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Exhibit A

SixTen and Associates
Mandate Reimbursement Services

KEITH B. PETERSEN, MPA, JD, President Telephone: (858) 514-8605
5252 Balboa Avenue, Suite 807 Fax: (858) 514-8645
San Diego, CA 92117 E-Mail: Kbpsixten@aol.com

| RECEWVED |
JUL 032005

Paula Higashi, Executive Director COMMISSION ON |
Commission on State Mandates STATE MANDATES
980 Ninth Street, Suite 300

Sacramento, CA 95814

June 30, 2006

RE: Incorrect Reduction Claim of Pasadena Area Community College District
Health Fee Elimination .
Fiscal Years: 1999-00, 2000-01. and 2001-02

Dear Ms. Higashi:

Enclosed is the original and two copies of the above referenced incorrect reduction
claim for Pasadena Area 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:

Peter Hardash, Vice-President Administrative Services
Pasadena Area Community College District

1670 East Colorado Blvd.

Pasadena, CA 91106-2003

Voice: 626-585-7258

Fax: 626-585-7968

E-Mail: pjhardash@pasadena.edu

| Thank-you.

Sincerely,

=

Keith B. Petersen




State of California

COMMISSION ON STATE MANDATES For Official Use Oni

980 Ninth Street, Suite 300 ngﬁgﬁ%bﬁ'r—
Sacramento, CA 95814

(916) 323-3562 '
CSM 2 (12/89) JUL 0 3 2065

INCORRECT REDUCTION CLAIM FORM COMMISSION ON ,
STRTEMNDATES T 1)~ 420p -1 12

Local Agency or School District Submitting Claim
PASADENA AREA COMMUNITY COLLEGE DISTRICT

Contact Person Telephone Number

Keith B. Petersen, President Voice: 858-514-8605
SixTen and Associates Fax: 858-514-8645

5252 Balboa Avenue, Suite 807 E-mail: Kbpsixten@aol.com
San Diego, CA 92117

Address

Peter Hardash, Vice-President Administrative Services
Pasadena Area Community College District

1570 East Colorado Blvd.

Pasadena, CA 91106-2003

Representative Organization to be Notified Telephone Number

Robert Miyashiro, Consultant, Education Mandated Cost Network “ Voice: 916-446-7517

c/o School Services of California Fax: 916-446-2011

1121 L Street, Suite 1060 E-mail: robertm@SSCal.com

Sacramento, CA 95814

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

HEALTH FEE ELIMINATION Chapter 1, Statutes of 1984, 2nd E.S. Education Code Section 76355
Chapter 1118, Statutes of 1987

Fiscal Year Amount of the Incorrect Reduction
1999-00 $83,464
2000-01 $107,550
2001-02 $184,927
Total Amount $375,941

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

Name and Title of Authorized Representative Telephone No.

Peter Hardash, Vice-President Administrative Services Voice: 626-585-7258
Fax: 626-585-7968

E-Mail: pjhardash@pasadena.edu
Date

Signature of Authorize

June 25 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;
No. CSM

Chapter 1, Statutes of 1984, 2nd E.S.
Chapter 1118, Statutes of 1987
PASADENA AREA
Community College District, Education Code Section 76355
Health Fee Elimination
Claimant.
Annual Reimbursement Claims:

Fiscal Year 1999-00
Fiscal Year 2000-01

)
)
)
)
)
)
)
)
)
)
)
)
)
) Fiscal Year 2001-02
)

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.” Pasadena Area Community College District
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Incorrect Reduction Claim of Pasadena Area Community College District
1/84; 1118/87 Health Fee Elimination

(hereatter “District’) is a school district as defined in Government Code Section 17519.

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

This incorrect reduction claim is timely filed. Title 2, CCR, Section 1185 (b),
requires incorrect reduction claims to be filed no later than three years following the
date of the Controller’s remittance advice notifying the claimant of a reduction. A
Controller’s audit report dated March 17, 2004, has been issued. The audit report
constitutes a demand for repayment and adjudication of the claims. On July 20, 2004,
the Controller issued “results of review letters” reporting the audit results for the FY
1999-00, FY 2000-01 and FY 2001-02 claims, and demanding payment of amounts due
to the state.

There is no alternative dispute resolution process available from the Controller’s
office. In response to an audit issued March 10, 2004, Foothill-De Anza Community
College attempted to utilize the informal audit review process established by the
Controller to resolve factual disputes. Foothill-De Anza was notified by the Controller’s
legal counsel by letter of July 15, 2004 (attached as Exhibit “A”), that the Controller’s
informal audit review process was not available for mandate audits and that the proper
forum was the Commission on State Mandates.

PART ll. SUMMARY OF THE CLAIM
The Controller conducted a field audit of the District’'s annual reimbursement

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

2




w

O 0~ (o) ;] £y

10
11
12
13
14
15
16
17
18
19
20
21

22

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

Program (Chapter 1, Statutes of 1984, 2™ Extraordinary Session and Chapter 1118,

Statutes of 1987) for the period of July 1, 1999 through June 30, 2002. As a result of

the audit, the Controller determined that $375,941 of the claimed costs are

unallowable;
Fiscal Amount Audit SCO Amount Due
Year Claimed Adjustment Payments <State> District

1999-00 $83,464 $83,464 $83,464 <83,464>
2000-01 $275,418 $107,550 $19,270 $148,598
2001-02 $319,578 $184,927  $46,709 $87.942

Totals $678,460 $375,941  $149,443  $153,067
Since the District has been paid $149,443 for these claims, the audit report concludes
that a remaining amount of $153,067 will be paid by the State. The July 20, 2004
results and review letters state that “the balance due will be forthcoming when
additional funds are made available.”

PART Ill. PREVIOUS INCORRECT REDUCTION CLAIMS

The District has not filed any previous incorrect reduction claims for this
mandate program. The District is not aware of any other incorrect reduction claims
having been adjudicated on the specific issues or subject matter raised by this incorrect
reduction claim.

PART {V. BASIS FOR REIMBURSEMENT

1. Mandate Legislation

Chapter 1, Statutes of 1984, 2" Extraordinary Session, repealed Education
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Incorrect Reduction Claim of Pasadena Area Community College District
1/84; 1118/87 Health Fee Elimination

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

student health services fee for the purpose of providing student health supervision and
services, direct and indirect medical and hospitalization services, and operation of
student health centers. This statute also required the scope of student health services
for which a community college district charged a fee during the 1983-84 fiscal year be
maintained at that level thereafter. The provisions of this statute were to automatically
repeal on December 31, 1987.

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

Chapter 8, Statutes of 1993, Section 29, repealed Education Code Section
72246, effective April 15, 1993. Chapter 8, Statutes of 1993, Section 34, added

Education Code Section 76355', containing substantially the same provisions as former

! 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 Impilicit 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

4




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

Section 72246, effective April 15, 1993.

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 coliege shall adopt
rules and regulations that exempt the following students from any fee required pursuant
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 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.

(9) 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 Pasadena Area Community College District
1/84; 1118/87 Health Fee Elimination

2. Test Claim

On December 2, 1985, Rio Hondo Community College District filed a test claim
alleging that Chapter 1, Statutes of 1984, 2™ Extraordinary Session, by eliminating the
authority to levy a fee and~by requiring a maintenance of effort, mandated increased
costs by mandating a new program or the higher level of service of an existing program
within the meaning of California Constitution Article Xili B, Section 6.

On November 20, 1986, the Commission on State Mandates determined that
Chapter 1, Statutes of 1984, 2™ Extraordinary Session, imposed a new program upon
community college districts by requiring any community college district, which provided
student health services for which it was authorized to charge a fee pursuant to former
Section 72246 in the 1983-1984 fiscal year, to maintain student health services at that
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
that Chapter 1118, Statutes of 1987, amended this maintenance of effort requirement to
apply to all community college districts which prévided student health services in fiscal
year 1986-1987 and required them to maintain that level of student heaith services in
fiscal year 1987-1988 and each fiscal year thereafter.

3. Parameters and Guidelines

On August 27, 1987, the original parameters and guidelines were adopted. On
May 25, 1989, those parameters and guidelines were amended. A copy of the

parameters and guidelines, as amended on May 25, 1989, is attached as Exhibit “B.”
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Incorrect Reduction Claim of Pasadena Area Community College District
1/84; 1118/87 Health Fee Elimination

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

state:

HV.

VI.

VII.

Vil

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.

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....

OFFSETTING SAVINGS AND OTHER REIMBURSEMENTS

Any offsetting savings the claimant experiences as a direct resulit
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. ...”
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Incorrect Reduction Claim of Pasadena Area Community College District
1/84; 1118/87 Health Fee Elimination

4. Claiming Instructions

The Controller has frequently revised claiming instructions for the Health Fee
Elimination mandate. A copy of the September 1997 revision of the claiming
instructions is attached as Exhibit “C.” The September 1997 claiming instructions are
believed to be, for the purposes and scope of this incorrect reduction claim,
substantially similar to the version extant at the time the claims which are the subject of
this incorrect reduction claim were filed. However, since the Controller’s claim forms
and instructions have not been adopted as regulations, they have no force of law, and,
therefore, have no effect on the outcome of this incorrect reduction claim.

PART V. STATE CONTROLLER CLAIM ADJUDICATION

The Controller conducted an audit of the District's annual reimbursement claims
for Fiscal Years 1999-00, 2000-01, and 2001-02. The audit concluded that 45% of the
District's costs, as claimed, are allowable. A copy of the March 17, 2004-audit report
and is attached as Exhibit “D.”

VI. CLAIMANT'S RESPONSE TO THE STATE CONTROLLER

By letter dated January 21, 2004, the Controller transmitted a copy of its draft
audit report. By phone call on February 17, 2004, the District stated it would not be
providing a written response to the draft audit report. The Controller then issued its final
audit report without change to the adjustments as stated in the draft audit report.

/

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

PART VIl. STATEMENT OF THE ISSUES

.Finding 1: Overstated indirect cost claimed

The Controller asserts that the District overstated its indirect cost rates and
costs in the amount of $157,273 for FY 2000-01 and FY 2001-2002. For FY 1999-00,
the Controller states that the District correctly used a “federally approved” rate of 30%.
The audit reports states “that community college districts have the option of using a
federally approved rate prepared in accordance with Office of Management and Budget
(OMB) Circular A-21 or the alternative methodology using Form FAM-29C.” The
Controller insists that the District should have used the same federally approved rate of
30% for FY 2000-01 and FY 2001-02, since the District did not use the alternative SCO
Form FAM-29C method.

Federal Approval

Contrary to the Controller's ministerial preferences, there is no requirement in
law that the claimant’s indirect cost rate must be “federally” approved, and neither the
Commission nor the Controller has ever specified the federal agencies which have the
authority to approve indirect cost rates. There is no “federal” basis to disallow the use
of the reported indirect cost rates for FY 2000-01 and FY 2001-02. The federal
government has jurisdiction over federal awards, which mandates are not. Claimants
are subject to whatever state law exists for mandate reimbursement, not federal award
cost accounting.

