shorter period. The Commission incorrectly applies the 
concept of enlargement to the extension of relief to a state agency rather than its effect 
as an impairment of previous rights to the claimants. The Commission cites cases that 
allow the Legislature to retroactively curtail the rights of state agencies, but none that 
allow post-facto impairment of claimants' rights. 

2. Audit Completion 

It is uncontested here that an audit is complete only when the final audit report is 
issued. The District asserts that the FY 2000-01 annual claim (filed January 14, 2002) 
and FY 2001-02 annual claim (filed December 30, 2002) were beyond the statute of 
limitations for completion of the audit (December 31, 2004) when the Controller 
completed its audit on October 5, 2005. 

The Commission (DPD, 16-17) asserts that the 1995 version of Section 17558.5 "did 
not have a statutory deadline for the completion of an audit," and citing in footnote 61 
the Cedar-Sinai Medical Center decision, proposes that claimants rely upon the 
defense of !aches. Again, this is a misapplication of a decision in a civil matter. The 
Commission seems to be asserting that the Controller was required under common law 
to complete the audit within a reasonable period of time without regard to the positive 
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law of the legislature's statute of limitations. Reliance on the reasonableness of the 
actual length of the audit period process would mean in practice that the determination 
of a reasonable audit completion date would become a question of fact for every audit, 
which is contrary to the concept of a statute of limitations. 

The Commission's reliance on the equitable concept of laches is troublesome. Cases 
in law are governed by statutes of limitations, which are laws that determine how long a 
person has to file a lawsuit before the right to sue expires. Laches is the equitable 
equivalent of statutes of limitations. However, unlike statutes of limitations, laches 
leaves it up to the adjudicator to determine, based on the unique facts of the case, 
whether a plaintiff has waited too long to seek relief. Here there is no issue as to 
whether the District has been tardy in seeking relief. The incorrect reduction claim, the 
statutory form of relief from an audit, was timely-filed according to the statute. 

Laches is a defense to a proceeding in which a plaintiff seeks equitable relief. Cases in 
equity are distinguished from cases at law by the type of remedy, or judicial relief, 
sought by the plaintiff. Generally, law cases involve a problem that can be solved by the 
payment of monetary damages. Equity cases involve remedies directed by the court 
against a party. An incorrect reduction claim is explicitly a matter of money due the 
claimant. The District is not seeking an injunction, where the court orders a party to do 
or not to do something; declaratory relief, where the court declares the rights of the two 
parties to a controversy; or an accounting, where the court orders a detailed written 
statement of money owed, paid, and held. 

The Commission has not indicated that it has jurisdiction for equitable remedies. 
Therefore a Commission finding that there is no evidence of an unreasonable delay in 
the completion of the audit is without jurisdiction or consequence and simply irrelevant. 
Or, if the Commission is suggesting that claimant resort to the courts for an equitable 
remedy on the issue of statute of limitations, that is contrary to fact that the Government 
Code establishes primary jurisdiction to the Commission for audit disputes, that is, the 
incorrect reduction claim process. 

Having concluded that there was no statutory time limit to finish an audit until the 2004 
amendment to Section 17558.55

, and that (DPD, 17) "the restriction in the new law 

5 Third Amendment 

Statutes of 2004, Chapter 890, Section 18, operative January 1, 2005 
amended Section 17558.5 to state: 

"(a) A reimbursement claim for actual costs filed by a local agency or 
school district pursuant to this chapter is subject to the initiation of an 
audit by the Controller no later than three years after the date that the 
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becomes effective immediately upon the operative date of the change in law for all 
pending claims," the Commission then concludes that the audit was completed within 
the 2004 two-year period allowed to complete an audit, in this case, January 5, 2007 
(DPD, 18), which would seem to endorse, without an explicit finding, that an audit 
commences on the entrance conference date (which would decide the initiation date 
issue above). This is a misapplication of the law to the facts. If the matter is the filed 
claim, the claimant accomplished all that was necessary by timely filing the claim, thus 
nothing was pending. If the "matter" is the Controller's audit, it was barred by the 1995 
law and therefore could not be "pending." 

The adjudication of the audit completion date should end with the 1995 version of 
Section 17558.5. Section 17558.5 was amended two more times after the FY 2000-01 
and FY 2001-02 annual claims were filed. As a matter of law, these amendments are 
not relevant to the determination of statute of limitations for the FY 2000-01 and FY 
2001-02 annual claims, so reliance upon the language of the subsequent amendments 
as a declaration of retroactively consistent legislative policy, or intent, or a source of 
enlargement, is without foundation. Regardless, the Commission concludes that its 
interpretation of the significance of the second sentence in the 1995 version is 
supported by the 2002 amendment to Section 17558.5 which extends the audit initiation 
period to three years. The 2002 amendment provides no new information about the 
audit completion date. The 2004 amendment to Section 17558.5 does establish a two
year limit to complete a timely filed audit based on date of audit initiation, not based on 
the date of claim filing. The 2004 amendment to Section 17558.5 is definitive to the 
issue of when the audit completion period was first placed in statute, but it is of no 
assistance to resolve the 1995 issue. 

There is no objective basis or evidence in the record to conclude that the period of time 
allowed to complete an audit is contingent on the notice provision as to when the audit 
can commence. The cases cited by the Commission speak to the issue of commencing 
an audit and the extension of that time by future changes to the statute of limitations. 
These are not relevant to the issue of the completion of the audit. The Commission 
cites no cases contradicting the practical requirement that completion is measured by 
the date of the audit report. 

If, as the Commission asserts, that the first amended version establishes no statutory 

actual reimbursement claim is filed or last amended, whichever is later. 
However, if no funds are appropriated or no payment is made to a 
claimant for the program for the fiscal year for which the claim is filed, the 
time for the Controller to initiate an audit shall commence to run from the 
date of initial payment of the claim. In any case, an audit shall be 
completed not later than two years after the date that the audit is 
commenced." 
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time limit to complete a timely commenced audit, Section 17558.5 becomes absurd. 
Once timely commenced, audits could remain unfinished for years either by intent or 
neglect and the audit findings revised at any time. Thus, the claimant's document 
retention requirements would become open-ended and eventually punitive. Statutes of 
limitations are not intended to be open-ended; they are intended to be finite, that is, a 
period of time measured from an unalterable event, and in the case of the 1995 version 
of the code, it is the filing date of the annual claim. 

PART B. APPLICATION OF AN INDIRECT COST RATE 

The audit asserts that the District overstated its indirect cost rates and costs in the 
amount of $188,652 for the audit period. This finding is based upon the Controller's 
statement that the district did not obtain federal approval for its indirect cost rate 
proposals (ICRPs), a stated requirement of the Controller's claiming instructions. 

The threshold Commission conclusion is that claimants must comply with the 
Controller's claiming instructions and that the Controller's use of its own instructions 
and forms to recalculate the indirect cost rates was not arbitrary and correct as a matter 
of law. The District asserts that the Controller's claiming instructions are not alone 
enforceable as a matter of law as they are not regulations nor were they adopted 
pursuant to the administrative rulemaking process required to enforce agency manuals 
and instructions, as did the Clovis Court.6 

6 From the Clovis Appellate Court Decision (4): 

"Once the Commission determines that a state mandate exists, it adopts 
regulatorv "[P]arameters and [G]uidelines" (P&G's) to govern the state-mandated 
reimbursement. (§ 17557.) The Controller, in turn, then issues nonregulatorv 
"[C)laiming [l)nstructions" for each Commission-determined mandate; these 
instructions must derive from the Commission's test claim decision and its 
adopted P&G's. (§ 17558.) Claiming Instructions may be specific to a particular 
mandated program, or general to all such programs." Emphasis added. 

From the Clovis Appellate Court Decision (15): 

"Given these substantive differences between the Commission's pre-May 27, 
2004 SDC P&G's and the Controller's CSDR, we conclude that the CSDR 
implemented, interpreted or made specific the following laws enforced or 
administered by the Controller: the Commission's pre-May 27, 2004 P&G's for 
the SOC Program(§ 17558 [the Commission submits regulatorv P&G's to the 
Controller, who in turn issues nonrequlatorv Claiming Instructions based 
thereon]; and the Controller's statutory authority to audit state-mandated 
reimbursement claims (§ 17561,subd. (d)(2))." Emphasis added. 
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The Controller has never asserted that its claiming instructions are alone legally 
enforceable. The Community College Mandated Cost Manual General Instructions 
revised or updated September 29, 2000, September 28, 2001, and September 30, 
2003 included the following language (DPD, 19): 

The claiming instructions contained in this manual are issued for the sole 
purpose of assisting claimants with the preparation of claims for submission to 
the State Controller's Office. These instructions have been prepared based upon 
interpretation of the State of California statutes, regulations, and parameters and 
guidelines adopted by the Commission on State Mandates. Therefore, unless 
otherwise specified, these instructions should not be construed in any manner to 
be statutes, regulations, or standards. 

Therefore, any documentation standards or cost accounting formulas published in the 
claiming instructions, to be enforceable, must derive from another source. However, 
there are no cost accounting standards for calculating the indirect cost rate for the 
Health Fee Elimination mandate published anywhere except the Controller's claiming 
instructions. 

Regardless of the lack of legal sources for the indirect cost rate calculation, the 
Commission asserts (DPD, 20): because "the reference in the parameters and 
guidelines to the Controller's claiming instructions necessarily includes the general 
provisions of the School Mandated Cost Manual, and the manual provides ample notice 
to claimants as to how they may properly claim indirect costs," and because the 
parameters and guidelines (DPD, 20) "which were duly adopted at a Commission 
hearing, require compliance with the claiming instructions," that (DPD, 20) claimants are 
required "to claim indirect costs in the manner described in the SCO's the claiming 
instructions." To the contrary, claiming indirect costs is not conditional on the claiming 
instruction methods. Colleges "may" claim indirect costs, or any other eligible cost, on 
every mandate, not just Health Fee Elimination. The Commission's attribution of the 
conditional "may" to the ultimate decision to claim indirect costs, rather than the 
subsequent discretionary choice to use claiming instructions method, is gratuitous. 

The District agrees that the parameters and guidelines have the force of law, but that it 
does not extend by mere reference to the general or specific claiming instructions for 
Health Fee Elimination. Neither the Commission nor the Controller has ever adopted 
the Controller's claiming instructions pursuant the process required by the regulations 
relevant to the Commission or the Administrative Procedure Act relevant to the 
Controller, nor has the Commission ever before stated that parameters and guidelines 
are subordinate to the Controller's claiming instructions. The Controller's use of the 
FAM-29C method for audit purposes is a standard of general application without 
appropriate state agency rulemaking and is therefore unenforceable (Government Code 
Section 11340.5). The formula is not an exempt audit guideline (Government Code 
Section 11340.9(e)). State agencies are prohibited from enforcing underground 
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regulations. If a state agency issues, enforces, or attempts to enforce a rule without 
following the Administrative Procedure Act, when it is required to, the rule is called an 
"underground regulation." Further, the audit adjustment is a financial penalty against 
the District, and since the adjustment is based on an underground regulation, the 
formula cannot be used for the audit adjustment (Government Code Section 11425.50). 

Somehow the "assistance" provided by the claiming instructions has become a 
requirement even though the parameters and guidelines use the word "may." The 
Commission now has concluded that the contents of the claiming instructions are as a 
matter of law derivative of the authority of the parameters and guidelines, without 
benefit of a legal citation for this leap of jurisprudence. Assuming for argument that the 
leap can be made, would that derivative authority continue for any changes made to the 
claiming instructions after the adoption of the 1989 parameters and guidelines, that is, 
an open-ended commitment of the Commission's authority to the Controller who can 
make changes without reference to the Commission process? Is this derivative 
authority limited to Health Fee Elimination or applicable to all mandates? 

Note that the Heath Fee Elimination parameters and guidelines were amended on 
January 29, 2010. However, the indirect cost rate language remained the same: 

3. Allowable Overhead Cost 

Indirect costs may be claimed in the manner described by the State 
Controller in his claiming instructions. 

The Commission has had numerous opportunities to clarify its intent and language 
regarding the indirect cost rate calculation methods and resolve or avoid the delegation 
and derivation issue. For example, and by contrast, the parameters and guidelines 
language for the new college mandate Cal Grants, adopted on the same date as the 
January 29, 2010, amendment for Health Fee Elimination, has the needed specific and 
comprehensive language: 

B. Indirect Cost Rates 

Indirect costs are costs that have been incurred for common or joint purposes. 
These costs benefit more than one cost objective and cannot be readily 
identified with a particular final cost objective without effort disproportionate to 
the results achieved. After direct costs have been determined and assigned to 
other activities, as appropriate, indirect costs are those remaining to be allocated 
to benefited cost objectives. A cost may not be allocated as an indirect cost if 
any other cost incurred for the same purpose, in like circumstances, has been 
claimed as a direct cost. 

Indirect costs include: (a) the indirect costs originating in each department or 
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agency of the governmental unit carrying out state mandated programs, and (b) 
the costs of central governmental services distributed through the central service 
cost allocation plan and not otherwise treated as direct costs. 

Community colleges have the option of using: (1) a federally approved rate, 
utilizing the cost accounting principles from the Office of Management and 
Budget Circular A-21, "Cost Principles of Educational Institutions"; (2) the rate 
calculated on State Controller's Form FAM-29C; or (3) a 7% indirect cost rate. 

This language in the parameters and guidelines for Cal Grants makes the Controller's 
guidance on the suggested three choices of indirect cost calculation methods legally 
enforceable. The Commission properly adopted this language within the scope of their 
regulatory discretion and has utilized it in new program college mandate parameters 
and guidelines since at least 2002. However, this language has never been adopted by 
the Commission for Health Fee Elimination. 

In the absence of legally enforceable claiming instructions, rules or methods, or 
standards or specific language in the parameters and guidelines for the indirect cost 
rate calculation, the remaining standard is Government Code Section 17561. No 
particular indirect cost rate calculation method is required by law. Government Code 
Section 17561(d)(2) requires the Controller to pay claims, provided that the Controller 
may audit the records of any school district to verify the actual amount of the mandated 
costs, and may reduce any claim that the Controller determines is excessive or 
unreasonable. The Controller is authorized to reduce a claim if the Controller 
determines the claim to be excessive or unreasonable. Here, the District computed 
indirect cost rates utilizing cost accounting principles from the Office of Management 
and Budget Circular A-21, and the Controller has disallowed the rates without a 
determination of whether the product of the District's calculation is excessive, 
unreasonable, or inconsistent with cost accounting principles. 

There is no rebuttable presumption for this mandate that the Controller's methods are 
per se the only reasonable method. The Controller made no determination as to 
whether the method used by the District was reasonable or not, but merely substituted 
the Controller's method for the method used by the Districts. The substitution of the 
Controller's method is an arbitrary choice of the auditor, not a "finding" enforceable 
either by fact or law. In order to move forward with the adjustment, the burden of proof 
is on the Controller to prove that the District's calculation is unreasonable. Indeed, 
federally "approved" rates which the Controller will accept without further action, are 
"negotiated" rates calculated by the district and submitted for approval, indicating that 
the process is not an exact science, but a determination of the relevance and 
reasonableness of the cost allocation assumptions made for the method used. Neither 
the Commission nor the Controller can assume that the Controller's calculation 
methods are intrinsically more accurate and the Commission cannot shift that burden or 
create the presumption to the contrary where none is present in law. 
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PARTC. UNDERSTATED OFFSETTING REVENUES 

This finding is the result of the Controller's recalculation of the student health services 
fees which may have been "collectible" which was then compared to the District's 
student health fee revenues actually received, resulting in a total adjustment of 
$195,333 for the audit period. The Controller computed the total student health fees 
collectible based on state rates while the District reported actual fees collected. 

The Commission (DPD, 23) finds that the correct calculation and application of 
offsetting revenue from student health fees have been resolved by the Clovis Unified 
decision, and that the reduction is correct as a matter of law: 

After claimant filed its IRC, the Third District Court of Appeal issued its opinion in 
Clovis Unified, which specifically addressed the issue of whether the SCO 
properly reduced reimbursement claims for state-mandated health services 
required by the Health Fee Elimination program by the maximum fee amount that 
districts are statutorily authorized to charge students, whether or not a district 
chooses to charge its students those fees (i.e., the "Health Fee Rule). As cited 
by the court, the Health Fee Rule states in pertinent part: 

Eligible claimants will be reimbursed for health service costs at the level of 
service provided in the 1986/87 fiscal year. The reimbursement will be 
reduced by the amount of student health fees authorized per the 
Education Code [section] 76355. (Underline in original.) 

The District agrees that claimants and state agencies are bound to apply the Health 
Fee Rule as decided law and that this extends to retroactive fiscal years still within the 
Commission's or Controller's jurisdiction. 

On October 27, 2011, the Commission adopted a consolidated statement of decision 
for seven Health Fee Elimination incorrect reduction claims. The statement of decision 
for these seven districts included issues presented in this current incorrect reduction 
claim. The application of the Health Fee Rule, as determined by the Commission's 
October 27, 2011, statement of decision, however, involves two factual elements: the 
number of exempt students and the specific enrollment statistics for each semester. 
That decision approved the Controller's use of specific Community College Chancellor's 
MIS data to obtain these enrollment amounts. That approved method is stated in the 
more recent HFE audits as: 

FINDING- Understated authorized health service fees 

We obtained student enrollment data from the CCCCO. The CCCCO identified 
enrollment data from its management information system (MIS) based on 
student data that the district reported. CCCCO identified the district's enrollment 

503



Heather Halsey, Executive Director 13 September 26, 2014 

based on its MIS data element STD7, codes A through G. CCCCO eliminated 
any duplicate students based on their Social Security numbers. Cited from the 
October 19, 2012 HFE Audit Report for State Center CCD. Available at the 
Controller's web site. 

For this audit, completed October 5, 2005, well before the October 27, 2011, 
Commission decision, the source of the enrollment statistics used by the auditor was 
different: 

FINDING 3- Understated authorized health fee revenues claimed 

The district is incorrect when it states that we used student enrollment and Board 
of Governors Grants (BOGG) waiver counts based on data from the office of 
Chancellor of the Community Colleges. As mentioned above, the district did not 
use the actual number of student counts and BOGG waiver counts in its 
reporting of the health fee revenue. We recalculated the authorized health fees 
the district was authorized to collect using the district's Student Enrollment 
Reports and the BOGG Detail Reports dated January 2005 through March 2005. 
Audit report, p. 11. 

Therefore, to properly implement the Health Fee Rule, it will be necessary for the 
Controller to utilize the statistics approved by the October 27, 2011, decision. Until 
then, the Commission's ultimate conclusion that the adjustments here are not arbitrary 
or lacking in evidentiary support is unfounded. 

CERTIFICATION 

By my signature below, I hereby declare, under penalty of perjury under the laws of the 
State of California, that the information in this submission is true and complete to the 
best of my own knowledge or information or belief, and that any attached documents 
are true and correct copies of documents received from or sent by the District or state 
agency which originated the document. 

Executed on September , 2014, at Sacramento, California, by 
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material on the parties and interested parties to the claim identified on the mailing list provided by
the commission. (Cal. Code Regs., tit. 2, § 1181.3.)

Socorro Aquino, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-7522
SAquino@sco.ca.gov

Tyler Asmundson, Commission on State Mandates
980 9th Street, Suite 300, Sacramento, CA 95814
Phone: (916) 323-3562
Tyler.Asmundson@csm.ca.gov

Marieta Delfin, State Controller's Office
Division of Accounting and Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-4320
mdelfin@sco.ca.gov

Janice Ely, Business Manager, El Camino Community College District
16007 Crenshaw Blvd., Torrance, CA 90506
Phone: (310) 660-3593
jely@elcamino.edu

Donna Ferebee, Department of Finance
915 L Street, Suite 1280, Sacramento, CA 95814
Phone: (916) 445-3274
donna.ferebee@dof.ca.gov

Susan Geanacou, Department of Finance 
915 L Street, Suite 1280, Sacramento, CA 95814
Phone: (916) 445-3274
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susan.geanacou@dof.ca.gov

Ed Hanson, Department of Finance
Education Systems Unit, 915 L Street, 7th Floor, 915 L Street, 7th Floor, Sacramento, CA
95814
Phone: (916) 445-0328
ed.hanson@dof.ca.gov

Cheryl Ide, Associate Finance Budget Analyst, Department of Finance
Education Systems Unit, 915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
Cheryl.ide@dof.ca.gov

Jill Kanemasu, State Controller's Office
Division of Accounting and Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-9891
jkanemasu@sco.ca.gov

Jay Lal, State Controller's Office (B-08)
Division of Accounting & Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324-0256
JLal@sco.ca.gov

Kathleen Lynch, Department of Finance (A-15)
915 L Street, Suite 1280, 17th Floor, Sacramento, CA 95814
Phone: (916) 445-3274
kathleen.lynch@dof.ca.gov

Yazmin Meza, Department of Finance
915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
Yazmin.meza@dof.ca.gov

Robert Miyashiro, Education Mandated Cost Network
1121 L Street, Suite 1060, Sacramento, CA 95814
Phone: (916) 446-7517
robertm@sscal.com

Andy Nichols, Nichols Consulting
1857 44th Street, Sacramento, CA 95819
Phone: (916) 455-3939
andy@nichols-consulting.com

Christian Osmena, Department of Finance
915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
christian.osmena@dof.ca.gov

Keith Petersen, SixTen & Associates
Claimant Representative
P.O. Box 340430, Sacramento, CA 95834-0430
Phone: (916) 419-7093
kbpsixten@aol.com

Sandra Reynolds, Reynolds Consulting Group,Inc.
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P.O. Box 894059, Temecula, CA 92589
Phone: (951) 303-3034
sandrareynolds_30@msn.com

Kathy Rios, State Controller's Office
Division of Accounting and Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324-5919
krios@sco.ca.gov

Nicolas Schweizer, Department of Finance
Education Systems Unit, 915 L Street, 7th Floor, 915 L Street, 7th Floor, Sacramento, CA
95814
Phone: (916) 445-0328
nicolas.schweizer@dof.ca.gov

David Scribner, Max8550
2200 Sunrise Boulevard, Suite 240, Gold River, CA 95670
Phone: (916) 852-8970
dscribner@max8550.com

Jim Spano, Chief, Mandated Cost Audits Bureau, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 323-5849
jspano@sco.ca.gov

Dennis Speciale, State Controller's Office
Division of Accounting and Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324-0254
DSpeciale@sco.ca.gov
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B. Indirect Cost 

Indirect costs are: (a) Incurred for a common or joint purpose benefiting more than one cost 
objective, and (b) not readily assignable to the cost objectives specifically benefited, without 
effort disproportionate to the results achieved. Indirect costs can originate in the department 
performing the mandate or in departments that supply the department performing the mandate 
with goods, services and facilities. As noted previously, in order for a cost to be allowable, it 
must be allocable to a particular cost objective. With respect to indirect costs, this requires that 
the cost be distributed to benefiting cost objectives on bases which produce an equitable result 
in relation to the benefits derived by the mandate. 

(1) Indirect Costs for Schools 

School districts and county superintendents of schools may claim indirect costs incurred for 
mandated costs. For fiscal years prior to 1986-87, school districts and county 
superintendents of schools may use the Department of Education Form Nos. J41A or J-
73A, respectively, applicable to the fiscal year of the claim. The rate, however, must not be 
applied to items of direct costs claimed in complying with the mandate if those same costs 
are included in cost centers identified as General Support (i.e., EDP Codes 400, 405, 410 
in Column 3). For the 1986-87 and subsequent fiscal years, school districts and county 
superintendents of schools may use the Annual Program Cost Data Report, Department of 
Education Form Nos. J-380 or J-580, respectively, applicable to the fiscal year of the claim. 

The amount of indirect costs the claimant is eligible to claim is computed by multiplying the 
rate by direct costs. When applying the rate, multiply the rate by direct costs not included in 
total support services EDP No. 422 of the J-380 or J-580. If there are any exceptions to this 
general rule for applying the indirect cost rate, they will be found in the individual mandate 
instructions . 

(2) Indirect Cost Rate for Community Colleges 

A college has the option of using a federally approved rate, utilizing the cost accounting 
principles from Office of Management and Budget Circular A-21 "Cost Principles for 
Educational Institutions," or the Controller's methodology outlined in the following 
paragraphs. If the federal rate is used, it must be from the same fiscal year in which the 
costs were incurred. 

The Controller allows the following methodology for use by community colleges in 
computing an indirect cost rate for state mandates. The objective of this computation is to 
determine an equitable rate for use in allocating administrative support to personnel that 
performed the mandated cost activities claimed by the community college. This 
methodology assumes that administrative services are provided to all activities of the 
institution in relation to the direct costs incurred in the performance of those activities. Form 
FAM-29C has been developed to assist the community college in computing an indirect 
cost rate for state mandates. Completion of this form consists of three main steps: 

• The elimination of unallowable costs from the expenses reported on the financial 
statements. 

• The segregation of the adjusted expenses between those incurred for direct and 
indirect activities. 

• The development of a ratio between the total indirect expenses and total direct 
expenses incurred by the community college. 

Revised 9/01 Filing a Claim, Page 7 
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The computation is based on total expenditures as reported in "California Community 
Colleges Annual Financial and Budget Report, Expenditures by Activity (CCFS-311 )." 
Expenditures classified by activity are segregated by the function they serve. Each function 
may include expenses for salaries, fringe benefits, supplies, and capital outlay. OMB 
Circular A-21 requires expenditures for capital outlays to be excluded from the indirect cost 
rate computation. 

Generally, a direct cost is one incurred specifically for one activity, while indirect costs are 
of a more general nature and are incurred for the benefit of several activities. As previously 
noted, the objective of this computation is to equitably allocate administrative support costs 
to personnel that perform mandated cost activities claimed by the college. For the purpose 
of this computation we have defined indirect costs to be those costs which provide 
administrative support to personnel who perform mandated cost activities. We have defined 
direct costs to be those indirect costs that do not provide administrative support to 
personnel who perform mandated cost activities and those costs that are directly related to 
instructional activities of the college. Accounts that should be classified as indirect costs 
are: Planning and Policy Making, Fiscal Operations, General Administrative Services, and 
Logistical Services. If any costs included in these accounts are claimed as a mandated 
cost, i.e., salaries of employee performing mandated cost activities, the cost should be 
reclassified as a direct cost. Accounts in the following groups of accounts should be 
classified as direct costs: Instruction, Instructional Administration, Instructional Support 
Services, Admissions and Records, Counseling and Guidance, Other Student Services, 
Operation and Maintenance of Plant, Community Relations, Staff Services, Non
instructional Staff-Retirees' Benefits and Retirement Incentives, Community Services, 
Ancillary Services and Auxiliary Operations. A college may classify a portion of the 
expenses reported in the account Operation and Maintenance of Plant as indirect. The 
claimant has the option of using a 7% or a higher expense percentage is allowable if the 
college can support its allocation basis. 

The rate, derived by determining the ratio of total indirect expenses and total direct 
expenses when applied to the direct costs claimed, will result in an equitable distribution of 
the college's mandate related indirect costs. An example of the methodology used to 
compute an indirect cost rate is presented in Table 4. 

Filing a Claim, Page 8 

• 

• 

510



State of California School Mandated Cost Manual

Revised 9/02 Filing a Claim, Page 1

FILING A CLAIM
1. Introduction

The law in the State of California provides for the reimbursement of costs incurred by local
agencies and school districts for costs mandated by the State. Costs mandated by the State means
any increased costs which a local agency or school district is required to incur after July 1, 1980, as
a result of any statute enacted after January 1, 1975, or any executive order implementing such
statute which mandates a new program or higher level of service of an existing program.

Estimated claims that show costs to be incurred in the current fiscal year and reimbursement claims
that detail the costs actually incurred for the prior fiscal year may be filed with the State Controller's
Office (SCO). Claims for on-going programs are filed annually by January 15. Claims for new
programs are filed within 120 days from the date claiming instructions are issued for the program. A
penalty is assessed for late claims. The SCO may audit the records of any local agency or school
district to verify the actual amount of mandated costs and may reduce any claim which is excessive
or unreasonable.

When a program has been reimbursed for three or more years, the Commission On State
Mandates (COSM) may approve the program for inclusion in the State Mandates Apportionment
System (SMAS). For programs included in SMAS, the SCO determines the amount of each
claimant's entitlement based on an average of three consecutive fiscal years of actual costs
adjusted by any changes in the implicit price deflator. Claimants with an established entitlement
receive an annual apportionment adjusted by any changes in the implicit price deflator and, under
certain circumstances, by any changes in workload. Claimants with an established entitlement do
not file further claims for the program.

The SCO is authorized to make payments for costs of mandated programs from amounts
appropriated by the State Budget Act, by the State Mandates Claims Fund, or by specific
legislation. In the event the appropriation is insufficient to pay claims in full, claimants will receive
prorated payments in proportion to the dollar amount of approved claims for the program. Balances
of prorated payments will be made when supplementary funds are made available.

The instructions contained in this manual are intended to provide general guidance for filing a
mandated cost claim. Since each mandate is administered separately, it is important to refer to the
specific program for information relating to established policies on eligible reimbursable costs.

2. Types of Claims

A claimant may file a reimbursement claim for mandated costs incurred during the previous fiscal
year or may file an estimated claim for mandated costs to be incurred during the current fiscal year.
For mandates included in SMAS, a claimant who had established a base year entitlement would
automatically be reimbursed by the SCO for the mandate.

All claims received by the SCO will be reviewed to verify costs. Adjustments to the claims will be
made if the amounts claimed are determined to be excessive, improper, or unreasonable. Claims
must be filed with sufficient documentation (if required in claiming instructions) to support the costs
claimed. The types of documentation required to substantiate a claim are identified in the "Cost
Elements of a Claim" section of this manual. The certification on Form FAM-27 must be signed and
dated by the entity's authorized officer in order for the SCO to make payment on the claim.

A. Reimbursement Claim

A reimbursement claim is defined by Government Code Section (GC §) 17522 as any claim for
costs incurred by a local agency or school district and filed with the SCO against an
appropriation made for the purpose of paying the claim.
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•  A claimant may file an annual reimbursement claim by January 15 following the fiscal year
in which costs were incurred for an on-going program. A reimbursement claim must detail
the costs actually incurred for a fiscal year. The claim must include supporting
documentation if required in claiming instruction to substantiate the costs claimed.

•  Prior to January 1, 1990, if a claimant submitted an otherwise valid reimbursement claim
after the deadline, the Controller would have paid the claim in an amount equal to 80
percent of the amount that would have been paid had the claim been timely filed. Any
reimbursement claim submitted more than one year after the deadline would not be paid.

•  After January 1, 1990, the late penalty provision was changed by Chapter 589/89. Any
reimbursement claim with a filing deadline that is after January 1, 1990, will be reduced by
10 percent of the approved costs, but not to exceed $1,000 if it is filed after the deadline.

•  Any reimbursement claim submitted more than one year after the deadline will not be paid.

•  As added by Chapter 643/99, on October 10, 1999, all initial claims for all fiscal years
required to be filed on their initial filing date for a state-mandated local program shall be
considered as one claim for the purpose of computing any late claim penalty.

B. Estimated Claim

An estimated claim is defined by GC § 17522 as any claim filed with the SCO during the fiscal
year in which the mandated costs are to be incurred by the local agency or school district
against an appropriation made to the SCO for the purpose of paying those costs.

•  A claimant may file an estimated claim for mandated costs to be incurred during the fiscal
year. Estimated claims are due by January 15 of the fiscal year in which the costs are to be
incurred or by a date specified in the claiming instructions. After having received payment
for an estimated claim, the claimant must file a reimbursement claim by January 15 of the
following fiscal year. The reimbursement claim must detail the actual costs incurred for the
fiscal year in which the estimated claim was filed. If actual costs are greater than or less
than the estimated claim, the balance is either the amount due to the claimant or due from
the claimant.

C. Entitlement Claim

An entitlement claim is defined by GC § 17522 as any claim filed by a local agency or school
district with the SCO for the sole purpose of establishing or adjusting a base year entitlement
for a mandate that has been included in SMAS. School mandates included in SMAS are listed
in Appendix A.

Once a mandate has been included in SMAS and the claimant has established a base year
entitlement, the claimant will receive automatic payments from the SCO for the mandate. The
automatic apportionment is determined by adjusting the claimant's base year entitlement for
changes in the implicit price deflator of costs of goods and services to governmental agencies,
as determined by the State Department of Finance. For programs approved by the COSM for
inclusion in SMAS on or after January 1, 1988, the payment for each year succeeding the three
year base period is adjusted according to any changes by both the deflator and average daily
attendance. Annual apportionments for programs included in the system are paid on or before
November 30 of each year.

•  A base year entitlement is determined by computing an average of the claimant's costs for
fiscal years 1982-83, 1983-84, 1984-85 or any three consecutive years thereafter. The
amount is first adjusted according to any changes in the deflator. The deflator is applied
separately to each year's costs for the three years, which comprise the base year. The
SCO will perform this computation for each claimant who has filed claims for three
consecutive years. If a claimant has incurred costs for three consecutive years but has not
filed a claim in each of those years, the claimant may file an entitlement claim, form FAM-
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filed a claim in each of those years, the claimant may file an entitlement claim, form FAM-
43, to establish a base year entitlement. An entitlement claim does not result in the
claimant being reimbursed for the costs incurred, but rather entitles the claimant to receive
automatic payments from SMAS.