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

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. 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. It is not clear what the
legal significance of the concept of “extension” might be, regardiess, the reference to
the claiming instructions in the parameters and guidelines does not change “may” into a
“shall.” Since the Controller’s 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 Controller and not law.

CCFS-311

In fact, both the District’'s method and the Controller's FAM-29C method utilize the
same source document, the CCFS-311 annual financial and budget report required by
the state. The difference in the claimed and audited methods is the determination of
which of those cost elements are direct costs and which are indirect costs, 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

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

reasonableness of the costs allocation assumptions made for the method used.

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. The OMB
A-21 cost accounting methods are not the intellectual property of the federal
government and can be competently utilized by claimants to generate a reasonable
indirect cost rate without the need for federal approval.

Neither state law nor the parameters and guidelines made 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 District’s calculation is unreasonable, not to recalculate the rate
according to its unenforceable ministerial preferences. Therefore, the Controller made
no determination as to whether the method used by the District was unreasonable, but,

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

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

substitution of the FAM-29C method is an arbitrary choice of the Controller, not a
“finding” enforceable either by fact or law. The Controller's adjustment of the District’s
indirect cost rate should be withdrawn, since no legal or factual basis has been shown
to disallow the indirect cost rate calculation used by the District.
Finding 2: Offsetting health fees understated

The Controller adjusted the reported enroliment and number of students subject
to payment of the health services fee which resulted in a total adjustment of $287,865
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 “/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 optional.”

Parameters and Guidelines

This Controller states that the “Parameters and Guidelines specifies that any
offsetting savings or reimbursements received must be identified and deducted.” The

parameters and guidelines actually state:

12
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Incorrect Reduction Claim of Pasadena Area Community College District
1/84; 1118/87 Health Fee Elimination

“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)>.”

In order for a district to “experience” these “offsetting savings” a district must actually
have collected these fees. Student health services fees actually collected must be
used to offset costs, but not student 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

Nor can the Controller rely 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 of 1984, 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 resuilt 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 XllI 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 language which describes the

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 Pasadena Area Community College District
1/84; 1118/87 Health Fee Elimination

legal effect of fees collected.

Government Code Section 17556

Nor can the Controller rely upon Government Code Section 17556 for the
conclusion that there are no claimable costs mandated by the State where the
claimants have the authority to collect a service fee. Government Code Section 17556
as last amended by Chapter 589, Statutes of 1989 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. ..

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.

Fees Collected vs. Fees Collectible

This issue is one of student health fees revenue actually received, rather than
student health fees which might be coliected. Student fees not collected are student

fees not “experienced” and as such should not reduce reimbursement. Further, the

14
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Incorrect Reduction Claim of Pasadena Area Community College District
1/84; 1118/87 Health Fee Elimination

amount “collectible” will never equal actual revenues collected due to changes in
student 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, which the District has done for this incorrect reduction claim. Therefore,
student health fees are merely collectible, they are not mandatory, and it is
inappropriate to reduce claim amounts by revenues not received.

Enroliment and Exempted Student Statistics

It is our understanding that the Controller adjusted the reported total student
enroliment and reported number of exempt students based on data available from the
office of the Chancellor of the Community Colleges. 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. The Controller does not indicate how and why its
determination of “actual” student counts is any more “actual’ than the amount reported

on the claims.
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Amounts Paid By The State
This issue was not an audit finding. The payment received from the state is an
integral part of the reimbursement calculation. The Controller changed the FY 1999-00

and FY 2000-01 claim payment amount received from the state without a finding in the

audit report.

Fiscal Year of Claim
Amount Paid by the State 1999-00 2000-01 2001-02
As Claimed : $0 $0 $ 46,709
As Audited $83,464 $19,270 $ 46,709

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
1999-00 and FY 2000-01 claims are beyond the statute of limitations for audit when

the Controller issued its audit report on March 17, 2004.

Chronology of Claim Action Dates

January 10, 2001 FY 1999-00 claim filed by the District
December 20, 2001 FY 2000-01 claim filed by the District
December 31, 2003 FY 1999-00 and FY 2000-01 statute of limitations for audit
expires
March 17, 2004 Controller’s final audit report issued
16
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The District's FY 1999-00 claim was mailed to the Controller on January 10,
2001. The District's FY 2000-01 claim was mailed to the Controller on December 20,
2001. According to Government Code Section 17558.5 these claims are subject to
audit no later than December 31, 2003. The Audit report was issued March 17, 2004.
Therefore the audit adjustments for FY 1999-00 and FY 2000-01 are barred by the
statue of limitations.
Statutory History

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

“(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

four 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.”
Thus, there are two standards. A funded claim is “subject to audit” for four years after
the end of the calendar year in which the claim was filed. An “unfunded” claim must
have its audit “initiated” within four years of first payment.

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

replaced Section 17558.5, changing only the period of limitations:

17

19




O ON -

N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

27

Incorrect Reduction Claim of Pasadena Area Community College District
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“(@) 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.”

The FY 1999-00 and FY 2000-01 annual claims are subject to the two-year statute of
limitations established by Chapter 945, Statutes of 1995. Since funds were
appropriated for the program for all the fiscal years which are the subject of the audit,
the alternative measurement date is not applicable, and the potential factual issue of
when the audit is initiated is not relevant. The FY 1999-00 and FY 2000-01 claims
were no longer subject to audit when the audit report was issued on March 17, 2004.

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_three years after the eﬁd-ef—ﬂaeealendaf-yeaﬁrrwhfeh
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 meade filed, the
time for the Controller to initiate an audit shall commence to run from the date of
initial payment of the claim.”

The FY 2001-2002 claim is subject to this amended version of Section 17558.5,
and was still subject to audit at the time the audit report was released. The amendment
is pertinent since it indicates this is the first time that the factual issues of the date the
audit is “initiated” for mandate programs for which funds are appropriated is introduced.

This also means that at the time the claim is filed, it is impossible for the claimant to

18
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1/84; 1118/87 Health Fee Elimination

know when the statute of limitations will expire, which is contrary to the purpose of a

statute of limitations.
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 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.”

None of the fiscal period claims which are the subject of the audit are subject to
this amended version of 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 of limitations.

Clearly, the Controller did not complete the audit of FY 1999-00 and FY 2000-01
within the statutory time period allowed. The audit findings and reductions are therefore
void for those two years.

PART VIll. RELIEF REQUESTED

The District filed its annual reimbursement claims within the time limits
prescribed by the Government Code. The amounts claimed by the District for
reimbursement of the costs of implementing the program imposed by Chapter 1,

Statutes of 1984, 2nd E.S., Chapter 1118, Statutes of 1987, and Education Code

19

21




10
11
12
13
14
15
16
17
18
19
20

21

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

Section 76355 represent the actual costs incurred by the District to carry out this

program. These costs were properly claimed pursuant to the Commission’s parameters
and guidelines. Reimbursement of these costs is required under Article XIlIB, Section
6 of the California Constitution. The Controller denied reimbursement without any
basis in law or fact. The District has met its burden of going forward on this claim by
complying with the requirements of Section 1185, Title 2, California Code of
Regulations. Because the Controller has enforced and is seeking to enforce these
adjustments without benefit of statute or regulation, the burden of proof is now upon the
Controller to establish a legal basis for its actions.

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
jurisdictional issue raised in this claim, and order the Controller to correct its audit
report findings therefrom.

/

/
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PART IX. CERTIFICATION
By my signature below, | 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.

Executed o ne Z&/ 2096, at Pasadena, California, by

Peter Hardash, resident Administrative Services
Pasadena Area Community College District

15670 East Colorado Bivd.

Pasadena, CA 91106-2003

Voice: 626-585-7258

Fax. 626-585-7968

E-Mail: pjhardash@pasadena.edu

APPOINTMENT OF REPRESENTATIVE

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

iy ik

Peter Hardash Wice-President Date ~ 7

Pasadena Area Community College District

Attachments:

Exhibit “A” SCO Legal Counsel's Letter of June 15, 2004

Exhibit “B” Parameters and Guidelines as amended May 25, 1989
Exhibit “C” Controller's Claiming Instructions September 1997
Exhibit “D” SCO Audit Report date March 17, 2004
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California State Controller

July 15, 2004

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:

Th1s is in response to your letter to me dated May 13, 2004 concermng 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 resolutlon other than a judicial proceeding, is available.

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

| However in hght of the concemns 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.

.Chlef Counel

RIC/st

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

NN Camitnl Mall Snite 1850 .Qm‘.rm;nenfn CA Qﬁg§b P O Rax 047850 Qacramentn (CA 94250
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Adopted: 8/27/87
Amended: 5/25/89

1.

IT.

IIT.

PARAMETERS AND GUIDELINES
Chapter 1, Statutes of 1984, 2nd E.S.
Chapter 1118, Statutes of 1987
Health Fee Elimination

SUMMARY OF "MANDATE

Chapter 1, Statutes of 1984, 2nd E.S. repealed Education Code Section
72246 which had authorized community college districts to charge a
health fee for the purpose of 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 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.

COMMISSION ON STATE MANDATES' 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 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 majntdin 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.

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

dJuly 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 defined 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 17561(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 CQOSTS

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 Service
Neuro :
Ortho
GU
Dental
GI
Stress Counseling
Crisis Intervention
Child Abuse Reporting and Counseling
Substance Abuse Identification and Counseling
Aids
Eating Disorders
Weight Controtl
Personal Hygiene
Burnout

EXAMINATIONS (Minor I11nesses)
Recheck Minor Injury

HEALTH TALKS OR FAIRS - INFORMATION
Sexually Transmitted Disease
Drugs
Aids
Child Abuse L
Birth Control/Family Plafning
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
Information
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INSURANCE
On Campus Accident
Yoluntary
Insurance Inguiry/Claim Administration

'LABORATORY TESTS DONE
Inguiry/Interpretation
Pap Smears

PHYSICALS
‘Employees
Students
Athletes

MEDICATIONS (dispensed OTC for misc. illnesses)
Antacids
Antidiarrhial
Antihistamines
Aspirin, Tylenol, etc.
Skin rash preparations
Misc.
Eye drops
Ear drops
Toothache - 0i1 cloves
Stingkill
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 o
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

Gl ucometer

Urinalysis
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Hemoglobin
E.K.G.

Strep A testing
P.G. testing
Monospot
Hemacult

Misc.

MISCELLANEOUS
Absence Excuses/PE Waiver
Allergy Injections
Bandaids
Booklets/Pamphlets
Dressing Change
Rest
Suture Removal
Temperature
Weigh
Misc.

Information
Report/Form
Wart Removal

COMMITTEES
Safety
Environmental
‘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

ADULT CHILDREN OF ALCOHOLICS GROUP

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

VII.

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. Description of Activity

1.

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

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

. Show the total number of part-time students enrolied per

semester/quarter.

.- 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.

. 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.

. Allowable Overhead Cost

Indirect costs may.bé,c]aimed in the manner described by the State
Controller 1in his claiming jnstructions.

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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VIII.

IX.

0350d

-7 -

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

Controliler or his agent.

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.

REQUIRED CERTIFICATION

The fd110wing certification must accompany the claim:
I DO HEREBY CERTIFY under penalty of perjury:
THAT the foregbing 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 T am the person authorized by the local agency to file claims
for funds with the State of California.

Signature of Authorized Répresentative Date

Title Telephone No.
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State Controlier'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 1684, 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

- & fee in the 1983/84 fiscal year to maintain that leve! 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, which would reinstate the community college
districts' authority to charge a health fee as specified.

Chapter 1118, Statutes of 1887 amended Education Code § 72246 to require any
community coliege district that provided health services in the 1986/87 fiscal year to
maintain health services at that leve! in the 1986/87 fiscal year and each fiscal year
thereafter. Chapter 8, Statutes of 1993, has revised the numbering of § 72246 to § 768355.

2. Eligible Claimants

Any community coliege disirict incuming 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 ciaim. A
reimbursement claim details the costs actually incurred for a prior fiscal year. An
estimated claim shows the costs to be incurred for the current fiscal year.
Minimum Claim'

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

5. Filing Deadline

(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 with 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 will be paid before late claims.

After having received payment for an estimated ciaim, the claimant must file a
reimbursement claim by November 30, of the fallowing fiscal year regardiess
whether the payment was more or iess 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

Revised 9/97

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 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 which
costs were incurred. If the claim is filed after the deadiine 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 leve} 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
Defiator (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 which 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 "Hlustration 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
instructians. The claim forms provided with these instructions should be duplicated and
used by the claimant to file estimated and reimbursement claims. The State Controlier'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 coliege provided during the
1986/87 fiscal year and the fiscal year of the reimbursement claim.

y

B. Form HFE-1.1, Claim Summary

This form is used to compuie the allowable increased costs an individual college of
the community college district has incurred to comply with the state mandate. The
level of health services reported on this form must be supported by official financial
records of the community college district. A copy of the document must be submitted
with the ciaim. The amount shown on line (13) of this form is camied to form HFE-1.0,

C. Form HFE-1.0, Claim Summary

This form is used to list the individual colieges that had increased costs due to the
state mandate and to compute a total claimable cast for the district. The "Total

- Amount Ciaimed", line (04) on this form is carried forward to form FAM-27, line 13, for
the reimbursement claim, orline (07) for the estimated claim. »

D. Form FAM-27, Claim for Payment
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 carried forward to this form for the State Controller's Office to process the claim for

payment.
- lllustration of Claim Forms
F HFE-2
orm Forms HFE-1.1, Claim Summary
Health
Services
Compiete a separate form HFE-1.1 for each
college for which costs are claimed by the
community college district, .
Form HFE-1.1
Compeonent/
Activity
Cost Detail
Form HFE-1.0
Claim Summary
FAM-27
Claim
for Payment
Revised 9/97 Chapters 1/84 and 1118/87, Page 3 of 3
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CLAIM FOR PAYMENT
Pursuant to Government Code Section 17561

HEALTH FEE ELIMINATION

(19) Program Number 00029
(20) Date Filed / /

(1) LRSnput (I

(01) Claimant identification Number

Reimbursement Claim Data

i

g 02) Claimant Name . .HFE-ﬁ.O,(04)(b)
L |County of Location 23)
g Street Address or P.O. Box Suite (24)
: Citv State Zip Code ) (25)
Type of Claim ‘Estimated Claim Reimbursement Claim | (26)
(03) Estimated [ [w9) Reimbursement [] |
(04) Combined [ |¢oy Combined (1 {es
(05) Amended (1 {¢1 Amended O |9
Fiscal Year of Cost o) 20 /20 02 20__ /20 (30)
Total Claimed Amount | (07) (13) JKED)
Less: 10% Late Penalty, not to exceed $1,000 (14) (32)
Less: Prior Claim Payment Received (15) (33)
Net Claimed Amounvt €16) (34)
qu to Claimant (08) (17) (35)
Due to State (18) {38)

(37) CERTIFICATION OF CLAIM

In accordance with the provisions of Government Code § 17561, | certify that | 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 | have not violated any of the provisions of Government Code Sections 1090 to 1096, inclusive.

| 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 levei 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

Type or Print Name

Date

Title

(38) Name of Contact Person for Claim

Telephone Number

(

Ext.

E-Malil Address

Form FAM-27 (Revised 9/01)
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HEALTH FEE ELIMINATION
Certification Claim Form
Instructions

FORM
FAM-27

(01)
(02)

(03)
{04)
(05)
(06)
{07)

(08)
(09)
(10)
(1)
(12)

(13)
(14)

(15)

(16)
(17)
(18)
(19) to (21)
(22) to (36)

Leave blank.

A set of mailing labels with the claimant's 1.D. number and address ‘was 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 county of iocation and a person's name. If you did not receive iabels, 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) biank.

Enter the fiscal year in which costs are to be incurred.

Enter the amount of estimated claim. If the estimate exceeds the previous year's actual costs by more than 10%, complete form
HFE-1.0 and enter the amount from line (04)(b).

Enter the same amount as shown on line (07).

If filing an original reimbursement claim, enter an "X" in the box on line (09) Reimbursement. .
If filing an original reimbursement claim on behalf of districts within the county, enter an "X" in the box on line (10) Combined.
If filing an aﬁlended or a combined claim on behaif of districts within the county, enter an "X" in the box on fine (11) Amended.

Enter the fiscal year for which actual costs are being claimed. If actual costs for more than one fiscal year are being claimed,
complete 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 muttiplying 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 subtracting line (14) and line (15) from line (13).
If line (16) Net Claimed Amount is positive, enter that amount on line (17) Due from State.
If ine (16) Net Ciaimed Amount is negative, enter that amount in line (18) Due to State.

Leave blank.

Reimbursement Claim Data. Bring forward the cost information as specified on the left-hand column of lines (22) through (36) for
the reimbursement claim, e.g., HFE-1.0, {04)(b), means the information is located on form HFE-1.0, fine (04), colurmn (b). Enter
the information on the same fine but in the right-hand column. Cost information should be rounded to the nearest dollar, i.e., no
cents. Indirect costs percentage should be shown as a whole number and without the percent symboal, i.e., 7.548% should be
shown as 8. Completion of this data block will expedite the payment process.

(37) 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 fitle, typed or printed. Claims cannot be paid unless accompanied by a signed
certification.

(38) Enter the name, telephone number, and e-maii address of the person whom this office should contact if additional information is
required.

SUBMIT A SIGNED, ORIGINAL FORM FAM-27 WITH ALL OTHER FORMS AND SUPPORTING DOCUMENTS (NO GOPIES
NECESSARY) TO:
Address, if delivered by U.S, Postal Service: Address, if delivered by other delivery service -
OFFICE OF THE STATE CONTROLLER OFFICE OF THE STATE CONTROLLER
ATTN: Local Reimbursements Section ATTN: Local Reimbursements Section
Division of Accounting and Reporting Division of Accounting and Reporting
P.0O. Box 942850 3301 C Street, Suite 500
Sacramento, CA 94250 Sacramento, CA 95816
Form FAM-27 (Revised 9/01) Chapter 1/84 and 1118/87
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State Controller's Office School Mandated Cost Manual

MANDATED COSTS : FORM
HEALTH FEE ELIMINATION HFE-1.0
CLAIM SUMMARY '

{01) Claimant : (02) Type of Claim : Fiscal Year
: ’ Reimbursement |:]
Estimated ] 19 /119

(03) List all the colleges of the community college district identified in form HFE-1.1, line (03)

(@) (b)
Name of College Claimed
Amount

10.

1.

12.

13.

14.

15.

16.

17.

18.

18.

20.

21.

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

Revised 9/97 Chapters 1/84 and 1118/87
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School Mandated Cost Manual State Controller's Office

‘HEALTH FEE ELIMINATION FORM
CLAIM SUMMARY HEE-1.0

" Instructions

(01) 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.

(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 ciaim. 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 information 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 coliege district which have increased costs. A separate forrn HFE-1.1
must be completed for each 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) ..+
(3.21b). )

Chapters 1/84 and 1118/87 Revised 9/57
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State Controlier's Office . School Mandated Cost Manual

MANDATED COSTS FORM
HEALTH FEE ELIMINATION HFE-1.1
CLAIM SUMMARY
(01) Claimant ' (02) Type of Claim Fiscal Year

Reimbursement [}
Estimated — 18 M9

(03) Name of 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
1 — ]
Direct Cost | Indirect Cost Total
' (05) Costof health services for the fiscal year of claim

(08) . Cost of providing current fiscal year health services which are in excess of the

level provided in 1986/87
(07) Cost of providing current fisoal year health services at the 1986/87 fevel

[Line (OS) - line (06)]
(08) Complete columns (a) through (g) to provide detail data for health fees

(@ (b) (c) (d) (e) 1G] )]
Student Health
. . Numberof | Numberof | Unit Cost for Full-time Unit Cost for |  Part-time Fees That
Period for which health | "z vme” | ‘padime | Fulltime Student | Partfime | Student Could Have
fees were collected Students | Students | Studentper | HealthFees | Studentper | Health Fees Been
Educ. Code (@) x{c) . Educ. Code | - Collected
§ 76355 § 76355 {b) x () @)+

1. Perfail semester
2. Perspring semester
3. Per summer session
4. Perfirst quarter
5. Persecond quarter
6. Per third quarter
(09) Total health fee that could have been collected [Line (8.1g) + (8.2g) + ......... (8.69)]
(10) Sub-total {Line (07) - line (09))
Cost Reduction
(11) Less: Offsetting Savings, if applicable
(12) Less: Other Reimbursements, if applicable
(13) Total Amount 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

HEALTH FEE ELIMINATION FORM
CLAIM SUMMARY | HFE41.1
Instructions '

(01)

(02)

(03)

(04)

(05)

(06)
(07)

{08)

(09)

(10)

(12)

(13)

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

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 enter the amount ofthe
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 ciaim 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 ciaim.

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 ciaim on line (05). Direct
cast of health services is identified on the college expenditures report (individual coliege's cost of health services as
authorized under Education Code § 76355 and included in the district's Community Coliege 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 listing those community college costs that are in .
addition to, or a reduction to expendiiures 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 from the Office of .

Management and Budget Circular A-21), or the State Controller's methodology outhned in "Filing a Claim'' of the

Mandated Cnst Manual for Schools.

Enter the dlrect cost, indirect cost, and total cost of health services 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 heaith services that is in excess of the level provided in the 1986/87 fiscal year, line (06).