Claims should be rounded to the nearest dollar. Submit a signed original and one copy of form
FAM-27, Claim for Payment, and all other forms and supporting documents (no copies necessary).
Use the following mailing addresses:

If delivered by
U.S. Postal Service:

If delivered by
Other delivery services:

Office of the State Controller
Attn: Local Reimbursements Section
Division of Accounting and Reporting
P.O. Box 942850
Sacramento, CA  94250

Office of the State Controller
Attn: Local Reimbursements Section
Division of Accounting and Reporting
3301 C Street, Suite 500
Sacramento, CA  95816

3. Minimum Claim Amount

GC Section 17564 provides that no claim shall be filed pursuant to Sections 17551 and 17561,
unless such a claim exceeds two hundred dollars ($200)1, provided that a county superintendent of
schools or county may submit a combined claim on behalf of school districts, direct service districts,
or special districts within their county if the combined claim exceeds $200, even if the individual
school district’s, direct service district’s, or special district’s claims do not each exceed $200. The
county superintendent of schools or the county shall determine if the submission of the combined
claim is economically feasible and shall be responsible for disbursing the funds to each school,
direct service, or special district. These combined claims may be filed only when the county
superintendent of schools or the county is the fiscal agent for the districts. A combined claim must
show the individual claim costs for each eligible district. All subsequent claims based upon the
same mandate shall only be filed in the combined form unless a school district, direct service
district, or special district provides to the county superintendent of schools or county and to the
SCO, at least 180 days prior to the deadline for filing the claim, a written notice of its intent to file a
separate claim.

4. Eligibility of Costs

Unless specified in the statutes, regulations, or parameters and guidelines, the determination of
allowable and unallowable costs for mandates is based on generally accepted accounting
principles. The determination of allowable reimbursable mandated costs for unfunded mandates is
made by the COSM. The SCO determines allowable reimbursable costs, subject to amendment by
the COSM, for mandates funded by special legislation. Unless specified, allowable costs are those
direct and indirect costs, less applicable credits, considered to be eligible for reimbursement. In
order for costs to be allowable and thus eligible for reimbursement, the costs must meet the
following general criteria:

•  The cost is necessary and reasonable for proper and efficient administration of the
mandate and not a general expense required carrying out the overall responsibilities of
government.

•  The cost is allocable to a particular cost objective.

•  The cost is net of any applicable credits that offset or reduce expenses of items
allocable to the mandate.

The SCO has identified certain costs that, for the purpose of claiming mandated costs, are

                                                     
1 If AB3000 is chaptered, the minimum claim amount would be increased from $200 to $1,000.
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unallowable and should not be claimed on the claim forms unless specified as reimbursable under
the program. These expenses include, but are not limited to, subscriptions, depreciation,
memberships, conferences, workshops, and general education.

5. Cost Elements of a Claim

Claims for reimbursement of mandated costs are comprised of allowable costs that are either direct
or indirect. Because each mandate is unique, the cost element guidelines in this chapter are
provided as a general reference. If the requirements of a specific mandate differ from these cost
guidelines, the requirements outlined under the specific mandate shall take precedence.

A. Direct Costs

A direct cost is a cost that can be identified specifically with a particular program or activity.
Costs that are typically classified as direct costs are:

Table 1    Annual Billable Hours

Days Hours Per Day Total Hours
Gross Hours 365 8 2,920
Weekends 104 8 (832)
Holidays 11 8 (88)
Vacation 14 8 (112)
Sick Leave, Misc. 11 8 (88)
Annual Billable Hours 1,800

•  As illustrated in Table 1, a claimant may use 1,800 hours for a full-time employee. If a
claimant uses an amount less than 1,800 hours as annual billable hours, a computation
of how these hours were computed must be included with the claim.

•  Compensation of employees for time devoted specifically to the execution of the
mandate.

•  Cost of materials acquired, consumed, or expended specifically for the purpose of the
mandate.

•  Services furnished specifically for the mandate by other entities.

(1) Employee Wages, Salaries, and Fringe Benefits

For each of the mandated activities performed, the claimant must list the names of the
employees who worked on the mandate, their job classification, hours worked on the
mandate, and rate of pay. The claimant may, in-lieu of reporting actual compensation and
fringe benefits, use an hourly rate:

(a) Compute a billable hourly rate for salaried employees to include actual fringe benefit
costs. The methodology for converting a salary to a billable hourly rate is to compute
the employee's annual salary and fringe benefits and divide by the annual billable
hours. Annual billable hours equal the gross annual hours less non-work hours.

Table 2    Annual Billable Rate, Salary + Benefits Method

Formula: Description:
[(EAS + Benefits) ÷ ABH] = ABR EAS = Employee's Annual Salary

ABH = Annual Billable Hours
[($26,000 + $7,750)] ÷ 1,800 hrs = $18.75 ABR = Annual Billable Rate
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•  As illustrated in Table 2, if you assume an employee's compensation was $26,000 and
$7,750 for annual salary and fringe benefits, respectively, using the "Salary + Benefits
Method," the annual billable rate would be $18.75.

(b) A claimant may also compute the annual billable rate by using the "Percent of Salary
Method."

Table 3    Annual Billable Rate, Percent of Salary Method

Example:
Step 1:  Fringe Benefits as a Percent of
Salary

Step 2:  Annual Billable Rate

Retirement 15.00 % Formula:
Social Security  6.30 [(EAS x (1 + FBR)) ÷ ABH] = ABR
Health & Dental Insurance  5.25
Workers Compensation  3.25 [($26,000 x (1.2981)) ÷ 1,800 ] = $18.75
Total 29.80 %

Description:
EAS = Employee's Annual Salary ABH = Annual Billable Hours
FBR = Fringe Benefit Rate ABR = Annual Billable Rate

•  As illustrated in Table 3, both methods produce the same annual billable rate.

Reimbursement for personnel services includes, but is not limited to, compensation paid for
salaries, wages and employee fringe benefits. Employee fringe benefits include regular
compensation paid to employees during periods of authorized absences (i.e., annual leave,
sick leave, etc.) and employer's contributions for social security, pension plans, insurance,
workmen's compensation insurance and similar payments. These benefits are eligible for
reimbursement as long as they are distributed equitably to all activities. Whether these
costs are allowable is based on the following presumptions:

•  The amount of compensation is reasonable for the service rendered.

•  The compensation paid and benefits received are appropriately authorized by the
governing board.

•  Amounts charged for personnel services are based on payroll documents that are
supported by time and attendance or equivalent records for individual employees.

•  The methods used to distribute personnel services should produce an equitable
distribution of direct and indirect allowable costs.

For each of the employees included in the claim, the claimant must use reasonable rates
and hours in computing the wage cost. If a person of a higher-level job position performs an
activity which normally would be performed by a lower-level position, reimbursement for
time spent is allowable at the average salary range for the lower-level position. The salary
rate of the person at the higher level position may be claimed if it can be shown that it was
more cost effective in comparison to the performance by a person at the lower-level
position under normal circumstances and conditions. The number of hours charged to an
activity should reflect the time expected to complete the activity under normal
circumstances and conditions. The numbers of hours in excess of normal expected hours
are not reimbursable.
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(2) Materials and Supplies

Only those materials and supplies not included in the overhead rate and used exclusively
for the mandated activity are reimbursable under this cost element. The claimant must list
the materials and supplies that were used to perform the mandated activity, the number of
units consumed, the cost per unit, and the dollar amount claimed as a cost. Material and
supplies purchased to perform a particular mandated activity are expected to be
reasonable in quality, quantity and costs. Purchases in excess of reasonable quality,
quantity and costs are not reimbursable. Materials and supplies that are withdrawn from
inventory must be charged to the mandated activity based upon a recognized method of
pricing, consistently applied.

(3) Contract Services

For each of the activities performed, the claimant must list the name of the consulting firm
that was contracted with to provide the service and describe the specific mandated
activities performed by the consultant. The claimant must also provide the inclusive dates
when the service was performed, the number of hours spent to perform the mandate, and
the consultant's hourly billing rate. The hourly billing rate shall not exceed the rate specified
in the claiming instructions for the mandated program. The consultant's statement, which
includes an itemized list of costs for services performed, must accompany the claim.

(4) Equipment

Equipment purchases and leases (with an option to purchase) are not reimbursable as a
direct cost unless specifically allowed by the claiming instructions for a particular mandate.
Equipment rentals used solely for the mandate is reimbursable to the extent such costs do
not exceed the retail purchase price of the equipment plus a finance charge. For each of
the activities performed, the claimant must identify the equipment that was rented the time
period for which the equipment was rented and the cost of the rental.

(5) Capital Outlays

Capital outlays for land, building, equipment, furniture and fixtures may be claimed only if
the claiming instructions specify them as allowable for the program. If the capital outlays
are allowable, the claiming instructions for the mandated program will specify the basis for
the reimbursement.

(6) Travel Expenses

Travel expenses are normally reimbursable in accordance with travel rules and regulations
of local jurisdictions, except for programs that must be reimbursed in accordance with the
State Board of Control travel standards (Refer to Appendix B, State of California Travel
Expense Guidelines, for current rates). For each activity performed, the claimant must
identify the purpose of the trip, the name and address of the person incurring the expense,
the date and time of departure and return for each trip, a description of each expense
claimed, the cost of commercial transportation or number of private auto miles traveled,
and amount of tolls and parking with receipts over $10.00.

(7) Documentation

It is the responsibility of the claimant to make available to the SCO, upon request,
documentation in the form of general and subsidiary ledgers, purchase orders, invoices,
contracts, canceled warrants, equipment usage records, land deeds, receipts, employee
time sheets, agency travel guidelines, inventory records, and other relevant documents to
support claimed costs. The type of documentation necessary for each claim may differ with
the type of mandate.
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B. Indirect Cost

Indirect costs are: (a) Incurred for a common or joint purpose benefiting more than one cost
objective, and (b) not readily assignable to the cost objectives specifically benefited, without
effort disproportionate to the results achieved. Indirect costs can originate in the department
performing the mandate or in departments that supply the department performing the mandate
with goods, services and facilities. As noted previously, in order for a cost to be allowable, it
must be allocable to a particular cost objective. With respect to indirect costs, this requires that
the cost be distributed to benefiting cost objectives on bases, which produce an equitable result
in relation to the benefits derived by the mandate.

(1) Indirect Costs for Schools

School districts and county superintendents of schools may claim indirect costs incurred for
mandated costs. For fiscal years prior to 1986-87, school districts and county
superintendents of schools may use the Department of Education Form Nos. J41A or J-
73A, respectively, applicable to the fiscal year of the claim. The rate, however, must not be
applied to items of direct costs claimed in complying with the mandate if those same costs
are included in cost centers identified as General Support (i.e., EDP Codes 400, 405, 410
in Column 3). For the 1986-87 and subsequent fiscal years, school districts and county
superintendents of schools may use the Annual Program Cost Data Report, Department of
Education Form Nos. J-380 or J-580, respectively, applicable to the fiscal year of the claim.

The amount of indirect costs the claimant is eligible to claim is computed by multiplying the
rate by direct costs. When applying the rate, multiply the rate by direct costs not included in
total support services EDP No. 422 of the J-380 or J-580. If there are any exceptions to this
general rule for applying the indirect cost rate, they will be found in the individual mandate
instructions.

(2) Indirect Cost Rate for Community Colleges

A college has the option of using a federally approved rate, utilizing the cost accounting
principles from Office of Management and Budget Circular A-21 "Cost Principles for
Educational Institutions," or the Controller's methodology outlined in the following
paragraphs. If the federal rate is used, it must be from the same fiscal year in which the
costs were incurred.

The Controller allows the following methodology for use by community colleges in
computing an indirect cost rate for state mandates. The objective of this computation is to
determine an equitable rate for use in allocating administrative support to personnel that
performed the mandated cost activities claimed by the community college. This
methodology assumes that administrative services are provided to all activities of the
institution in relation to the direct costs incurred in the performance of those activities. Form
FAM-29C has been developed to assist the community college in computing an indirect
cost rate for state mandates. Completion of this form consists of three main steps:

•  The elimination of unallowable costs from the expenses reported on the financial
statements.

•  The segregation of the adjusted expenses between those incurred for direct and
indirect activities.

•  The development of a ratio between the total indirect expenses and total direct
expenses incurred by the community college.
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The computation is based on total expenditures as reported in "California Community
Colleges Annual Financial and Budget Report, Expenditures by Activity (CCFS-311)."
Expenditures classified by activity are segregated by the function they serve. Each function
may include expenses for salaries, fringe benefits, supplies, and capital outlay. OMB
Circular A-21 requires expenditures for capital outlays to be excluded from the indirect cost
rate computation.

Generally, a direct cost is one incurred specifically for one activity, while indirect costs are
of a more general nature and are incurred for the benefit of several activities. As previously
noted, the objective of this computation is to equitably allocate administrative support costs
to personnel that perform mandated cost activities claimed by the college. For the purpose
of this computation we have defined indirect costs to be those costs which provide
administrative support to personnel who perform mandated cost activities. We have defined
direct costs to be those indirect costs that do not provide administrative support to
personnel who perform mandated cost activities and those costs that are directly related to
instructional activities of the college. Accounts that should be classified as indirect costs
are: Planning and Policy Making, Fiscal Operations, General Administrative Services, and
Logistical Services. If any costs included in these accounts are claimed as a mandated
cost, i.e., salaries of employee performing mandated cost activities, the cost should be
reclassified as a direct cost. Accounts in the following groups of accounts should be
classified as direct costs: Instruction, Instructional Administration, Instructional Support
Services, Admissions and Records, Counseling and Guidance, Other Student Services,
Operation and Maintenance of Plant, Community Relations, Staff Services, Non-
instructional Staff-Retirees' Benefits and Retirement Incentives, Community Services,
Ancillary Services and Auxiliary Operations. A college may classify a portion of the
expenses reported in the account Operation and Maintenance of Plant as indirect. The
claimant has the option of using a 7% or a higher expense percentage is allowable if the
college can support its allocation basis.

The rate, derived by determining the ratio of total indirect expenses and total direct
expenses when applied to the direct costs claimed, will result in an equitable distribution of
the college's mandate related indirect costs. An example of the methodology used to
compute an indirect cost rate is presented in Table 4.
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FILING A CLAIM
1. Introduction

The law in the State of California, (Government Code Sections 17500 through 17616), provides for
the reimbursement of costs incurred by school districts for costs mandated by the State. Costs
mandated by the State means any increased costs which a school district is required to incur after
July 1, 1980, as a result of any statute enacted after January 1, 1975, or any executive order
implementing such statute which mandates a new program or higher level of service of an existing
program.

Estimated claims that show costs to be incurred in the current fiscal year and reimbursement claims
that detail the costs actually incurred for the prior fiscal year may be filed with the State Controller's
Office (SCO). Claims for on-going programs are filed annually by January 15. Claims for new
programs are filed within 120 days from the date claiming instructions are issued for the program. A
10 percent penalty, (up to $1,000 for continuing claims, no limit for initial claims), is assessed for
late claims. The SCO may audit the records of any school district to verify the actual amount of
mandated costs and may reduce any claim that is excessive or unreasonable.

When a program has been reimbursed for three or more years, the COSM may approve the
program for inclusion in the State Mandates Apportionment System (SMAS). For programs included
in SMAS, the SCO determines the amount of each claimant's entitlement based on an average of
three consecutive fiscal years of actual costs adjusted by any changes in the Implicit Price Deflator
(IPD). Claimants with an established entitlement receive an annual apportionment adjusted by any
changes in the IPD and, under certain circumstances, by any changes in workload. Claimants with
an established entitlement do not file further claims for the program.

The SCO is authorized to make payments for costs of mandated programs from amounts
appropriated by the State Budget Act, by the State Mandates Claims Fund, or by specific
legislation. In the event the appropriation is insufficient to pay claims in full, claimants will receive
prorated payments in proportion to the dollar amount of approved claims for the program. Balances
of prorated payments will be made when supplementary funds are made available.

The instructions contained in this manual are intended to provide general guidance for filing a
mandated cost claim. Since each mandate is administered separately, it is important to refer to the
specific program for information relating to established policies on eligible reimbursable costs.

2. Types of Claims
There are three types of claims: Reimbursement, Estimated, and Entitlement. A claimant may file a
reimbursement claim for actual mandated costs incurred in the prior fiscal year or may file an
estimated claim for mandated costs to be incurred during the current fiscal year. An entitlement
claim may be filed for the purpose of establishing a base year entitlement amount for mandated
programs included in SMAS.  A claimant who has established a base year entitlement for a
program would receive an automatic annual payment which is reflective of the current costs for the
program.

All claims received by the SCO will be reviewed to verify actual costs. An adjustment of the claim
will be made if the amount claimed is determined to be excessive, improper, or unreasonable. The
claim must be filed with sufficient documentation to support the costs claimed. The types of
documentation required to substantiate a claim are identified in the instructions for the program.
The certification of claim, form FAM-27, must be signed and dated by the entity's authorized officer
in order for the SCO to make payment on the claim.
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A. Reimbursement Claim
A reimbursement claim is defined in GC Section 17522 as any claim filed with the SCO by a
local agency for reimbursement of costs incurred for which an appropriation is made for the
purpose of paying the claim. The claim must include supporting documentation to substantiate
the costs claimed.

Initial reimbursement claims are first-time claims for reimbursement of costs for one or more
prior fiscal years of a program that was previously unfunded. Claims are due 120 days from the
date of issuance of the claiming instructions for the program by the SCO. The first statute that
appropriates funds for the mandated program will specify the fiscal years for which costs are
eligible for reimbursement.

Annual reimbursement claims must be filed by January 15 following the fiscal year in which
costs were incurred for the program. A reimbursement claim must detail the costs actually
incurred in the prior fiscal year.

An actual claim for the 2002-03 fiscal year may be filed by January 15, 2004, without a late
penalty.  Claims filed after the deadline will be reduced by a late penalty of 10%, not to exceed
$1,000.  However, initial reimbursement claims will be reduced by a late penalty of 10% with no
limitation.  In order for a claim to be considered properly filed, it must include any specific
supporting documentation requested in the instructions. Claims filed more than one year after
the deadline or without the requested supporting documentation will not be accepted.

B. Estimated Claim
An estimated claim is defined in GC Section 17522 as any claim filed with the SCO, during the
fiscal year in which the mandated costs are to be incurred by the local agency, against an
appropriation made to the SCO for the purpose of paying those costs.

An estimated claim may be filed in conjunction with an initial reimbursement claim, annual
reimbursement claim, or at other times for estimated costs to be incurred during the current
fiscal year. Annual estimated claims are due January 15 of the fiscal year in which the costs are
to be incurred. Initial estimated claims are due on the date specified in the claiming instructions.
Timely filed estimated claims are paid before those filed after the deadline.

After receiving payment for an estimated claim, the claimant must file a reimbursement claim by
January 15 following the fiscal year in which costs were incurred. If the claimant fails to file a
reimbursement claim, monies received for the estimated claims must be returned to the State.

C. Entitlement Claim
An entitlement claim is defined in GC Section 17522 as any claim filed by a local agency with
the SCO for the sole purpose of establishing or adjusting a base year entitlement for a
mandated program that has been included in SMAS. An entitlement claim should not contain
nonrecurring or initial start-up costs. There is no statutory deadline for the filing of entitlement
claims. However, entitlement claims and supporting documents should be filed by January 15
to permit an orderly processing of claims. When the claims are approved and a base year
entitlement amount is determined, the claimant will receive an apportionment reflective of the
program's current year costs.  School mandates included in SMAS are listed in Section 2,
number 6.

Once a mandate has been included in SMAS and the claimant has established a base year
entitlement, the claimant will receive automatic payments from the SCO for the mandate. The
automatic apportionment is determined by adjusting the claimant's base year entitlement for
changes in the implicit price deflator of costs of goods and services to governmental agencies,
as determined by the State Department of Finance. For programs approved by the COSM for
inclusion in SMAS on or after January 1, 1988, the payment for each year succeeding the three
year base period is adjusted according to any changes by both the deflator and average daily
attendance. Annual apportionments for programs included in the system are paid on or before
November 30 of each year.
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A base year entitlement is determined by computing an average of the claimant's costs for any
three consecutive years after the program has been approved for the SMAS process. The
amount is first adjusted according to any changes in the deflator. The deflator is applied
separately to each year's costs for the three years, which comprise the base year. The SCO
will perform this computation for each claimant who has filed claims for three consecutive
years. If a claimant has incurred costs for three consecutive years but has not filed a claim in
each of those years, the claimant may file an entitlement claim, form FAM-43, to establish a
base year entitlement. An entitlement claim does not result in the claimant being reimbursed for
the costs incurred, but rather entitles the claimant to receive automatic payments from SMAS.

3. Minimum Claim Amount
For initial claims and annual claims filed on or after September 30, 2002, if the total costs for a
given year do not exceed $1,000, no reimbursement shall be allowed except as otherwise allowed
by GC Section 17564. The county shall determine if the submission of a combined claim is
economically feasible and shall be responsible for disbursing the funds to each special district.
Combined claims may be filed only when the county is the fiscal agent for the special districts. A
combined claim must show the individual claim costs for each eligible school district. All
subsequent claims based upon the same mandate shall only be filed in the combined form unless a
special district, provides to the county and to the Controller, at least 180 days prior to the deadline
for filing the claim, a written notice of its intent to file a separate claim.

GC Section 17564(a) provides that no claim shall be filed pursuant to  Sections 17551 and 17561,
unless such a claim exceeds one thousand dollars ($1,000), provided that a county superintendent
of schools may submit a combined claim on behalf of school districts within their county if the
combined claim exceeds $1,000, even if the individual school district’s claim does not each exceed
$1,000. The county superintendent of schools shall determine if the submission of the combined
claim is economically feasible and shall be responsible for disbursing the funds to each school
district. These combined claims may be filed only when the county superintendent of schools is the
fiscal agent for the districts. A combined claim must show the individual claim costs for each eligible
district. All subsequent claims based upon the same mandate shall only be filed in the combined
form unless a school district provides a written notice of its intent to file a separate claim to the
county superintendent of schools and to the SCO at least 180 days prior to the deadline for filing
the claim.

4. Filing Deadline for Claims
Initial reimbursement claims (first-time claims) for reimbursement of costs of a previously unfunded
mandated program must be filed within 120 days from the date of issuance of the program’s
claiming instructions by the SCO. If the initial reimbursement claim is filed after the deadline, but
within one year of the deadline, the approved claim must be reduced by a 10% penalty. A claim
filed more than one year after the deadline cannot be accepted for reimbursement.

Annual reimbursement claims for costs incurred during the previous fiscal year and estimated
claims for costs to be incurred during the current fiscal year must be filed with the SCO and
postmarked on or before January 15.  If the annual or estimated reimbursement claim is filed after
the deadline, but within one year of the deadline, the approved claim must be reduced by a 10%
late penalty, not to exceed $1,000.  Claims must include supporting data to show how the amount
claimed was derived. Without this information, the claim cannot be accepted.

Entitlement claims do not have a filing deadline. However, entitlement claims and supporting
documents should be filed by January 15 to permit an orderly processing of claims.  Entitlement
claims are used to establish a base year entitlement amount for calculating automatic annual
payments.  Entitlement does not result in the claimant being reimbursed for costs incurred, but
rather entitles the claimant to receive automatic payments from SMAS.
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5. Payment of Claims
In order for the SCO to authorize payment of a claim, the Certification of Claim, form FAM-27, must
be properly filled out, signed, and dated by the entity's authorized officer.

Reimbursement and estimated claims are paid within 60 days of the filing deadline for the claim. A
claimant is entitled to receive accrued interest at the pooled money investment account rate if the
payment was made more than 60 days after the claim filing deadline or the actual date of claim
receipt, whichever is later. For an initial claim, interest begins to accrue when the payment is made
more than 365 days after the adoption of the program's statewide cost estimate. The SCO may
withhold up to 20 percent of the amount of an initial claim until the claim is audited to verify the
actual amount of the mandated costs. The 20 percent withheld is not subject to accrued interest.

In the event the amount appropriated by the Legislature is insufficient to pay the approved amount
in full for a program, claimants will receive a prorated payment in proportion to the amount of
approved claims timely filed and on hand at the time of proration.

The SCO reports the amounts of insufficient appropriations to the State Department of Finance, the
Chairperson of the Joint Legislative Budget Committee, and the Chairperson of the respective
committee in each house of the Legislature which considers appropriations in order to assure
appropriation of these funds in the Budget Act. If these funds cannot be appropriated on a timely
basis in the Budget Act, this information is transmitted to the COSM which will include these
amounts in its report to assure that an appropriation sufficient to pay the claims is included in the
next local government claims bill or other appropriation bills. When the supplementary funds are
made available, the balance of the claims will be paid.

Unless specified in the statutes, regulations, or parameters and guidelines, the determination of
allowable and unallowable costs for mandates is based on the Parameters and Guidelines adopted
by the COSM. The determination of allowable reimbursable mandated costs for unfunded
mandates is made by the COSM. The SCO determines allowable reimbursable costs, subject to
amendment by the COSM, for mandates funded by special legislation. Unless specified, allowable
costs are those direct and indirect costs, less applicable credits, considered to be eligible for
reimbursement. In order for costs to be allowable and thus eligible for reimbursement, the costs
must meet the following general criteria:

1. The cost is necessary and reasonable for proper and efficient administration of the mandate
and not a general expense required to carry out the overall responsibilities of government.

2. The cost is allocable to a particular cost objective identified in the Parameters and Guidelines.

3. The cost is net of any applicable credits that offset or reduce expenses of items allocable to the
mandate.

The SCO has identified certain costs that, for the purpose of claiming mandated costs, are
unallowable and should not be claimed on the claim forms unless specified as reimbursable under
the program. These expenses include, but are not limited to, subscriptions, depreciation,
memberships, conferences, workshops general education, and travel costs.

6. State Mandates Apportionment System (SMAS)
Chapter 1534, Statutes of 1985, established SMAS, a method of paying certain mandated
programs as apportionments. This method is utilized whenever a program has been approved for
inclusion in SMAS by the COSM.

When a mandated program has been included in SMAS, the SCO will determine a base year
entitlement amount for each school district that has submitted reimbursement claims, (or
entitlement claims), for three consecutive fiscal years. A base year entitlement amount is
determined by averaging the approved reimbursement claims, (or entitlement claims), for 1982-83,
1983-84, and 1984-85 years or any three consecutive fiscal years thereafter. The amounts are first
adjusted by any change in IPD, which is applied separately to each year's costs for the three years
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that comprise the base period. The base period means the three fiscal years immediately
succeeding the COSM's approval.

Each school district with an established base year entitlement for the program will receive
automatic annual payments from the SCO reflective of the program's current year costs. The
amount of apportionment is adjusted annually for any change in the IPD. If the mandated program
was included in SMAS after January 1, 1988, the annual apportionment is adjusted for any change
in both the IPD and workload.

In the event a school district has incurred costs for three consecutive fiscal years but did not file a
reimbursement claim in one or more of those fiscal years, the school district may file an entitlement
claim for each of those missed years to establish a base year entitlement. An "entitlement claim"
means any claim filed by a county with the SCO for the sole purpose of establishing a base year
entitlement. A base year entitlement shall not include any nonrecurring or initial start-up costs.

Initial apportionments are made on an individual program basis. After the initial year, all
apportionments are made by November 30. The amount to be apportioned is the base year
entitlement adjusted by annual changes in the IPD for the cost of goods and services to
governmental agencies as determined by the State Department of Finance.

In the event the county determines that the amount of apportionment does not accurately reflect
costs incurred to comply with a mandate, the process of adjusting an established base year
entitlement upon which the apportionment is based, is set forth in GC Section 17615.8  and
requires the approval of the COSM.

School Mandates Included In SMAS

Program Name Chapter/Statute Program Number

Immunization Records Ch. 1176/77 32

Pupil Expulsion Transcripts, program #91, Chapter 1253/75 was removed from SMAS for the
2002-03 fiscal year. This program was consolidated with other mandate programs that are
included in Pupil Suspension, Expulsions, and Expulsion Appeals, program #176.

7. Direct Costs
A direct cost is a cost that can be identified specifically with a particular program or activity.  Each
claimed reimbursable cost must be supported by documentation as described in Section 12.  Costs
that are typically classified as direct costs are:

(1) Employee Wages, Salaries, and Fringe Benefits

For each of the mandated activities performed, the claimant must list the names of the
employees who worked on the mandate, their job classification, hours worked on the
mandate, and rate of pay. The claimant may, in-lieu of reporting actual compensation and
fringe benefits, use a productive hourly rate:

(a) Productive Hourly Rate Options

A local agency may use one of the following methods to compute productive hourly rates:

•  Actual annual productive hours for each employee

•  The weighted-average annual productive hours for each job title, or

•  1,800* annual productive hours for all employees

If actual annual productive hours or weighted-average annual productive hours for each job
title is chosen, the claim must include a computation of how these hours were computed.
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*  1,800 annual productive hours excludes the following employee time:
o Paid holidays
o Vacation earned
o Sick leave taken
o Informal time off
o Jury duty
o Military leave taken.

(b) Compute a Productive Hourly Rate

1. Compute a productive hourly rate for salaried employees to include actual fringe benefit
costs. The methodology for converting a salary to a productive hourly rate is to
compute the employee's annual salary and fringe benefits and divide by the annual
productive hours.

Table 1    Productive Hourly Rate, Annual Salary + Benefits Method

Formula: Description:
[(EAS + Benefits) ÷ APH] = PHR EAS = Employee's Annual Salary

APH = Annual Productive Hours
[($26,000 + $8,099)] ÷ 1,800 hrs = 18.94 PHR = Productive Hourly Rate

•  As illustrated in Table 1, if you assume an employee's compensation was $26,000
and $8,099 for annual salary and fringe benefits, respectively, using the "Salary +
Benefits Method," the productive hourly rate would be $18.94.  To convert a biweekly
salary to EAS, multiply the biweekly salary by 26.  To convert a monthly salary to
EAS, multiply the monthly salary by 12.  Use the same methodology to convert other
salary periods.

2.  A claimant may also compute the productive hourly rate by using the "Percent of Salary
Method."

Table 2    Productive Hourly Rate, Percent of Salary Method

Example:
Step 1:  Fringe Benefits as a Percent of

Salary
Step 2:  Productive Hourly Rate

Retirement 15.00 % Formula:
Social Security & Medicare  7.65 [(EAS x (1 + FBR)) ÷ APH] = PHR
Health & Dental Insurance  5.25
Workers Compensation  3.25 [($26,000 x (1.3115)) ÷ 1,800 ] = $18.94
Total 31.15 %

Description:
EAS = Employee's Annual Salary APH = Annual Productive Hours
FBR = Fringe Benefit Rate PHR = Productive Hourly Rate

•  As illustrated in Table 3, both methods produce the same productive hourly rate.
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Reimbursement for personnel services includes, but is not limited to, compensation paid
for salaries, wages and employee fringe benefits. Employee fringe benefits include
employer's contributions for social security, pension plans, insurance, workmen's
compensation insurance and similar payments. These benefits are eligible for
reimbursement as long as they are distributed equitably to all activities. Whether these
costs are allowable is based on the following presumptions:

•  The amount of compensation is reasonable for the service rendered.

•  The compensation paid and benefits received are appropriately authorized by the
governing board.

•  Amounts charged for personnel services are based on payroll documents that are
supported by time and attendance or equivalent records for individual employees.

•  The methods used to distribute personnel services should produce an equitable
distribution of direct and indirect allowable costs.

For each of the employees included in the claim, the claimant must use reasonable rates
and hours in computing the wage cost. If a person of a higher-level job position performs
an activity which normally would be performed by a lower-level position, reimbursement
for time spent is allowable at the average salary range for the lower-level position. The
salary rate of the person at the higher level position may be claimed if it can be shown
that it was more cost effective in comparison to the performance by a person at the
lower-level position under normal circumstances and conditions. The number of hours
charged to an activity should reflect the time expected to complete the activity under
normal circumstances and conditions. The numbers of hours in excess of normal
expected hours are not reimbursable.

(c) Calculating an Average Productive Hourly Rate

In those instances where the claiming instructions allow a unit as a basis of claiming
costs, the direct labor component of the unit cost should be expressed as an average
productive hourly rate and can be determined as follows:

Table 4  Calculating an Average Productive Hourly Rate

Time
Spent

Productive
Hourly Rate

Total Cost
by Employee

Employee A 1.25 hrs $6.00 $7.50

Employee B 0.75 hrs 4.50 3.38

Employee C 3.50 hrs 10.00 35.00

Total 5.50 hrs $45.88

Average Productive Hourly Rate is $45.88/5.50 hrs. = $8.34

(d) Employer's Fringe Benefits Contribution
A local agency has the option of claiming actual employer's fringe benefit contributions
or may compute an average fringe benefit cost for the employee's job classification and
claim it as a percentage of direct labor. The same time base should be used for both
salary and fringe benefits when computing a percentage. For example, if health and
dental insurance payments are made annually, use an annual salary. After the
percentage of salary for each fringe benefit is computed, total them.
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For example:

(e) Materials and Supplies
Only actual expenses can be claimed for materials and supplies, which were acquired
and consumed specifically for the purpose of a mandated program. The claimant must
list the materials and supplies that were used to perform the mandated activity, the
number of units consumed, the cost per unit, and the total dollar amount claimed.
Materials and supplies purchased to perform a particular mandated activity are
expected to be reasonable in quality, quantity and cost. Purchases in excess of
reasonable quality, quantity and cost are not reimbursable. Materials and supplies
withdrawn from inventory and charged to the mandated activity must be based on a
recognized method of pricing, consistently applied.  Purchases shall be claimed at the
actual price after deducting discounts, rebates and allowances received by local
agencies.

(f) Calculating a Unit Cost for Materials and Supplies
In those instances where the claiming instructions suggest that a unit cost be
developed for use as a basis of claiming costs mandated by the State, the materials
and supplies component of the unit cost should be expressed as a unit cost of
materials and supplies as shown in Table 1 or Table 2:

Table 1  Calculating A Unit Cost for Materials and Supplies

Supplies Cost Per Unit

Amount of
Supplies Used

Per Activity

Unit Cost
of Supplies
Per Activity

Paper 0.02  4 $0.08
Files 0.10  1 0.10
Envelopes 0.03  2 0.06
Photocopies 0.10  4   0.40

$0.64

Employer's Contribution % of Salary

Retirement 15.00%

Social Security 7.65%

Health and Dental

Insurance
5.25%

Worker's Compensation 0.75%

Total 28.65%
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Table 2  Calculating a Unit Cost for Materials and Supplies

Supplies
Supplies

Used

Unit Cost
of Supplies
Per Activity

Paper ($10.00 for 500 sheet ream)  250 Sheets $5.00
Files ($2.50 for box of 25)  10 Folders 1.00
Envelopes ($3.00 for box of 100)  50 Envelopes 1.50
Photocopies ($0.05 per copy)  40 Copies 2.00

$9.50

If the number of reimbursable instances, is 25, then the unit cost of supplies is $0.38
per reimbursable instance ($9.50 / 25).