Compiete coiumns (a) through (g) to provide detalls on the amount of health service fees that cauld 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 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, $5.00
for summer school, and $5.00 for each quarter. Beginning with the summer of 1887, 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 (8.1g) + line (8.2g) + line (8.3g) + line (8. 4g) + line (8.5g) +
line (8.86g)].

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 (08). !f 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.

Enter the total other reimbursements received from any source, (i.e., federal, other state programs, etc.,).
Submit a scheduie of detailed reimbursements with the ciaim.

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 1/84 and 1118/87 Revised 9/97
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State Controller's Office ) School Mandated Cost Manuai
MANDATED COSTS FORM

HEALTH ELIMINATION FEE HFE-2
HEALTH SERVICES

(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 Q ' (Ftﬂ

were provided by student health service fees for the indicated fiscal years. 1986/87 | 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
Nutrition
Test Results, office
Venereal Disease
Communicable Disease
Upper Respiratory infection
- Eyes, Nose and Throat
Eye/Vision
Dermatology/Allergy
Gynecology/Pregnancy Service
Neuralgic
Orthopedic
Genito/Urinary
Dental
Gastro-Intestinal
Stress Counseling
Crisis Intervention
Child Abuse Reporting and Counseling
Substance Abuse Identification and Counseling
Acquired Immune Deficiency Syndrome
Eating Disorders
Weight Control
Personal Hygiene
Burnout
Other Medical Problems, list

Examinations, minor llinesses
Recheck Minor Injury

Health Talks or Fairs, Information
Sexually Transmitted Disease
Drugs
Acquired immune Deficiency Syndrome

Revised 9/93 . Chapter 1/84 and 1118/87, Page 1
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State Controiler’s Office School Mandated Cosst Manual
MANDATED COSTS : FORM

HEALTH ELIMINATION FEE HFE-2
HEALTH SERVICES

(01) Claimant: (02) Fiscal Year costs were incurred:

(03) Place an "X" in column (&) and/or (b), as applicable, to indicate which health services were ,(53 Q
provided by student health service fees for the indicated fiscal years. 1986/87 of Claim

Child Abuse

Birth Gontrol/Family Planning
Stop Smoking

Library, Videos and Cassettes

First Aid, Major Emergencies
First Aid, Minor Emergencies
First Aid Kits, Filled

Immunizations
Diphtheria/Tetanus
Measles/Rubelia
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, Tylenal, Etc
Skin Rash Preparations
Eye Drops
Ear Drops
Toothache, oll 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 Re vised 9/83
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School Mandated Cost Manual

State Controlier's Office

were pravided by student health service fees for the indicated fiscal years.

MANDATED COSTS FORM
HEALTH ELIMINATION FEE HFE-2
HEALTH SERVICES
(01) Claimant; (02} Fiscal Year costs were incurred:
(03) Place an "X" in columns (a) and/or (b), as applicable, to indicate which heaith services ,‘_f} Q

1986/87 of Claim

Referrals to Outside Agencies
Private Medical Doctor
Heaith Department
Clinic
Dental
Counseling Centers
Crisis Centers

Family Pianning Facilities
Other Health Agencies

Tests

Blood Pressure

Hearing

Tuberculosis
Reading
Information

Vision

- Glucometer

Urinalysis

Hemogiobin

EKG

Strep Atesting

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

Transitional Living Facllities, battered/homeless women

Revised 9/93
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PASADENA AREA
COMMUNITY COLLEGE DISTRICT

Audit Report
HEALTH FEE ELIMINATION PROGRAM

Chapter 1, Statutes of 1984, 2™ Extraordinary Sessi-on,
and Chapter 1118, Statutes of 1987

July 1, 1999, through June 30, 2002

OFFICE oF sypr
SUPT., .
PASADENA i1y éoffgs.

. STEVE WESTLY
California State Controller

March 2004
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STEVE WESTLY |
@alifornia State Controller

March 17, 2004

James P. Kossler, Ed.D. ._ o ' o
Superintendent/President ' '

Pasadena Area Community College D1str1ct
1570 East Colorado Boulevard

.. Pasadena, CA 91106

- -:Dear Dr. Kossler:

- The State Controller’s Office has completed an audit of the claims filed by Pasadena Area
- ~.Community College District for costs of the legislatively mandated Health Fee Elimination
" Program (Chapter 1, Statutes of 1984, 2" Extraordmary Session, and Chapter 1118, Statutes of
~-1987) for the period of July 1, 1999, through June 30, 2002.

The district claimed $678,460 for the mandated program. Our audit disclosed that $302,519 is
allowable and $375,941 is unallowable. The unallowable costs occurred because the district
claimed unsupported costs and understated claimed revenue offsets. The district was pa1d
$149,443. Allowable costs claimed in excess of the amount paid total $153,076.

If you have any questions, please contact Jim L. Spano, Chief, Compliance Audits Bureau, at
(916) 323-5849.

Sincerely,

" VINCENT P. BROWN
- Chief Operating Officer

VPBjj

cc: (See page 2)

49




Dr. James P. Kossler -2- March 17, 2004

cc: Peter Hardash, Vice President
Administrative Services
. Pasadena Area Community College District

Odessa Walker, Director

- Fiscal Services
Pasadena Area Community College District -

~Ed Monroe, Program Assistant

Fiscal Accountability Section
- Chancellor’s Office _
California Community Colleges

Jeannie Oropeza, Program Budget Manager
Education Systems Unit

- Department of Finance

Charles Pillsbury
School Apportionment Speclahst
Department of Finance
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- Pasadena Area Community Collé‘ge District l Health Fee Elirnination Progrdm
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3 ';]:ésadena Area Community College District ‘ Health Fee Elimination Program

 Background

The State Controller’s Office (SCO) has completed an audit of the
claims filed by the Pasadena Area Community College District for costs
of the legislatively mandated Health Fee Elimination Program
(Chapter 1, Statutes of 1984, 2™ Extraordinary Session, and Chapter
1118, Statutes of 1987) for the period of July 1, 1999, through June 30,
2002. The last day of fieldwork was November 21,-2003.

The district claimed $678,460 for the mandated program. The audit
disclosed that $302,519 is allowable and $375,941 is unallowable. The
unallowable costs occurred because the district claimed unsupported
costs and understated claimed revenue offsets. The district was paid
$149,443. Allowable costs claimed in excess of the amount paid total

'$153,076.

Chapter 1, Statutes of 1984, 2™ Extraordinary Session (E.S.) repealed

. Education Code Section 72246, which had authorized community college

districts to charge a health fee for providing health supervision and
services, direct and indirect medical and hospitalization services, and
operatlon of student health centers. This statute also required that health
services for which a community college dlsinct 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, which would remstate the community
college district’s 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 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)
determmed that Chapter 1, Statutes of 1984, 2" 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 applles to all community college districts that levied a

‘health services fee in FY 1983-84, regardléss of the extent to which the

health services fees collected offset the actual costs of providing health
services at the FY 1983-84 level. On April 27, 1989, the 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 and required them
to maintain that level in FY 1987-88 and each fiscal year thereafter.

Parameters and Guidelines, adopted by the COSM, establishes the state
mandate and defines criteria for reimbursement. In compliance with
Government Code Section 17558, the SCO issues claiming instructions
for each mandate requiring state reimbursement to assist school districts
and local agencies in claiming reimbursable costs.

52 Steve Westly - Calijfornia State Controller 1




bjective,
Scope, and
Methodology

- ‘Conclusion

B ':Ptz.sudena Area Community Collexe District J Health Fee Elimination Program

The audit objective was to determine whether costs claimed are
increased costs incurred as a result of the legislatively mandated Health

Fee Elimination Program (Chapter 1, Statutes of 1984, 2™ E.S., and

Chapter 1118, Statutes of 1987) for the period of July 1, 1999, through
June 30, 2002.

The auditor performed the following procedures:

o Reviewed the costs claimed to determine if they were increased costs
resulting from the mandated program;

o Traced the costs claimed to the supporting documentation to
determine whether the costs were properly supported;

- o Confirmed that the costs claimed were not funded by another source;

and

e Reviewed the costs claimed to determine. that the costs were not
unreasonable and/or excessive.

The SCO conducted the audit in accordance with Government Auditing
Standards, issued by the Comptroller General of the United States. The
SCO did not audit the district’s financial statements. The ‘scope was
limited to planning and performing audit procedures necessary to obtain
reasonable assurance concerning the allowability of expenditures
claimed for reimbursement. Accordingly, transactions were examined,
on a test basis, to determine whether the amounts claimed for
reimbursement were supported

‘Review of the district’s internal controls was limited to gaining an

understanding of the transaction flow and claim preparation process as
necessary to develop appropriate auditing procedures.

The 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 Pasadena Area Community College District

claimed $678,460 for costs of the legislatively mandated Health Fee
Elimination Program. The audit disclosed that $302,519 is allowable and
$375,941 is unallowable.

For FY 1999-2000, the district was paid $83,464 by the State. The audit
disclosed that none of the costs claimed is allowable. The amount paid in
excess of allowable costs claimed, totaling $83,464, should be returned
to the State. .

For FY 2000-01, the district was paid $19,270 by the State. The audit
disclosed that $167,868 is allowable. Allowable costs claimed in excess
of the amount paid, totaling $148,598, will be paid by the State based on
available appropriations.

53 Steve Westly « California State Controller 2




sadena Area Community Colle, s District

Health Fee Elimination Program

Views of
Responsible
Officials

Restrlcted Use

- For FY 2001-02, the district was paid $46,709 by the State. The audit,

disclosed that $134,651 is allowable. Allowable costs claimed in excess
of the amount paid, totaling $87,942, will be paid by the State based on
available appropriations.

The SCO issued a draft audit report on January 21, 2004. The SCO
auditor contacted Odessa Walker, Director, Fiscal Services, on
February 17, 2004, for a response to the draft report. Ms. Walker stated
that the district accepts the report and will not be providing a written
response. »

This report is solely for the information arid use of the Pasadena Area
Community College District, 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.

JEFFREY V. BROWNFIELD -
Chief, Division of Audits

54 Steve Westly « California State Controller 3




na.drea Community College Distriue ] Health Fee Elimination Program

| - Schedule 1—
Summary of Program Costs
July 1, 1999, through June 30, 2002

- Actual Costs‘ Allowable Audit
Cost Elements ' -Claimed per Audit Adjustments  Reference
1999, through June 30, 2000
services costs $ 545579 $ 545579 § —
) (140,275) (140,275) —
, 405,304 405,304 —_
orized health fees (321,840) (474,501) _ (152,661) Finding2
s 83,464 (69,197)  (152,661)
nt for.authorized fees exceeding
Y Services costs ' A , ' — 69,197 69,197
osts | $ 83464 - — § (83,464
nount paid by the State : (83,464)
ble costs claimed in excess of (less than) amount paid $ ( 83,464)
00; through June 30, 2001 _
serices costs § 711,352 $ 635868 $ (75,484) Finding 1
st of services in excess of FY 1986-87 services — — — '
otals : _ o 711,352 635,868 (75,4 84)
thorized health fees C _ (435,934) (468,000) (32,066) * Finding 2
s ' - 275,418 167,868~ (107,550)
ent for authorized fees exceeding :
1 services costs N — — o —
S , o - $ 275,418 167,868 $ (107,550 < -
ount paid by the State _ _(19,270) .
ble costs claimed in excess of (less than) amount paid - § 148,598
2001, through June 30, 2002 )
ervices costs | | $ 750,555 $ 668,766 $ (81,789) Finding1
st of services in excess of FY 1986-87 services — ' — —
Is . . . 750,555 668,766 (81,789).
thorized health fees 7 (430,977) (534,115) _ (103,138) Finding2
Is 319,578 134,651  (184,927)
nent for authorized fees exceeding : '
Ith services costs — — —
costs ' , $ 319,578 134,651 $ (184,927)
amount paid by the State . - (46,709) '
vable costs claimed in excess of (less than) amount paid $ 87,942
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Health Fee Elimination Program

gsadenaidrea Cammiiriib) College Districs

Schedule.l (continued)

fseﬁicés in excess of FY 1986-87 services
‘health fees

for authorized fees exceeding
ces costs

id3 by the State

indings and Recommendations section.

sﬁblé_iined in excess of (less than) amount paid

Allowable
__per Audit

Actual Costs Audit

Claimed

Adjustments Reference

$ 2,007,486 $ 1,850,213 $ (157,273) Finding 1

(140,275) (140,275) —_—

1,867,211 1,709,938  (157,273)
(1,188,751)  (1,476,616) _ (287,865) Finding 2

678,460 233,322 (445,139)

— 69,197 69,197

$ 678,460 302,519 § (375,941

_(149,443) -

$ 153,076
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Pasadena -Ariea VCorhmu‘nity ColLege District . . Health Fee Elimination Program

fsettmg health
S understated

dmgs and Recommendatlons

For FY 2000-01 and FY 2001-02, the district overclaimed indirect costs
by $157,273. The district claimed indirect costs based on indirect cost
rates of 47.3% for FY 2000-01 and 47.8% for FY 2001-02. However, for
those years the district had a federally approved indirect cost rate of
30%. Consequently, the district overstated thé indirect costs rate by
17.3% for FY 2000-01 and 17.8% for FY 2001-02. The district correctly
claimed indirect costs in FY 1999-2000 using the 30% federally
approved indirect cost rate.

A summary of the adjustment to indirect costs is as follows:

Fiscal Year
2000-01 2001-02 ‘Total

Audit adjustment $ (75,484) ' $ (81,789) $ (157,273)

Parameters and Guidelines states that indirect costs may be claimed in
the manner described by the State Controller in the claiming

instructions.

The SCO’s claiming instructions state that community colleges have the

option of using a federally approved rate prepared in accordance with

 OMB Circular A-21 or the alternate methodology using Form FAM-29C.

The district did not calculate the indirect cost rate under the SCO’s
alternative methodology using Form FAM-29C.

Recommendatien
The district should ensure that indirect costs claimed are computed using a

federally approved rate prepared in accordance with OMB Circular A-21,
or the SCO’s alternate methodology using Form FAM-29C.

- The district understated health fees credited against the costs of health

services by $287,865 for the audit period.

" The district was unable to locate the student attendance data used to

calculate the health fee revenues reported in the reimbursement claims
for the audit period. As a result, the auditors used the district’s
GLD144-02 printouts to identify offsetting health fees for each year The -
understated offsetting health fees are as follows:

Flscal Year
1999-2000  2000-01 2001-02 Total
- Offsetting health fees per audit  $ (474,501) $ (468,000) $ (534,115) $(1,476,616)
Less health fees claimed 321,840 435,934 430,977 1,188,751
‘ Audit‘ad‘justment : $ (152,661) $(32,066) $(103,138) $ (287,865)

57 o Steve Westly « California State Controller 6




red Comniunity

C‘alfege D_istrict F Health Fee Elimination Program

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

The district should ensure that all applicable fees are offset on its claims
against the mandated program costs. ;
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STEVE WE LY $19335
Walifornia State Contraller

' RBifision of Accounting and Reporting
JULY 20, 2004

BOARD OF TRUSTEES

PASADENA AREA COMM COL DIST
LOS ANGELES ‘COUNTY

1570 E COLORADO BLVD
PASADENA CA 91106

DEAR CLAIMANT:
RE: HEALTH FEE ELIMINATION CH 1/84 v p
WE HAVE REVIEMWED YOUR 1999/2000 FISCAL YEAR REIMBURSEMENT CLAIM FOR

THE MANDATED COST PROGRAM REFERENCED ABOVE. THE RESULTS OF OUR
REVIEW ARE AS FOLLOWS: '

AMOUNT CLAXIMED 83,6464.00
TOTAL ADJUSTMENTS (DETAILS BELOWD - 83,464.00
TOTAL PRIOR PAYMENTS (DETAILS BELOWY -83,6464.00
AMOUNT DUE STATE ’ $ 83,664%.00
PLEASE REMIT A WARRANT IN THE AMOUNT OF $ 83,464, 00 MWITHIN 30

DAYS FROM THE DATE OF THIS LETTER, PAYABLE TO THE STATE CONTROLLER’S
OFFICE, DIVISION OF ACCOUNTING AND REPORTING, P.0. BOX 942850, '
SACRAMENTO, CA 94250-5875 WITH A COPY OF THIS LETTER. FAILURE TO
REMIT THE AMOUNT DUE WILL RESULT IN OUR OFFICE PROCEEDING TO OFFSET
THE AMOUNT FROM THE NEXT PAYMENTS DUE TO YOUR AGENCY FOR STATE
MANDATED COST PROGRAMS.

IF YOU HAVE ANY QUESTIONS, PLEASE CONTACT FRAN STUART
AT (916> 323-0766 OR IN WRITING AT THE ABOVE ADDRESS.

ADJUSTMENT TO CLAIM:
FIELD AUDIT FINDINGS - 83,464.00
TOTAL ADJUSTMENTS - 83,6464.00
PRIOR PAYMENTS: :
SCHEDULE NO. MA10501A

PAID 08-01-2001 -57,365.00
SCHEDULE NO. MA90516E ,
PAID 03-09-2(30 ~26,099,00

TOTAL PRIOR PAYMENTS -83,664.00

OFFic
SINCERELY, PASADEE%Z THE p

1
|
|
i GINNY/ BRUMMELS, HANAGEIBO
[ . “LAQlCAr!.’BﬂE}MBURSENENT SECTION

N CRANDAMEATA ~A NDLOEN__CeT7R




LESS PRIORiPAYMENTz SCHEDULE NO. MAOG514E

STEVE W. LTLY 519§35

Talifarnia State Contraller
RBisision of Accounting and Reporting
JULY 20, 2006

BOARD OF TRUSTEES

PASADENA AREA COMM COL DIST
LOS ANGELES COUNTY

1570 E COLORADO BLVD
PASADENA CA 91106

DEAR CLAIMANT:
RE: HEALTH FEE ELIMINATION CH 1/84

WE HAVE REVIEWED YOUR 2000/2001 FISCAL YEAR REIMBURSEMENT CLAIM FOR
THE MANDATED COST PROGRAM REFERENCED ABOVE. THE RESULTS OF OUR
REVIEW ARE AS FOLLOWS:

AMOUNT CLAIMED , 275,418. 00
ADJUSTMENT TO CLAIM:

- FIELD AUDIT FINDINGS - 107,550.00

TOTAL ADJUSTHMENTS %ﬁ - 107,550. 00

‘ » U'Jﬁ{;ip .

PAID 03-038-2001 19,270.00
AMOUNT DUE CLAIMANT $ 143,598. 00

IF YOU HAVE ANY QUESTIONS, PLEASE CONTACT FRAN STUART _
AT (916) 323-0766 OR IN WRITING AT THE STATE CONTROLLER'S OFFICE,
DIVISION OF ACCOUNTING AND REPORTING, P.0. BOX 942850, SACRAMENTO,
CA 964250-5875. DUE TO INSUFFICIENT APPROPRIATION, THE BALANCE DUE
WILL BE FORTHCOMING WHEN ADDITIONAL FUNDS ARE MADE AVAILABLE.

RECEIVED

UL 2 3 2004

OFFICE OF THE PRESIDEN
- PASADENA CITY T
SINCERELY, COLLEGE

4

GINNY/BRUMMELS, MANAGES1]
LOCAL REIMBURSEMENT SECTION




STEVE WE. 1Y - 519335

Talifornia State Qantraller

Rinision af Accounting and Reporting
JULY 20, 2004

BOARD OF TRUSTEES

PASADENA AREA COMM COL DIST
LOS ANGELES COUNTY

1570 E COLORADO BLVD
PASADENA CA 91106

DEAR CLAIMANT:
RE: HEALTH FEE ELIMINATION CH 1/84 .
WE HAVE REVIEWED YOUR 2001/2002 FISCAL YEAR REIMBURSEMENT CLAIM FOR

THE MANDATED COST PROGRAM REFERENCED ABOVE. THE RESULTS OF OUR
REVIEW ARE AS FOLLOWS:

AMOUNT CLAIMED - 319,578.00

-ADJUSTMENT TO CLAIM:

FIELD AUDIT FINDINGS . - 184,927.00

TOTAL ADJUSTMENTS ' - 184,927.00

LESS PRIOR PAYMENT: SCHEDULE NO. MA11392E '
' ' PAID 03-06-2002 46,709.00

AMOUNT DUE CLAIMANT S _ , $ 87,942.00

IF YOU HAVE ANY QUESTIONS, PLEASE CONTACT FRAN STUART _

AT (916) 323-0766 OR IN WRITING AT THE STATE CONTROLLER'S OFFICE,

DIVISION OF ACCOUNTING AND REPORTING, P.0. BOX 942850, SACRAMENTO,
CA 94250-5875. DUE TO INSUFFICIENT APPROPRIATION, THE_ BALANCE DUE
WILL BE FORTHCOMING WHEN ADDITIONAL FUNDS ARE MADE AVAILABLE.