(g) Contract Services
The cost of contract services is allowable if the local agency lacks the staff resources or
necessary expertise, or it is economically feasible to hire a contractor to perform the
mandated activity. The claimant must give the name of the contractor; explain the
reason for having to hire a contractor; describe the mandated activities performed; give
the dates when the activities were performed, the number of hours spent performing
the mandate, the hourly billing rate, and the total cost. The hourly billing rate shall not
exceed the rate specified in the claiming instructions for the mandated program. The
contractor's invoice, or statement, which includes an itemized list of costs for activities
performed, must accompany the claim.

(h) Equipment Rental Costs
Equipment purchases and leases (with an option to purchase) are not reimbursable as
a direct cost unless specifically allowed by the claiming instructions for the particular
mandate. Equipment rentals used solely for the mandate are reimbursable to the extent
such costs do not exceed the retail purchase price of the equipment plus a finance
charge. The claimant must explain the purpose and use for the equipment, the time
period for which the equipment was rented and the total cost of the rental. If the
equipment is used for purposes other than reimbursable activities, only the prorata
portion of the rental costs can be claimed.

(i) Capital Outlay
Capital outlays for land, buildings, equipment, furniture and fixtures may be claimed if
the claiming instructions specify them as allowable. If they are allowable, the claiming
instructions for the program will specify a basis for the reimbursement. If the fixed asset
or equipment is also used for purposes other than reimbursable activities for a specific
mandate, only the prorata portion of the purchase price used to implement the
reimbursable activities can be claimed.

(j) Travel Expenses
Travel expenses are normally reimbursable in accordance with travel rules and
regulations of the local jurisdiction. For some programs, however, the claiming
instructions may specify certain limitations on expenses, or that expenses can only be
reimbursed in accordance with the State Board of Control travel standards. When
claiming travel expenses, the claimant must explain the purpose of the trip, identify the
name and address of the persons incurring the expense, the date and time of departure
and return for the trip, description of each expense claimed, the cost of transportation,
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number of private auto mileage traveled, and the cost of tolls and parking with receipts
required for charges over $10.00.

(k) Documentation
It is the responsibility of the claimant to make available to the SCO, upon request,
documentation in the form of general and subsidiary ledgers, purchase orders,
invoices, contracts, canceled warrants, equipment usage records, land deeds, receipts,
employee time sheets, agency travel guidelines, inventory records, and other relevant
documents to support claimed costs. The type of documentation necessary for each
claim may differ with the type of mandate.

8. Indirect Costs
Indirect costs are: (a) Incurred for a common or joint purpose benefiting more than one cost
objective, and (b) not readily assignable to the cost objectives specifically benefited, without effort
disproportionate to the results achieved. Indirect costs can originate in the department performing
the mandate or in departments that supply the department performing the mandate with goods,
services and facilities. As noted previously, in order for a cost to be allowable, it must be allocable
to a particular cost objective. With respect to indirect costs, this requires that the cost be distributed
to benefiting cost objectives on bases, which produce an equitable result in relation to the benefits
derived by the mandate.

A college has the option of using a federally approved rate, utilizing the cost accounting principles
from Office of Management and Budget Circular A-21 "Cost Principles for Educational Institutions,"
or the Controller's methodology outlined in the following paragraphs. If the federal rate is used, it
must be from the same fiscal year in which the costs were incurred.

The Controller allows the following methodology for use by community colleges in computing an
indirect cost rate for state mandates. The objective of this computation is to determine an equitable
rate for use in allocating administrative support to personnel that performed the mandated cost
activities claimed by the community college. This methodology assumes that administrative
services are provided to all activities of the institution in relation to the direct costs incurred in the
performance of those activities. Form FAM-29C has been developed to assist the community
college in computing an indirect cost rate for state mandates. Completion of this form consists of
three main steps:

1. The elimination of unallowable costs from the expenses reported on the financial statements.

2. The segregation of the adjusted expenses between those incurred for direct and indirect
activities.

3. The development of a ratio between the total indirect expenses and the total direct expenses
incurred by the community college.

The computation is based on total expenditures as reported in "California Community Colleges
Annual Financial and Budget Report, Expenditures by Activity (CCFS-311)." Expenditures classified
by activity are segregated by the function they serve. Each function may include expenses for
salaries, fringe benefits, supplies, and capital outlay. OMB Circular A-21 requires expenditures for
capital outlays to be excluded from the indirect cost rate computation.

Generally, a direct cost is one incurred specifically for one activity, while indirect costs are of a more
general nature and are incurred for the benefit of several activities. As previously noted, the
objective of this computation is to equitably allocate administrative support costs to personnel that
perform mandated cost activities claimed by the college. For the purpose of this computation we
have defined indirect costs to be those costs which provide administrative support to personnel who
perform mandated cost activities. We have defined direct costs to be those costs that do not
provide administrative support to personnel who perform mandated cost activities and those costs
that are directly related to instructional activities of the college. Accounts that should be classified
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as indirect costs are: Planning, Policy Making and Coordination, Fiscal Operations, Human
Resources Management, Management Information Systems, Other General Institutional Support
Services, and Logistical Services. If any costs included in these accounts are claimed as a
mandated cost, i.e., salaries of employees performing mandated cost activities, the cost should be
reclassified as a direct cost. Accounts in the following groups of accounts should be classified as
direct costs: Instruction, Instructional Administration, Instructional Support Services, Admissions
and Records, Counseling and Guidance, Other Student Services, Operation and Maintenance of
Plant, Community Relations, Staff Development, Staff Diversity, Non-instructional Staff-Retirees'
Benefits and Retirement Incentives, Community Services, Ancillary Services and Auxiliary
Operations. A college may classify a portion of the expenses reported in the account Operation and
Maintenance of Plant as indirect. The claimant has the option of using a 7% or a higher indirect cost
percentage if the college can support its allocation basis.

The indirect cost rate, derived by determining the ratio of total indirect expenses to total direct
expenses when applied to the direct costs claimed, will result in an equitable distribution of the
college's mandate related indirect costs. An example of the methodology used to compute an
indirect cost rate is presented in Table 4.
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CIRCULAR A-21 (Revised 05/10/04) 
 
CIRCULAR NO. A-21 
 
Revised 
 
TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS 
SUBJECT:   Cost Principles for Educational Institutions 
 
    1. Purpose.  This Circular establishes principles for 
determining costs applicable to grants, contracts, and other 
agreements with educational institutions.  The principles deal 
with the subject of cost determination, and make no attempt to 
identify the circumstances or dictate the extent of agency and 
institutional participation in the financing of a particular 
project.  The principles are designed to provide that the 
Federal Government bear its fair share of total costs, 
determined in accordance with generally accepted accounting 
principles, except where restricted or prohibited by law.  
Agencies are not expected to place additional restrictions on 
individual items of cost.  Provision for profit or other 
increment above cost is outside the scope of this Circular. 
 
    2. Supersession.  The Circular supersedes Federal Management 
Circular 73-8, dated December 19, 1973.  FMC 73-8 is revised and 
reissued under its original designation of OMB Circular No.  
A-21. 
 
    3. Applicability. 
    a. All Federal agencies that sponsor research and 
development, training, and other work at educational 
institutions shall apply the provisions of this Circular in 
determining the costs incurred for such work.  The principles 
shall also be used as a guide in the pricing of fixed price or 
lump sum agreements. 
    b. In addition, Federally Funded Research and Development 
Centers associated with educational institutions shall be 
required to comply with the Cost Accounting Standards, rules and 
regulations issued by the Cost Accounting Standards Board, and 
set forth in 48 CFR part 99; provided that they are subject 
thereto under defense related contracts. 
 
    4. Responsibilities.  The successful application of cost 
accounting principles requires development of mutual 
understanding between representatives of educational 
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institutions and of the Federal Government as to their scope, 
implementation, and interpretation. 
 
    5. Attachment.  The principles and related policy guides are 
set forth in the Attachment, "Principles for determining costs 
applicable to grants, contracts, and other agreements with 
educational institutions." 
 
    6. Effective date.  The provisions of this Circular shall be 
effective October 1, 1979, except for subsequent amendments 
incorporated herein for which the effective dates were specified 
in these revisions (47 FR 33658, 51 FR 20908, 51 FR 43487, 56 FR 
50224, 58 FR 39996, 61 FR 20880, 63 FR 29786, 63 FR 57332, 65 FR 
48566 and 69 FR 25970).  Institutions as of the start of their 
first fiscal year beginning after that date shall implement the 
provisions.  Earlier implementation, or a delay in 
implementation of individual provisions, is permitted by mutual 
agreement between an institution and the cognizant Federal 
agency. 
 
    7. Inquiries.  Further information concerning this Circular 
may be obtained by contacting the Office of Federal Financial 
Management, Office of Management and Budget, Washington, DC 
20503, telephone (202) 395-3993. 
 
    Attachment 
 
PRINCIPLES FOR DETERMINING COSTS APPLICABLE TO GRANTS, 
CONTRACTS, AND OTHER AGREEMENTS WITH 
EDUCATIONAL INSTITUTIONS 
 
TABLE OF CONTENTS 
A. Purpose and scope 
    1. Objectives 
    2. Policy guides 
    3. Application 
    4. Inquiries 
 
B. Definition of terms 
    1. Major functions of an institution 
    2. Sponsored agreement 
    3. Allocation 
    4. Facilities and administrative (F&A) costs 
 
C. Basic considerations 
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    1. Composition of total costs 
    2. Factors affecting allowability of costs 
    3. Reasonable costs 
    4. Allocable costs 
    5. Applicable credits 
    6. Costs incurred by State and local governments 
    7. Limitations on allowance of costs 
    8. Collection of unallowable costs 
    9. Adjustment of previously negotiated F&A cost rates 
containing unallowable costs 
    10. Consistency in estimating, accumulating and reporting 
costs 
    11. Consistency in allocating costs incurred for the same 
purpose 
    12. Accounting for unallowable costs 
    13. Cost accounting period 
    14. Disclosure statement 
 
D. Direct costs 
    1. General 
    2. Application to sponsored agreements 
 
E. F&A costs 
    1. General 
    2. Criteria for distribution 
 
F. Identification and assignment of F&A costs 
    1. Definition of Facilities and Administration. 
    2. Depreciation and use allowances 
    3. Interest 
    4. Operation and maintenance expenses 
    5. General administration and general expenses 
    6. Departmental administration expenses 
    7. Sponsored projects administration 
    8. Library expenses 
    9. Student administration and services 
    10. Offset for F&A expenses otherwise provided for by the 
Federal Government 
 
G. Determination and application of F&A cost rate or rates 
    1. F&A cost pools 
    2. The distribution basis 
    3. Negotiated lump sum for F&A costs 
    4. Predetermined rates for F&A costs 
    5. Negotiated fixed rates and carry-forward provisions 
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    6. Provisional and final rates for F&A costs 
    7. Fixed rates for the life of the sponsored agreement 
    8. Limitation on reimbursement of administrative costs 
    9. Alternative method for administrative costs 
    10. Individual rate components 
    11. Negotiation and approval of F&A rate 
    12. Standard format for submission 
 
H. Simplified method for small institutions 
    1. General 
    2. Simplified procedure 
 
I. Reserved 
 
J. General provisions for selected items of cost 

1. Advertising and public relations costs 
2. Advisory councils 
3. Alcoholic beverages 
4. Alumni/ae activities 
5. Audit and related services 
6. Bad debts 
7. Bonding costs 
8. Commencement and convocation costs 
9. Communication costs 
10.  Compensation for personal services 
11.  Contingency provisions 
12.  Deans of faculty and graduate schools 
13.  Defense and prosecution of criminal and civil 

proceedings, claims, appeals and patent infringement 
14.  Depreciation and use allowances 
15.  Donations and contributions 
16.  Employee morale, health, and welfare costs 
17.  Entertainment costs 
18.  Equipment and other capital expenditures 
19.  Fines and penalties 
20.  Fund raising and investment costs 
21.  Gains and losses on depreciable assets 
22.  Goods or services for personal use 
23.  Housing and personal living expenses 
24.  Idle facilities and idle capacity 
25.  Insurance and indemnification 
26.  Interest 
27.  Labor relations costs 
28.  Lobbying 
29.  Losses on other sponsored agreements or contracts 
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30.  Maintenance and repair costs 
31.  Material and supplies costs 
32.  Meetings and conferences 
33.  Memberships, subscriptions and professional activity 

costs 
34.  Patent costs 
35.  Plant and homeland security costs 
36.  Pre-agreement costs 
37.  Professional service costs 
38.  Proposal costs 
39.  Publication and printing costs 
40.  Rearrangement and alteration costs 
41.  Reconversion costs 
42.  Recruiting costs 
43.  Rental costs of buildings and equipment 
44.  Royalties and other costs for use of patents 
45.  Scholarships and student aid costs 
46.  Selling and marketing 
47.  Specialized service facilities 
48.  Student activity costs 
49.  Taxes 
50.  Termination costs applicable to sponsored agreements 
51.  Training costs 
52.  Transportation costs 
53.  Travel costs 
54.  Trustees 
 

K. Certification of charges 
 
    Exhibit A - List of Colleges and Universities Subject to 
Section J.12.h of Circular A-21 
    Exhibit B - Listing of Institutions that are eligible for 
the utility cost adjustment 
    Exhibit C - Examples of "major project" where direct 
charging of administrative or clerical staff salaries may be 
appropriate 
    Appendix A - CASB's Cost Accounting Standards (CAS) 
    Appendix B - CASB's Disclosure Statement (DS-2) 
    Appendix C - Documentation Requirements for Facilities and 
Administrative (F&A) Rate Proposals 
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PRINCIPLES FOR DETERMINING COSTS APPLICABLE TO GRANTS, 
CONTRACTS, AND OTHER AGREEMENTS WITH 
EDUCATIONAL INSTITUTIONS 
 
A. Purpose and scope. 
 
    1. Objectives.  This Attachment provides principles for 
determining the costs applicable to research and development, 
training, and other sponsored work performed by colleges and 
universities under grants, contracts, and other agreements with 
the Federal Government.  These agreements are referred to as 
sponsored agreements. 
 
    2. Policy guides.  The successful application of these cost 
accounting principles requires development of mutual 
understanding between representatives of universities and of the 
Federal Government as to their scope, implementation, and 
interpretation.  It is recognized that -- 
    a. The arrangements for Federal agency and institutional 
participation in the financing of a research, training, or other 
project are properly subject to negotiation between the agency 
and the institution concerned, in accordance with such 
governmentwide criteria or legal requirements as may be 
applicable. 
    b. Each institution, possessing its own unique combination 
of staff, facilities, and experience, should be encouraged to 
conduct research and educational activities in a manner 
consonant with its own academic philosophies and institutional 
objectives. 
    c. The dual role of students engaged in research and the 
resulting benefits to sponsored agreements are fundamental to 
the research effort and shall be recognized in the application 
of these principles. 
    d. Each institution, in the fulfillment of its obligations, 
should employ sound management practices. 
    e. The application of these cost accounting principles 
should require no significant changes in the generally accepted 
accounting practices of colleges and universities.  However, the 
accounting practices of individual colleges and universities 
must support the accumulation of costs as required by the 
principles, and must provide for adequate documentation to 
support costs charged to sponsored agreements. 
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    f. Cognizant Federal agencies involved in negotiating 
facilities and administrative (F&A) cost rates and auditing 
should assure that institutions are generally applying these 
cost accounting principles on a consistent basis.  Where wide 
variations exist in the treatment of a given cost item among 
institutions, the reasonableness and equitableness of such 
treatments should be fully considered during the rate 
negotiations and audit. 
 
    3. Application.  These principles shall be used in 
determining the allowable costs of work performed by colleges 
and universities under sponsored agreements.  The principles 
shall also be used in determining the costs of work performed by 
such institutions under subgrants, cost-reimbursement 
subcontracts, and other awards made to them under sponsored 
agreements.  They also shall be used as a guide in the pricing 
of fixed-price contracts and subcontracts where costs are used 
in determining the appropriate price.  The principles do not 
apply to: 
    a. Arrangements under which Federal financing is in the form 
of loans, scholarships, fellowships, traineeships, or other 
fixed amounts based on such items as education allowance or 
published tuition rates and fees of an institution. 
    b. Capitation awards. 
    c. Other awards under which the institution is not required 
to account to the Federal Government for actual costs incurred. 
    d. Conditional exemptions. 
      (1) OMB authorizes conditional exemption from OMB 
administrative requirements and cost principles circulars for 
certain Federal programs with statutorily-authorized 
consolidated planning and consolidated administrative funding, 
that are identified by a Federal agency and approved by the head 
of the Executive department or establishment.  A Federal agency 
shall consult with OMB during its consideration of whether to 
grant such an exemption. 
      (2) To promote efficiency in State and local program 
administration, when Federal non-entitlement programs with 
common purposes have specific statutorily-authorized 
consolidated planning and consolidated administrative funding 
and where most of the State agency's resources come from 
non-Federal sources, Federal agencies may exempt these covered 
State-administered, non-entitlement grant programs from certain 
OMB grants management requirements.  The exemptions would be 
from all but the allocability of costs provisions of OMB 
Circulars A-87 (Attachment A, subsection C.3), "Cost Principles 
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for State, Local, and Indian Tribal Governments," A-21 (Section 
C, subpart 4), "Cost Principles for Educational Institutions," 
and A-122 (Attachment A, subsection A.4), "Cost Principles for 
Non-Profit Organizations," and from all of the administrative 
requirements provisions of OMB Circular A-110, "Uniform 
Administrative Requirements for Grants and Agreements with 
Institutions of Higher Education, Hospitals, and Other 
Non-Profit Organizations," and the agencies' grants management 
common rule. 
      (3) When a Federal agency provides this flexibility, as a 
prerequisite to a State's exercising this option, a State must 
adopt its own written fiscal and administrative requirements for 
expending and accounting for all funds, which are consistent 
with the provisions of OMB Circular A-87, and extend such 
policies to all subrecipients.  These fiscal and administrative 
requirements must be sufficiently specific to ensure that: funds 
are used in compliance with all applicable Federal statutory and 
regulatory provisions, costs are reasonable and necessary for 
operating these programs, and funds are not be used for general 
expenses required to carry out other responsibilities of a State 
or its subrecipients. 
 
    4. Inquiries.  
    All inquiries from Federal agencies concerning the cost 
principles contained in this Circular, including the 
administration and implementation of the Cost Accounting 
Standards (CAS) (described in Sections C.10 through C.13) and 
disclosure statement (DS-2) requirements, shall be addressed by 
the Office of Management and Budget (OMB), Office of Federal 
Financial Management, in coordination with the Cost Accounting 
Standard Board (CASB) with respect to inquiries concerning CAS.  
Educational institutions' inquiries should be addressed to the 
cognizant agency. 
 
B. Definition of terms. 
    1. Major functions of an institution refers to instruction, 
organized research, other sponsored activities and other 
institutional activities as defined below: 
    a. Instruction means the teaching and training activities of 
an institution.  Except for research training as provided in 
subsection b, this term includes all teaching and training 
activities, whether they are offered for credits toward a degree 
or certificate or on a non-credit basis, and whether they are 
offered through regular academic departments or separate 
divisions, such as a summer school division or an extension 
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division.  Also considered part of this major function are 
departmental research, and, where agreed to, university 
research. 
      (1) Sponsored instruction and training means specific 
instructional or training activity established by grant, 
contract, or cooperative agreement.  For purposes of the cost 
principles, this activity may be considered a major function 
even though an institution's accounting treatment may include it 
in the instruction function. 
      (2) Departmental research means research, development and 
scholarly activities that are not organized research and, 
consequently, are not separately budgeted and accounted for.  
Departmental research, for purposes of this document, is not 
considered as a major function, but as a part of the instruction 
function of the institution. 
    b. Organized research means all research and development 
activities of an institution that are separately budgeted and 
accounted for.  It includes: 
      (1) Sponsored research means all research and development 
activities that are sponsored by Federal and non-Federal 
agencies and organizations.  This term includes activities 
involving the training of individuals in research techniques 
(commonly called research training) where such activities 
utilize the same facilities as other research and development 
activities and where such activities are not included in the 
instruction function. 
      (2) University research means all research and development 
activities that are separately budgeted and accounted for by the 
institution under an internal application of institutional 
funds.  University research, for purposes of this document, 
shall be combined with sponsored research under the function of 
organized research. 
    c. Other sponsored activities means programs and projects 
financed by Federal and non-Federal agencies and organizations 
which involve the performance of work other than instruction and 
organized research.  Examples of such programs and projects are 
health service projects, and community service programs.  
However, when any of these activities are undertaken by the 
institution without outside support, they may be classified as 
other institutional activities. 
    d. Other institutional activities means all activities of an 
institution except: 
      (1) instruction, departmental research, organized 
research, and other sponsored activities, as defined above; 
      (2) F&A cost activities identified in Section F; and 
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      (3) specialized service facilities described in Section 
J.47.  Other institutional activities include operation of 
residence halls, dining halls, hospitals and clinics, student 
unions, intercollegiate athletics, bookstores, faculty housing, 
student apartments, guest houses, chapels, theaters, public 
museums, and other similar auxiliary enterprises.  This 
definition also includes any other categories of activities, 
costs of which are "unallowable" to sponsored agreements, unless 
otherwise indicated in the agreements. 
    2. Sponsored agreement, for purposes of this Circular, means 
any grant, contract, or other agreement between the institution 
and the Federal Government. 
    3. Allocation means the process of assigning a cost, or a 
group of costs, to one or more cost objective, in reasonable and 
realistic proportion to the benefit provided or other equitable 
relationship.  A cost objective may be a major function of the 
institution, a particular service or project, a sponsored 
agreement, or a F&A cost activity, as described in Section F.  
The process may entail assigning a cost(s) directly to a final 
cost objective or through one or more intermediate cost 
objectives. 
    4. Facilities and administrative (F&A) costs, for the 
purpose of this Circular, means costs that are incurred for 
common or joint objectives and, therefore, cannot be identified 
readily and specifically with a particular sponsored project, an 
instructional activity, or any other institutional activity.  
F&A costs are synonymous with "indirect" costs, as previously 
used in this Circular and as currently used in Appendices A and 
B.  The F&A cost categories are described in Section F.1. 
 
C. Basic considerations. 
    1. Composition of total costs.  The cost of a sponsored 
agreement is comprised of the allowable direct costs incident to 
its performance, plus the allocable portion of the allowable F&A 
costs of the institution, less applicable credits as described 
in subsection 5. 
    2. Factors affecting allowability of costs.  The tests of 
allowability of costs under these principles are: (a) they must 
be reasonable; (b) they must be allocable to sponsored 
agreements under the principles and methods provided herein; (c) 
they must be given consistent treatment through application of 
those generally accepted accounting principles appropriate to 
the circumstances; and (d) they must conform to any limitations 
or exclusions set forth in these principles or in the sponsored 
agreement as to types or amounts of cost items. 
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    3. Reasonable costs.  A cost may be considered reasonable if 
the nature of the goods or services acquired or applied, and the 
amount involved therefore, reflect the action that a prudent 
person would have taken under the circumstances prevailing at 
the time the decision to incur the cost was made.  Major 
considerations involved in the determination of the 
reasonableness of a cost are: (a) whether or not the cost is of 
a type generally recognized as necessary for the operation of 
the institution or the performance of the sponsored agreement; 
(b) the restraints or requirements imposed by such factors as 
arm's-length bargaining, Federal and State laws and regulations, 
and sponsored agreement terms and conditions; (c) whether or not 
the individuals concerned acted with due prudence in the 
circumstances, considering their responsibilities to the 
institution, its employees, its students, the Federal 
Government, and the public at large; and, (d) the extent to 
which the actions taken with respect to the incurrence of the 
cost are consistent with established institutional policies and 
practices applicable to the work of the institution generally, 
including sponsored agreements. 
 
    4. Allocable costs. 
    a. A cost is allocable to a particular cost objective (i.e., 
a specific function, project, sponsored agreement, department, 
or the like) if the goods or services involved are chargeable or 
assignable to such cost objective in accordance with relative 
benefits received or other equitable relationship.  Subject to 
the foregoing, a cost is allocable to a sponsored agreement if 
(1) it is incurred solely to advance the work under the 
sponsored agreement; (2) it benefits both the sponsored 
agreement and other work of the institution, in proportions that 
can be approximated through use of reasonable methods, or (3) it 
is necessary to the overall operation of the institution and, in 
light of the principles provided in this Circular, is deemed to 
be assignable in part to sponsored projects.  Where the purchase 
of equipment or other capital items is specifically authorized 
under a sponsored agreement, the amounts thus authorized for 
such purchases are assignable to the sponsored agreement 
regardless of the use that may subsequently be made of the 
equipment or other capital items involved. 
    b. Any costs allocable to a particular sponsored agreement 
under the standards provided in this Circular may not be shifted 
to other sponsored agreements in order to meet deficiencies 
caused by overruns or other fund considerations, to avoid 
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restrictions imposed by law or by terms of the sponsored 
agreement, or for other reasons of convenience. 
    c. Any costs allocable to activities sponsored by industry, 
foreign governments or other sponsors may not be shifted to 
federally-sponsored agreements. 
    d. Allocation and documentation standard. 
      (1) Cost principles.  The recipient institution is 
responsible for ensuring that costs charged to a sponsored 
agreement are allowable, allocable, and reasonable under these 
cost principles. 
      (2) Internal controls.  The institution's financial 
management system shall ensure that no one person has complete 
control over all aspects of a financial transaction. 
      (3) Direct cost allocation principles.  If a cost benefits 
two or more projects or activities in proportions that can be 
determined without undue effort or cost, the cost should be 
allocated to the projects based on the proportional benefit.  If 
a cost benefits two or more projects or activities in 
proportions that cannot be determined because of the 
interrelationship of the work involved, then, notwithstanding 
subsection b, the costs may be allocated or transferred to 
benefited projects on any reasonable basis, consistent with 
subsections d. (1) and (2). 
      (4) Documentation.  Federal requirements for documentation 
are specified in this Circular, Circular A-110, "Uniform 
Administrative Requirements for Grants and Agreements with 
Institutions of Higher Education, Hospitals, and Other 
Non-Profit Organizations," and specific agency policies on cost 
transfers.  If the institution authorizes the principal 
investigator or other individual to have primary responsibility, 
given the requirements of subsection d. (2), for the management 
of sponsored agreement funds, then the institution's 
documentation requirements for the actions of those individuals 
(e.g., signature or initials of the principal investigator or 
designee or use of a password) will normally be considered 
sufficient. 
 
    5. Applicable credits. 
    a. The term "applicable credits" refers to those receipts or 
negative expenditures that operate to offset or reduce direct or 
F&A cost items.  Typical examples of such transactions are: 
purchase discounts, rebates, or allowances; recoveries or 
indemnities on losses; and adjustments of overpayments or 
erroneous charges.  This term also includes "educational 
discounts" on products or services provided specifically to 
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educational institutions, such as discounts on computer 
equipment, except where the arrangement is clearly and 
explicitly identified as a gift by the vendor. 
    b. In some instances, the amounts received from the Federal 
Government to finance institutional activities or service 
operations should be treated as applicable credits.  
Specifically, the concept of netting such credit items against 
related expenditures should be applied by the institution in 
determining the rates or amounts to be charged to sponsored 
agreements for services rendered whenever the facilities or 
other resources used in providing such services have been 
financed directly, in whole or in part, by Federal funds.  (See 
Sections F.10, J.14, and J.47 for areas of potential application 
in the matter of direct Federal financing.) 
 
    6. Costs incurred by State and local governments.  Costs 
incurred or paid by State or local governments on behalf of 
their colleges and universities for fringe benefit programs, 
such as pension costs and FICA and any other costs specifically 
incurred on behalf of, and in direct benefit to, the 
institutions, are allowable costs of such institutions whether 
or not these costs are recorded in the accounting records of the 
institutions, subject to the following: 
    a. The costs meet the requirements of subsections 1 through 
5. 
    b. The costs are properly supported by cost allocation plans 
in accordance with applicable Federal cost accounting 
principles. 
    c. The costs are not otherwise borne directly or indirectly 
by the Federal Government. 
 
    7. Limitations on allowance of costs.  Sponsored agreements 
may be subject to statutory requirements that limit the 
allowance of costs.  When the maximum amount allowable under a 
limitation is less than the total amount determined in 
accordance with the principles in this Circular, the amount not 
recoverable under a sponsored agreement may not be charged to 
other sponsored agreements. 
 
    8. Collection of unallowable costs, excess costs due to 
noncompliance with cost policies, increased costs due to failure 
to follow a disclosed accounting practice and increased costs 
resulting from a change in cost accounting practice.  The 
following costs shall be refunded (including interest) in 
accordance with applicable Federal agency regulations: 
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    a. Costs specifically identified as unallowable in Section 
J, either directly or indirectly, and charged to the Federal 
Government. 
    b. Excess costs due to failure by the educational 
institution to comply with the cost policies in this Circular. 
    c. Increased costs due to a noncompliant cost accounting 
practice used to estimate, accumulate, or report costs. 
    d. Increased costs resulting from a change in accounting 
practice. 
 
    9. Adjustment of previously negotiated F&A cost rates 
containing unallowable costs.  Negotiated F&A cost rates based 
on a proposal later found to have included costs that (a) are 
unallowable as specified by (i) law or regulation, (ii) Section 
J of this Circular, (iii) terms and conditions of sponsored 
agreements, or (b) are unallowable because they are clearly not 
allocable to sponsored agreements, shall be adjusted, or a 
refund shall be made, in accordance with the requirements of 
this section.  These adjustments or refunds are designed to 
correct the proposals used to establish the rates and do not 
constitute a reopening of the rate negotiation.  The adjustments 
or refunds will be made regardless of the type of rate 
negotiated (predetermined, final, fixed, or provisional). 
    a. For rates covering a future fiscal year of the 
institution, the unallowable costs will be removed from the F&A 
cost pools and the rates appropriately adjusted. 
    b. For rates covering a past period, the Federal share of 
the unallowable costs will be computed for each year involved 
and a cash refund (including interest chargeable in accordance 
with applicable regulations) will be made to the Federal 
Government.  If cash refunds are made for past periods covered 
by provisional or fixed rates, appropriate adjustments will be 
made when the rates are finalized to avoid duplicate recovery of 
the unallowable costs by the Federal Government. 
    c. For rates covering the current period, either a rate 
adjustment or a refund, as described in subsections a and b, 
shall be required by the cognizant agency.  The choice of method 
shall be at the discretion of the cognizant agency, based on its 
judgment as to which method would be most practical. 
    d. The amount or proportion of unallowable costs included in 
each year's rate will be assumed to be the same as the amount or 
proportion of unallowable costs included in the base year 
proposal used to establish the rate. 
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    10. Consistency in estimating, accumulating and reporting 
costs. 
    a. An educational institution's practices used in estimating 
costs in pricing a proposal shall be consistent with the 
educational institution's cost accounting practices used in 
accumulating and reporting costs. 
    b. An educational institution's cost accounting practices 
used in accumulating and reporting actual costs for a sponsored 
agreement shall be consistent with the educational institution's 
practices used in estimating costs in pricing the related 
proposal or application. 
    c. The grouping of homogeneous costs in estimates prepared 
for proposal purposes shall not per se be deemed an inconsistent 
application of cost accounting practices under subsection a when 
such costs are accumulated and reported in greater detail on an 
actual cost basis during performance of the sponsored agreement. 
    d. Appendix A also reflects this requirement, along with the 
purpose, definitions, and techniques for application, all of 
which are authoritative. 
 
    11. Consistency in allocating costs incurred for the same 
purpose. 
    a. All costs incurred for the same purpose, in like 
circumstances, are either direct costs only or F&A costs only 
with respect to final cost objectives.  No final cost objective 
shall have allocated to it as a cost any cost, if other costs 
incurred for the same purpose, in like circumstances, have been 
included as a direct cost of that or any other final cost 
objective.  Further, no final cost objective shall have 
allocated to it as a direct cost any cost, if other costs 
incurred for the same purpose, in like circumstances, have been 
included in any F&A cost pool to be allocated to that or any 
other final cost objective. 
    b. Appendix A reflects this requirement along with its 
purpose, definitions, and techniques for application, 
illustrations and interpretations, all of which are 
authoritative. 
 