RECEIVED

# UL 23 gy

OFHCE

PASAD PRESIDE
SINCERELY, ENA C'TY coL EGAI{:T

GINNY(BRUMMELS, MANAGER 62
LOCAL REIMBURSEMENT SECTION
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Annual Reimbursement Claims




CLAIM FOR PAYMENT (19) Program Number 00029 -
Pursuant to Government Code Section 17561 (20) Date Filed / /
— . HEALTH FEE ELIMINATION (21) LRS Input
L '01) Claimant Identification Number _ : -
- $19335 : ‘ ' Reimbursement Claim :
(02) Mailing Address (22 HFE-1.0, (04)(b) 83,464
C!aimant Name . (23)
Pasadena Area CCD A
County of Location e . T(24)
: Los Angeles _
~ Street Address or P.O. Box ‘ (25) -
, 1570 East Colorado Blvd. '
City ) State Zip Gode (26)
Pasadena CA . 91106-2003
Estimated Claim Reimbursement Claim | (27)
| (03) Estimated (09) Reimbursement [ X| @) . .
| (04) Combined [ | (10) Combined ] @9
| (05) Amended [ | |(11) Amended L] [@o
. [Fiscal Year of Cost " | (08) ' T 37)
( ntcost k ~2000-2001 1999-2000 .
" [otal Claimed @7y . ' (13) : (32) . .
. JAmount . $66,771 $83,464 7, .
- [LESS: 10% Late Penaity, but not to exceed (14) ‘ (33)
$1,000 (if applicable) ' - '
LESS: Estimated Claim Payment Received (15) (34)
Net Claimed Amount (18) . (35)
: o ‘ © $83,464
[Due from State (08) _ o an (36)
' $66,771 $83,464
Due o State (18) , (37)
(38) CERTIFICATION O
In accordance with the provisions of Government Code 17561, | certify that |.am the person 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, Stat and certify under
the penalty of perjury that I have not violated any of the provisions of Government Code Sections 1090 through 1096, inclusive.
| further certify that there were no applications for nor-any grants or payments received, other than from the claimant for
reimbursement of costs claimed herein; and such costs are for new program or increased level of service of an existing program
mandated by Chapter 1, Statutes of 1984 and Chapter 1118, Statutes of 1987 _
The amount for estimated and/or reimbursement claims are payment of estimated and/or actual costs for the mandated program
of i Chapter 1, Statutes of 1984 and Chapter 1118, Statutes of 1987  set forth on the attached statments.
. |signature of Authorized Representative ' Date
‘ 7 '
(»\J //%é//%’j - January 10, 2001
v £LL
" |Dr. Robert Matthews ' Interim V. P., Administrative Services
Print or type name Title .
Vavrinek, Trine, Day & Co. LLP : (916) 944-7394
(39) Name of Contact Person for Claim AA Telephone Number

Form FAM-27 (Revised 9/97) - Chapters 1/84 and 1118/87




(J - ' MANDATED COSTS | FORM
=

HEALTH FEE ELIMINATION . HFE-1.0
COMPONENT / ACTIVITY COST DETAIL
{01) Claimant: Pasadena Area CCD ‘ ) (02) Type of Claim Fiscal Year
Reimbursement
Estimated : ~1999-2000
(03) List all the colle'gés of the community college district identified in form HFE-1.1, line (03) |
@ T ®)
Name of College . Claimed
Amount |
1, Pasadena City College - ] $83,464
. - , :
3.
i,
5.
e
8
I9.
10.
11.
12.
13.
14,
15,
116.
7.
18.
19.
20.
( 21.
— s
(04) Total Amount Claimed [Line (3.1b) + line (3.2b) + line (3.3b} + ...line (3.21b)] v $83,464J
7 Revised 9/97 | Chapters 1/84'énd 1118/87
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MANDATED COSTS . FORM
HEALTH FEE ELIMINATION HFE-1.1
COMPONENT / ACTIVITY COST DETAIL ' :
(01) Claimant:  Pasadena Area CCD (2) Type of Claim Fiscal Year
' Reimbursement - X
Estimated [ ] 1999-2000
(3) Name of College Pasadehé City College
(04) Indicate with a check mark, the level at which health services were provided during the fiscal year of reimbursemént in comparlson
to the 1985/87 fiscal year. If the 'Less’ box Is checked, STOP, do not complete the form. No reimbursement is allowed.
: ' LESS SAME MORE
Direct Cost | IndirectCost (- Total
(05). Cost of health services for the fiscal year of claim $419,676| $1‘25,903 $545,579
(06) Cost of providing current fiscal year health services which are In excess
of the level provided in 1986/87 - . , $133,092 $7,183 $140,275
(07) Cost of providing current fiscal year heaith services at the 1986/87 level _
vy [Line (05) - line (06)] - $286,584|  $118,720]  $405,304
(08) Complete columns (a) through (g) to provide detail data for health fees . '
(a) (b) (c) {d) (o) (f) (9)
’ Student Health
Period for which health Number of Number of Unit Cost for Full-time Unit Cost for Part-time Fees That
fees were collected Full-time Part-Time Full-Time Student Part-time Student Could Have
Students Students Student per | Health Fees student per Health Fees Been
Educ. Code {a) x (c) Educ. Code (b) x'(e) Collected
76355 76355 A+
1. Per fall semester 4246 4446  $11.00] $46,706]  $11.00]  $48,908]  $95612
2. Per spring semester 4132]  9624|  $11.00] $45452]  $11.00] $105864|  $151,316
3. Per summer session 4,868 4,496 $8.00| 38,044 $8.00  $35968|  $74,912
4, Per first quarter ' : ' :
5. Per second quarter
6. Per third quarter
(09) Total health fee that could have been collected [Line (8.1g) * ......(8.6g)] $321,840
(10) Sub-total [Line (07) - line {(09)] $83,464
Cost Reduction
(11) Less: Offsetting Savings, if applicable
h 12) Less: Other Reimbursements, if applicable
“'f(13) Total Amount Claimed [Line (10) - {line (11) + line (12)}] $83.462

Revised 9/97
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MANDATED COSTS | FORM

ot HEALTH FEE ELIMINATION . HFE-2
C COMPONENT / ACTIVITY COST DETAIL
i -
(01) Claimant: Pasadena Area GCD (02) Fiscal Year Costs Were Incurred 1999-2000
(03) Place an "X" in column (a) and/or (b),’as applicable, to indicate which health (a) (b)
service was prowded by student health service fees for the mdlcated flscal year, FY FY
» 1986/87 of Claim.
Accident Reports : X X
Appointments .
Coliege Physxc1an surgeon X X
Dermatology, Family practlce "X X
Internal Medicine X X
Outside Physician ’
Dental Services _ , ,
Outside Labs, (X-ray, etc.,) _ X X
Psychologist, full service : : 4 x X
" Cancel/Change Appointment C :
Registered Nurse X X
Check Appointments
Assessment, Intervention and Counseling v
Birth Control X X
Lab Reports X X
—-| ~ Nutrition X X
C ) Test Results, office X X
= Venereal Disease X X
Communicable Disease X X
Upper Respiratory Infection X X
Eyes, Nose and Throat X X
EvelVision X X
Dermatology/Allergy X X
:Gynecology/Pregnancy Service X X
Neralgic ' X X
Orthopedic X X
~ Genito/Urinary :
Dental
Gastro-intestinal X X
Stress Counseling X b
- Crisis Intervention X X
Child Abuse Reporting and Counsellng X X
Substance Abuse ldentification and Counseling
Acquired Immune Deficiency Syndrome
Eating Disorders
Weight-Control X X
Personal Hyglene X X
Burnout X X
Other Medical Problems, list X X
Examinations, minor illnesses
Recheck Minor Injury X X
(
S Health Talks or Fairs, Infomation
Sexually Transmitted Disease X X
Drugs , X X
Acquired Immune Deficiency Syndrome X X
Child Abuse X X
67
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R

MANDATED COSTS FORM
HEALTH FEE ELIMINATION HFE-2
COMPONENT / ACTIVITY COST DETAIL '
-
(01) Claimant: Pasadena Area CCD (02) Fiscal Year Costs Were Incurred 1999-2000
(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 Plannlng X X
Stop Smoking - X X
Library, Videos.and Cassettes
First Aid, Major Emergencies X X
First Aid, Minor Emergencies | X X
 First Aid Kits, Filled ! x x
. -lmmunizations
Diptheria/Tetanus X b
‘Measles/Rubella b x
Influenza X X
Infomation X X
; Insurance
On Campus Accident X X
Voluntary X X
Insurance Inquiry/Claim Admmlstratlon
Laboratory Tests Done
Inquiry/interpretation b 4 X
Pap Smears X X
Physical Examinations
Employees X X
Students
Athletes
Medxcatlons
Anatacids X X
Antidiarrheal b X
Aspirin, Tylenol, etc., X X
Skin Rash Preparations X - X
Eye Drops X X
Ear Drops X X
Toothache, oil cloves
Stingkill
Midol, Menstrual Cramps
Other, list - Antihistamines, Decongestants, etc. X X
Parking Cards/Elevator Keys
Tokens
Return Card/Key
Parking Inquiry
Elevator Passes
Temporary Handicapped Parking PeG@ts

Paviead Q/Q7
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MANDATED COSTS - FORM
g | HEALTH FEE ELIMINATION HFE-2
(b ' COMPONENT / ACTIVITY COST DETAIL
. ' . &
(01) Claimant: Pasadena Area CCD ' (02). Fiscal Year Costs Were Incurred ) 1999-2000
(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 EY
‘ ) ‘ 1986/87 “of Claim
Referrals to Outside Agencies
‘Private Medical Doctor X X
Health Department X x
Clinic X X
Dental X X
Counseling Centers X X
Crisis Centers X X
Transitional Living Facilities, battered/homeless women X X
Family Planning Facilities ' X X
Other Health Agencies ! X X
. Tests
' Blood Pressure X X
Hearing - "X X
" Tuberculosis
Reading X X
information X X
Vision ’ X X
Glucometer b X
‘Urinalysis X b
Hemoglobin X X
EKG X X
Strep A Testing X X
PG Testing X X
Monospot X X
Hemacult X X
Others, list X X
Miscellaneous
Absence Excuses/PE Waiver X X
Allergy Injections X X
Bandaids _ X X
Booklets/Pamphlets X X
Dressing Change X X -
Rest X X
~ Suture Removal X X
Temperature X X
- Weigh X X
Information X X
Report/Form: X X
Wart Removal X X
Others, list X 4
Q—’ ‘ Committees
Safety X X
Environmental X X
Disaster Planning X X
Skin Rash Preparations X X
Eye Drops X X
69
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{

Date ‘ ) )
7 | = 4’4
\.._ater Hardash ' ' > Vice President, Administrative Services -
Print or type name E Title o
James L. Robbins (MAXIMUS) - ' (949) 440-0845, Ext. 103
(39) Name of Contact Person for Claim - ' Telephone Number i

B! . B
. A

CLAIM FOR PAYMENT

Pursuant to Government Code Section 17561 (20) Date Filed / /
HEALTH FEE ELIMINATION ' (21) LRS Input
--'1-4?1) Claimant Identification Number -
N $19335 . Reimbursement Ciaim
(02) Mailing Address (22) HFE-1.0, (04)(b) .. 275,418

Claimant Name S _ (23)
Pasadena Area CCD :

County of Location . '_ : (24)
Los Angeles : ' :

Street Address or P.O. Box _ (25)
1570 East Colorado Blvd. A

City ' . ~ State Zip Code . (26)
Pasadena CA 91106

Estimated Claim -~ | Reimbursement Claim | (27)

(03) Estimated (09) Reimbursement [X] [28)

(04) Combined [ | |(10) Combined L]l

(05) Amended [ |'[(11) Amended [] [@o)

Fiscal Year of Cost | (06) 2 B N )
;tof Cost 2001-2002 2000-2001 .
( _§>tal Claimed (07) ) _ .(13) : 7  (32)

Jimount | $200,000 5 $275,418 -

LESS: 10% Late Penalty, but not fo exceed (14) o ’ (33)

$1,000 (if applicable) ' : _ }

LESS: Estimated Claim PaymentReceived | (15) | (34)

Net Claimed Amount BIEG) 35)

| S . $275,418

Due from State (08) _ (17) - 1 (36)

$200,000 ‘ $275,418

Due To State (18- NI

M

I
(38) CERTIFICATIO

claims with the State of California for costs-mandated by

mandated by : Chapter 1, Statutes of 1984 and Chapter 1118, Statutés of 1987

of Chapter 1, Stafutes of 1984 and Chapter 1118, Statutes of 1987  set forth on

In accordance with the provisions of Government Code 17561, | certify that | am the person authorized by the localhagency to file
Chapter 1, Statutes of 1984 and Chapter 1118, Stati and certify under

the penalty of perjury that | have not violated any of the provisions of Government Code Sections 1090 through 1096, inclusive.