    12. Accounting for unallowable costs. 
    a. Costs expressly unallowable or mutually agreed to be 
unallowable, including costs mutually agreed to be unallowable 
directly associated costs, shall be identified and excluded from 
any billing, claim, application, or proposal applicable to a 
sponsored agreement. 
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    b. Costs which specifically become designated as unallowable 
as a result of a written decision furnished by a Federal 
official pursuant to sponsored agreement disputes procedures 
shall be identified if included in or used in the computation of 
any billing, claim, or proposal applicable to a sponsored 
agreement.  This identification requirement applies also to any 
costs incurred for the same purpose under like circumstances as 
the costs specifically identified as unallowable under either 
this subsection or subsection a. 
    c. Costs which, in a Federal official's written decision 
furnished pursuant to sponsored agreement disputes procedures, 
are designated as unallowable directly associated costs of 
unallowable costs covered by either subsection a or b shall be 
accorded the identification required by subsection b. 
    d. The costs of any work project not contractually 
authorized by a sponsored agreement, whether or not related to 
performance of a proposed or existing sponsored agreement, shall 
be accounted for, to the extent appropriate, in a manner which 
permits ready separation from the costs of authorized work 
projects. 
    e. All unallowable costs covered by subsections a through d 
shall be subject to the same cost accounting principles 
governing cost allocability as allowable costs.  In 
circumstances where these unallowable costs normally would be 
part of a regular F&A cost allocation base or bases, they shall 
remain in such base or bases.  Where a directly associated cost 
is part of a category of costs normally included in a F&A cost 
pool that shall be allocated over a base containing the 
unallowable cost with which it is associated, such a directly 
associated cost shall be retained in the F&A cost pool and be 
allocated through the regular allocation process. 
    f. Where the total of the allocable and otherwise allowable 
costs exceeds a limitation-of-cost or ceiling-price provision in 
a sponsored agreement, full direct and F&A cost allocation shall 
be made to the sponsored agreement cost objective, in accordance 
with established cost accounting practices and standards which 
regularly govern a given entity's allocations to sponsored 
agreement cost objectives.  In any determination of a cost 
overrun, the amount thereof shall be identified in terms of the 
excess of allowable costs over the ceiling amount, rather than 
through specific identification of particular cost items or cost 
elements. 
    g. Appendix A reflects this requirement, along with its 
purpose, definitions, techniques for application, and 
illustrations of this standard, all of which are authoritative. 
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    13. Cost accounting period. 
    a. Educational institutions shall use their fiscal year as 
their cost accounting period, except that: 
      (1) Costs of a F&A function which exists for only a part 
of a cost accounting period may be allocated to cost objectives 
of that same part of the period on the basis of data for that 
part of the cost accounting period if the cost is: (i) material 
in amount, (ii) accumulated in a separate F&A cost pool or 
expense pool, and (iii) allocated on the basis of an appropriate 
direct measure of the activity or output of the function during 
that part of the period. 
      (2) An annual period other than the fiscal year may, upon 
mutual agreement with the Federal Government, be used as the 
cost accounting period if the use of such period is an 
established practice of the educational institution and is 
consistently used for managing and controlling revenues and 
disbursements, and appropriate accruals, deferrals or other 
adjustments are made with respect to such annual periods. 
      (3) A transitional cost accounting period other than a 
year shall be used whenever a change of fiscal year occurs. 
    b. An educational institution shall follow consistent 
practices in the selection of the cost accounting period or 
periods in which any types of expense and any types of 
adjustment to expense (including prior-period adjustments) are 
accumulated and allocated. 
    c. The same cost accounting period shall be used for 
accumulating costs in a F&A cost pool as for establishing its 
allocation base, except that the Federal Government and 
educational institution may agree to use a different period for 
establishing an allocation base, provided: 
      (1) The practice is necessary to obtain significant 
administrative convenience, 
      (2) The practice is consistently followed by the 
educational institution, 
      (3) The annual period used is representative of the 
activity of the cost accounting period for which the F&A costs 
to be allocated are accumulated, and 
      (4) The practice can reasonably be estimated to provide a 
distribution to cost objectives of the cost accounting period 
not materially different from that which otherwise would be 
obtained. 
    d. Appendix A reflects this requirement, along with its 
purpose, definitions, techniques for application and 
illustrations, all of which are authoritative. 
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    14. Disclosure Statement. 
    a. Educational institutions that received aggregate 
sponsored agreements totaling $25 million or more subject to 
this Circular during their most recently completed fiscal year 
shall disclose their cost accounting practices by filing a 
Disclosure Statement (DS-2), which is reproduced in Appendix B.  
With the approval of the cognizant agency, an educational 
institution may meet the DS-2 submission by submitting the DS-2 
for each business unit that received $25 million or more in 
sponsored agreements. 
    b. The DS-2 shall be submitted to the cognizant agency with 
a copy to the educational institution's audit cognizant office. 
    c. Educational institutions receiving $25 million or more in 
sponsored agreements that are not required to file a DS-2 
pursuant to 48 CFR 9903.202-1 shall file a DS-2 covering the 
first fiscal year beginning after the publication date of this 
revision, within six months after the end of that fiscal year.  
Extensions beyond the above due date may be granted by the 
cognizant agency on a case-by-case basis. 
    d. Educational institutions are responsible for maintaining 
an accurate DS-2 and complying with disclosed cost accounting 
practices.  Educational institutions must file amendments to the 
DS-2 when disclosed practices are changed to comply with a new 
or modified standard, or when practices are changed for other 
reasons.  Amendments of a DS-2 may be submitted at any time.  If 
the change is expected to have a material impact on the 
educational institution's negotiated F&A cost rates, the 
revision shall be approved by the cognizant agency before it is 
implemented.  Resubmission of a complete, updated DS-2 is 
discouraged except when there are extensive changes to disclosed 
practices. 
    e. Cost and funding adjustments.  Cost adjustments shall be 
made by the cognizant agency if an educational institution fails 
to comply with the cost policies in this Circular or fails to 
consistently follow its established or disclosed cost accounting 
practices when estimating, accumulating or reporting the costs 
of sponsored agreements, if aggregate cost impact on sponsored 
agreements is material.  The cost adjustment shall normally be 
made on an aggregate basis for all affected sponsored agreements 
through an adjustment of the educational institution's future 
F&A costs rates or other means considered appropriate by the 
cognizant agency.  Under the terms of CAS-covered contracts, 
adjustments in the amount of funding provided may also be 
required when the estimated proposal costs were not determined 
in accordance with established cost accounting practices. 
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    f. Overpayments.  Excess amounts paid in the aggregate by 
the Federal Government under sponsored agreements due to a 
noncompliant cost accounting practice used to estimate, 
accumulate, or report costs shall be credited or refunded, as 
deemed appropriate by the cognizant agency.  Interest applicable 
to the excess amounts paid in the aggregate during the period of 
noncompliance shall also be determined and collected in 
accordance with applicable Federal agency regulations. 
    g. Compliant cost accounting practice changes.  Changes from 
one compliant cost accounting practice to another compliant 
practice that are approved by the cognizant agency may require 
cost adjustments if the change has a material effect on 
sponsored agreements and the changes are deemed appropriate by 
the cognizant agency. 
    h. Responsibilities.  The cognizant agency shall: 
      (1) Determine cost adjustments for all sponsored 
agreements in the aggregate on behalf of the Federal Government.  
Actions of the cognizant agency official in making cost 
adjustment determinations shall be coordinated with all affected 
Federal agencies to the extent necessary. 
      (2) Prescribe guidelines and establish internal procedures 
to promptly determine on behalf of the Federal Government that a 
DS-2 adequately discloses the educational institution's cost 
accounting practices and that the disclosed practices are 
compliant with applicable CAS and the requirements of this 
Circular. 
      (3) Distribute to all affected agencies any DS-2 
determination of adequacy and/or noncompliance. 
 
D. Direct costs. 
    1. General.  Direct costs are those costs that can be 
identified specifically with a particular sponsored project, an 
instructional activity, or any other institutional activity, or 
that can be directly assigned to such activities relatively 
easily with a high degree of accuracy.  Costs incurred for the 
same purpose in like circumstances must be treated consistently 
as either direct or F&A costs.  Where an institution treats a 
particular type of cost as a direct cost of sponsored 
agreements, all costs incurred for the same purpose in like 
circumstances shall be treated as direct costs of all activities 
of the institution. 
    2. Application to sponsored agreements.  Identification with 
the sponsored work rather than the nature of the goods and 
services involved is the determining factor in distinguishing 
direct from F&A costs of sponsored agreements.  Typical costs 
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charged directly to a sponsored agreement are the compensation 
of employees for performance of work under the sponsored 
agreement, including related fringe benefit costs to the extent 
they are consistently treated, in like circumstances, by the 
institution as direct rather than F&A costs; the costs of 
materials consumed or expended in the performance of the work; 
and other items of expense incurred for the sponsored agreement, 
including extraordinary utility consumption.  The cost of 
materials supplied from stock or services rendered by 
specialized facilities or other institutional service operations 
may be included as direct costs of sponsored agreements, 
provided such items are consistently treated, in like 
circumstances, by the institution as direct rather than F&A 
costs, and are charged under a recognized method of computing 
actual costs, and conform to generally accepted cost accounting 
practices consistently followed by the institution. 
 
E. F&A costs. 
    1. General.  F&A costs are those that are incurred for 
common or joint objectives and therefore cannot be identified 
readily and specifically with a particular sponsored project, an 
instructional activity, or any other institutional activity.  
See Section F.1 for a discussion of the components of F&A costs. 
    2. Criteria for distribution. 
    a. Base period.  A base period for distribution of F&A costs 
is the period during which the costs are incurred.  The base 
period normally should coincide with the fiscal year established 
by the institution, but in any event the base period should be 
so selected as to avoid inequities in the distribution of costs. 
    b. Need for cost groupings.  The overall objective of the 
F&A cost allocation process is to distribute the F&A costs 
described in Section F to the major functions of the institution 
in proportions reasonably consistent with the nature and extent 
of their use of the institution's resources.  In order to 
achieve this objective, it may be necessary to provide for 
selective distribution by establishing separate groupings of 
cost within one or more of the F&A cost categories referred to 
in subsection 1.  In general, the cost groupings established 
within a category should constitute, in each case, a pool of 
those items of expense that are considered to be of like nature 
in terms of their relative contribution to (or degree of 
remoteness from) the particular cost objectives to which 
distribution is appropriate.  Cost groupings should be 
established considering the general guides provided in 
subsection c.  Each such pool or cost grouping should then be 
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distributed individually to the related cost objectives, using 
the distribution base or method most appropriate in the light of 
the guides set forth in subsection d. 
    c. General considerations on cost groupings.  The extent to 
which separate cost groupings and selective distribution would 
be appropriate at an institution is a matter of judgment to be 
determined on a case-by-case basis.  Typical situations which 
may warrant the establishment of two or more separate cost 
groupings (based on account classification or analysis) within 
an F&A cost category include but are not limited to the 
following: 
      (1) Where certain items or categories of expense relate 
solely to one of the major functions of the institution or to 
less than all functions, such expenses should be set aside as a 
separate cost grouping for direct assignment or selective 
allocation in accordance with the guides provided in subsections 
b and d. 
      (2) Where any types of expense ordinarily treated as 
general administration or departmental administration are 
charged to sponsored agreements as direct costs, expenses 
applicable to other activities of the institution when incurred 
for the same purposes in like circumstances must, through 
separate cost groupings, be excluded from the F&A costs 
allocable to those sponsored agreements and included in the 
direct cost of other activities for cost allocation purposes. 
      (3) Where it is determined that certain expenses are for 
the support of a service unit or facility whose output is 
susceptible of measurement on a workload or other quantitative 
basis, such expenses should be set aside as a separate cost 
grouping for distribution on such basis to organized research, 
instructional, and other activities at the institution or within 
the department. 
      (4) Where activities provide their own purchasing, 
personnel administration, building maintenance or similar 
service, the distribution of general administration and general 
expenses, or operation and maintenance expenses to such 
activities should be accomplished through cost groupings which 
include only that portion of central F&A costs (such as for 
overall management) which are properly allocable to such 
activities. 
      (5) Where the institution elects to treat fringe benefits 
as F&A charges, such costs should be set aside as a separate 
cost grouping for selective distribution to related cost 
objectives. 
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      (6) The number of separate cost groupings within a 
category should be held within practical limits, after taking 
into consideration the materiality of the amounts involved and 
the degree of precision attainable through less selective 
methods of distribution. 
    d. Selection of distribution method. 
      (1) Actual conditions must be taken into account in 
selecting the method or base to be used in distributing 
individual cost groupings.  The essential consideration in 
selecting a base is that it be the one best suited for assigning 
the pool of costs to cost objectives in accordance with benefits 
derived; a traceable cause and effect relationship; or logic and 
reason, where neither benefit nor cause and effect relationship 
is determinable. 
      (2) Where a cost grouping can be identified directly with 
the cost objective benefited, it should be assigned to that cost 
objective. 
      (3) Where the expenses in a cost grouping are more general 
in nature, the distribution may be based on a cost analysis 
study which results in an equitable distribution of the costs.  
Such cost analysis studies may take into consideration weighting 
factors, population, or space occupied if appropriate.  Cost 
analysis studies, however, must (a) be appropriately documented 
in sufficient detail for subsequent review by the cognizant 
Federal agency, (b) distribute the costs to the related cost 
objectives in accordance with the relative benefits derived, (c) 
be statistically sound, (d) be performed specifically at the 
institution at which the results are to be used, and (e) be 
reviewed periodically, but not less frequently than every two 
years, updated if necessary, and used consistently.  Any 
assumptions made in the study must be stated and explained.  The 
use of cost analysis studies and periodic changes in the method 
of cost distribution must be fully justified. 
      (4) If a cost analysis study is not performed, or if the 
study does not result in an equitable distribution of the costs, 
the distribution shall be made in accordance with the 
appropriate base cited in Section F, unless one of the following 
conditions is met: (a) it can be demonstrated that the use of a 
different base would result in a more equitable allocation of 
the costs, or that a more readily available base would not 
increase the costs charged to sponsored agreements, or (b) the 
institution qualifies for, and elects to use, the simplified 
method for computing F&A cost rates described in Section H. 
      (5) Notwithstanding subsection (3), effective July 1, 
1998, a cost analysis or base other than that in Section F shall 
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not be used to distribute utility or student services costs.  
Instead, subsections F.4.c and F.4.d may be used in the recovery 
of utility costs. 
    e. Order of distribution. 
      (1) F&A costs are the broad categories of costs discussed 
in Section F.1. 
      (2) Depreciation and use allowances, operation and 
maintenance expenses, and general administrative and general 
expenses should be allocated in that order to the remaining F&A 
cost categories as well as to the major functions and 
specialized service facilities of the institution.  Other cost 
categories may be allocated in the order determined to be most 
appropriate by the institutions.  When cross allocation of costs 
is made as provided in subsection (3), this order of allocation 
does not apply. 
      (3) Normally an F&A cost category will be considered 
closed once it has been allocated to other cost objectives, and 
costs may not be subsequently allocated to it.  However, a cross 
allocation of costs between two or more F&A cost categories may 
be used if such allocation will result in a more equitable 
allocation of costs.  If a cross allocation is used, an 
appropriate modification to the composition of the F&A cost 
categories described in Section F is required. 
 
F. Identification and assignment of F&A costs. 
    1. Definition of Facilities and Administration.  F&A costs 
are broad categories of costs.  "Facilities" is defined as 
depreciation and use allowances, interest on debt associated 
with certain buildings, equipment and capital improvements, 
operation and maintenance expenses, and library expenses.  
"Administration" is defined as general administration and 
general expenses, departmental administration, sponsored 
projects administration, student administration and services, 
and all other types of expenditures not listed specifically 
under one of the subcategories of Facilities (including cross 
allocations from other pools). 
    2. Depreciation and use allowances. 
    a. The expenses under this heading are the portion of the 
costs of the institution's buildings, capital improvements to 
land and buildings, and equipment which are computed in 
accordance with Section J.14. 
    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
allocated in the following manner: 
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      (1) Depreciation or use allowances on buildings used 
exclusively in the conduct of a single function, and on capital 
improvements and equipment used in such buildings, shall be 
assigned to that function. 
      (2) Depreciation or use allowances on buildings used for 
more than one function, and on capital improvements and 
equipment used in such buildings, shall be allocated to the 
individual functions performed in each building on the basis of 
usable square feet of space, excluding common areas such as 
hallways, stairwells, and rest rooms. 
      (3) Depreciation or use allowances on buildings, capital 
improvements and equipment related to space (e.g., individual 
rooms, laboratories) used jointly by more than one function (as 
determined by the users of the space) shall be treated as 
follows.  The cost of each jointly used unit of space shall be 
allocated to benefiting functions on the basis of:  
      (a) the employee full-time equivalents (FTEs) or salaries 
and wages of those individual functions benefiting from the use 
of that space; or 
      (b) institution-wide employee FTEs or salaries and wages 
applicable to the benefiting major functions (see Section B.1) 
of the institution. 
      (4) Depreciation or use allowances on certain capital 
improvements to land, such as paved parking areas, fences, 
sidewalks, and the like, not included in the cost of buildings, 
shall be allocated to user categories of students and employees 
on a full-time equivalent basis.  The amount allocated to the 
student category shall be assigned to the instruction function 
of the institution.  The amount allocated to the employee 
category shall be further allocated to the major functions of 
the institution in proportion to the salaries and wages of all 
employees applicable to those functions. 
    c. Large research facilities.  The following provisions 
apply to large research facilities that are included in F&A rate 
proposals negotiated after January 1, 2000, and on which the 
design and construction begin after July 1, 1998.  Large 
facilities, for this provision, are defined as buildings with 
construction costs of more than $10 million.  The determination 
of the Federal participation (use) percentage in a building is 
based on institution's estimates of building use over its life, 
and is made during the planning phase for the building. 
      (1) When an institution has large research facilities, of 
which 40 percent or more of total assignable space is expected 
for Federal use, the institution must maintain an adequate 
review and approval process to ensure that construction costs 
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are reasonable.  The review process shall address and document 
relevant factors affecting construction costs, such as: 
    - Life cycle costs 
    - Unique research needs 
    - Special building needs 
    - Building site preparation 
    - Environmental consideration 
    - Federal construction code requirements 
    - Competitive procurement practices 
    The approval process shall include review and approval of 
the projects by the institution's Board of Trustees (which can 
also be called Board of Directors, Governors or Regents) or 
other independent entities. 
      (2) For research facilities costing more than $25 million, 
of which 50 percent or more of total assignable space is 
expected for Federal use, the institution must document the 
review steps performed to assure that construction costs are 
reasonable.  The review should include an analysis of 
construction costs and a comparison of these costs with relevant 
construction data, including the National Science Foundation 
data for research facilities based on its biennial survey, 
"Science and Engineering Facilities at Colleges and 
Universities.”  The documentation must be made available for 
review by Federal negotiators, when requested. 
    3. Interest.  Interest on debt associated with certain 
buildings, equipment and capital improvements, as defined in 
Sections J.25, shall be classified as an expenditure under the 
category Facilities.  These costs shall be allocated in the same 
manner as the depreciation or use allowances on the buildings, 
equipment and capital improvements to which the interest 
relates. 
    4. Operation and maintenance expenses. 
    a. The expenses under this heading are those that have been 
incurred for the administration, supervision, operation, 
maintenance, preservation, and protection of the institution's 
physical plant.  They include expenses normally incurred for 
such items as janitorial and utility services; repairs and 
ordinary or normal alterations of buildings, furniture and 
equipment; care of grounds; maintenance and operation of 
buildings and other plant facilities; security; earthquake and 
disaster preparedness; environmental safety; hazardous waste 
disposal; property, liability and all other insurance relating 
to property; space and capital leasing; facility planning and 
management; and, central receiving. The operation and 
maintenance expense category should also include its allocable 
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share of fringe benefit costs, depreciation and use allowances, 
and interest costs. 
    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
allocated in the same manner as described in subsection 2.b for 
depreciation and use allowances. 
    c. For F&A rates negotiated on or after July 1, 1998, an 
institution that previously employed a utility special cost 
study in its most recently negotiated F&A rate proposal in 
accordance with Section E.2.d, may add a utility cost adjustment 
(UCA) of 1.3 percentage points to its negotiated overall F&A 
rate for organized research.  Exhibit B displays the list of 
eligible institutions.  The allocation of utility costs to the 
benefiting functions shall otherwise be made in the same manner 
as described in subsection F.4.b. Beginning on July 1, 2002, 
Federal agencies shall reassess periodically the eligibility of 
institutions to receive the UCA. 
    d. Beginning on July 1, 2002, Federal agencies may receive 
applications for utilization of the UCA from institutions not 
subject to the provisions of subsection F.4.c. 
    5. General administration and general expenses. 
    a. The expenses under this heading are those that have been 
incurred for the general executive and administrative offices of 
educational institutions and other expense of a general 
character which do not relate solely to any major function of 
the institution; i.e., solely to (1) instruction, (2) organized 
research, (3) other sponsored activities, or (4) other 
institutional activities.  The general administration and 
general expense category should also include its allocable share 
of fringe benefit costs, operation and maintenance expense, 
depreciation and use allowances, and interest costs.  Examples 
of general administration and general expenses include: those 
expenses incurred by administrative offices that serve the 
entire university system of which the institution is a part; 
central offices of the institution such as the President's or 
Chancellor's office, the offices for institution-wide financial 
management, business services, budget and planning, personnel 
management, and safety and risk management; the office of the 
General Counsel; and, the operations of the central 
administrative management information systems. General 
administration and general expenses shall not include expenses 
incurred within non-university-wide deans' offices, academic 
departments, organized research units, or similar organizational 
units.  (See subsection 6, Departmental administration 
expenses.) 
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    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
grouped first according to common major functions of the 
institution to which they render services or provide benefits.  
The aggregate expenses of each group shall then be allocated to 
serviced or benefited functions on the modified total cost 
basis.  Modified total costs consist of the same elements as 
those in Section G.2.  When an activity included in this F&A 
cost category provides a service or product to another 
institution or organization, an appropriate adjustment must be 
made to either the expenses or the basis of allocation or both, 
to assure a proper allocation of costs. 
    6. Departmental administration expenses. 
    a. The expenses under this heading are those that have been 
incurred for administrative and supporting services that benefit 
common or joint departmental activities or objectives in 
academic deans' offices, academic departments and divisions, and 
organized research units.  Organized research units include such 
units as institutes, study centers, and research centers.  
Departmental administration expenses are subject to the 
following limitations. 
      (1) Academic deans' offices.  Salaries and operating 
expenses are limited to those attributable to administrative 
functions. 
      (2) Academic departments: 
      (a) Salaries and fringe benefits attributable to the 
administrative work (including bid and proposal preparation) of 
faculty (including department heads), and other professional 
personnel conducting research and/or instruction, shall be 
allowed at a rate of 3.6 percent of modified total direct costs.  
This category does not include professional business or 
professional administrative officers.  This allowance shall be 
added to the computation of the F&A cost rate for major 
functions in Section G; the expenses covered by the allowance 
shall be excluded from the departmental administration cost 
pool.  No documentation is required to support this allowance. 
       (b) Other administrative and supporting expenses incurred 
within academic departments are allowable provided they are 
treated consistently in like circumstances.  This would include 
expenses such as the salaries of secretarial and clerical 
staffs, the salaries of administrative officers and assistants, 
travel, office supplies, stockrooms, and the like. 
      (3) Other fringe benefit costs applicable to the salaries 
and wages included in subsections (1) and (2) are allowable, as 
well as an appropriate share of general administration and 
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general expenses, operation and maintenance expenses, and 
depreciation and/or use allowances. 
      (4) Federal agencies may authorize reimbursement of 
additional costs for department heads and faculty only in 
exceptional cases where an institution can demonstrate undue 
hardship or detriment to project performance. 
    b. The following guidelines apply to the determination of 
departmental administrative costs as direct or F&A costs. 
      (1) In developing the departmental administration cost 
pool, special care should be exercised to ensure that costs 
incurred for the same purpose in like circumstances are treated 
consistently as either direct or F&A costs.  For example, 
salaries of technical staff, laboratory supplies (e.g., 
chemicals), telephone toll charges, animals, animal care costs, 
computer costs, travel costs, and specialized shop costs shall 
be treated as direct cost wherever identifiable to a particular 
cost objective.  Direct charging of these costs may be 
accomplished through specific identification of individual costs 
to benefiting cost objectives, or through recharge centers or 
specialized service facilities, as appropriate under the 
circumstances. 
      (2) The salaries of administrative and clerical staff 
should normally be treated as F&A costs.  Direct charging of 
these costs may be appropriate where a major project or activity 
explicitly budgets for administrative or clerical services and 
individuals involved can be specifically identified with the 
project or activity.  "Major project" is defined as a project 
that requires an extensive amount of administrative or clerical 
support, which is significantly greater than the routine level 
of such services provided by academic departments.  Some 
examples of major projects are described in Exhibit C. 
      (3) Items such as office supplies, postage, local 
telephone costs, and memberships shall normally be treated as 
F&A costs. 
    c. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
allocated as follows: 
      (1) The administrative expenses of the dean's office of 
each college and school shall be allocated to the academic 
departments within that college or school on the modified total 
cost basis. 
      (2) The administrative expenses of each academic 
department, and the department's share of the expenses allocated 
in subsection (1) shall be allocated to the appropriate 
functions of the department on the modified total cost basis. 
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    7. Sponsored projects administration. 
    a. The expenses under this heading are limited to those 
incurred by a separate organization(s) established primarily to 
administer sponsored projects, including such functions as grant 
and contract administration (Federal and non-Federal), special 
security, purchasing, personnel, administration, and editing and 
publishing of research and other reports.  They include the 
salaries and expenses of the head of such organization, 
assistants, and immediate staff, together with the salaries and 
expenses of personnel engaged in supporting activities 
maintained by the organization, such as stock rooms, 
stenographic pools and the like.  This category also includes an 
allocable share of fringe benefit costs, general administration 
and general expenses, operation and maintenance expenses, 
depreciation/use allowances.  Appropriate adjustments will be 
made for services provided to other functions or organizations. 
    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
allocated to the major functions of the institution under which 
the sponsored projects are conducted on the basis of the 
modified total cost of sponsored projects. 
    c. An appropriate adjustment shall be made to eliminate any 
duplicate charges to sponsored agreements when this category 
includes similar or identical activities as those included in 
the general administration and general expense category or other 
F&A cost items, such as accounting, procurement, or personnel 
administration. 
    8. Library expenses. 
    a. The expenses under this heading are those that have been 
incurred for the operation of the library, including the cost of 
books and library materials purchased for the library, less any 
items of library income that qualify as applicable credits under 
Section C.5.  The library expense category should also include 
the fringe benefits applicable to the salaries and wages 
included therein, an appropriate share of general administration 
and general expense, operation and maintenance expense, and 
depreciation and use allowances.  Costs incurred in the 
purchases of rare books (museum-type books) with no value to 
sponsored agreements should not be allocated to them. 
    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
allocated first on the basis of primary categories of users, 
including students, professional employees, and other users. 
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      (1) The student category shall consist of full-time 
equivalent students enrolled at the institution, regardless of 
whether they earn credits toward a degree or certificate. 
      (2) The professional employee category shall consist of 
all faculty members and other professional employees of the 
institution, on a full-time equivalent basis. 
      (3) The other users category shall consist of all other 
users of library facilities. 
    c. Amount allocated in subsection b shall be assigned 
further as follows: 
      (1) The amount in the student category shall be assigned 
to the instruction function of the institution. 
      (2) The amount in the professional employee category shall 
be assigned to the major functions of the institution in 
proportion to the salaries and wages of all faculty members and 
other professional employees applicable to those functions. 
      (3) The amount in the other users category shall be 
assigned to the other institutional activities function of the 
institution. 
    9. Student administration and services. 
    a. The expenses under this heading are those that have been 
incurred for the administration of student affairs and for 
services to students, including expenses of such activities as 
deans of students, admissions, registrar, counseling and 
placement services, student advisers, student health and 
infirmary services, catalogs, and commencements and 
convocations.  The salaries of members of the academic staff 
whose responsibilities to the institution require administrative 
work that benefits sponsored projects may also be included to 
the extent that the portion charged to student administration is 
determined in accordance with Section J.10.  This expense 
category also includes the fringe benefit costs applicable to 
the salaries and wages included therein, an appropriate share of 
general administration and general expenses, operation and 
maintenance, and use allowances and/or depreciation. 
    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses in this category shall be allocated 
to the instruction function, and subsequently to sponsored 
agreements in that function. 
    10. Offset for F&A expenses otherwise provided for by the 
Federal Government. 
    a. The items to be accumulated under this heading are the 
reimbursements and other payments from the Federal Government 
that are made to the institution to support solely, 
specifically, and directly, in whole or in part, any of the 
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administrative or service activities described in subsections 2 
through 9. 
    b. The items in this group shall be treated as a credit to 
the affected individual F&A cost category before that category 
is allocated to benefiting functions. 
 