I further certify that there were no applications for hor any grants or payments received, other than from the claimant for
reimbursement of costs claimed herein; and such costs are for new program or increased level of service of an existing program -

The amount for estimated and/or reimbursement claims are payment of estimated and/or actual costs for the mandated program- '

the attached statments.

Form FAM-27 (Revised 9/97) ' F4\)
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g o - MANDATED COSTS o | FORM
( - 'HEALTHFEE ELIMINATION | HrEs0
COMPONENT / ACTIVITY COST DETAIL - ~ ~ R

(01) Claimant: Pa Na-Area GCD . 1 (02) Type of Claim - Fiscal Year
TETUHRNT | Reenen | |
' - Estimated ~ [ ] 2000-2001
}(03) List all the colleges of the community college district identified in form HFE-1.1, line (03) '

(a) S (b)

Name of College o . Claimed
. Amount

Pasadena Area Community Cpllege District : $275 418

Sl [N~

af\ '

©

20.
a1,

E; Total Amount Claimed [Line (3.10) + line (3.2b) + line (3.3b) + ...line (3.21b)] $275,418

Revised 9/97 C ' . Chapteré 1/84 and 1118/87
7 |
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( b ' MANDATED COSTS FORM
' HEALTH FEE ELIMINATION " HFE-1.1
COMPONENT / ACTIVITY COST DETAIL
. (01) Claimant:  Pasadena Area CCD (2) Type of Claim Fiscal Year .
' ' ' Reimbursement X
Estimated L ] 2000-2001
(3) Name of College .. '
(04) Indicate with a check mark, the level at which heaith 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
|
Direct Cost | Indirect Cost Total
(05) Cost of health.services for the fiscal year of claim‘ $504,970|  $206,382 - $71 1-, 352
(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
... _[Hine (05) - line (0G)] - $504,970| $206,382|  $711,352
, :( ) Complete columns (a) through (g) to provide detail data for health fees
' (@ (b) (c) (d) - (e) (f) (9).
. ’ : . Student Health
Period for which health Number of Number of Unit Cost for Full-time Unit Cost for Part-time Fees That
fees ‘were collected Full-time Part-Time Full-Time _ Student Part-time Student Could Have
Students Students Student per Health Fees student per Health Fees Been
) Educ. Code (@) x (c) Educ. Code {b) x (s) Collected
76355 ' 76355 . {d)+ (D
1. Perfall semester 7,385 8,756 . $11.00] $81235|  $11.00|  $96,316] = $177551
2. Perspring semester - 7372 - 8945]  $11.00| $81,002]  $11.00] $98.3905 $179.487
3. Per summer session 654 9,208 $8.00]  $5.232 $8.00]  $73664|  $78,896
4. Perfirst quarter
5. Persecond quarter
6. Per third quarter
(09) Total health fee that could have been collected [Line (8.1¢g) +...... (8.69)] $435,934
10) Sub-total i -li L
(10) . a [Line (07) - line (09)] $275.418
Cost Reduction
(11) Less: Offsetting Savings, if applicable
_(12) Less: Other Reimbursements, if appllcable
- _Total Amount Clalmed [Line (110)' - {line (11) + line (12)}] $275,418
Revised 9/97 Chapter 1/84 and 1118/87




 MANDATED COSTS | | | FORm
~ HEALTH FEE ELIMINATION o HFE-2
COMPONENT / ACTIVITY COST DETAIL | .

P

N

7 '(01) Claimant: Pasadena Area CCD ~ [ (02).Fiscal Year Costs Were Incurred: - _ . '2000-2001
(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health (ay (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
' Coliege Physician, surgeon X X
Dermatology, Family practice X X -
Internal Medicine X X
Outside Physician
_ Dental Services :
Outside Labs, (X-ray, etc.,)
Psychologist, full service X X
Cancel/Change Appointment X X
Registered Nurse ' -
Check Appointments X
Assessment, Intervention and Counseling
’ Birth Control X - X
Lab Reports X X
Nutrition X X
ey Test Results, office X - X
< ' . .Venereal Disease X X
Communicable Disease X X
Upper Respiratory Infection X X
Eyes, Nose and Throat X X
EvelVision X X
Dermatoiogy/Allergy X X
Gynecology/Pregnancy Service X X
Neralgic ' X X
- Orthopedic X X
Genito/Urinary
Dental
" Gastro-Intestinal X X
Stress Counseling X X
Crisis Intervention X X
Child Abuse Reporting and Counseling X - X
Substance Abuse Identification and Counseling
‘Acquired Immune Deficiency Syndrome
Eating Disorders _
Weight Control X X
Personal Hygiene X X
Burnout : X X
Other Medical Problems, list X X
Examinations, minor ilinesses
Recheck Minor Injury X X
- Health Talks or Fairs, Infomation B
_ Sexually Transmitted Disease X X
' Drugs X X
Acquired Inmune Deficiency Syndrome X X
Child Abuse X X
w 2o)

Revised 9/97 i Chapters 1/84 and 1118/87. Pace 1‘ of 3




MANDATED COSTS
HEALTH FEE ELIMINATION

COMPONENT / ACTIVITY COST DETAIL

FORM
HFE-2 -

T (01) Claimant;

(02) Fiscal Year Costs Were Incurred: 2000-2001

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health
) serv:ce was prov:ded by student health servnce fees for the mdlcated flscal year. FY “EY

@ | o

1986/87 | . of Claim

Birth Control/Family Planning -
Stop Smoking .
Library, Videos and Cassettes -

" First Ald, Major Emergencies
First Aid, Minor Emergencies
First Aid Kits, Filled

- Immunizations

Diptheria/Tetanus
Measles/Rubella
Influenza
Infomation

Insurance

On Campus Accident

Voluntary
Insurance Inquiry/Claim Admmlstratlon

Laboratory Tests Done

Inquiry/interpretation
Pap Smears

. Physical Examinations

Employees
Students
Athletes

Medications

Anatacids

Antidiarrheal

Aspirin, Tylenol, etc.,
Skin Rash Preparations
Eye Drops '

Ear Drops

Toothache, oil cloves
Stingkill

Midol, Menstrual Cramps
Other, list

Tokens

Return Card/Key
Parking Inquiry
Elevator Passes

(ﬁa Parking Cards/Elevator Keys

Temporary Handicapped Parking Permits_

X
X X

x
b

XXX X
XX XX

%
X %

PXH XX XX
KX X XXX

>
>

Revised 9/97

[

Chapters 1/84 and 1118/87. Pacie 2 of 3




W

Revised 9/97

MANDATED COSTS FORM
, HEALTH FEE ELIMINATION HFE-2
(,7 . COMPONENT / ACTIVITY COST DETAIL '
| (01) Claimant; (02) Fiscal Year Costs Were Incurred: . 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 EY
' : 1986/87 of Claim
Referrals to Outside Agencies
Private Medical Doctor X X
Health Department X X
Clinic X X
Dental X X
Counseling Centers X X
Crisis Centers : X X
Transitional Living Facilities, battered/homeless women X X
Family Planning Facilities X X
. Other Health Agencies X X
Tests
. ‘Blood Pressure X - X,
Hearing X X
Tuberculosis
Reading X X
Information X X
| o - Vision X X
( Glucometer X X
- Urinalysis X - X
Hemoglobin . X X .
EKG . X X
Strep A Testing X X
PG Testing X - X
Monospot X X
Hemacult X X
Others, list - X X
Miscellaneous ' ,
Absence Excuses/PE Walver X X -
-Allergy Injections X X
Bandaids X X
Booklets/Pamphlets X X
- Dressing Change X X
Rest } X X
Suture Removal X X
Temperature X X
Weigh - X X
Information X X
Report/Form X X
Wart Removal X X
Others, list
Committees ,
- Safety X X
Q i Environmental X X
B Disaster Planning X X
Skin Rash Preparations X X
Eye Drops X X
-
rJ Chanters 1/84 and 1118/87. Pace 3 of 3




()

(19) Program Number 00029

76

CLAIM FOR PAYMENT
Pursuant to Government Code Section 17561 |(20) DateFiled___/___ /_
_ HEALTH FEE ELIMINATION . | (21) LRS Input
(01) Claimant |dentification Number - . o
S$19335 ' : , Reimbursement Claim
(02) Mailing Address (22) HFE-1.0, (04)(b)- 319,578
Claimant Name - ’ . . (23)
Pasadena Area CCD _ _
County of Location : (24)
Los Angeles :
Street Address or P.O. Box ’ (25)
1570 East Colorado Blvd.
City State Zip Code (26)
Pasadena CA 91106 :
Estimated Claim Reimbursement Claim | (27)
(03) Estimated (09) Reimbursement [ X | [(28)
(04) Combined [ | [(10) Combined L] [9)
(05) Amended [ | [(11) Amended (] [®0)
(06) (12) ' (31)
- 2002-2003 2001-2002
i ITotal Claimed . 07) - : ] (13) . (32)
~ - JAmount ~ $200,000 $319,578
LESS: 10% Late Pen_alty, but not to exceed (14) ‘ (33)
$1,000 (if applicable)
LESS! Estimated Claim Payment Recelved (15) o (34)
: . _ ~ $46,709
Net Claimed Amount - (16) (35)
. $272,869
Due from State (08) (17) (36)
. $200,000  $272,869
Due to State ’ ; (18) ' (37)
(38) CERTIFICATION OF CLAIM .
In accordance with the provisions of Government Code 17561, | certify that | am the person 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, Stat and certify under
the penalty of perjury that | have not violated any of the provisions of Government Code Sections 1090 through 1096, inclusive.
I further certify that there were no applications for nor any grants or payments received, other than from the claimant for
reimbursement of costs claimed herein; and such costs are for new program or increased levet of service of an existing program
mandated by Chapter 1, Statutes of 1984 and Chapter 1118, Statutes of 1987 _
The amount for estimated and/or reimbursement claims are 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 statments.
Signature of d Repr ive Date :
s /%/3
.
-, Peter Hardash Vice Presic(en{, Administrative Services
* |Print or type name Title '
James L. Robbins (MAXIMUS) {949) 440-0845, Ext. 103
(39) Name of Contact Person for Claim Telephone Number )
Form FAM-27 (Revised 9/97) Chapters 1/84 and 1118/87




. MANDATED COSTS S FORM
( _ HEALTH FEE ELIMINATION ' HFE-1.0
- COMPONENT / ACTIVITY COST DETAIL
-(01) Claimant: Pasadena. Area CCD ' (02) Type of Claim .Fiscal Year
' Reimbursement
| | | Estimated - . [ . ] 20012002
(03) List all the colleges of the community.college district identified in form HFE-1.1, line (03)
B ) _ (b)
Name of College Claimed
: Amount

1. Pasadena Area Community College District ' : '$319,578 |
2. ' ' -
3.
4. .
5.
6.
£3
8.
9.
10.
11.
12,

113
14.
185.
16.