G. Determination and application of F&A cost rate or rates. 
    1. F&A cost pools. 
    a. (1) Subject to subsection b, the separate categories of 
F&A costs allocated to each major function of the institution as 
prescribed in Section F shall be aggregated and treated as a 
common pool for that function.  The amount in each pool shall be 
divided by the distribution base described in subsection 2 to 
arrive at a single F&A cost rate for each function. 
      (2) The rate for each function is used to distribute F&A 
costs to individual sponsored agreements of that function.  
Since a common pool is established for each major function of 
the institution, a separate F&A cost rate would be established 
for each of the major functions described in Section B.1 under 
which sponsored agreements are carried out. 
      (3) Each institution's F&A cost rate process must be 
appropriately designed to ensure that Federal sponsors do not in 
any way subsidize the F&A costs of other sponsors, specifically 
activities sponsored by industry and foreign governments.  
Accordingly, each allocation method used to identify and 
allocate the F&A cost pools, as described in Sections E.2 and 
F.2 through F.9, must contain the full amount of the 
institution's modified total costs or other appropriate units of 
measurement used to make the computations.  In addition, the 
final rate distribution base (as defined in subsection 2) for 
each major function (organized research, instruction, etc., as 
described in Section B.1) shall contain all the programs or 
activities that utilize the F&A costs allocated to that major 
function.  At the time a F&A cost proposal is submitted to a 
cognizant Federal agency, each institution must describe the 
process it uses to ensure that Federal funds are not used to 
subsidize industry and foreign government funded programs. 
    b. In some instances a single rate basis for use across the 
board on all work within a major function at an institution may 
not be appropriate.  A single rate for research, for example, 
might not take into account those different environmental 
factors and other conditions which may affect substantially the 
F&A costs applicable to a particular segment of research at the 
institution.  A particular segment of research may be that 
performed under a single sponsored agreement or it may consist 
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of research under a group of sponsored agreements performed in a 
common environment.  The environmental factors are not limited 
to the physical location of the work.  Other important factors 
are the level of the administrative support required, the nature 
of the facilities or other resources employed, the scientific 
disciplines or technical skills involved, the organizational 
arrangements used, or any combination thereof.  Where a 
particular segment of a sponsored agreement is performed within 
an environment which appears to generate a significantly 
different level of F&A costs, provisions should be made for a 
separate F&A cost pool applicable to such work.  The separate 
F&A cost pool should be developed during the regular course of 
the rate determination process and the separate F&A cost rate 
resulting therefrom should be utilized; provided it is 
determined that (1) such F&A cost rate differs significantly 
from that which would have been obtained under subsection a, and 
(2) the volume of work to which such rate would apply is 
material in relation to other sponsored agreements at the 
institution. 
    2. The distribution basis.  F&A costs shall be distributed 
to applicable sponsored agreements and other benefiting 
activities within each major function (see Section B.1) on the 
basis of modified total direct costs, consisting of all salaries 
and wages, fringe benefits, materials and supplies, services, 
travel, and subgrants and subcontracts up to the first $25,000 
of each subgrant or subcontract (regardless of the period 
covered by the subgrant or subcontract).  Equipment, capital 
expenditures, charges for patient care and tuition remission, 
rental costs, scholarships, and fellowships as well as the 
portion of each subgrant and subcontract in excess of $25,000 
shall be excluded from modified total direct costs.  Other items 
may only be excluded where necessary to avoid a serious inequity 
in the distribution of F&A costs.  For this purpose, a F&A cost 
rate should be determined for each of the separate F&A cost 
pools developed pursuant to subsection 1.  The rate in each case 
should be stated as the percentage that the amount of the 
particular F&A cost pool is of the modified total direct costs 
identified with such pool. 
    3. Negotiated lump sum for F&A costs.  A negotiated fixed 
amount in lieu of F&A costs may be appropriate for 
self-contained, off-campus, or primarily subcontracted 
activities where the benefits derived from an institution's F&A 
services cannot be readily determined.  Such negotiated F&A 
costs will be treated as an offset before allocation to 
instruction, organized research, other sponsored activities, and 
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other institutional activities.  The base on which such 
remaining expenses are allocated should be appropriately 
adjusted. 
    4. Predetermined rates for F&A costs.  Public Law 87-638 (76 
Stat. 437) authorizes the use of predetermined rates in 
determining the "indirect costs" (F&A costs in this Circular) 
applicable under research agreements with educational 
institutions.  The stated objectives of the law are to simplify 
the administration of cost-type research and development 
contracts (including grants) with educational institutions, to 
facilitate the preparation of their budgets, and to permit more 
expeditious closeout of such contracts when the work is 
completed.  In view of the potential advantages offered by this 
procedure, negotiation of predetermined rates for F&A costs for 
a period of two to four years should be the norm in those 
situations where the cost experience and other pertinent facts 
available are deemed sufficient to enable the parties involved 
to reach an informed judgment as to the probable level of F&A 
costs during the ensuing accounting periods. 
    5. Negotiated fixed rates and carry-forward provisions.  
When a fixed rate is negotiated in advance for a fiscal year (or 
other time period), the over- or under-recovery for that year 
may be included as an adjustment to the F&A cost for the next 
rate negotiation.  When the rate is negotiated before the 
carry-forward adjustment is determined, the carry-forward amount 
may be applied to the next subsequent rate negotiation.  When 
such adjustments are to be made, each fixed rate negotiated in 
advance for a given period will be computed by applying the 
expected F&A costs allocable to sponsored agreements for the 
forecast period plus or minus the carry-forward adjustment 
(over- or under-recovery) from the prior period, to the forecast 
distribution base.  Unrecovered amounts under lump-sum 
agreements or cost-sharing provisions of prior years shall not 
be carried forward for consideration in the new rate 
negotiation.  There must, however, be an advance understanding 
in each case between the institution and the cognizant Federal 
agency as to whether these differences will be considered in the 
rate negotiation rather than making the determination after the 
differences are known.  Further, institutions electing to use 
this carry-forward provision may not subsequently change without 
prior approval of the cognizant Federal agency.  In the event 
that an institution returns to a postdetermined rate, any over- 
or under-recovery during the period in which negotiated fixed 
rates and carry-forward provisions were followed will be 
included in the subsequent postdetermined rates.  Where multiple 
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rates are used, the same procedure will be applicable for 
determining each rate. 
    6. Provisional and final rates for F&A costs.  Where the 
cognizant agency determines that cost experience and other 
pertinent facts do not justify the use of predetermined rates, 
or a fixed rate with a carry-forward, or if the parties cannot 
agree on an equitable rate, a provisional rate shall be 
established.  To prevent substantial overpayment or 
underpayment, the provisional rate may be adjusted by the 
cognizant agency during the institution's fiscal year.  
Predetermined or fixed rates may replace provisional rates at 
any time prior to the close of the institution's fiscal year.  
If a provisional rate is not replaced by a predetermined or 
fixed rate prior to the end of the institution's fiscal year, a 
final rate will be established and upward or downward 
adjustments will be made based on the actual allowable costs 
incurred for the period involved. 
    7. Fixed rates for the life of the sponsored agreement. 
    a. Federal agencies shall use the negotiated rates for F&A 
costs in effect at the time of the initial award throughout the 
life of the sponsored agreement.  "Life" for the purpose of this 
subsection means each competitive segment of a project.  A 
competitive segment is a period of years approved by the Federal 
funding agency at the time of the award.  If negotiated rate 
agreements do not extend through the life of the sponsored 
agreement at the time of the initial award, then the negotiated 
rate for the last year of the sponsored agreement shall be 
extended through the end of the life of the sponsored agreement.  
Award levels for sponsored agreements may not be adjusted in 
future years as a result of changes in negotiated rates. 
    b. When an educational institution does not have a 
negotiated rate with the Federal Government at the time of the 
award (because the educational institution is a new grantee or 
the parties cannot reach agreement on a rate), the provisional 
rate used at the time of the award shall be adjusted once a rate 
is negotiated and approved by the cognizant agency. 
    8. Limitation on reimbursement of administrative costs. 
    a. Notwithstanding the provisions of subsection 1.a, the 
administrative costs charged to sponsored agreements awarded or 
amended (including continuation and renewal awards) with 
effective dates beginning on or after the start of the 
institution's first fiscal year which begins on or after October 
1, 1991, shall be limited to 26% of modified total direct costs 
(as defined in subsection 2) for the total of General 
Administration and General Expenses, Departmental 
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Administration, Sponsored Projects Administration, and Student 
Administration and Services (including their allocable share of 
depreciation and/or use allowances, interest costs, operation 
and maintenance expenses, and fringe benefits costs, as provided 
by Sections F.5, F.6, F.7 and F.9) and all other types of 
expenditures not listed specifically under one of the 
subcategories of facilities in Section F. 
    b. Existing F&A cost rates that affect institutions' fiscal 
years which begin on or after October 1, 1991, shall be 
unilaterally amended by the cognizant Federal agency to reflect 
the cost limitation in subsection a. 
    c. Permanent rates established prior to this revision that 
have been amended in accordance with subsection b may be 
renegotiated.  However, no such renegotiated rate may exceed the 
rate which would have been in effect if the agreement had 
remained in effect; nor may the administrative portion of any 
renegotiated rate exceed the limitation in subsection a. 
    d. Institutions should not change their accounting or cost 
allocation methods which were in effect on May 1, 1991, if the 
effect is to: (i) change the charging of a particular type of 
cost from F&A to direct, or (ii) reclassify costs, or increase 
allocations, from the administrative pools identified in 
subsection to the other F&A cost pools or fringe benefits.  
Cognizant Federal agencies are authorized to permit changes 
where an institution's charging practices are at variance with 
acceptable practices followed by a substantial majority of other 
institutions. 
    9. Alternative method for administrative costs. 
    a. Notwithstanding the provisions of subsection 1.a, an 
institution may elect to claim fixed allowance for the 
"Administration" portion of F&A costs.  The allowance could be 
either 24% of modified total direct costs or a percentage equal 
to 95% of the most recently negotiated fixed or predetermined 
rate for the cost pools included under "Administration" as 
defined in Section F.1, whichever is less, provided that no 
accounting or cost allocation changes with the effects described 
in subsection 8.d have occurred.  Under this alternative, no 
cost proposal need be prepared for the "Administration" portion 
of the F&A cost rate nor is further identification or 
documentation of these costs required (see subsection c).  Where 
a negotiated F&A cost agreement includes this alternative, an 
institution shall make no further charges for the expenditure 
categories described in Sections F.5, F.6, F.7 and F.9. 
    b. In negotiations of rates for subsequent periods, an 
institution that has elected the option of subsection a may 
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continue to exercise it at the same rate without further 
identification or documentation of costs, provided that no 
accounting or cost allocation changes with the effects described 
in subsection 8.d have occurred. 
    c. If an institution elects to accept a threshold rate, it 
is not required to perform a detailed analysis of its 
administrative costs.  However, in order to compute the 
facilities components of its F&A cost rate, the institution must 
reconcile its F&A cost proposal to its financial statements and 
make appropriate adjustments and reclassifications to identify 
the costs of each major function as defined in Section B.1, as 
well as to identify and allocate the facilities components.  
Administrative costs that are not identified as such by the 
institution's accounting system (such as those incurred in 
academic departments) will be classified as instructional costs 
for purposes of reconciling F&A cost proposals to financial 
statements and allocating facilities costs. 
    10. Individual rate components.  
    In order to satisfy the requirements of Section J.14 and to 
provide mutually agreed upon information for management 
purposes, each F&A cost rate negotiation or determination shall 
include development of a rate for each F&A cost pool as well as 
the overall F&A cost rate. 
    11. Negotiation and approval of F&A rate. 
    a. Cognizant agency assignments.  "A cognizant agency" means 
the Federal agency responsible for negotiating and approving F&A 
rates for an educational institution on behalf of all Federal 
agencies. 
      (1) Cost negotiation cognizance is assigned to the 
Department of Health and Human Services (HHS) or the Department 
of Defense's Office of Naval Research (DOD), normally depending 
on which of the two agencies (HHS or DOD) provides more funds to 
the educational institution for the most recent three years.  
Information on funding shall be derived from relevant data 
gathered by the National Science Foundation.  In cases where 
neither HHS nor DOD provides Federal funding to an educational 
institution, the cognizant agency assignment shall default to 
HHS.  Notwithstanding the method for cognizance determination 
described above, other arrangements for cognizance of a 
particular educational institution may also be based in part on 
the types of research performed at the educational institution 
and shall be decided based on mutual agreement between HHS and 
DOD. 
      (2) Cognizant assignments as of December 31, 1995, shall 
continue in effect through educational institutions' fiscal 
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years ending during 1997, or the period covered by negotiated 
agreements in effect on December 31, 1995, whichever is later, 
except for those educational institutions with cognizant 
agencies other than HHS or DOD.  Cognizance for these 
educational institutions shall transfer to HHS or DOD at the end 
of the period covered by the current negotiated rate agreement.  
After cognizance is established, it shall continue for a 
five-year period. 
    b. Acceptance of rates.  The negotiated rates shall be 
accepted by all Federal agencies.  Only under special 
circumstances, when required by law or regulation, may an agency 
use a rate different from the negotiated rate for a class of 
sponsored agreements or a single sponsored agreement. 
    c. Correcting deficiencies.  The cognizant agency shall 
negotiate changes needed to correct systems deficiencies 
relating to accountability for sponsored agreements.  Cognizant 
agencies shall address the concerns of other affected agencies, 
as appropriate. 
    d. Resolving questioned costs.  The cognizant agency shall 
conduct any necessary negotiations with an educational 
institution regarding amounts questioned by audit that are due 
the Federal Government related to costs covered by a negotiated 
agreement. 
    e. Reimbursement.  Reimbursement to cognizant agencies for 
work performed under Circular A-21 may be made by reimbursement 
billing under the Economy Act, 31 U.S.C. 1535. 
    f. Procedure for establishing facilities and administrative 
rates.  The cognizant agency shall arrange with the educational 
institution to provide copies of rate proposals to all 
interested agencies.  Agencies wanting such copies should notify 
the cognizant agency.  Rates shall be established by one of the 
following methods: 
      (1) Formal negotiation.  The cognizant agency is 
responsible for negotiating and approving rates for an 
educational institution on behalf of all Federal agencies.  
Non-cognizant Federal agencies, which award sponsored agreements 
to an educational institution, shall notify the cognizant agency 
of specific concerns (i.e., a need to establish special cost 
rates) that could affect the negotiation process.  The cognizant 
agency shall address the concerns of all interested agencies, as 
appropriate.  A pre-negotiation conference may be scheduled 
among all interested agencies, if necessary.  The cognizant 
agency shall then arrange a negotiation conference with the 
educational institution. 
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      (2) Other than formal negotiation.  The cognizant agency 
and educational institution may reach an agreement on rates 
without a formal negotiation conference; for example, through 
correspondence or use of the simplified method described in this 
Circular. 
    g. Formalizing determinations and agreements.  The cognizant 
agency shall formalize all determinations or agreements reached 
with an educational institution and provide copies to other 
agencies having an interest. 
    h. Disputes and disagreements.  Where the cognizant agency 
is unable to reach agreement with an educational institution 
with regard to rates or audit resolution, the appeal system of 
the cognizant agency shall be followed for resolution of the 
disagreement. 
    12. Standard Format for Submission.  For facilities and 
administrative (F&A) rate proposals submitted on or after July 
1, 2001, educational institutions shall use the standard format, 
shown in Appendix C, to submit their F&A rate proposal to the 
cognizant agency.  The cognizant agency may, on an 
institution-by-institution basis, grant exceptions from all or 
portions of Part II of the standard format requirement.  This 
requirement does not apply to educational institutions that use 
the simplified method for calculating F&A rates, as described in 
Section H. 
 
H. Simplified method for small institutions. 
    1. General. 
    a. Where the total direct cost of work covered by Circular 
A-21 at an institution does not exceed $10 million in a fiscal 
year, the use of the simplified procedure described in 
subsections 2 or 3, may be used in determining allowable F&A 
costs.  Under this simplified procedure, the institution's most 
recent annual financial report and immediately available 
supporting information shall be utilized as basis for 
determining the F&A cost rate applicable to all sponsored 
agreements.  The institution may use either the salaries and 
wages (see subsection 2) or modified total direct costs (see 
subsection 3) as distribution basis. 
    b. The simplified procedure should not be used where it 
produces results that appear inequitable to the Federal 
Government or the institution.  In any such case, F&A costs 
should be determined through use of the regular procedure. 
    2. Simplified procedure - Salaries and wages base. 
    a. Establish the total amount of salaries and wages paid to 
all employees of the institution. 
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    b. Establish an F&A cost pool consisting of the expenditures 
(exclusive of capital items and other costs specifically 
identified as unallowable) that customarily are classified under 
the following titles or their equivalents: 
      (1) General administration and general expenses (exclusive 
of costs of student administration and services, student 
activities, student aid, and scholarships). 
      (2) Operation and maintenance of physical plant; and 
depreciation and use allowances; after appropriate adjustment 
for costs applicable to other institutional activities. 
      (3) Library. 
      (4) Department administration expenses, which will be 
computed as 20 percent of the salaries and expenses of deans and 
heads of departments. 
    In those cases where expenditures classified under 
subsection (1) have previously been allocated to other 
institutional activities, they may be included in the F&A cost 
pool.  The total amount of salaries and wages included in the 
F&A cost pool must be separately identified. 
    c. Establish a salary and wage distribution base, determined 
by deducting from the total of salaries and wages as established 
in subsection a the amount of salaries and wages included under 
subsection b. 
    d. Establish the F&A cost rate, determined by dividing the 
amount in the F&A cost pool, subsection b, by the amount of the 
distribution base, subsection c. 
    e. Apply the F&A cost rate to direct salaries and wages for 
individual agreements to determine the amount of F&A costs 
allocable to such agreements. 
    3. Simplified procedure - Modified total direct cost base. 
    a. Establish the total costs incurred by the institution for 
the base period. 
    b. Establish a F&A cost pool consisting of the expenditures 
(exclusive of capital items and other costs specifically 
identified as unallowable) that customarily are classified under 
the following titles or their equivalents: 
      (1) General administration and general expenses (exclusive 
of costs of student administration and services, student 
activities, student aid, and scholarships). 
      (2) Operation and maintenance of physical plant; and 
depreciation and use allowances; after appropriate adjustment 
for costs applicable to other institutional activities. 
      (3) Library. 
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      (4) Department administration expenses, which will be 
computed as 20 percent of the salaries and expenses of deans and 
heads of departments. 
    In those cases where expenditures classified under 
subsection (1) have previously been allocated to other 
institutional activities, they may be included in the F&A cost 
pool.  The modified total direct costs amount included in the 
F&A cost pool must be separately identified. 
    c. Establish a modified total direct cost distribution base, 
as defined in Section G.2, that consists of all institution's 
direct functions. 
    d. Establish the F&A cost rate, determined by dividing the 
amount in the F&A cost pool, subsection b, by the amount of the 
distribution base, subsection c. 
    e. Apply the F&A cost rate to the modified total direct 
costs for individual agreements to determine the amount of F&A 
costs allocable to such agreements. 
 
J. General provisions for selected items of cost. 
 
    Sections 1 through 54 provide principles to be applied in 
establishing the allowability of certain items involved in 
determining cost.  These principles should apply irrespective of 
whether a particular item of cost is properly treated as direct 
cost or F&A cost.  Failure to mention a particular item of cost 
is not intended to imply that it is either allowable or 
unallowable; rather, determination as to allowability in each 
case should be based on the treatment provided for similar or 
related items of cost.  In case of a discrepancy between the 
provisions of a specific sponsored agreement and the provisions 
below, the agreement should govern. 
 
    1. Advertising and public relations costs. 
    a. The term advertising costs means the costs of advertising 
media and corollary administrative costs.  Advertising media 
include magazines, newspapers, radio and television, direct mail, 
exhibits, electronic or computer transmittals, and the like. 
    b. The term public relations includes community relations and 
means those activities dedicated to maintaining the image of the 
institution or maintaining or promoting understanding and favorable 
relations with the community or public at large or any segment of 
the public. 
    c. The only allowable advertising costs are those that are 
solely for: 
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      (1) The recruitment of personnel required for the performance 
by the institution of obligations arising under a sponsored 
agreement (See also subsection b. of section J.42, Recruiting);   
      (2) The procurement of goods and services for the performance 
of a sponsored agreement; 
      (3) The disposal of scrap or surplus materials acquired in 
the performance of a sponsored agreement except when non-Federal 
entities are reimbursed for disposal costs at a predetermined 
amount; or 
      (4) Other specific purposes necessary to meet the 
requirements of the sponsored agreement. 
    d. The only allowable public relations costs are: 
       (1) Costs specifically required by the sponsored agrrement; 
       (2) Costs of communicating with the public and press 
pertaining to specific activities or accomplishments which result 
from performance of sponsored agreements (these costs are 
considered necessary as part of the outreach effort for the 
sponsored agreement); or 
       (3) Costs of conducting general liaison with news media and 
government public relations officers, to the extent that such 
activities are limited to communication and liaison necessary keep 
the public informed on matters of public concern, such as notices 
of Federal contract/grant awards, financial matters, etc. 
    e. Costs identified in subsections c and d if incurred for more 
than one sponsored agreement or for both sponsored work and other 
work of the institution, are allowable to the extent that the 
principles in sections D. (“Direct Costs”) and E. (“F & A Costs”) 
are observed.   
    f. Unallowable advertising and public relations costs include 
the following: 
      (1) All advertising and public relations costs other than as 
specified in subsections 1.c, 1.d and 1.e. 
      (2) Costs of meetings, conventions, convocations, or other 
events related to other activities of the institution, including: 
      (a) Costs of displays, demonstrations, and exhibits; 
      (b) Costs of meeting rooms, hospitality suites, and other 
special facilities used in conjunction with shows and other special 
events; and 
      (c) Salaries and wages of employees engaged in setting up and 
displaying exhibits, making demonstrations, and providing 
briefings; 
      (3) Costs of promotional items and memorabilia, including 
models, gifts, and souvenirs; 
      (4) Costs of advertising and public relations designed solely 
to promote the institution. 
 
    2.  Advisory councils. 
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    Costs incurred by advisory councils or committees are 
allowable as a direct cost where authorized by the Federal 
awarding agency or as an indirect cost where allocable to 
sponsored agreements. 
 
    3. Alcoholic beverages.  
    Costs of alcoholic beverages are unallowable. 
 
    4. Alumni/ae activities.   
    Costs incurred for, or in support of, alumni/ae activities 
and similar services are unallowable. 
 
    5. Audit costs and related services.
    a. The costs of audits required by, and performed in 
accordance with, the Single Audit Act, as implemented by 
Circular A-133, "Audits of States, Local Governments, and Non-
Profit Organizations” are allowable.  Also see 31 USC 7505(b) 
and section ___.230 (“Audit Costs”) of Circular A-133. 
    b. Other audit costs are allowable if included in an 
indirect cost rate proposal , or if specifically approved by the 
awarding agency as a direct cost to an award. 
    c. The cost of  agreed-upon procedures engagements to 
monitor subrecipients who are exempted from A-133 under section 
___.200(d) are allowable, subject to the conditions listed in A-
133, section ___.230 (b)(2). 
 
    6. Bad Debt.   
    Bad debts, including losses (whether actual or estimated) 
arising from uncollectable accounts and other claims, related 
collection costs, and related legal costs, are unallowable. 
 
    7. Bonding costs.
    a. Bonding costs arise when the Federal Government requires 
assurance against financial loss to itself or others by reason 
of the act or default of the institution.  They arise also in 
instances where the institution requires similar assurance.  
Included are such bonds as bid, performance, payment, advance 
payment, infringement, and fidelity bonds.  
    b. Costs of bonding required pursuant to the terms of the 
award are allowable.  
    c. Costs of bonding required by the institution in the 
general conduct of its operations are allowable to the extent 
that such bonding is in accordance with sound business practice 
and the rates and premiums are reasonable under the 
circumstances. 
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     8. Commencement and convocation costs.
    Costs incurred for commencements and convocations are 
unallowable, except as provided for in Section F.9. 
 
     9. Communication costs.   
    Costs incurred for telephone services, local and long 
distance telephone calls, telegrams, postage, messenger, 
electronic or computer transmittal services and the like are 
allowable. 
 
    10. Compensation for personal services.
    a. General.  Compensation for personal services covers all 
amounts paid currently or accrued by the institution for 
services of employees rendered during the period of performance 
under sponsored agreements.  Such amounts include salaries, 
wages, and fringe benefits (see subsection f).  These costs are 
allowable to the extent that the total compensation to 
individual employees conforms to the established policies of the 
institution, consistently applied, and provided that the charges 
for work performed directly on sponsored agreements and for 
other work allocable as F&A costs are determined and supported 
as provided below.  Charges to sponsored agreements may include 
reasonable amounts for activities contributing and intimately 
related to work under the agreements, such as delivering special 
lectures about specific aspects of the ongoing activity, writing 
reports and articles, participating in appropriate seminars, 
consulting with colleagues and graduate students, and attending 
meetings and conferences.  Incidental work (that in excess of 
normal for the individual), for which supplemental compensation 
is paid by an institution under institutional policy, need not 
be included in the payroll distribution systems described below, 
provided such work and compensation are separately identified 
and documented in the financial management system of the 
institution. 
    b. Payroll distribution. 
      (1) General Principles. 
      (a) The distribution of salaries and wages, whether 
treated as direct or F&A costs, will be based on payrolls 
documented in accordance with the generally accepted practices 
of colleges and universities.  Institutions may include in a 
residual category all activities that are not directly charged 
to sponsored agreements, and that need not be distributed to 
more than one activity for purposes of identifying F&A costs and 
the functions to which they are allocable.  The components of 
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the residual category are not required to be separately 
documented. 
      (b) The apportionment of employees' salaries and wages 
which are chargeable to more than one sponsored agreement or 
other cost objective will be accomplished by methods which will- 
      (1) be in accordance with Sections A.2 and C;  
      (2) produce an equitable distribution of charges for 
employee's activities; and  
      (3) distinguish the employees' direct activities from 
their F&A activities. 
      (c) In the use of any methods for apportioning salaries, 
it is recognized that, in an academic setting, teaching, 
research, service, and administration are often inextricably 
intermingled.  A precise assessment of factors that contribute 
to costs is not always feasible, nor is it expected.  Reliance, 
therefore, is placed on estimates in which a degree of tolerance 
is appropriate. 
       (d) There is no single best method for documenting the 
distribution of charges for personal services.  Methods for 
apportioning salaries and wages, however, must meet the criteria 
specified in subsection b.(2).  Examples of acceptable methods 
are contained in subsection c.  Other methods that meet the 
criteria specified in subsection b.(2) also shall be deemed 
acceptable, if a mutually satisfactory alternative agreement is 
reached. 
      (2) Criteria for Acceptable Methods. 
      (a) The payroll distribution system will  
      (i) be incorporated into the official records of the 
institution;  
      (ii) reasonably reflect the activity for which the 
employee is compensated by the institution; and  
      (iii) encompass both sponsored and all other activities on 
an integrated basis, but may include the use of subsidiary 
records.  (Compensation for incidental work described in 
subsection a need not be included.) 
      (b) The method must recognize the principle of 
after-the-fact confirmation or determination so that costs 
distributed represent actual costs, unless a mutually 
satisfactory alternative agreement is reached.  Direct cost 
activities and F&A cost activities may be confirmed by 
responsible persons with suitable means of verification that the 
work was performed.  Confirmation by the employee is not a 
requirement for either direct or F&A cost activities if other 
responsible persons make appropriate confirmations. 
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      (c) The payroll distribution system will allow 
confirmation of activity allocable to each sponsored agreement 
and each of the categories of activity needed to identify F&A 
costs and the functions to which they are allocable.  The 
activities chargeable to F&A cost categories or the major 
functions of the institution for employees whose salaries must 
be apportioned (see subsection b.(1)b)), if not initially 
identified as separate categories, may be subsequently 
distributed by any reasonable method mutually agreed to, 
including, but not limited to, suitably conducted surveys, 
statistical sampling procedures, or the application of 
negotiated fixed rates. 
      (d) Practices vary among institutions and within 
institutions as to the activity constituting a full workload.  
Therefore, the payroll distribution system may reflect 
categories of activities expressed as a percentage distribution 
of total activities. 
      (e) Direct and F&A charges may be made initially to 
sponsored agreements on the basis of estimates made before 
services are performed.  When such estimates are used, 
significant changes in the corresponding work activity must be 
identified and entered into the payroll distribution system.  
Short-term (such as one or two months) fluctuation between 
workload categories need not be considered as long as the 
distribution of salaries and wages is reasonable over the longer 
term, such as an academic period. 
      (f) The system will provide for independent internal 
evaluations to ensure the system's effectiveness and compliance 
with the above standards. 
      (g) For systems which meet these standards, the 
institution will not be required to provide additional support 
or documentation for the effort actually performed. 
    c. Examples of Acceptable Methods for Payroll Distribution: 
      (1) Plan-Confirmation: Under this method, the distribution 
of salaries and wages of professorial and professional staff 
applicable to sponsored agreements is based on budgeted, 
planned, or assigned work activity, updated to reflect any 
significant changes in work distribution.  A plan-confirmation 
system used for salaries and wages charged directly or 
indirectly to sponsored agreements will meet the following 
standards: 
      (a) A system of budgeted, planned, or assigned work 
activity will be incorporated into the official records of the 
institution and encompass both sponsored and all other 
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activities on an integrated basis.  The system may include the 
use of subsidiary records. 
      (b) The system will reasonably reflect only the activity 
for which the employee is compensated by the institution 
(compensation for incidental work described in subsection a need 
not be included).  Practices vary among institutions and within 
institutions as to the activity constituting a full workload.  
Hence, the system will reflect categories of activities 
expressed as a percentage distribution of total activities.  
(See Section H for treatment of F&A costs under the simplified 
method for small institutions.) 
      (c) The system will reflect activity applicable to each 
sponsored agreement and to each category needed to identify F&A 
costs and the functions to which they are allocable.  The system 
may treat F&A cost activities initially within a residual 
category and subsequently determine them by alternate methods as 
discussed in subsection b.(2)(c). 
      (d) The system will provide for modification of an 
individual's salary or salary distribution commensurate with a 
significant change in the employee's work activity.  Short-term 
(such as one or two months) fluctuation between workload 
categories need not be considered as long as the distribution of 
salaries and wages is reasonable over the longer term, such as 
an academic period.  Whenever it is apparent that a significant 
change in work activity that is directly or indirectly charged 
to sponsored agreements will occur or has occurred, the change 
will be documented over the signature of a responsible official 
and entered into the system. 
      (e) At least annually a statement will be signed by the 
employee, principal investigator, or responsible official(s) 
using suitable means of verification that the work was 
performed, stating that salaries and wages charged to sponsored 
agreements as direct charges, and to residual, F&A cost or other 
categories are reasonable in relation to work performed. 
      (f) The system will provide for independent internal 
evaluation to ensure the system's integrity and compliance with 
the above standards. 
      (g) In the use of this method, an institution shall not be 
required to provide additional support or documentation for the 
effort actually performed. 
       (2) After-the-fact Activity Records: Under this system 
the distribution of salaries and wages by the institution will 
be supported by activity reports as prescribed below. 
      (a) Activity reports will reflect the distribution of 
activity expended by employees covered by the system 
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(compensation for incidental work as described in subsection a 
need not be included). 
      (b) These reports will reflect an after-the-fact reporting 
of the percentage distribution of activity of employees.  
Charges may be made initially on the basis of estimates made 
before the services are performed, provided that such charges 
are promptly adjusted if significant differences are indicated 
by activity records. 
      (c) Reports will reasonably reflect the activities for 
which employees are compensated by the institution.  To confirm 
that the distribution of activity represents a reasonable 
estimate of the work performed by the employee during the 
period, the reports will be signed by the employee, principal 
investigator, or responsible official(s) using suitable means of 
verification that the work was performed. 
      (d) The system will reflect activity applicable to each 
sponsored agreement and to each category needed to identify F&A 
costs and the functions to which they are allocable.  The system 
may treat F&A cost activities initially within a residual 
category and subsequently determine them by alternate methods as 
discussed in subsection b.(2)(c). 
      (e) For professorial and professional staff, the reports 
will be prepared each academic term, but no less frequently than 
every six months.  For other employees, unless alternate 
arrangements are agreed to, the reports will be prepared no less 
frequently than monthly and will coincide with one or more pay 
periods. 
      (f) Where the institution uses time cards or other forms 
of after-the-fact payroll documents as original documentation 
for payroll and payroll charges, such documents shall qualify as 
records for this purpose, provided that they meet the 
requirements in subsections (a) through (e). 
      (3) Multiple Confirmation Records: Under this system, the 
distribution of salaries and wages of professorial and 
professional staff will be supported by records which certify 
separately for direct and F&A cost activities as prescribed 
below. 
      (a) For employees covered by the system, there will be 
direct cost records to reflect the distribution of that activity 
expended which is to be allocable as direct cost to each 
sponsored agreement.  There will also be F&A cost records to 
reflect the distribution of that activity to F&A costs.  These 
records may be kept jointly or separately (but are to be 
certified separately, see below). 
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      (b) Salary and wage charges may be made initially on the 
basis of estimates made before the services are performed, 
provided that such charges are promptly adjusted if significant 
differences occur. 
      (c) Institutional records will reasonably reflect only the 
activity for which employees are compensated by the institution 
(compensation for incidental work as described in subsection a 
need not be included). 
      (d) The system will reflect activity applicable to each 
sponsored agreement and to each category needed to identify F&A 
costs and the functions to which they are allocable. 
      (e) To confirm that distribution of activity represents a 
reasonable estimate of the work performed by the employee during 
the period, the record for each employee will include:  
      (1) the signature of the employee or of a person having 
direct knowledge of the work, confirming that the record of 
activities allocable as direct costs of each sponsored agreement 
is appropriate; and,  
      (2) the record of F&A costs will include the signature of 
responsible person(s) who use suitable means of verification 
that the work was performed and is consistent with the overall 
distribution of the employee's compensated activities.  These 
signatures may all be on the same document. 
      (f) The reports will be prepared each academic term, but 
no less frequently than every six months. 
      (g) Where the institution uses time cards or other forms 
of after-the-fact payroll documents as original documentation 
for payroll and payroll charges, such documents shall qualify as 
records for this purposes, provided they meet the requirements 
in subsections (a) through (f). 
    d. Salary rates for faculty members.   
      (1) Salary rates for academic year.  Charges for work 
performed on sponsored agreements by faculty members during the 
academic year will be based on the individual faculty member's 
regular compensation for the continuous period which, under the 
policy of the institution concerned, constitutes the basis of 
his salary.  Charges for work performed on sponsored agreements 
during all or any portion of such period are allowable at the 
base salary rate.  In no event will charges to sponsored 
agreements, irrespective of the basis of computation, exceed the 
proportionate share of the base salary for that period.  This 
principle applies to all members of the faculty at an 
institution.  Since intra-university consulting is assumed to be 
undertaken as a university obligation requiring no compensation 
in addition to full-time base salary, the principle also applies 
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to faculty members who function as consultants or otherwise 
contribute to a sponsored agreement conducted by another faculty 
member of the same institution.  However, in unusual cases where 
consultation is across departmental lines or involves a separate 
or remote operation, and the work performed by the consultant is 
in addition to his regular departmental load, any charges for 
such work representing extra compensation above the base salary 
are allowable provided that such consulting arrangements are 
specifically provided for in the agreement or approved in 
writing by the sponsoring agency. 
      (2) Periods outside the academic year. 
      (a) Except as otherwise specified for teaching activity in 
subsection (b), charges for work performed by faculty members on 
sponsored agreements during the summer months or other period 
not included in the base salary period will be determined for 
each faculty member at a rate not in excess of the base salary 
divided by the period to which the base salary relates, and will 
be limited to charges made in accordance with other parts of 
this section.  The base salary period used in computing charges 
for work performed during the summer months will be the number 
of months covered by the faculty member's official academic year 
appointment. 
     (b) Charges for teaching activities performed by faculty 
members on sponsored agreements during the summer months or 
other periods not included in the base salary period will be 
based on the normal policy of the institution governing 
compensation to faculty members for teaching assignments during 
such periods. 
     (3) Part-time faculty.  Charges for work performed on 
sponsored agreements by faculty members having only part-time 
appointments will be determined at a rate not in excess of that 
regularly paid for the part-time assignments.  For example, an 
institution pays $5000 to a faculty member for half-time 
teaching during the academic year.  He devoted one-half of his 
remaining time to a sponsored agreement.  Thus, his additional 
compensation, chargeable by the institution to the agreement, 
would be one-half of $5000, or $2500. 
    e. Noninstitutional professional activities.  Unless an 
arrangement is specifically authorized by a Federal sponsoring 
agency, an institution must follow its institution-wide policies 
and practices concerning the permissible extent of professional 
services that can be provided outside the institution for 
noninstitutional compensation. Where such institution-wide 
policies do not exist or do not adequately define the 
permissible extent of consulting or other noninstitutional 

578



 
 50 

activities undertaken for extra outside pay, the Federal 
Government may require that the effort of professional staff 
working on sponsored agreements be allocated between (1) 
institutional activities, and (2) noninstitutional professional 
activities.  If the sponsoring agency considers the extent of 
noninstitutional professional effort excessive, appropriate 
arrangements governing compensation will be negotiated on a 
case-by-case basis. 
    f. Fringe benefits.   
      (1) Fringe benefits in the form of regular compensation 
paid to employees during periods of authorized absences from the 
job, such as for annual leave, sick leave, military leave, and 
the like, are allowable, provided such costs are distributed to 
all institutional activities in proportion to the relative 
amount of time or effort actually devoted by the employees.  See 
subsection 11.f.(4) for treatment of sabbatical leave. 
      (2) Fringe benefits in the form of employer contributions 
or expenses for social security, employee insurance, workmen's 
compensation insurance, tuition or remission of tuition for 
individual employees are allowable, provided such benefits are 
granted in accordance with established educational institutional 
policies, and are distributed to all institutional activities on 
an equitable basis.  Tuition benefits for family members other 
than the employee are unallowable for fiscal years beginning 
after September 30, 1998.  See Section J.45.b, Scholarships and 
student aid costs, for treatment of tuition remission provided 
to students. 
      (3) Rules for pension plan costs are as follows: 
      (a) Costs of the institution's pension plan which are 
incurred in accordance with the established policies of the 
institution are allowable, provided: (i) such policies meet the 
test of reasonableness, (ii) the methods of cost allocation are 
equitable for all activities, (iii) the amount of pension cost 
assigned to each fiscal year is determined in accordance with 
subsection (b), and (iv) the cost assigned to a given fiscal 
year is paid or funded for all plan participants within six 
months after the end of that year. However, increases to normal 
and past service pension costs caused by a delay in funding the 
actuarial liability beyond 30 days after each quarter of the 
year to which such costs are assignable are unallowable. 
      (b) The amount of pension cost assigned to each fiscal 
year shall be determined in accordance with generally accepted 
accounting principles.  Institutions may elect to follow the 
"Cost Accounting Standard for Composition and Measurement of 
Pension Cost" (48 Part 9904-412). 
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      (c) Premiums paid for pension plan termination insurance 
pursuant to the Employee Retirement Income Security Act (ERISA) 
of 1974 (Pub.  L. 93-406) are allowable.  Late payment charges 
on such premiums are unallowable.  Excise taxes on accumulated 
funding deficiencies and prohibited transactions of pension plan 
fiduciaries imposed under ERISA are also unallowable. 
      (4) Rules for sabbatical leave are as follows: 
      (a) Costs of leave of absence by employees for performance 
of graduate work or sabbatical study, travel, or research are 
allowable provided the institution has a uniform policy on 
sabbatical leave for persons engaged in instruction and persons 
engaged in research.  Such costs will be allocated on an 
equitable basis among all related activities of the institution.  
      (b) Where sabbatical leave is included in fringe benefits 
for which a cost is determined for assessment as a direct 
charge, the aggregate amount of such assessments applicable to 
all work of the institution during the base period must be 
reasonable in relation to the institution's actual experience 
under its sabbatical leave policy. 
      (5) Fringe benefits may be assigned to cost objectives by 
identifying specific benefits to specific individual employees 
or by allocating on the basis of institution-wide salaries and 
wages of the employees receiving the benefits.  When the 
allocation method is used, separate allocations must be made to 
selective groupings of employees, unless the institution 
demonstrates that costs in relationship to salaries and wages do 
not differ significantly for different groups of employees.  
Fringe benefits shall be treated in the same manner as the 
salaries and wages of the employees receiving the benefits.  The 
benefits related to salaries and wages treated as direct costs 
shall also be treated as direct costs; the benefits related to 
salaries and wages treated as F&A costs shall be treated as F&A 
costs. 
    g. Institution-furnished automobiles.  
    That portion of the cost of institution-furnished 
automobiles that relates to personal use by employees (including 
transportation to and from work) is unallowable regardless of 
whether the cost is reported as taxable income to the employees. 
    h.  Severance pay.   
      (1) Severance pay is compensation in addition to regular 
salary and wages which is paid by an institution to employees 
whose services are being terminated.  Costs of severance pay are 
allowable only to the extent that such payments are required by 
law, by employer-employee agreement, by established policy that 
constitutes in effect an implied agreement on the institution's 
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part, or by circumstances of the particular employment.   
      (2) Severance payments that are due to normal recurring 
turnover and which otherwise meet the conditions of subsection 
(1) may be allowed provided the actual costs of such severance 
payments are regarded as expenses applicable to the current 
fiscal year and are equitably distributed among the 
institution's activities during that period.   
      (3) Severance payments that are due to abnormal or mass 
terminations are of such conjectural nature that allowability 
must be determined on a case-by-case basis.  However, the 
Federal Government recognizes its obligation to participate, to 
the extent of its fair share, in any specific payment.   
      (4) Costs incurred in excess of the institution's normal 
severance pay policy applicable to all persons employed by the 
institution upon termination of employment are unallowable. 
 
    11. Contingency provisions.  
    Contributions to a contingency reserve or any similar 
provision made for events the occurrence of which cannot be 
foretold with certainty as to time, intensity, or with an 
assurance of their happening, are unallowable, except as noted 
in the cost principles in this circular regarding self-
insurance, pensions, severance and post-retirement health costs. 
 
    12. Deans of faculty and graduate schools.  
    The salaries and expenses of deans of faculty and graduate 
schools, or their equivalents, and their staffs, are allowable. 
 
    13. Defense and prosecution of criminal and civil 
proceedings, claims, appeals and patent infringement.
    a. Definitions. 
    "Conviction," as used herein, means a judgment or conviction 
of a criminal offense by any court of competent jurisdiction, 
whether entered upon verdict or a plea, including a conviction 
due to a plea of nolo contendere. 
    "Costs," include, but are not limited to, administrative and 
clerical expenses; the cost of legal services, whether performed 
by in-house or private counsel; the costs of the services of 
accountants, consultants, or others retained by the institution 
to assist it; costs of employees, officers and trustees, and any 
similar costs incurred before, during, and after commencement of 
a judicial or administrative proceeding that bears a direct 
relationship to the proceedings. 
    "Fraud," as used herein, means – 
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      (1) acts of fraud or corruption or attempts to defraud the 
Federal Government or to corrupt its agents; 
      (2) acts that constitute a cause for debarment or 
suspension (as specified in agency regulations), and (3) acts 
which violate the False Claims Act, 31 U.S.C., sections 
3729-3731, or the Anti-kickback Act, 41 U.S.C., sections 51 and 
54. 
    "Penalty," does not include restitution, reimbursement, or 
compensatory damages. 
    "Proceeding," includes an investigation. 
    b. (1) Except as otherwise described herein, costs incurred 
in connection with any criminal, civil or administrative 
proceeding (including filing of a false certification) commenced 
by the Federal Government, or a State, local or foreign 
government, are not allowable if the proceeding  
      (a) relates to a violation of, or failure to comply with, 
a Federal, State, local or foreign statute or regulation, by the 
institution (including its agents and employees); and  
      (b) results in any of the following dispositions: 
      (i) In a criminal proceeding, a conviction. 
      (ii) In a civil or administrative proceeding involving an 
allegation of fraud or similar misconduct, a determination of 
institutional liability. 
      (iii) In the case of any civil or administrative 
proceeding, the imposition of a monetary penalty. 
      (iv) A final decision by an appropriate Federal official 
to debar or suspend the institution, to rescind or void an 
award, or to terminate an award for default by reason of a 
violation or failure to comply with a law or regulation. 
      (v) A disposition by consent or compromise, if the action 
could have resulted in any of the dispositions described in 
subsections (i) through (iv). 
      (2) If more than one proceeding involves the same alleged 
misconduct, the costs of all such proceedings shall be 
unallowable if any one of them results in one of the 
dispositions shown in subsection b. 
    c. If a proceeding referred to in subsection b. is commenced 
by the Federal Government and is resolved by consent or 
compromise pursuant to an agreement entered into by the 
institution and the Federal Government, then the costs incurred 
by the institution in connection with such proceedings that are 
otherwise not allowable under subsection b. may be allowed to 
the extent specifically provided in such agreement. 
    d. If a proceeding referred to in subsection b. is commenced 
by a State, local or foreign government, the authorized Federal 
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official may allow the costs incurred by the institution for 
such proceedings, if such authorized official determines that 
the costs were incurred as a result of – 
      (1) a specific term or condition of a federally-sponsored 
agreement; or  
      (2) specific written direction of an authorized official 
of the sponsoring agency. 
    e. Costs incurred in connection with proceedings described 
in subsection b, but which are not made unallowable by that 
subsection, may be allowed by the Federal Government, but only 
to the extent that: 
      (1) The costs are reasonable in relation to the activities 
required to deal with the proceeding and the underlying cause of 
action; 
      (2) Payment of the costs incurred, as allowable and 
allocable costs, is not prohibited by any other provision(s) of 
the sponsored agreement; 
      (3) The costs are not otherwise recovered from the Federal 
Government or a third party, either directly as a result of the 
proceeding or otherwise; and, 
      (4) The percentage of costs allowed does not exceed the 
percentage determined by an authorized Federal official to be 
appropriate considering the complexity of procurement 
litigation, generally accepted principles governing the award of 
legal fees in civil actions involving the United States as a 
party, and such other factors as may be appropriate.  Such 
percentage shall not exceed 80 percent.  However, if an 
agreement reached under subsection c has explicitly considered 
this 80 percent limitation and permitted a higher percentage, 
then the full amount of costs resulting from that agreement 
shall be allowable. 
    f. Costs incurred by the institution in connection with the 
defense of suits brought by its employees or ex-employees under 
section 2 of the Major Fraud Act of 1988 (Pub.  L. 100-700), 
including the cost of all relief necessary to make such employee 
whole, where the institution was found liable or settled, are 
unallowable. 
    g. Costs of legal, accounting, and consultant services, and 
related costs, incurred in connection with defense against 
Federal Government claims or appeals, or the prosecution of 
claims or appeals against the Federal Government, are 
unallowable. 
    h. Costs of legal, accounting, and consultant services, and 
related costs, incurred in connection with patent infringement 
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litigation, are unallowable unless otherwise provided for in the 
sponsored agreements. 
    i. Costs, which may be unallowable under this section, 
including directly associated costs, shall be segregated and 
accounted for by the institution separately.  During the 
pendency of any proceeding covered by subsections b and f, the 
Federal Government shall generally withhold payment of such 
costs.  However, if in the best interests of the Federal 
Government, the Federal Government may provide for conditional 
payment upon provision of adequate security, or other adequate 
assurance, and agreement by the institution to repay all 
unallowable costs, plus interest, if the costs are subsequently 
determined to be unallowable. 
 
    14. Depreciation and use allowances.  
    a. Institutions may be compensated for the use of their 
buildings, capital improvements, and equipment, provided that 
they are used, needed in the institutions' activities, and 
properly allocable to sponsored agreements.  Such compensation 
shall be made by computing either depreciation or use allowance.  
Use allowances are the means of providing such compensation when 
depreciation or other equivalent costs are not computed.  The 
allocation for depreciation or use allowance shall be made in 
accordance with Section F.2.  Depreciation and use allowances 
are computed applying the following rules: 
    b. The computation of depreciation or use allowances shall 
be based on the acquisition cost of the assets involved.  The 
acquisition cost of an asset donated to the institution by a 
third party shall be its fair market value at the time of the 
donation.  
    c. For this purpose, the acquisition cost will exclude: 
      (1) the cost of land;  
      (2) any portion of the cost of buildings and equipment 
borne by or donated by the Federal Government, irrespective of 
where title was originally vested or where it is presently 
located; and 
      (3) any portion of the cost of buildings and equipment 
contributed by or for the institution where law or agreement 
prohibits recovery. 
    d. In the use of the depreciation method, the following 
shall be observed:  
      (1) The period of useful service (useful life) established 
in each case for usable capital assets must take into 
consideration such factors as type of construction, nature of 
the equipment, technological developments in the particular 
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area, and the renewal and replacement policies followed for the 
individual items or classes of assets involved. 
      (2) The depreciation method used to charge the cost of an 
asset (or group of assets) to accounting periods shall reflect 
the pattern of consumption of the asset during its useful life.  
In the absence of clear evidence indicating that the expected 
consumption of the asset will be significantly greater in the 
early portions than in the later portions of its useful life, 
the straight-line method shall be presumed to be the appropriate 
method. 
    Depreciation methods once used shall not be changed unless 
approved in advance by the cognizant Federal agency.  The 
depreciation methods used to calculate the depreciation amounts 
for F&A rate purposes shall be the same methods used by the 
institution for its financial statements.  This requirement does 
not apply to those institutions (e.g., public institutions of 
higher education) which are not required to record depreciation 
by applicable generally accepted accounting principles (GAAP). 
      (3) Where the depreciation method is introduced to replace 
the use allowance method, depreciation shall be computed as if 
the asset had been depreciated over its entire life (i.e., from 
the date the asset was acquired and ready for use to the date of 
disposal or withdrawal from service).  The aggregate amount of 
use allowances and depreciation attributable to an asset 
(including imputed depreciation applicable to periods prior to 
the conversion to the use allowance method as well as 
depreciation after the conversion) may be less than, and in no 
case, greater than the total acquisition cost of the asset.  
      (4) The entire building, including the shell and all 
components, may be treated as a single asset and depreciated 
over a single useful life.  A building may also be divided into 
multiple components.  Each component item may then be 
depreciated over its estimated useful life.  The building 
components shall be grouped into three general components of a 
building: building shell (including construction and design 
costs), building services systems (e.g., elevators, HVAC, 
plumbing system and heating and air-conditioning system) and 
fixed equipment (e.g., sterilizers, casework, fume hoods, cold 
rooms and glassware/washers).  In exceptional cases, a Federal 
cognizant agency may authorize a institution to use more than 
these three groupings.  When a institution elects to depreciate 
its buildings by its components, the same depreciation methods 
must be used for F&A purposes and financial statement purposes, 
as described in subsection d.2.  
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      (5) Where the depreciation method is used for a particular 
class of assets, no depreciation may be allowed on any such 
assets that have outlived their depreciable lives.  (See also 
subsection e.(3)) 
    e. Under the use allowance method, the following shall be 
observed:  
      (1) The use allowance for buildings and improvements 
(including improvements such as paved parking areas, fences, and 
sidewalks) shall be computed at an annual rate not exceeding two 
percent of acquisition cost.  
    The use allowance for equipment shall be computed at an 
annual rate not exceeding six and two-thirds percent of 
acquisition cost.  Use allowance recovery is limited to the 
acquisition cost of the assets.  For donated assets, use 
allowance recovery is limited to the fair market value of the 
assets at the time of donation.  
      (2) In contrast to the depreciation method, the entire 
building must be treated as a single asset without separating 
its "shell" from other building components under the use 
allowance method.  The entire building must be treated as a 
single asset, and the two-percent use allowance limitation must 
be applied to all parts of the building.  
    The two-percent limitation, however, need not be applied to 
equipment or other assets that are merely attached or fastened 
to the building but not permanently fixed and are used as 
furnishings, decorations or for specialized purposes (e.g., 
dentist chairs and dental treatment units, counters, laboratory 
benches bolted to the floor, dishwashers, modular furniture, and 
carpeting).  Such equipment and assets will be considered as not 
being permanently fixed to the building if they can be removed 
without the need for costly or extensive alterations or repairs 
to the building to make the space usable for other purposes.  
Equipment and assets that meet these criteria will be subject to 
the 6 2/3 percent equipment use allowance.  
      (3) A reasonable use allowance may be negotiated for any 
assets that are considered to be fully depreciated, after taking 
into consideration the amount of depreciation previously charged 
to the Federal Government, the estimated useful life remaining 
at the time of negotiation, the effect of any increased 
maintenance charges, decreased efficiency due to age, and any 
other factors pertinent to the utilization of the asset for the 
purpose contemplated.  
      (4) Notwithstanding subsection e.(3), once a institution 
converts from one cost recovery methodology to another, 
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acquisition costs not recovered may not be used in the 
calculation of the use allowance in subsection e.(3).  
    f. Except as otherwise provided in subsections b. through 
e., a combination of the depreciation and use allowance methods 
may not be used, in like circumstances, for a single class of 
assets (e.g., buildings, office equipment, and computer 
equipment).  
    g. Charges for use allowances or depreciation must be 
supported by adequate property records, and physical inventories 
must be taken at least once every two years to ensure that the 
assets exist and are usable, used, and needed.  Statistical 
sampling techniques may be used in taking these inventories.  In 
addition, when the depreciation method is used, adequate 
depreciation records showing the amount of depreciation taken 
each period must also be maintained.  
    h. This section applies to the largest college and 
university recipients of Federal research and development funds 
as displayed in Exhibit A, List of Colleges and Universities 
Subject to Section J.14.h of Circular A-21.  
      (1) Institutions shall expend currently, or reserve for 
expenditure within the next five years, the portion of F&A cost 
payments made for depreciation or use allowances under sponsored 
research agreements, consistent with Section F.2, to acquire or 
improve research facilities.  This provision applies only to 
Federal agreements, which reimburse F&A costs at a full 
negotiated rate.  These funds may only be used for (a) 
liquidation of the principal of debts incurred to acquire assets 
that are used directly for organized research activities, or (b) 
payments to acquire, repair, renovate, or improve buildings or 
equipment directly used for organized research.  For buildings 
or equipment not exclusively used for organized research 
activity, only appropriately proportionate amounts will be 
considered to have been expended for research facilities.  
      (2) An assurance that an amount equal to the Federal 
reimbursements has been appropriately expended or reserved to 
acquire or improve research facilities shall be submitted as 
part of each F&A cost proposal submitted to the cognizant 
Federal agency which is based on costs incurred on or after 
October 1, 1991.  This assurance will cover the cumulative 
amounts of funds received and expended during the period 
beginning after the period covered by the previous assurance and 
ending with the fiscal year on which the proposal is based.  The 
assurance shall also cover any amounts reserved from a prior 
period in which the funds received exceeded the amounts 
expended. 
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    15. Donations and contributions.
    a.  Contributions or Donations rendered.   
    Contributions or donations,  including cash, property, and 
services, made by the institution, regardless of the recipient, 
are unallowable. 
    b. Donated services received.  
    Donated or volunteer services may be furnished to a 
institution by professional and technical personnel, 
consultants, and other skilled and unskilled labor.  The value 
of these services is not reimbursable either as a direct or F&A 
cost.  However, the value of donated services may be used to 
meet cost sharing or matching requirements in accordance with 
Circular A-110. 
    c. Donated property.  
    The value of donated property is not reimbursable either as 
a direct or F&A cost, except that depreciation or use allowances 
on donated assets are permitted in accordance with Section J.14.  
The value of donated property may be used to meet cost sharing 
or matching requirements, in accordance with Circular A-110. 
 
    16. Employee morale, health, and welfare costs and costs.  
    a. The costs of employee information publications, health or 
first-aid clinics and/or infirmaries, recreational activities, 
employee counseling services, and any other expenses incurred in 
accordance with the institution's  established practice or 
custom for the improvement of working conditions, employer-
employee relations, employee morale, and employee performance 
are allowable. 
    b. Such costs will be equitably apportioned to all 
activities of the institution.  Income generated from any of 
these activities will be credited to the cost thereof unless 
such income has been irrevocably set over to employee welfare 
organizations. 
    c. Losses resulting from operating food services are 
allowable only if the institution’s objective is to operate such 
services on a break-even basis.  Losses sustained because of 
operating objectives other than the above are allowable only (a) 
where the institution can demonstrate unusual circumstances, and 
(b) with the approval of the cognizant Federal agency. 
 
    17. Entertainment costs.   
     Costs of entertainment, including amusement, diversion, and 
social activities and any costs directly associated with such 
costs (such as tickets to shows or sports events, meals, 
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lodging, rentals, transportation, and gratuities) are 
unallowable. 
 
    18. Equipment and other capital expenditures.
    a. For purposes of this subsection, the following 
definitions apply: 
      (1) "Capital Expenditures” means expenditures for the 
acquisition cost of capital assets (equipment, buildings, and 
land), or expenditures to make improvements to capital assets 
that materially increase their value or useful life.  
Acquisition cost means the cost of the asset including the cost 
to put it in place.  Acquisition cost for equipment, for 
example, means the net invoice price of the equipment, including 
the cost of any modifications, attachments, accessories, or 
auxiliary apparatus necessary to make it usable for the purpose 
for which it is acquired.  Ancillary charges, such as taxes, 
duty, protective in transit insurance, freight, and installation 
may be included in, or excluded from the acquisition cost in 
accordance with the institution's regular accounting practices. 
      (2) "Equipment" means an article of nonexpendable, 
tangible personal property having a useful life of more than one 
year and an acquisition cost which equals or exceeds the lesser 
of the capitalization level established by the institution for 
financial statement purposes, or $5000. 
      (3) "Special purpose equipment" means equipment which is 
used only for research, medical, scientific, or other technical 
activities.  Examples of special purpose equipment include 
microscopes, x-ray machines, surgical instruments, and 
spectrometers. 
      (4) "General purpose equipment" means equipment, which is 
not limited to research, medical, scientific or other technical 
activities.  Examples include office equipment and furnishings, 
modular offices, telephone networks, information technology 
equipment and systems, air conditioning equipment, reproduction 
and printing equipment, and motor vehicles. 
    b. The following rules of allowability shall apply to 
equipment and other capital expenditures:  
      (1) Capital expenditures for general purpose equipment, 
buildings, and land are unallowable as direct charges, except 
where approved in advance by the awarding agency. 
      (2) Capital expenditures for special purpose equipment are 
allowable as direct costs, provided that items with a unit cost 
of $5000 or more have the prior approval of the awarding agency. 
      (3) Capital expenditures for improvements to land, 
buildings, or equipment which materially increase their value or 
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useful life are unallowable as a direct cost except with the 
prior approval of the awarding agency.  
      (4) When approved as a direct charge pursuant to 
subsections J.18.b(1) through (3)above, capital expenditures 
will be charged in the period in which the expenditure is 
incurred, or as otherwise determined appropriate by and 
negotiated with the awarding agency.   
      (5) Equipment and other capital expenditures are 
unallowable as indirect costs.  However, see section J.14, 
Depreciation and use allowances, for rules on the allowability 
of use allowances or depreciation on buildings, capital 
improvements, and equipment.  Also, see section J.43, Rental 
costs of buildings and equipment, for rules on the allowability 
of rental costs for land, buildings, and equipment.  
      (6) The unamortized portion of any equipment written off 
as a result of a change in capitalization levels may be 
recovered by continuing to claim the otherwise allowable use 
allowances or depreciation on the equipment, or by amortizing 
the amount to be written off over a period of years negotiated 
with the cognizant agency. 
 
    19. Fines and penalties.  
    Costs resulting from violations of, or failure of the 
institution to comply with, Federal, State, and local or foreign 
laws and regulations are unallowable, except when incurred as a 
result of compliance with specific provisions of the sponsored 
agreement, or instructions in writing from the authorized 
official of the sponsoring agency authorizing in advance such 
payments. 
 
    20. Fund raising and investment costs.
    a. Costs of organized fund raising, including financial 
campaigns, endowment drives, solicitation of gifts and bequests, 
and similar expenses incurred solely to raise capital or obtain 
contributions, are unallowable. 
 
 b. Costs of investment counsel and staff and similar 
expenses incurred solely to enhance income form investments are 
unallowable. 
 
 c. Costs related to the physical custody and control of 
monies and securities are allowable. 
 
    21. Gain and losses on depreciable assets.
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    a. (1) Gains and losses on the sale, retirement, or other 
disposition of depreciable property shall be included in the 
year in which they occur as credits or charges to the asset cost 
grouping(s) in which the property was included.  The amount of 
the gain or loss to be included as a credit or charge to the 
appropriate asset cost grouping(s) shall be the difference 
between the amount realized on the property and the 
undepreciated basis of the property. 
      (2) Gains and losses on the disposition of depreciable 
property shall not be recognized as a separate credit or charge 
under the following conditions: 
      (a) The gain or loss is processed through a depreciation 
account and is reflected in the depreciation allowable under 
Section J.14. 
     (b) The property is given in exchange as part of the 
purchase price of a similar item and the gain or loss is taken 
into account in determining the depreciation cost basis of the 
new item. 
     (c) A loss results from the failure to maintain permissible 
insurance, except as otherwise provided in Section J.25. 
     (d) Compensation for the use of the property was provided 
through use allowances in lieu of depreciation. 
    b. Gains or losses of any nature arising from the sale or 
exchange of property other than the property covered in 
subsection a shall be excluded in computing sponsored agreement 
costs. 
    c. When assets acquired with Federal funds, in part or 
wholly, are disposed of, the distribution of the proceeds shall 
be made in accordance with Circular A-110, "Uniform 
Administrative Requirements for Grants and Agreements with 
Institutions of Higher Education, Hospitals, and Other 
Non-Profit Organizations." 
 
    22. Goods or services for personal use.  
    Costs of goods or services for personal use of the 
institution's employees are unallowable regardless of whether 
the cost is reported as taxable income to the employees. 
 
    23. Housing and personal living expenses.
    a. Costs of housing (e.g., depreciation, maintenance, 
utilities, furnishings, rent, etc.), housing allowances and 
personal living expenses for/of the institution's officers are 
unallowable regardless of whether the cost is reported as 
taxable income to the employees. 
    b. The term "officers" includes current and past officers. 

591



 
 63 

 
24. Idle facilities and idle capacity. 
a. As used in this section the following terms have the 

meanings set forth below:  
(1) "Facilities" means land and buildings or any portion 

thereof, equipment individually or collectively, or any other 
tangible capital asset, wherever located, and whether owned or 
leased by the institution. 

(2) "Idle facilities" means completely unused facilities 
that are excess to the institution's current needs.  

(3) "Idle capacity" means the unused capacity of partially 
used facilities.  It is the difference between:  

(a) that which a facility could achieve under 100 percent 
operating time on a one-shift basis less operating interruptions 
resulting from time lost for repairs, setups, unsatisfactory 
materials, and other normal delays; and  

(b) the extent to which the facility was actually used to 
meet demands during the accounting period.  A multi-shift basis 
should be used if it can be shown that this amount of usage 
would normally be expected for the type of facility involved.  

(4) "Cost of idle facilities or idle capacity" means costs 
such as maintenance, repair, housing, rent, and other related 
costs, e.g., insurance, interest, property taxes and 
depreciation or use allowances.  

 
b. The costs of idle facilities are unallowable except to 

the extent that:  
(1) They are necessary to meet fluctuations in workload; or  
(2) Although not necessary to meet fluctuations in 

workload, they were necessary when acquired and are now idle 
because of changes in program requirements, efforts to achieve 
more economical operations, reorganization, termination, or 
other causes which could not have been reasonably foreseen.  
Under the exception stated in this subsection, costs of idle 
facilities are allowable for a reasonable period of time, 
ordinarily not to exceed one year, depending on the initiative 
taken to use, lease, or dispose of such facilities. 

 
c. The costs of idle capacity are normal costs of doing 

business and are a factor in the normal fluctuations of usage or 
indirect cost rates from period to period.  Such costs are 
allowable, provided that the capacity is reasonably anticipated 
to be necessary or was originally reasonable and is not subject 
to reduction or elimination by use on other sponsored 
agreements, subletting, renting, or sale, in accordance with 
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sound business, economic, or security practices.  Widespread 
idle capacity throughout an entire facility or among a group of 
assets having substantially the same function may be considered 
idle facilities. 

 
    25. Insurance and indemnification.
    a. Costs of insurance required or approved, and maintained, 
pursuant to the sponsored agreement, are allowable. 
    b. Costs of other insurance maintained by the institution in 
connection with the general conduct of its activities, are 
allowable subject to the following limitations:  
      (1) types and extent and cost of coverage must be in 
accordance with sound institutional practice;  
      (2) costs of insurance or of any contributions to any 
reserve covering the risk of loss of or damage to 
federally-owned property are unallowable, except to the extent 
that the Federal Government has specifically required or 
approved such costs; and  
      (3) costs of insurance on the lives of officers or 
trustees are unallowable except where such insurance is part of 
an employee plan which is not unduly restricted. 
    c. Contributions to a reserve for a self-insurance program 
are allowable, to the extent that the types of coverage, extent 
of coverage, and the rates and premiums would have been allowed 
had insurance been purchased to cover the risks. 
    d. Actual losses which could have been covered by 
permissible insurance (whether through purchased insurance or 
self-insurance) are unallowable, unless expressly provided for 
in the sponsored agreement, except that costs incurred because 
of losses not covered under existing deductible clauses for 
insurance coverage provided in keeping with sound management 
practice as well as minor losses not covered by insurance, such 
as spoilage, breakage and disappearance of small hand tools, 
which occur in the ordinary course of operations, are allowable. 
    e. Indemnification includes securing the institution against 
liabilities to third persons and other losses not compensated by 
insurance or otherwise.  The Federal Government is obligated to 
indemnify the institution only to the extent expressly provided 
for in the sponsored agreement, except as provided in subsection 
d. 
    f. Insurance against defects.  Costs of insurance with 
respect to any costs incurred to correct defects in the 
institution's materials or workmanship are unallowable. 
    g. Medical liability (malpractice) insurance is an allowable 
cost of research programs only to the extent that the research 
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involves human subjects.  Medical liability insurance costs 
shall be treated as a direct cost and shall be assigned to 
individual projects based on the manner in which the insurer 
allocates the risk to the population covered by the insurance. 
 
    26. Interest.
    a. Costs incurred for interest on borrowed capital, 
temporary use of endowment funds, or the use of the 
institution’s own funds, however represented, are unallowable.  
However, interest on debt incurred after July 1, 1982 to acquire 
buildings, major reconstruction and remodeling, or the 
acquisition or fabrication of capital equipment costing $10,000 
or more, is allowable.  
    b. Interest on debt incurred after May 8, 1996 to acquire or 
replace capital assets (including construction, renovations, 
alterations, equipment, land, and capital assets acquired 
through capital leases) acquired after that date and used in 
support of sponsored agreements is allowable, subject to the 
following conditions: 
      (1) For facilities costing over $500,000, the institution 
shall prepare, prior to acquisition or replacement of the 
facility, a lease-purchase analysis in accordance with the 
provisions of Sec___.30 through____.37 of OMB Circular A-110, 
which shows that a financed purchase, including a capital lease 
is less costly to the institution than other operating lease 
alternatives, on a net present value basis.  Discount rates used 
shall be equal to the institution's anticipated interest rates 
and shall be no higher than the fair market rate available to 
the institution from an unrelated ("arm's length") third-party.  
The lease-purchase analysis shall include a comparison of the 
net present value of the projected total cost comparisons of 
both alternatives over the period the asset is expected to be 
used by the institution.  The cost comparisons associated with 
purchasing the facility shall include the estimated purchase 
price, anticipated operating and maintenance costs (including 
property taxes, if applicable) not included in the debt 
financing, less any estimated asset salvage value at the end of 
the defined period.  The cost comparison for a capital lease 
shall include the estimated total lease payments, any estimated 
bargain purchase option, operating and maintenance costs, and 
taxes not included in the capital leasing arrangement, less any 
estimated credits due under the lease at the end of the defined 
period.  Projected operating lease costs shall be based on the 
anticipated cost of leasing comparable facilities at fair market 
rates under rental agreements that would be renewed or 
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reestablished over the period defined above, and any expected 
maintenance costs and allowable property taxes to be borne by 
the institution directly or as part of the lease arrangement.  
      (2) The actual interest cost claimed is predicated upon 
interest rates that are no higher than the fair market rate 
available to the institution from an unrelated (arm's length) 
third party. 
      (3) Investment earnings, including interest income on bond 
or loan principal, pending payment of the construction or 
acquisition costs, are used to offset allowable interest cost.  
Arbitrage earnings reportable to the Internal Revenue Service 
are not required to be offset against allowable interest costs.  
      (4) Reimbursements are limited to the least costly 
alternative based on the total cost analysis required under 
subsection (1).  For example, if an operating lease is 
determined to be less costly than purchasing through debt 
financing, then reimbursement is limited to the amount 
determined if leasing had been used.  In all cases where a 
lease-purchase analysis is required to be performed, Federal 
reimbursement shall be based upon the least expensive 
alternative. 
      (5) For debt arrangements over $1 million, unless the 
institution makes an initial equity contribution to the asset 
purchase of 25 percent or more, the institution shall reduce 
claims for interest expense by an amount equal to imputed 
interest earnings on excess cash flow, which is to be calculated 
as follows.  Annually, non-Federal entities shall prepare a 
cumulative (from the inception of the project) report of monthly 
cash flows that includes inflows and outflows, regardless of the 
funding source.  Inflows consist of depreciation expense, 
amortization of capitalized construction interest, and annual 
interest cost.  For cash flow calculations, the annual inflow 
figures shall be divided by the number of months in the year 
(i.e., usually 12) that the building is in service for monthly 
amounts.  Outflows consist of initial equity contributions, debt 
principal payments (less the pro rata share attributable to the 
unallowable costs of land) and interest payments.  Where 
cumulative inflows exceed cumulative outflows, interest shall be 
calculated on the excess inflows for that period and be treated 
as a reduction to allowable interest cost.  The rate of interest 
to be used to compute earnings on excess cash flows shall be the 
three-month Treasury bill closing rate as of the last business 
day of that month.  
      (6) Substantial relocation of federally-sponsored 
activities from a facility financed by indebtedness, the cost of 
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which was funded in whole or part through Federal 
reimbursements, to another facility prior to the expiration of a 
period of 20 years requires notice to the cognizant agency.  The 
extent of the relocation, the amount of the Federal 
participation in the financing, and the depreciation and 
interest charged to date may require negotiation and/or downward 
adjustments of replacement space charged to Federal programs in 
the future. 
      (7) The allowable costs to acquire facilities and 
equipment are limited to a fair market value available to the 
institution from an unrelated (arm's length) third party. 
    c. Institutions are also subject to the following 
conditions: 
      (1) Interest on debt incurred to finance or refinance 
assets re-acquired after the applicable effective dates 
stipulated above is unallowable. 
      (2) Interest attributable to fully depreciated assets is 
unallowable. 
    d. The following definitions are to be used for purposes of 
this section: 
      (1) “Re-acquired” assets means assets held by the 
institution prior to the applicable effective dates stipulated 
above that have again come to be held by the institution, 
whether through repurchase or refinancing.  It does not include 
assets acquired to replace older assets. 
      (2) "Initial equity contribution" means the amount or 
value of contributions made by non-Federal entities for the 
acquisition of the asset prior to occupancy of facilities.  
      (3) "Asset costs" means the capitalizable costs of an 
asset, including construction costs, acquisition costs, and 
other such costs capitalized in accordance with Generally 
Accepted Accounting Principles (GAAP). 
 
    27. Labor relations costs.  
    Costs incurred in maintaining satisfactory relations between 
the institution and its employees, including costs of labor 
management committees, employees' publications, and other 
related activities, are allowable. 
 
    28. Lobbying.  
    Reference is made to the common rule published at 55 FR 6736 
(2/26/90), and OMB's governmentwide guidance, amendments to 
OMB's governmentwide guidance, and OMB's clarification notices 
published at 54 FR 52306 (12/20/89), 61 FR 1412 (1/19/96), 55 FR 
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24540 (6/15/90) and 57 FR 1772 (1/15/92), respectively.  In 
addition, the following restrictions shall apply: 
    a. Notwithstanding other provisions of this Circular, costs 
associated with the following activities are unallowable: 
      (1) Attempts to influence the outcomes of any Federal, 
State, or local election, referendum, initiative, or similar 
procedure, through in kind or cash contributions, endorsements, 
publicity, or similar activity; 
      (2) Establishing, administering, contributing to, or 
paying the expenses of a political party, campaign, political 
action committee, or other organization established for the 
purpose of influencing the outcomes of elections; 
      (3) Any attempt to influence – 
      (i) the introduction of Federal or State legislation;  
      (ii) the enactment or modification of any pending Federal 
or State legislation through communication with any member or 
employee of the Congress or State legislature, including efforts 
to influence State or local officials to engage in similar 
lobbying activity; or  
      (iii) any government official or employee in connection 
with a decision to sign or veto enrolled legislation; 
      (4) Any attempt to influence – 
      (i) the introduction of Federal or State legislation; or  
      (ii) the enactment or modification of any pending Federal 
or State legislation by preparing, distributing, or using 
publicity or propaganda, or by urging members of the general 
public, or any segment thereof, to contribute to or participate 
in any mass demonstration, march, rally, fund raising drive, 
lobbying campaign or letter writing or telephone campaign; or 
      (5) Legislative liaison activities, including attendance 
at legislative sessions or committee hearings, gathering 
information regarding legislation, and analyzing the effect of 
legislation, when such activities are carried on in support of 
or in knowing preparation for an effort to engage in unallowable 
lobbying. 
    b. The following activities are excepted from the coverage 
of subsection a: 
      (1) Technical and factual presentations on topics directly 
related to the performance of a grant, contract, or other 
agreement (through hearing testimony, statements, or letters to 
the Congress or a State legislature, or subdivision, member, or 
cognizant staff member thereof), in response to a documented 
request (including a Congressional Record notice requesting 
testimony or statements for the record at a regularly scheduled 
hearing) made by the recipient member, legislative body or 
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subdivision, or a cognizant staff member thereof, provided such 
information is readily obtainable and can be readily put in 
deliverable form, and further provided that costs under this 
section for travel, lodging or meals are unallowable unless 
incurred to offer testimony at a regularly scheduled 
Congressional hearing pursuant to a written request for such 
presentation made by the Chairman or Ranking Minority Member of 
the Committee or Subcommittee conducting such hearings; 
      (2) Any lobbying made unallowable by subsection a.(3) to 
influence State legislation in order to directly reduce the 
cost, or to avoid material impairment of the institution's 
authority to perform the grant, contract, or other agreement; or 
      (3) Any activity specifically authorized by statute to be 
undertaken with funds from the grant, contract, or other 
agreement. 
    c. When an institution seeks reimbursement for F&A costs, 
total lobbying costs shall be separately identified in the F&A 
cost rate proposal, and thereafter treated as other unallowable 
activity costs in accordance with the procedures of Section 
B.1.d. 
    d. Institutions shall submit as part of their annual F&A 
cost rate proposal a certification that the requirements and 
standards of this section have been complied with. 
    e. Institutions shall maintain adequate records to 
demonstrate that the determination of costs as being allowable 
or unallowable pursuant to this section complies with the 
requirements of this Circular. 
    f. Time logs, calendars, or similar records shall not be 
required to be created for purposes of complying with this 
section during any particular calendar month when:  
      (1) the employee engages in lobbying (as defined in 
subsections a and b) 25 percent or less of the employee's 
compensated hours of employment during that calendar month; and 
      (2) within the preceding five-year period, the institution 
has not materially misstated allowable or unallowable costs of 
any nature, including legislative lobbying costs.  When 
conditions (1) and (2) are met, institutions are not required to 
establish records to support the allowability of claimed costs 
in addition to records already required or maintained.  Also, 
when conditions (1) and (2) are met, the absence of time logs, 
calendars, or similar records will not serve as a basis for 
disallowing costs by contesting estimates of lobbying time spent 
by employees during a calendar month. 
    g. Agencies shall establish procedures for resolving in 
advance, in consultation with OMB, any significant questions or 
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disagreements concerning the interpretation or application of 
this section.  Any such advance resolutions shall be binding in 
any subsequent settlements, audits, or investigations with 
respect to that grant or contract for purposes of interpretation 
of this Circular, provided, however, that this shall not be 
construed to prevent a contractor or grantee from contesting the 
lawfulness of such a determination. 
    h. Executive lobbying costs.  
    Costs incurred in attempting to improperly influence either 
directly or indirectly, an employee or officer of the Executive 
Branch of the Federal Government to give consideration or to act 
regarding a sponsored agreement or a regulatory matter are 
unallowable.  Improper influence means any influence that 
induces or tends to induce a Federal employee or officer to give 
consideration or to act regarding a federally-sponsored 
agreement or regulatory matter on any basis other than the 
merits of the matter. 
 
    29. Losses on other sponsored agreements or contracts.  
    Any excess of costs over income under any other sponsored 
agreement or contract of any nature is unallowable.  This 
includes, but is not limited to, the institution's contributed 
portion by reason of cost-sharing agreements or any 
under-recoveries through negotiation of flat amounts for F&A 
costs. 
 
    30. Maintenance and repair costs.  
    Costs incurred for necessary maintenance, repair, or upkeep 
of buildings and equipment (including Federal property unless 
otherwise provided for) which neither add to the permanent value 
of the property nor appreciably prolong its intended life, but 
keep it in an efficient operating condition, are allowable.  
Costs incurred for improvements which add to the permanent value 
of the buildings and equipment or appreciably prolong their 
intended life shall be treated as capital expenditures (see 
section 18.a(1)). 
 
    31. Material and supplies costs.  
    a. Costs incurred for materials, supplies, and fabricated 
parts necessary to carry out a sponsored agreement are 
allowable. 
    b. Purchased materials and supplies shall be charged at 
their actual prices, net of applicable credits.  Withdrawals 
from general stores or stockrooms should be charged at their 
actual net cost under any recognized method of pricing inventory  
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withdrawals, consistently applied.  Incoming transportation 
charges are a proper part of materials and supplies costs. 
    c. Only materials and supplies actually used for the 
performance of a sponsored agreement may be charged as direct 
costs. 
    d. Where federally-donated or furnished materials are used 
in performing the sponsored agreement, such materials will be 
used without charge. 
 
    32. Meetings and Conferences.
    Costs of meetings and conferences, the primary purpose of 
which is the dissemination of technical information, are 
allowable.  This includes costs of meals, transportation, rental 
of facilities, speakers' fees, and other items incidental to 
such meetings or conferences.  But see section J.17, 
Entertainment costs. 
 
    33. Memberships, subscriptions and professional activity 
costs.
    a. Costs of the institution’s membership in business, 
technical, and professional organizations are allowable.  
    b. Costs of the institution’s subscriptions to business, 
professional, and technical periodicals are allowable.  
    c. Costs of membership in any civic or community 
organization are unallowable.  
    d. Costs of membership in any country club or social or 
dining club or organization are unallowable. 
 
    34. Patent costs.  
    a. The following costs relating to patent and copyright 
matters are allowable:   
      (1) cost of preparing disclosures, reports, and other 
documents required by the sponsored agreement and of searching 
the art to the extent necessary to make such disclosures;  
      (2) cost of preparing documents and any other patent costs 
in connection with the filing and prosecution of a United States 
patent application where title or royalty-free license is 
required by the Federal Government to be conveyed to the Federal 
Government; and  
      (3) general counseling services relating to patent and 
copyright matters, such as advice on patent and copyright laws, 
regulations, clauses, and employee agreements (but see sections 
J.37, Professional service costs, and J.44, Royalties and other 
costs for use of patents).  
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    b. The following costs related to patent and copyright 
matter are unallowable:  
      (i) Cost of preparing disclosures, reports, and other 
documents and of searching the art to the extent necessary to 
make disclosures not required by the award  
      (ii) Costs in connection with  filing and prosecuting any 
foreign patent application, or  any United States patent 
application, where the sponsored agreement award does not 
require conveying title or a royalty-free license to the Federal 
Government, (but see section J.44, Royalties and other costs for 
use of patents). 
 
    35. Plant and homeland security costs.
    Necessary and reasonable expenses incurred for routine and 
homeland security to protect facilities, personnel, and work 
products are allowable.  Such costs include, but are not limited 
to, wages and uniforms of personnel engaged in security 
activities; equipment; barriers; contractual security services; 
consultants; etc.  Capital expenditures for homeland and plant 
security purposes are subject to section J.18, Equipment and 
other capital expenditures, of this Circular. 
 
    36. Preagreement costs.  Costs incurred prior to the 
effective date of the sponsored agreement, whether or not they 
would have been allowable thereunder if incurred after such 
date, are unallowable unless approved by the sponsoring agency. 
 
    37. Professional service costs.
    a. Costs of professional and consultant services rendered by 
persons who are members of a particular profession or possess a 
special skill, and who are not officers or employees of the 
institution, are allowable, subject to subparagraphs b and c 
when reasonable in relation to the services rendered and when 
not contingent upon recovery of the costs from the Federal 
Government.  In addition, legal and related services are limited 
under section J.13. 
    b. In determining the allowability of costs in a particular 
case, no single factor or any special combination of factors is 
necessarily determinative.  However, the following factors are 
relevant:  
      (1) The nature and scope of the service rendered in 
relation to the service required.  
      (2) The necessity of contracting for the service, 
considering the institution's capability in the particular 
area.  
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       (3) The past pattern of such costs, particularly in the 
years prior to sponsored agreements.  
       (4) The impact on the institution's business (i.e., what 
new problems have arisen). 
       (5) Whether the proportion of Federal work to the 
institution's total business is such as to influence the  
institution in favor of incurring the cost, particularly where 
the services rendered are not of a continuing nature and have 
little relationship to work under Federal grants and contracts.  
       (6) Whether the service can be performed more 
economically by direct employment rather than contracting.  
       (7) The qualifications of the individual or concern 
rendering the service and the customary fees charged, especially 
on non-sponsored agreements.  
       (8)  Adequacy of the contractual agreement for the 
service (e.g., description of the service, estimate of time 
required, rate of compensation, and termination provisions).  
    c. In addition to the factors in subparagraph b, retainer 
fees to be allowable must be supported by evidence of bona fide 
services available or rendered. 
 
    38. Proposal costs.  
    Proposal costs are the costs of preparing bids or proposals 
on potential federally and non-federally-funded sponsored 
agreements or projects, including the development of data 
necessary to support the institution's bids or proposals.  
Proposal costs of the current accounting period of both 
successful and unsuccessful bids and proposals normally should 
be treated as F&A costs and allocated currently to all 
activities of the institution, and no proposal costs of past 
accounting periods will be allocable to the current period.  
However, the institution's established practices may be to treat 
proposal costs by some other recognized method.  Regardless of 
the method used, the results obtained may be accepted only if 
found to be reasonable and equitable. 
 
    39. Publication and printing costs.
    a. Publication costs include the costs of printing 
(including the processes of composition, plate-making, press 
work, binding, and the end products produced by such processes), 
distribution, promotion, mailing, and general handling.  
Publication costs also include page charges in professional 
publications.  
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    b. If these costs are not identifiable with a particular 
cost objective, they should be allocated as indirect costs to 
all benefiting activities of the institution. 
    c. Page charges for professional journal publications are 
allowable as a necessary part of research costs where: 
      (1) The research papers report work supported by the 
Federal Government: and  
      (2) The charges are levied impartially on all research 
papers published by the journal, whether or not by federally-
sponsored authors. 
 
    40. Rearrangement and alteration costs.  
     Costs incurred for ordinary or normal rearrangement and 
alteration of facilities are allowable.  Special arrangement and 
alteration costs incurred specifically for the project are 
allowable with the prior approval of the sponsoring agency. 
 
    41. Reconversion costs.  
    Costs incurred in the restoration or rehabilitation of the 
institution's facilities to approximately the same condition 
existing immediately prior to commencement of a sponsored 
agreement, fair wear and tear excepted, are allowable. 
 
    42. Recruiting costs.
    a. Subject to subsections b, c, and d, and provided that the 
size of the staff recruited and maintained is in keeping with 
workload requirements, costs of "help wanted" advertising, 
operating costs of an employment office necessary to secure and 
maintain an adequate staff, costs of operating an aptitude and 
educational testing program, travel costs of employees while 
engaged in recruiting personnel, travel costs of applicants for 
interviews for prospective employment, and relocation costs 
incurred incident to recruitment of new employees, are allowable 
to the extent that such costs are incurred pursuant to a 
well-managed recruitment program. Where the institution uses 
employment agencies, costs not in excess of standard commercial 
rates for such services are allowable. 
    b. In publications, costs of help wanted advertising that 
includes color, includes advertising material for other than 
recruitment purposes, or is excessive in size (taking into 
consideration recruitment purposes for which intended and normal 
institutional practices in this respect), are unallowable. 
    c. Costs of help wanted advertising, special emoluments, 
fringe benefits, and salary allowances incurred to attract 
professional personnel from other institutions that do not meet 
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the test of reasonableness or do not conform with the 
established practices of the institution, are unallowable. 
    d. Where relocation costs incurred incident to recruitment 
of a new employee have been allowed either as an allocable 
direct or F&A cost, and the newly hired employee resigns for 
reasons within his control within 12 months after hire, the 
institution will be required to refund or credit such relocation 
costs to the Federal Government. 
 
    43. Rental costs of buildings and equipment.
    a. Subject to the limitations described in subsections b. 
through d. of this section, rental costs are allowable to the 
extent that the rates are reasonable in light of such factors 
as: rental costs of comparable property, if any; market 
conditions in the area; alternatives available; and, the type, 
life expectancy, condition, and value of the property leased.  
Rental arrangements should be reviewed periodically to determine 
if circumstances have changed and other options are available. 
    b. Rental costs under “sale and lease back” arrangements are 
allowable only up to the amount that would be allowed had the 
institution continued to own the property.  This amount would 
include expenses such as depreciation or use allowance, 
maintenance, taxes, and insurance. 
    c. Rental costs under "less-than-arms-length" leases are 
allowable only up to the amount (as explained in subsection b) 
that would be allowed had title to the property vested in the 
institution.  For this purpose, a less-than-arms-length lease is 
one under which one party to the lease agreement is able to 
control or substantially influence the actions of the other.  
Such leases include, but are not limited to those between -–  
      (1) divisions of a institution;  
      (2) non-Federal entities under common control through 
common officers, directors, or members; and  
      (3) a institution and a director, trustee, officer, or key 
employee of the institution or his immediate family, either 
directly or through corporations, trusts, or similar 
arrangements in which they hold a controlling interest.  For 
example, a institution may establish a separate corporation for 
the sole purpose of owning property and leasing it back to the 
institution.  
    d. Rental costs under leases which are required to be 
treated as capital leases under GAAP are allowable only up to 
the amount (as explained in subsection b) that would be allowed 
had the institution purchased the property on the date the lease 
agreement was executed.  The provisions of Financial Accounting 

604



 
 76 

Standards Board Statement 13, Accounting for Leases, shall be 
used to determine whether a lease is a capital lease.  Interest 
costs related to capital leases are allowable to the extent they 
meet the criteria in section J.26.  Unallowable costs include 
amounts paid for profit, management fees, and taxes that would 
not have been incurred had the institution purchased the 
facility. 
 
    44. Royalties and other costs for use of patents.  
    a. Royalties on a patent or copyright or amortization of the 
cost of acquiring by purchase a copyright, patent, or rights 
thereto, necessary for the proper performance of the award are 
allowable unless:  
      (1) The Federal Government has a license or the right to 
free use of the patent or copyright.  
      (2) The patent or copyright has been adjudicated to be 
invalid, or has been administratively determined to be invalid.  
      (3) The patent or copyright is considered to be 
unenforceable.  
      (4) The patent or copyright is expired.  
    b. Special care should be exercised in determining 
reasonableness where the royalties may have been arrived at as a 
result of less-than-arm's-length bargaining, e.g.:  
      (1) Royalties paid to persons, including corporations, 
affiliated with the institution.  
      (2) Royalties paid to unaffiliated parties, including 
corporations, under an agreement entered into in contemplation 
that a sponsored agreement award would be made.  
      (3) Royalties paid under an agreement entered into after 
an award is made to a institution.  
    c. In any case involving a patent or copyright formerly 
owned by the institution, the amount of royalty allowed should 
not exceed the cost which would have been allowed had the 
institution retained title thereto. 
 
    45. Scholarships and student aid costs. 
    a. Costs of scholarships, fellowships, and other programs of 
student aid are allowable only when the purpose of the sponsored 
agreement is to provide training to selected participants and 
the charge is approved by the sponsoring agency.  However, 
tuition remission and other forms of compensation paid as, or in 
lieu of, wages to students performing necessary work are 
allowable provided that --  
      (1) The individual is conducting activities necessary to 
the sponsored agreement;  
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     (2) Tuition remission and other support are provided in 
accordance with established educational institutional policy and 
consistently provided in a like manner to students in return for 
similar activities conducted in nonsponsored as well as 
sponsored activities; and 
      (3) During the academic period, the student is enrolled in 
an advanced degree program at the institution or affiliated 
institution and the activities of the student in relation to the 
Federally-sponsored research project are related to the degree 
program; 
      (4) the tuition or other payments are reasonable 
compensation for the work performed and are conditioned 
explicitly upon the performance of necessary work; and  
      (5) it is the institution's practice to similarly 
compensate students in nonsponsored as well as sponsored 
activities.  
    b. Charges for tuition remission and other forms of 
compensation paid to students as, or in lieu of, salaries and 
wages shall be subject to the reporting requirements stipulated 
in Section J.10, and shall be treated as direct or F&A cost in 
accordance with the actual work being performed.  Tuition 
remission may be charged on an average rate basis. 
 
    46. Selling and marketing.  
    Costs of selling and marketing any products or services of 
the institution are unallowable (unless allowed under subsection 
J.1 as allowable public relations costs or under subsection J.38 
as allowable proposal costs). 
 
    47. Specialized service facilities.
    a. The costs of services provided by highly complex or 
specialized facilities operated by the institution,  
such as computers, wind tunnels, and reactors are allowable, 
provided the charges for the services meet the conditions of 
either subsection 47.b. or 47.c. and, in addition, take into 
account any items of income or Federal financing that qualify as 
applicable credits under subsection C.5. of this Circular. 
    b. The costs of such services, when material, must be 
charged directly to applicable awards based on actual usage of 
the services on the basis of a schedule of rates or established 
methodology that  
      (1) does not discriminate against federally-supported 
activities of the institution, including usage by the 
institution for internal purposes, and  
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      (2) is designed to recover only the aggregate costs of the 
services.  The costs of each service shall consist normally of 
both its direct costs and its allocable share of all F&A costs.  
Rates shall be adjusted at least biennially, and shall take into 
consideration over/under applied costs of the previous 
period(s).   
    c. Where the costs incurred for a service are not material, 
they may be allocated as F&A costs. 
    d. Under some extraordinary circumstances, where it is in 
the best interest of the Federal Government and the institution 
to establish alternative costing arrangements, such arrangements 
may be worked out with the cognizant Federal agency. 
 
    48. Student activity costs.  
    Costs incurred for intramural activities, student 
publications, student clubs, and other student activities, are 
unallowable, unless specifically provided for in the sponsored 
agreements. 
 
    49. Taxes.
    a. In general, taxes which the institution is required to 
pay and which are paid or accrued in accordance with generally 
accepted accounting principles are allowable.  Payments made to 
local governments in lieu of taxes which are commensurate with 
the local government services received are allowable, except 
for--  
      (1) taxes from which exemptions are available to the 
institution directly or which are available to the institution 
based on an exemption afforded the Federal Government, and in 
the latter case when the sponsoring agency makes available the 
necessary exemption certificates; and  
      (2) special assessments on land which represent capital 
improvements. 
    b. Any refund of taxes, interest, or penalties, and any 
payment to the institution of interest thereon, attributable to 
taxes, interest, or penalties which were allowed as sponsored 
agreement costs, will be credited or paid to the Federal 
Government in the manner directed by the Federal Government.  
However, any interest actually paid or credited to an 
institution incident to a refund of tax, interest, and penalty 
will be paid or credited to the Federal Government only to the 
extent that such interest accrued over the period during which 
the institution has been reimbursed by the Federal Government 
for the taxes, interest, and penalties. 
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    50. Termination costs applicable to sponsored agreements.
    Termination of awards generally gives rise to the incurrence 
of costs, or the need for special treatment of costs, which 
would not have arisen had the sponsored agreement not been 
terminated.  Cost principles covering these items are set forth 
below.  They are to be used in conjunction with the other 
provisions of this Circular in termination situations.  
    a. The cost of items reasonably usable on the institution's 
other work shall not be allowable unless the institution submits 
evidence that it would not retain such items at cost without 
sustaining a loss.  In deciding whether such items are 
reasonably usable on other work of the institution, the awarding 
agency should consider the institution's plans and orders for 
current and scheduled activity.  
    Contemporaneous purchases of common items by the institution 
shall be regarded as evidence that such items are reasonably 
usable on the institution's other work.  Any acceptance of 
common items as allocable to the terminated portion of the  
sponsored agreement shall be limited to the extent that the 
quantities of such items on hand, in transit, and on order are 
in excess of the reasonable quantitative requirements of other 
work.  
    b. If in a particular case, despite all reasonable efforts 
by the institution, certain costs cannot be discontinued 
immediately after the effective date of termination, such costs 
are generally allowable within the limitations set forth in this 
Circular, except that any such costs continuing after 
termination due to the negligent or willful failure of the 
institution to discontinue such costs shall be unallowable.  
    c. Loss of useful value of special tooling, machinery, and 
equipment is generally allowable if:  
      (1) Such special tooling, special machinery, or equipment 
is not reasonably capable of use in the other work of the 
institution,  
      (2) The interest of the Federal Government is protected by 
transfer of title or by other means deemed appropriate by the 
awarding agency, and  
      (3) The loss of useful value for any one terminated 
sponsored agreement is limited to that portion of the 
acquisition cost which bears the same ratio to the total 
acquisition cost as the terminated portion of the sponsored 
agreement bears to the entire terminated sponsored agreement 
award and other sponsored agreements for which the special 
tooling, machinery, or equipment was acquired.  
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    d. Rental costs under unexpired leases are generally 
allowable where clearly shown to have been reasonably necessary 
for the performance of the terminated sponsored agreement less 
the residual value of such leases, if: 
      (1) the amount of such rental claimed does not exceed the 
reasonable use value of the property leased for the period of 
the sponsored agreement and such further period as may be 
reasonable, and  
      (2) the institution makes all reasonable efforts to 
terminate, assign, settle, or otherwise reduce the cost of such 
lease.  There also may be included the cost of alterations of 
such leased property, provided such alterations were necessary 
for the performance of the sponsored agreement, and of 
reasonable restoration required by the provisions of the lease.  
    e. Settlement expenses including the following are generally 
allowable: 
      (1) Accounting, legal, clerical, and similar costs 
reasonably necessary for:  
      (a) The preparation and presentation to the awarding 
agency of settlement claims and supporting data with respect to 
the terminated portion of the sponsored agreement, unless the 
termination is for default (see Subpart. __.61 of Circular A-
110); and  
      (b) The termination and settlement of subawards.  
      (2) Reasonable costs for the storage, transportation, 
protection, and disposition of property provided by the Federal 
Government or acquired or produced for the sponsord agreement, 
except when institutions are reimbursed for disposals at a 
predetermined amount in accordance with Subparts ___.32 through 
___.37 of Circular A-110.  
      (3) F&A costs related to salaries and wages incurred as 
settlement expenses in subsections b.(1) and (2).  Normally, 
such F&A costs shall be limited to fringe benefits, occupancy 
cost, and immediate supervision.  
    f. Claims under subawards, including the allocable portion 
of claims which are common to the sponsored agreement and to 
other work of the institution, are generally allowable. 
    An appropriate share of the institution's F&A costs may be 
allocated to the amount of settlements with subcontractors 
and/or subgrantees, provided that the amount allocated is 
otherwise consistent with the basic guidelines contained in 
section E, F&A costs.  The F&A costs so allocated shall exclude 
the same and similar costs claimed directly or indirectly as 
settlement expenses. 
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    51. Training costs.
    The cost of training provided for employee development is 
allowable. 
 
    52. Transportation costs.  
    Costs incurred for freight, express, cartage, postage, and 
other transportation services relating either to goods 
purchased, in process, or delivered, are allowable.  When such 
costs can readily be identified with the items involved, they 
may be charged directly as transportation costs or added to the 
cost of such items.  Where identification with the materials 
received cannot readily be made, inbound transportation cost may 
be charged to the appropriate F&A cost accounts if the 
institution follows a consistent, equitable procedure in this 
respect.  Outbound freight, if reimbursable under the terms of 
the sponsored agreement, should be treated as a direct cost. 
 
    53. Travel costs.
    a. General.  
    Travel costs are the expenses for transportation, lodging, 
subsistence, and related items incurred by employees who are in 
travel status on official business of the institution.  Such 
costs may be charged on an actual cost basis, on a per diem or 
mileage basis in lieu of actual costs incurred, or on a 
combination of the two, provided the method used is applied to 
an entire trip and not to selected days of the trip, and results 
in charges consistent with those normally allowed in like 
circumstances in the institution’s non-federally-sponsored 
activities.   
    b. Lodging and subsistence.  
    Costs incurred by employees and officers for travel, 
including costs of lodging, other subsistence, and incidental 
expenses, shall be considered reasonable and allowable only to 
the extent such costs do not exceed charges normally allowed by 
the institution in its regular operations as the result of the 
institution’s written travel policy.  In the absence of an 
acceptable, written institution policy regarding travel costs, 
the rates and amounts established under subchapter I of Chapter 
57, Title 5, United States Code (“Travel and Subsistence 
Expenses; Mileage Allowances”), or by the Administrator of 
General Services, or by the President (or his or her designee) 
pursuant to any provisions of such subchapter shall apply to 
travel under sponsored agreements (48 CFR 31.205-46(a)). 
    c. Commercial air travel.  
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      (1) Airfare costs in excess of the customary standard 
commercial airfare (coach or equivalent), Federal Government 
contract airfare (where authorized and available), or the lowest 
commercial discount airfare are unallowable except when such 
accommodations would:   
      (a) require circuitous routing;  
      (b) require travel during unreasonable hours; (c) 
excessively prolong travel;  
      (d) result in additional costs that would offset the 
transportation savings; or  
      (e) offer accommodations not reasonably adequate for the 
traveler’s medical needs.  The institution must justify and 
document these conditions on a case-by-case basis in order for 
the use of first-class airfare to be allowable in such cases. 
      (2) Unless a pattern of avoidance is detected, the Federal 
Government will generally not question a institution's 
determinations that customary standard airfare or other discount 
airfare is unavailable for specific trips if the institution can 
demonstrate either of the following:   
      (a) that such airfare was not available in the specific 
case; or  
      (b) that it is the institution’s overall practice to make 
routine use of such airfare. 
    d. Air travel by other than commercial carrier.  
    Costs of travel by institution-owned, -leased, or -chartered 
aircraft include the cost of lease, charter, operation 
(including personnel costs), maintenance, depreciation, 
insurance, and other related costs.  The portion of such costs 
that exceeds the cost of allowable commercial air travel, as 
provided for in subsection 53.c., is unallowable. 
 
    54. Trustees.
     Travel and subsistence costs of trustees (or directors) are 
allowable.  The costs are subject to restrictions regarding 
lodging, subsistence and air travel costs provided in Section 
53. 
 
K. Certification of charges. 
 
    1. To assure that expenditures for sponsored agreements are 
proper and in accordance with the agreement documents and 
approved project budgets, the annual and/or final fiscal reports 
or vouchers requesting payment under the agreements will include 
a certification, signed by an authorized official of the 
university, which reads essentially as follows: "I certify that 
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all expenditures reported (or payment requested) are for 
appropriate purposes and in accordance with the provisions of 
the application and award documents." 
 
    2. Certification of F&A costs. 
 
    a. Policy. 
 
      (1) No proposal to establish F&A cost rates shall be 
acceptable unless such costs have been certified by the 
educational institution using the Certificate of F&A Costs set 
forth in subsection b. The certificate must be signed on behalf 
of the institution by an individual at a level no lower than 
vice president or chief financial officer of the institution 
that submits the proposal. 
 
      (2) No F&A cost rate shall be binding upon the Federal 
Government if the most recent required proposal from the 
institution has not been certified. Where it is necessary to 
establish F&A cost rates, and the institution has not submitted 
a certified proposal for establishing such rates in accordance 
with the requirements of this section, the Federal Government 
shall unilaterally establish such rates. Such rates may be based 
upon audited historical data or such other data that have been 
furnished to the cognizant Federal agency and for which it can 
be demonstrated that all unallowable costs have been excluded. 
When F&A cost rates are unilaterally established by the Federal 
Government because of failure of the institution to submit a 
certified proposal for establishing such rates in accordance 
with this section, the rates established will be set at a level 
low enough to ensure that potentially unallowable costs will not 
be reimbursed. 
 
    b. Certificate. The certificate required by this section 
shall be in the following form: 
 
    Certificate of F&A Costs 
    This is to certify that to the best of my knowledge and 
belief: 
 
      (1) I have reviewed the F&A cost proposal submitted 
herewith; 
 
      (2) All costs included in this proposal [identify date] to 
establish billing or final F&A costs rate for [identify period 
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covered by rate] are allowable in accordance with the 
requirements of the Federal agreement(s) to which they apply and 
with the cost principles applicable to those agreements. 
 
      (3) This proposal does not include any costs which are 
unallowable under applicable cost principles such as (without 
limitation): advertising and public relations costs, 
contributions and donations, entertainment costs, fines and 
penalties, lobbying costs, and defense of fraud proceedings; and 
 
      (4) All costs included in this proposal are properly 
allocable to Federal agreements on the basis of a beneficial or 
causal relationship between the expenses incurred and the 
agreements to which they are allocated in accordance with 
applicable requirements. 
 
    For educational institutions that are required to file a DS-
2 in accordance with Section C.14, the following statement shall 
be added to the "Certificate of F&A Costs": 
 
      (5) The rate proposal is prepared using the same cost 
accounting practices that are disclosed in the DS-2, including 
its amendments and revisions, filed with and approved by the 
cognizant agency. 
 
    I declare under penalty of perjury that the foregoing is 
true and correct. 
 
    Institution: ____________________________________________ 
 
    Signature: ____________________________________________ 
 
    Name of Official: _______________________________________ 
 
    Title: ________________________________________________ 
 
    Date of Execution: ______________________________________ 
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    Exhibit A -- List of Colleges and Universities Subject to 
Section J.12.h of Circular A-21. 
 
    1. Johns Hopkins University 
    2. Stanford University 
    3. Massachusetts Institute of Technology 
    4. University of Washington 
    5. University of California-Los Angeles 
    6. University of Michigan 
    7. University of California-San Diego 
    8. University of California-San Francisco 
    9. University of Wisconsin-Madison 
    10. Columbia University 
    11. Yale University 
    12. Harvard University 
    13. Cornell University 
    14. University of Pennsylvania 
    15. University of California-Berkeley 
    16. University of Minnesota 
    17. Pennsylvania State University 
    18. University of Southern California 
    19. Duke University 
    20. Washington University 
    21. University of Colorado 
    22. University of Illinois-Urbana 
    23. University of Rochester 
    24. University of North Carolina-Chapel Hill 
    25. University of Pittsburgh 
    26. University of Chicago 
    27. University of Texas-Austin 
    28. University of Arizona 
    29. New York University 
    30. University of Iowa 
    31. Ohio State University 
    32. University of Alabama-Birmingham 
    33. Case Western Reserve 
    34. Baylor College of Medicine 
    35. California Institute of Technology 
    36. Yeshiva University 
    37. University of Massachusetts 
    38. Vanderbilt University 
    39. Purdue University 
    40. University of Utah 
    41. Georgia Institute of Technology 
    42. University of Maryland-College Park 
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    43. University of Miami 
    44. University of California-Davis 
    45. Boston University 
    46. University of Florida 
    47. Carnegie-Mellon University 
    48. Northwestern University 
    49. Indiana University 
    50. Michigan State University 
    51. University of Virginia 
    52. University of Texas-SW Medical Center 
    53. University of California-Irvine 
    54. Princeton University 
    55. Tulane University of Louisiana 
    56. Emory University 
    57. University of Georgia 
    58. Texas A&M University-all campuses 
    59. New Mexico State University 
    60. North Carolina State University-Raleigh 
    61. University of Illinois-Chicago 
    62. Utah State University 
    63. Virginia Commonwealth University 
    64. Oregon State University 
    65. SUNY-Stony Brook 
    66. University of Cincinnati 
    67. CUNY-Mount Sinai School of Medicine 
    68. University of Connecticut 
    69. Louisiana State University 
    70. Tufts University 
    71. University of California-Santa Barbara 
    72. University of Hawaii-Manoa 
    73. Rutgers State University of New Jersey 
    74. Colorado State University 
    75. Rockefeller University 
    76. University of Maryland-Baltimore 
    77. Virginia Polytechnic Institute & State University 
    78. SUNY-Buffalo 
    79. Brown University 
    80. University of Medicine & Dentistry of New Jersey 
    81. University of Texas-Health Science Center San Antonio 
    82. University of Vermont 
    83. University of Texas-Health Science Center Houston 
    84. Florida State University 
    85. University of Texas-MD Anderson Cancer Center 
    86. University of Kentucky 
    87. Wake Forest University 

615



 
 87 

    88. Wayne State University 
    89. Iowa State University of Science & Technology 
    90. University of New Mexico 
    91. Georgetown University 
    92. Dartmouth College 
    93. University of Kansas 
    94. Oregon Health Sciences University 
    95. University of Texas-Medical Branch-Galveston 
    96. University of Missouri-Columbia 
    97. Temple University 
    98. George Washington University 
    99. University of Dayton 
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    Exhibit B -- Listing of institutions that are eligible for 
the utility cost adjustment. 
 
    1. Baylor University 
    2. Boston College 
    3. Boston University 
    4. California Institute of Technology 
    5. Carnegie-Mellon University 
    6. Case Western University 
    7. Columbia University 
    8. Cornell University (Endowed) 
    9. Cornell University (Statutory) 
    10. Cornell University (Medical) 
    11. Dayton University 
    12. Emory University 
    13. George Washington University (Medical) 
    14. Georgetown University 
    15. Harvard Medical School 
    16. Harvard University (Main Campus) 
    17. Harvard University (School of Public Health) 
    18. Johns Hopkins University 
    19. Massachusetts Institute of Technology 
    20. Medical University of South Carolina 
    21. Mount Sinai School of Medicine 
    22. New York University (except New York University Medical 
Center) 
    23. New York University Medical Center 
    24. North Carolina State University 
    25. Northeastern University 
    26. Northwestern University 
    27. Oregon Health Sciences University 
    28. Oregon State University 
    29. Rice University 
    30. Rockefeller University 
    31. Stanford University 
    32. Tufts University 
    33. Tulane University 
    34. Vanderbilt University 
    35. Virginia Commonwealth University 
    36. Virginia Polytechnic Institute and State University 
    37. University of Arizona 
    38. University of CA, Berkeley 
    39. University of CA, Irvine 
    40. University of CA, Los Angeles 
    41. University of CA, San Diego 
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    42. University of CA, San Francisco 
    43. University of Chicago 
    44. University of Cincinnati 
    45. University of Colorado, Health Sciences Center 
    46. University of Connecticut, Health Sciences Center 
    47. University of Health Science and The Chicago Medical 
School 
    48. University of Illinois, Urbana 
    49. University of Massachusetts, Medical Center 
    50. University of Medicine & Dentistry of New Jersey 
    51. University of Michigan 
    52. University of Pennsylvania 
    53. University of Pittsburgh 
    54. University of Rochester 
    55. University of Southern California 
    56. University of Tennessee, Knoxville 
    57. University of Texas, Galveston 
    58. University of Texas, Austin 
    60. University of Texas Southwestern Medical Center 
    61. University of Virginia 
    62. University of Vermont & State Agriculture College 
    63. University of Washington 
    64. Washington University 
    65. Yale University 
    66. Yeshiva University 
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    Exhibit C -- Examples of "major project" where direct 
charging of administrative or clerical staff salaries may be 
appropriate. 
 
        * Large, complex programs such as General Clinical 
Research Centers, Primate Centers, Program Projects, 
environmental research centers, engineering research centers, 
and other grants and contracts that entail assembling and 
managing teams of investigators from a number of institutions. 
 
        * Projects which involve extensive data accumulation, 
analysis and entry, surveying, tabulation, cataloging, searching 
literature, and reporting (such as epidemiological studies, 
clinical trials, and retrospective clinical records studies). 
 
        * Projects that require making travel and meeting 
arrangements for large numbers of participants, such as 
conferences and seminars. 
 
        * Projects whose principal focus is the preparation and 
production of manuals and large reports, books and monographs 
(excluding routine progress and technical reports). 
 
        * Projects that are geographically inaccessible to 
normal departmental administrative services, such as research 
vessels, radio astronomy projects, and other research fields 
sites that are remote from campus. 
 
        * Individual projects requiring project-specific 
database management; individualized graphics or manuscript 
preparation; human or animal protocols; and multiple project-
related investigator coordination and communications. 
 
    These examples are not exhaustive nor are they intended to 
imply that direct charging of administrative or clerical 
salaries would always be appropriate for the situations 
illustrated in the examples. For instance, the examples would be 
appropriate when the costs of such activities are incurred in 
unlike circumstances, i.e., the actual activities charged direct 
are not the same as the actual activities normally included in 
the institution's facilities and administrative (F&A) cost pools 
or, if the same, the indirect activity costs are immaterial in 
amount. It would be inappropriate to charge the cost of such 
activities directly to specific sponsored agreements if, in 
similar circumstances, the costs of performing the same type of 
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activity for other sponsored agreements were included as 
allocable costs in the institution's F&A cost pools. Application 
of negotiated predetermined F&A cost rates may also be 
inappropriate if such activity costs charged directly were not 
provided for in the allocation base that was used to determine 
the predetermined F&A cost rates. 
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    Appendix A Part 99005 -- Cost Accounting Standards for 
Educational Institutions. 
 
    CAS 9905.501 -- Consistency in estimating, accumulating and 
reporting costs by educational institutions. 
 
    Purpose 
 
    The purpose of this standard is to ensure that each 
educational institution's practices used in estimating costs for 
a proposal are consistent with cost accounting practices used by 
the educational institution in accumulating and reporting costs. 
Consistency in the application of cost accounting practices is 
necessary to enhance the likelihood that comparable transactions 
are treated alike. With respect to individual sponsored 
agreements, the consistent application of cost accounting 
practices will facilitate the preparation of reliable cost 
estimates used in pricing a proposal and their comparison with 
the costs of performance of the resulting sponsored agreement. 
Such comparisons provide one important basis for financial 
control over costs during sponsored agreement performance and 
aid in establishing accountability for costs in the manner 
agreed to by both parties at the time of agreement. The 
comparisons also provide an improved basis for evaluating 
estimating capabilities. 
 
    Definitions 
 
    (a)  The following are definitions of terms which are 
prominent in this standard. 
 
    (1)  Accumulating costs means the collecting of cost data in 
an organized manner, such as through a system of accounts. 
 
    (2)  Actual cost means an amount determined on the basis of 
cost incurred (as distinguished from forecasted cost), including 
standard cost properly adjusted for applicable variance. 
 
    (3)  Estimating costs means the process of forecasting a 
future result in terms of cost, based upon information available 
at the time. 
 
    (4)  Indirect cost pool means a grouping of incurred costs 
identified with two or more objectives but not identified 
specifically with any final cost objective. 
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    (5)  Pricing means the process of establishing the amount or 
amounts to be paid in return for goods or services. 
 
    (6)  Proposal means any offer or other submission used as a 
basis for pricing a sponsored agreement, sponsored agreement 
modification or termination settlement or for securing payments 
thereunder. 
 
    (7)  Reporting costs means the providing of cost information 
to others. 
 
    Fundamental Requirement 
 
    An educational institution's practices used in estimating 
costs in pricing a proposal shall be consistent with the 
educational institution's cost accounting practices used in 
accumulating and reporting costs. 
 
    An educational institution's cost accounting practices used 
in accumulating and reporting actual costs for a sponsored 
agreement shall be consistent with the educational institution's 
practices used in estimating costs in the related proposal or 
application. 
 
    The grouping of homogeneous costs in estimates prepared for 
proposal purposes shall not per se be deemed an inconsistent 
application of cost accounting practices of this paragraph when 
such costs are accumulated in reported in greater detail on an 
actual costs basis during performance of the sponsored 
agreement. 
 
    Techniques for application 
 
    (a)  The standard allows grouping of homogeneous costs in 
order to cover those cases where it is not practicable to 
estimate sponsored agreement costs by individual cost element. 
However, costs estimated for proposal purposes shall be 
presented in such a manner and in such detail that any 
significant cost can be compared with the actual cost 
accumulated and reported therefor. In any event, the cost 
accounting practices used in estimating costs in pricing a 
proposal and in accumulating and reporting costs on the 
resulting sponsored agreement shall be consistent with respect 
to: 
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    (1)  The classification of elements of cost as direct or 
indirect; (2) the indirect cost pools to which each element of 
cost is charged or proposed to be charged; and (3) the methods 
of allocating indirect costs to the sponsored agreement. 
 
    (b)  Adherence to the requirement of this standard shall be 
determined as of the date of award of the sponsored agreement, 
unless the sponsored agreement has submitted cost or pricing 
data pursuant to 10 U.S.C. 2306(a) or 41 U.S.C. 254(d) (Pub. L. 
87-653), in which case adherence to the requirement of this 
standard shall be determined as of the date of final agreement 
on price, as shown on the signed certificate of current cost or 
pricing data. Notwithstanding 9905.501-40(b), changes in 
established cost accounting practices during sponsored agreement 
performance may be made in accordance with Part 9903 (48 CFR 
9903). 
 
    (c) The standard does not prescribe the amount of detail 
required in accumulating and reporting costs. The basic 
requirement which must be met, however, is that for any 
significant amount of estimated cost, the sponsored agreement 
must be able to accumulate and report actual cost at a level 
which permits sufficient and meaningful comparison with its 
estimates. The amount of detail required may vary considerably 
depending on how the proposed costs were estimated, the data 
presented in justification or lack thereof, and the significance 
of each situation. Accordingly, it is neither appropriate nor 
practical to prescribe a single set of accounting practices 
which would be consistent in all situations with the practices 
of estimating costs. Therefore, the amount of accounting and 
statistical detail to be required and maintained in accounting 
for estimated costs has been and continues to be a matter to be 
decided by Government procurement authorities on the basis of 
the individual facts and circumstances. 
 
    CAS 9905.502 -- Consistency in allocating costs incurred for 
the same purpose by educational institutions. 
 
    Purpose 
 
    The purpose of this standard is to require that each type of 
cost is allocated only once and on only one basis to any 
sponsored agreement or other cost objective. The criteria for 
determining the allocation of costs to a sponsored agreement or 
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other cost objective should be the same for all similar 
objectives. Adherence to these cost accounting concepts is 
necessary to guard against the overcharging of some cost 
objectives and to prevent double counting. Double counting 
occurs most commonly when cost items are allocated directly to a 
cost objective without eliminating like cost items from indirect 
cost pools which are allocated to that cost objective. 
 
    Definitions 
 
    (a)  The following are definitions of terms which are 
prominent in this standard. 
 
    (1)  Allocate means to assign an item of cost, or a group of 
items of cost, to one or more cost objectives. This term 
includes both direct assignment of cost and the reassignment of 
a share from an indirect cost pool. 
 
    (2)  Cost objective means a function, organizational 
subdivision, sponsored agreement, or other work unit for which 
cost data are desired and for which provision is made to 
accumulate and measure the cost of processes, products, jobs, 
capitalized projects, etc. 
 
    (3)  Direct cost means any cost which is identified 
specifically with a particular final cost objective. Direct 
costs are not limited to items which are incorporated in the end 
product as material or labor. Costs identified specifically with 
a sponsored agreement are direct costs of that sponsored 
agreement. All costs identified specifically with other final 
cost objectives of the educational institution are direct costs 
of those cost objectives. 
 
    (4)  Final cost objective means a cost objective which has 
allocated to it both direct and indirect costs, and in the 
educational institution's accumulation system, is one of the 
final accumulation points. 
 
    (5)  Indirect cost means any cost not directly identified 
with a single final cost objective, but identified with two or 
more final cost objectives or with at least one intermediate 
cost objective. 
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    (6)  Indirect cost pool means a grouping of incurred costs 
identified with two or more cost objectives but not identified 
with any final cost objective. 
 
    (7)  Intermediate cost objective means a cost objective that 
is used to accumulate indirect costs or service center costs 
that are subsequently allocated to one or more indirect cost 
pools and/or final cost objectives. 
 
    Fundamental Requirement 
 
    All costs incurred for the same purpose, in like 
circumstances, are either direct costs only or indirect costs 
only with respect to final cost objectives.  No final cost 
objective shall have allocated to it as an indirect cost any 
cost, if other costs incurred for the same purpose, in like 
circumstances, have been included as a direct cost of that or 
any other final cost objective.  Further, no final cost 
objective shall have allocated to it as a direct cost any cost, 
if other costs incurred for the same purpose, in like 
circumstances, have been included in any indirect cost pool to 
be allocated to that or any other final cost objective. 
 
    Techniques for application 
 
     (a)  The Fundamental Requirement is stated in terms of cost 
incurred and is equally applicable to estimates of costs to be 
incurred as used in sponsored agreement proposals. 
 
    (b)  The Disclosure Statement to be submitted by the 
educational institution will require that the educational 
institution set forth its cost accounting practices with regard 
to the distinction between direct and indirect costs.  In 
addition, for those types of cost which are sometimes accounted 
for as direct and sometimes accounted for as indirect, the 
educational institution will set forth in its Disclosure 
Statement the specific criteria and circumstances for making 
such distinctions. In essence, the Disclosure Statement 
submitted by the educational institution, by distinguishing 
between direct and indirect costs, and by describing the 
criteria and circumstances for allocating those items which are 
sometimes direct and sometimes indirect, will be determinative 
as to whether or not costs are incurred for the same purpose.  
Disclosure Statement as used herein refers to the statement 
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required to be submitted by educational institutions in Section 
C.14. 
 
     (c)  In the event that an educational institution has not 
submitted a Disclosure Statement, the determination of whether 
specific costs are directly allocable to sponsored agreements 
shall be based upon the educational institution's cost 
accounting practices used at the time of sponsored agreement 
proposal. 
 
    (d)  Whenever costs which serve the same purpose cannot 
equitably be indirectly allocated to one or more final cost 
objectives in accordance with the educational institution's 
disclosed accounting practices, the educational institution may 
either (1) use a method for reassigning all such costs which 
would provide an equitable distribution to all final cost 
objectives, or (2) directly assign all such costs to final cost 
objectives with which they are specifically identified. In the 
event the educational institution decides to make a change for 
either purpose, the Disclosure Statement shall be amended to 
reflect the revised accounting practices involved. 
 
    (e)  Any direct cost of minor dollar amount may be treated 
as an indirect cost for reasons of practicality where the 
accounting treatment for such cost is consistently applied to 
all final cost objectives, provided that such treatment produces 
results which are substantially the same as the results which 
would have been obtained if such cost had been treated as a 
direct cost. 
 
    Illustrations 
    (a)  Illustrations of costs which are incurred for the same 
purpose: 
 
    (1)  An educational institution normally allocates all 
travel as an indirect cost and previously disclosed this 
accounting practice to the Government.  For purposes of a new 
proposal, the educational institution intends to allocate the 
travel costs of personnel whose time is accounted for as direct 
labor directly to the sponsored agreement.  Since travel costs 
of personnel whose time is accounted for as direct labor working 
on other sponsored agreements are costs which are incurred for 
the same purpose, these costs may no longer be included within 
indirect cost pools for purposes of allocation to any covered 
Government sponsored agreement.  The educational institution's 
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Disclosure Statement must be amended for the proposed changes in 
accounting practices. 
 
    (2)  An educational institution normally allocates  
purchasing activity costs indirectly and allocates this cost to 
instruction and research on the basis of modified total costs. A 
proposal for a new sponsored agreement requires a 
disproportionate amount of subcontract administration to be 
performed by the purchasing activity.  The educational 
institution prefers to continue to allocate purchasing activity 
costs indirectly. In order to equitably allocate the total 
purchasing activity costs, the educational institution may use a 
method for allocating all such costs which would provide an 
equitable distribution to all applicable indirect cost pools. 
For example, the educational institution may use the number of 
transactions processed rather than its former allocation base of 
modified total costs. The educational institution's Disclosure 
Statement must be amended for the proposed changes in accounting 
practices. 
 
    (b)  Illustrations of costs which are not incurred for the 
same purpose: 
 
    (1)  An educational institution normally allocates special 
test equipment costs directly to sponsored agreements. The costs 
of general purpose test equipment are normally included in the 
indirect cost pool which is allocated to sponsored agreements. 
Both of these accounting practices were previously disclosed to 
the Government. Since both types of costs involved were not 
incurred for the same purpose in accordance with the criteria 
set forth in the educational institution's Disclosure Statement, 
the allocation of general purpose test equipment costs from the 
indirect cost pool to the sponsored agreement, in addition to 
the directly allocated special test equipment costs, is not 
considered a violation of the standard. 
 
    (2)  An educational institution proposes to perform a 
sponsored agreement which will require three firemen on 24-hour 
duty at a fixed-post to provide protection against damage to 
highly inflammable materials used on the sponsored agreement. 
The educational institution presently has a firefighting force 
of 10 employees for general protection of its facilities. The 
educational institution's costs for these latter firemen are 
treated as indirect costs and allocated to all sponsored 
agreements; however, it wants to allocate the three fixed-post 
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firemen directly to the particular sponsored agreement requiring 
them and also allocate a portion of the cost of the general 
firefighting force to the same sponsored agreement.  The 
educational institution may do so but only on condition that its 
disclosed practices indicate that the costs of the separate 
classes of firemen serve different purposes and that it is the 
educational institution's practice to allocate the general 
firefighting force indirectly and to allocate fixed-post firemen 
directly. 
 
    Interpretation 
 
    (a)  Consistency in Allocating Costs Incurred for the Same 
Purpose by Educational Institutions, provides, in this standard, 
that " * * * no final cost objective shall have allocated to it 
as a direct cost any cost, if other costs incurred for the same 
purpose, in like circumstances, have been included in any 
indirect cost pool to be allocated to that or any other final 
cost objective." 
 
    (b)  This interpretation deals with the way this standard 
applies to the treatment of costs incurred in preparing, 
submitting, and supporting proposals. In essence, it is 
addressed to whether or not, under the standard, all such costs 
are incurred for the same purpose, in like circumstances. 
 
    (c)  Under this standard, costs incurred in preparing, 
submitting, and supporting proposals pursuant to a specific 
requirement of an existing sponsored agreement are considered to 
have been incurred in different circumstances from the 
circumstances under which costs are incurred in preparing 
proposals which do not result from such specific requirement. 
The circumstances are different because the costs of preparing 
proposals specifically required by the provisions of an existing 
sponsored agreement relate only to that sponsored agreement 
while other proposal costs relate to all work of the educational 
institution. 
 
    (d)  This interpretation does not preclude the allocation, 
as indirect costs, of costs incurred in preparing all proposals. 
The cost accounting practices used by the educational 
institution, however, must be followed consistently and the 
method used to reallocate such costs, of course, must provide an 
equitable distribution to all final cost objectives. 
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    CAS 9905.505 -- Accounting for unallowable costs -- 
Educational institutions. 
 
    Purpose 
 
    (a)  The purpose of this standard is to facilitate the 
negotiation, audit, administration and settlement of sponsored 
agreements by establishing guidelines covering (1) 
identification of costs specifically described as unallowable, 
at the time such costs first become defined or authoritatively 
designated as unallowable, and (2) the cost accounting treatment 
to be accorded such identified unallowable costs in order to 
promote the consistent application of sound cost accounting 
principles covering all incurred costs. The standard is 
predicated on the proposition that costs incurred in carrying on 
the activities of an educational institution -- regardless of 
the allowability of such costs under Government sponsored 
agreements -- are allocable to the cost objectives with which 
they are identified on the basis of their beneficial or causal 
relationships. 
 
    (b)  This standard does not govern the allowability of 
costs. This is a function of the appropriate procurement or 
reviewing authority. 
    Definitions 
 
    (a)  The following are definitions of terms which are 
prominent in this standard. 
 
    (1)  Directly associated cost means any cost which is 
generated solely as a result of the incurrence of another cost, 
and which would not have been incurred had the other cost not 
been incurred. 
 
    (2)  Expressly unallowable cost means a particular item or 
type of cost which, under the express provisions of an 
applicable law, regulation, or sponsored agreement, is 
specifically named and stated to be unallowable. 
 
    (3)  Indirect cost means any cost not directly identified 
with a single final cost objective, but identified with two or 
more final cost objectives or with at least one intermediate 
cost objective. 
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    (4)  Unallowable cost means any cost which, under the 
provisions of any pertinent law, regulation, or sponsored 
agreement, cannot be included in prices, cost reimbursements, or 
settlements under a Government sponsored agreement to which it 
is allocable. 
 
    Fundamental requirement 
 
    (a) Costs expressly unallowable or mutually agreed to be 
unallowable, including costs mutually agreed to be unallowable 
directly associated costs, shall be identified and excluded from 
any billing, claim, application, or proposal applicable to a 
Government sponsored agreement. 
 
    (b) Costs which specifically become designated as 
unallowable as a result of a written decision furnished by a 
Federal official pursuant to sponsored agreement disputes 
procedures shall be identified if included in or used in the 
computation of any billing, claim, or proposal applicable to a 
sponsored agreement. This identification requirement applies 
also to any costs incurred for the same purpose under like 
circumstances as the costs specifically identified as 
unallowable under either this paragraph or paragraph (a) of this 
subsection. 
 
    (c) Costs which, in a Federal official's written decision 
furnished pursuant to disputes procedures, are designated as 
unallowable directly associated costs of unallowable costs 
covered by either paragraph (a) or (b) of this subsection shall 
be accorded the identification required by paragraph b. of this 
subsection. 
 
    (d) The costs of any work project not contractually 
authorized, whether or not related to performance of a proposed 
or existing contract, shall be accounted for, to the extent 
appropriate, in a manner which permits ready separation from the 
costs of authorized work projects. 
 
    (e) All unallowable costs covered by paragraphs (a) through 
(d) of this subsection shall be subject to the same cost 
accounting principles governing cost allocability as allowable 
costs. In circumstances where these unallowable costs normally 
would be part of a regular indirect-cost allocation base or 
bases, they shall remain in such base or bases. Where a directly 
associated cost is part of a category of costs normally included 
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in an indirect-cost pool that will be allocated over a base 
containing the unallowable cost with which it is associated, 
such a directly associated cost shall be retained in the 
indirect-cost pool and be allocated through the regular 
allocation process. 
 
    (f) Where the total of the allocable and otherwise allowable 
costs exceeds a limitation-of-cost or ceiling-price provision in 
a sponsored agreement, full direct and indirect cost allocation 
shall be made to the cost objective, in accordance with 
established cost accounting practices and Standards which 
regularly govern a given entity's allocations to Government 
sponsored agreement cost objectives. In any determination of 
unallowable cost overrun, the amount thereof shall be identified 
in terms of the excess of allowable costs over the ceiling 
amount, rather than through specific identification of 
particular cost items or cost elements. 
 
    Techniques for application 
 
    (a)  The detail and depth of records required as backup 
support for proposals, billings, or claims shall be that which 
is adequate to establish and maintain visibility of identified 
unallowable costs (including directly associated costs), their 
accounting status in terms of their allocability to sponsored 
agreement cost objectives, and the cost accounting treatment 
which has been accorded such costs. Adherence to this cost 
accounting principle does not require that allocation of 
unallowable costs to final cost objectives be made in the 
detailed cost accounting records. It does require that 
unallowable costs be given appropriate consideration in any cost 
accounting determinations governing the content of allocation 
bases used for distributing indirect costs to cost objectives. 
Unallowable costs involved in the determination of rates used 
for standard costs, or for indirect-cost bidding or billing, 
need be identified only at the time rates are proposed, 
established, revised or adjusted. 
 
    (b)  The visibility requirement of paragraph (a) of this 
subsection, may be satisfied by any form of cost identification 
which is adequate for purposes of sponsored agreement cost 
determination and verification. The standard does not require 
such cost identification for purposes which are not relevant to 
the determination of Government sponsored agreement cost. Thus, 
to provide visibility for incurred costs, acceptable alternative 
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practices would include (1) the segregation of unallowable costs 
in separate accounts maintained for this purpose in the regular 
books of account, (2) the development and maintenance of 
separate accounting records or workpapers, or (3) the use of any 
less formal cost accounting techniques which establishes and 
maintains adequate cost identification to permit audit 
verification of the accounting recognition given unallowable 
costs. Educational institutions may satisfy the visibility 
requirements for estimated costs either (1) by designation and 
description (in backup data, workpapers, etc.) of the amounts 
and types of any unallowable costs which have specifically been 
identified and recognized in making the estimates, or (2) by 
description of any other estimating technique employed to 
provide appropriate recognition of any unallowable costs 
pertinent to the estimates. 
    (c)  Specific identification of unallowable costs is not 
required in circumstances where, based upon considerations of 
materiality, the Government and the educational institution 
reach agreement on an alternate method that satisfies the 
purpose of the standard. 
 
    Illustrations 
 
    (a)  An auditor recommends disallowance of certain direct 
labor and direct material costs, for which a billing has been 
submitted under a sponsored agreement, on the basis that these 
particular costs were not required for performance and were not 
authorized by the sponsored agreement. The Federal officer 
issues a written decision which supports the auditor's position 
that the questioned costs are unallowable. Following receipt of 
the Federal officer's decision, the educational institution must 
clearly identify the disallowed direct labor and direct material 
costs in the educational institution's accounting records and 
reports covering any subsequent submission which includes such 
costs. Also, if the educational institution's base for 
allocation of any indirect cost pool relevant to the subject 
sponsored agreement consists of direct labor, direct material, 
total prime cost, total cost input, etc., the educational 
institution must include the disallowed direct labor and 
material costs in its allocation base for such pool. Had the 
Federal officer's decision been against the auditor, the 
educational institution would not, of course, have been required 
to account separately for the costs questioned by the auditor. 
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    (b)  An educational institution incurs, and separately 
identifies, as a part of a service center or expense pool, 
certain costs which are expressly unallowable under the existing 
and currently effective regulations. If the costs of the service 
center or indirect expense pool are regularly a part of the 
educational institution's base for allocation of general 
administration and general expenses (GA&GE) or other indirect 
expenses, the educational institution must allocate the GA&GE or 
other indirect expenses to sponsored agreements and other final 
cost objectives by means of a base which includes the identified 
unallowable indirect costs. 
 
    (c)  An auditor recommends disallowance of certain indirect 
costs. The educational institution claims that the costs in 
question are allowable under the provisions of Office Of 
Management and Budget Circular A-21, Cost Principles For 
Educational Institutions; the auditor disagrees. The issue is 
referred to the Federal officer for resolution pursuant to the 
sponsored agreement disputes clause. The Federal officer issues 
a written decision supporting the auditor's position that the 
total costs questioned are unallowable under the Circular. 
Following receipt of the Federal officer's decision, the 
educational institution must identify the disallowed costs and 
specific other costs incurred for the same purpose in like 
circumstances in any subsequent estimating, cost accumulation or 
reporting for Government sponsored agreements, in which such 
costs are included. If the Federal officer's decision had 
supported the educational institution's contention, the costs 
questioned by the auditor would have been allowable and the 
educational institution would not have been required to provide 
special identification. 
 
    (d)  An educational institution incurred certain unallowable 
costs that were charged indirectly as general administration and 
general expenses (GA&GE). In the educational institution's 
proposals for final indirect cost rates to be applied in 
determining allowable sponsored agreement costs, the educational 
institution identified and excluded the expressly unallowable 
costs. In addition, during the course of negotiation of indirect 
cost rates to be used for bidding and billing purposes, the 
educational institution agreed to classify as unallowable cost, 
various directly associated costs of the identifiable 
unallowable costs. On the basis of negotiations and agreements 
between the educational institution and the Federal officer's 
authorized representatives, indirect cost rates were 
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established, based on the net balance of allowable GA&GE. 
Application of the rates negotiated to proposals, and to 
billings, for covered sponsored agreements constitutes 
compliance with the standard. 
 
    (e)  An employee, whose salary, travel, and subsistence 
expenses are charged regularly to the general administration and 
general expenses (GA&GE) pool, takes several business associates 
on what is clearly a business entertainment trip. The 
entertainment costs of such trips is expressly unallowable 
because it constitutes entertainment expense prohibited by OMB 
Circular A-21, and is separately identified by the educational 
institution. The educational institution does not regularly 
include its GA&GE in any indirect-expense allocation base. In 
these circumstances, the employee's travel and subsistence 
expenses would be directly associated costs for identification 
with the unallowable entertainment expense. However, unless this 
type of activity constituted a significant part of the 
employee's regular duties and responsibilities on which his 
salary was based, no part of the employee's salary would be 
required to be identified as a directly associated cost of the 
unallowable entertainment expense. 
 
    CAS 9905.506 -- Cost accounting period -- Educational 
institutions. 
 
    Purpose 
 
    The purpose of this standard is to provide criteria for the 
selection of the time periods to be used as cost accounting 
periods for sponsored agreement cost estimating, accumulating, 
and reporting. This standard will reduce the effects of 
variations in the flow of costs within each cost accounting 
period. It will also enhance objectivity, consistency, and 
verifiability, and promote uniformity and comparability in 
sponsored agreement cost measurements. 
 
    Definitions 
 
    (a)  The following are definitions of terms which are 
prominent in this standard. 
 
    (1)  Allocate means to assign an item of cost, or a group of 
items of cost, to one or more cost objectives. This term 
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includes both direct assignment of cost and the reassignment of 
a share from an indirect cost pool. 
 
    (2)  Cost Objective means a function, organizational 
subdivision, sponsored agreement, or other work unit for which 
cost data are desired and for which provision is made to 
accumulate and measure the cost of processes, products, jobs, 
capitalized projects, etc. 
    (3)  Fiscal year means the accounting period for which 
annual financial statements are regularly prepared, generally a 
period of 12 months, 52 weeks, or 53 weeks. 
 
    (4)  Indirect cost pool means a grouping of incurred costs 
identified with two or more cost objectives but not identified 
specifically with any final cost objective. 
 
    Fundamental requirement 
 
    Educational institutions shall use their fiscal year as 
their cost accounting period, except that: 
 
    Costs of an indirect function which exists for only a part 
of a cost accounting period may be allocated to cost objectives 
of that same part of the period. 
 
    An annual period other than the fiscal year may be used as 
the cost accounting period if its use is an established practice 
of the educational institution. 
 
    A transitional cost accounting period other than a year 
shall be used whenever a change of fiscal year occurs. 
 
    An educational institution shall follow consistent practices 
in the selection of the cost accounting period or periods in 
which any types of expense and any types of adjustment to 
expense (including prior-period adjustments) are accumulated and 
allocated. 
 
    The same cost accounting period shall be used for 
accumulating costs in an indirect cost pool as for establishing 
its allocation base, except that the contracting parties may 
agree to use a different period for establishing an allocation 
base. 
 
    Techniques for application 
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    (a)  The cost of an indirect function which exists for only 
a part of a cost accounting period may be allocated on the basis 
of data for that part of the cost accounting period if the cost 
is (1) material in amount, (2) accumulated in a separate 
indirect cost pool or expense pool, and (3) allocated on the 
basis of an appropriate direct measure of the activity or output 
of the function during that part of the period. 
 
    (b)  The practices required by this standard shall include 
appropriate practices for deferrals, accruals, and other 
adjustments to be used in identifying the cost accounting 
periods among which any types of expense and any types of 
adjustment to expense are distributed. If an expense, such as 
insurance or employee leave, is identified with a fixed, 
recurring, annual period which is different from the educational 
institution's cost accounting period, the standard permits 
continued use of that different period. Such expenses shall be 
distributed to cost accounting periods in accordance with the 
educational institution's established practices for accruals, 
deferrals, and other adjustments. 
    (c)  Indirect cost allocation rates, based on estimates, 
which are used for the purpose of expediting the closing of 
sponsored agreements which are terminated or completed prior to 
the end of a cost accounting period need not be those finally 
determined or negotiated for that cost accounting period. They 
shall, however, be developed to represent a full cost accounting 
period, except as provided in paragraph (a) of this subsection. 
 
    (d)  An educational institution may, upon mutual agreement 
with the Government, use as its cost accounting period a fixed 
annual period other than its fiscal year, if the use of such a 
period is an established practice of the educational institution 
and is consistently used for managing and controlling revenues 
and disbursements, and appropriate accruals, deferrals or other 
adjustments are made with respect to such annual periods. 
 
    (e)  The parties may agree to use an annual period which 
does not coincide precisely with the cost accounting period for 
developing the data used in establishing an allocation base: 
Provided, 
 
    (1)  The practice is necessary to obtain significant 
administrative convenience, (2) the practice is consistently 
followed by the educational institution, (3) the annual period 
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used is representative of the activity of the cost accounting 
period for which the indirect costs to be allocated are 
accumulated, and (4) the practice can reasonably be estimated to 
provide a distribution to cost objectives of the cost accounting 
period not materially different from that which otherwise would 
be obtained. 
 
    (f)  When a transitional cost accounting period is required, 
educational institution may select any one of the following: (1) 
the period, less than a year in length, extending from the end 
of its previous cost accounting period to the beginning of its 
next regular cost accounting period, (2) a period in excess of a 
year, but not longer than 15 months, obtained by combining the 
period described in subparagraph (f)(1) of this subsection with 
the previous cost accounting period, or (3) a period in excess 
of a year, but not longer than 15 months, obtained by combining 
the period described in subparagraph (f)(1) of this subsection 
with the next regular cost accounting period. A change in the 
educational institution's cost accounting period is a change in 
accounting practices for which an adjustment in the sponsored 
agreement price may be required. 
 
    Illustrations 
 
    (a)  An educational institution allocates indirect expenses 
for Organized Research on the basis of a modified total direct 
cost base. In a proposal for a sponsored agreement, it estimates 
the allocable expenses based solely on the estimated amount of 
indirect costs allocated to Organized Research and the amount of 
the modified total direct cost base estimated to be incurred 
during the 8 months in which performance is scheduled to be 
commenced and completed.  Such a proposal would be in violation 
of the requirements of this standard that the calculation of the 
amounts of both the indirect cost pools and the allocation bases 
be based on the educational institution's cost accounting 
period. 
 
    (b)  An educational institution whose cost accounting period 
is the calendar year, installs a computer service center to 
begin operations on May 1. The operating expense related to the 
new service center is expected to be material in amount, will be 
accumulated in an intermediate cost objective, and will be 
allocated to the benefitting cost objectives on the basis of 
measured usage. The total operating expenses of the computer 
service center for the 8-month part of the cost accounting 
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period may be allocated to the benefitting cost objectives of 
that same 8-month period. 
 
    (c)  An educational institution changes its fiscal year from 
a calendar year to the 12-month period ending May 31. For 
financial reporting purposes, it has a 5-month transitional 
"fiscal year." The same 5-month period must be used as the 
transitional cost accounting period; it may not be combined, 
because the transitional period would be longer than 15 months. 
The new fiscal year must be adopted thereafter as its regular 
cost accounting period.  The change in its cost accounting 
period is a change in accounting practices; adjustments of the 
sponsored agreement prices may thereafter be required. 
 
    (d)  Financial reports are prepared on a calendar year basis 
on a university-wide basis. However, the contracting segment 
does all internal financial planning, budgeting, and internal 
reporting on the basis of a twelve month period ended June 30. 
The contracting parties agree to use the period ended 
June&nbsp30 and they agree to overhead rates on the June 30 
basis. They also agree on a technique for prorating fiscal year 
assignment of the university's central system office expenses 
between such June 30 periods. This practice is permitted by the 
standard. 
 
    (e)  Most financial accounts and sponsored agreement cost 
records are maintained on the basis of a fiscal year which ends 
November 30 each year. However, employee vacation allowances are 
regularly managed on the basis of a "vacation year" which ends 
September 30 each year. Vacation expenses are estimated 
uniformly during each "vacation year." Adjustments are made each 
October to adjust the accrued liability to actual, and the 
estimating rates are modified to the extent deemed appropriate. 
This use of a separate annual period for determining the amounts 
of vacation expense is permitted. 
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