7.
18.
19,
20.
21.

E) Total Amount Claimed : [Line (3.1b) +line (3.2b) + nng {8.3b) + ...line (3.21b)] ,  $319,578 E
Revised 9/97 ' Chapters 1/84 and 1118/87
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@ MANDATED COSTS | ~ FORM

HEALTH FEE ELIMINATION. ' : HFE-1.1
COMPONENT / ACTIVITY COST DETAIL '
| (01) Claimant:  Pasadena Area CCD (2) Type of Claim g Fiscal Year
' Reimbursement = |- X - ‘
Estimated  ~ [ ] 2001.2002
(3) Name of College
(04) indicate with a check mark, the level at which health services were providad during the fiscal year of relmbursement In compérlson
to the 1986/87 ﬂsca} year. If the 'Less' box Is checked, STOP, do not complete the form. No relmbursement is allowed.
LESS SAME MORE
~
Direct Cost | Indirect Cost | Total
(05) Cost.of hgalth services for the flscal year of claim : ' $530,018 $219 637 $750,555
(06) Cost of providing current fiscal year health services which are In excess S : '
of the level provided In 1986/87
7 (07) Cost of providing current fiscal year health services at the 1986/87 lovel
- | [Line{(03) -lina (06)] ' : _ : __$530,918] $219,637|  $750,555
<> _1.})8) Complete columns (a) through (g) to provide detail data fpr health fees _ ' - .
' ' (a) (b) (c) (d) () () (9)
. Student Health
Period for which health Number of | Numberof | UnitCostfor Fuil-time Unlt Cost for Part-time -Fees That
fees -were collected Full-time Part-Time Full-Time Student Parttime Student Could Have
Students Students Student per Health Fees student per Health Fees Been
: " Educ, Code (a) x (c) Educ, Code (b)x(e) - Collected
76355 76355 . {d)+(f
- 1. Per fall semester 7814| 9742  $11.00 $85954]  $11.00] $107.162] $193116
2. P i , ' - .
ST Spring semester . 7779)  7,148]  §11.00| $85569]  $11.00]  $78,628]  $164,197
3.P ssion . ' '
or summer session 654| 8,554 $8.00| - $5232)  $8.00  $68432]  $73.664
14. Per first quarter -
5. Per second quarter
6. Per third quarter
- |(09) Total health fee that could have been collected [Line (8.1g) + ......(8.6g)] . ' ' $430.977
10) Sub-total Line (07) -l '
(10) [Line (07) - line (09)] - $319,578
Cost Reduction
(11) Less: Offsetting Savings, if applicable
;(12) Less: Other Reimbursements, if applicable
{ ) Total i — Line (10) - {Ii i
__J) Total Amount Clalmgd [Line (10) - {line (11) + line (12)}] $319,578 |
Revised 9/97 ' o - Chapter 1/84and 1118/7
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MANDATED COSTS
HEALTH FEE ELIMINATION
COMPONENT / ACTIVITY COST DETAIL

FORM
HFE-2 .

(01) Claimant: Pasadena Area CCD

(02) Fiscal Year Costs Were Incurred:

2001-2002

(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.

(@)
FY
1986/87

" (b)
FY
of Claim

S

' 'Appoin

Health

Accident Reports

tments

College Physician, surgeon
Dermatology, Family practice
Internal Medicine

Outside Physician

Dental Services

Outside Labs, (X-ray, etc.,)
Psychologist, full service
Cancel/Change Appointment
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

Eve/Vision
Dermatology/Allergy
GyhedologylPregnancy Service
Neralgic

Orthopedic

- Genito/Urinary

Dental
Gastro-Intestinal

Stress Counseling

Crisis Intervention

Child Abuse Reporting and Counseling
Substance Abuse Identification and Counseling

“Acquired Immunhe Deficiency Syndrome

Eating Disorders

Weight Control

Personal Hygiene

Burnout :
Other Medical Problems, list

Examinations, minor illnesses

Recheck Minor Injury

Talks or Fairs, Infomation

Sexually Transmitted Disease

Drugs .

Acquired Immune Deficiency Syndrome
Child Abuse

X

X X X

X X

X

XXX XX X X X X X

KX X

< > X X X

XX XX

X

X
X
X

X XX -

D33 XX XX K X X

XX X X

> XX XX

XXX XX

Revised 9/97
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MANDATED COSTS "
HEALTH FEE ELIMINATION

COMPONENT / ACTIVITY COST DETAIL

'FORM
HFE-2

(01) Claimant:

(02) Fiscal Year Costs Were Incurred:

2001-2002 -

(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. FY FY

(@) (b)

1986/87 of Claim

<

Birth Control/Family Planning

Stop Smoking

Library, Videos and Cassettes
First Aid, Major Emergencies

First Aid, Minor Emergencies

~ First Aid Kits, Filled

Immunizations
Diptheria/Tetanus
Measles/Rubella
Influenza

- Infomation

Insurance
On Campus Accident

Voluntary ,
Insurance Inquiry/Claim Administration

Laboratory Tests Done

Inquiry/interpretation
Pap Smears

. Physical Examinations

Employees -
Students
Athletes

Medications
- Anatacids

Antidiarrheal
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

> X
xX X

> ¢
XXX X

> %
X X

>
X X

KX XX XX
XXX XXX

b
g

"Revised 9/97

Chanters 1/84 and 1118/87 Pana 2 nf 1




Exhibit B

California State Controller = o v

> RKECEIVED

December 31, 2007 JAN 07 2008
COMMISSION ON

STATE MANDATFE®

Paula Higashi Peter Hardash

Executive Director Vice-President, Administrative Services

Commission on State Mandates Pasadena Area Community College District

980 Ninth Street, Suite 300 1570 East Colorado Boulevard

Sacramento, CA 95814 Pasadena, CA 91106-2003

Keith B. Petersen, President
SixTen and Associates

5252 Balboa Avenue, Suite 807
San Diego, CA 92117

Re: Incorrect Reduction Claim
Health Fee Elimination Program
CSM 06-4206-1-13
Pasadena Area Community College District, Claimant
Statutes 1984, 2™ Extraordinary Session, Chapter 1, and
Statutes 1987, Chapter 1118
Fiscal Years 1999-2000, 2000-2001, and 2001-2002

Dear Ms. Higashi, and Messrs. Hardash & Petersen.:

This letter constitutes the response of the Controller’s Office to the Incorrect Reduction
Claim of Pasadena Area Community College District. Enclosed are the required copies
of supporting documentation along with the Division of Audits’ response to the Incorrect
Reduction Claim (See Tab 2). A proof of service is also included as required by
regulation.

An audit performed by the State Controller’s Office disclosed that $375,941 of the
District’s $678,460 in claimed costs of the legislatively mandated Health Fee Elimination
Program for fiscal years 1999-2000, 2000-2001 and 2001-2002 were not allowable.

300 Capitol Mall, Suite 1850, Sacramento, CA 95814 ¢ P.O. Box 942850, Sacramento, CA 94250
Phone: (916) 445-26&610 Fax: (916) 322-1220




December 31, 2007
Page 2

Under the program, the District can claim reimbursement for the costs of providing
certain health care services, but only for services it provided in the 1986-1987 fiscal year.

First, the District overstated its indirect costs rates, resulting in overstating its indirect
costs by $157,273. The program’s amended (and original) Parameters and Guidelines
required a district that elects to claim indirect costs to use the Controller’s claiming
instructions to determine those costs. During the fiscal years in question, the District had,
in accordance with the Controller’s claiming instructions, a federally approved indirect
cost rate of 30%. However, the District did not use the 30% rate. The District ignored
the Controller’s claiming instructions and used an indirect cost rate prepared by an
outside consultant that resulted in excessive claims for indirect costs. The District had no
authority to use this faulty methodology, which resulted in indirect claim rates being
overstated by 17.3% for fiscal year 2000-2001 and 17.8% for fiscal year 2001-2002.
Under Government Code section 17561, subdivision (d)(2), the Controller may reduce
any claim determined to be excessive or unreasonable. An amount that exceeds what is
“usual, proper, or normal” is excessive and “implies an amount or degree too great to be
reasonable or acceptable.” (Merriam-Webster’s Collegiate Dictionary, Tenth Edition, ©
2001.) Thus, the District’s claimed rates and indirect costs were excessive.

Second, the District understated the health fees credited against health services by
$287,865 for the audit period. Despite the District’s clearly erroneous belief that the
finding was based on “authorized fees,” the finding was based on the health service fee
revenues actually collected by the District during the audit period. The District
incorrectly reported the amount of revenues received.

The District failed to provide the student attendance data it used to determine the health
fee revenues reported in its reimbursement claims. Nevertheless, based on the District’s
GLD 144-02 printouts provided by the District, the auditors identified the health fees
collected for each of the fiscal years in question.

Although the fee authority was not considered in this audit, it has been considered in
subsequent audits. As discussed in Tab 2, the extent to which districts have authority to
charge a fee, regardless of whether it is actually collected, they do not incur a cost.

“Costs mandated by the state” means costs that the District is required to incur. (Gov.
Code § 17514.) The District is not required to incur costs if it has a source of funding
through its the authority to levy a charge or fee. Consequently, costs are not state-
mandated, and therefore, not reimbursable, if an agency has authority (right or power) to
levy a charge or fee, regardless of whether the charge or fee is actually assessed. (County
of Fresno v. California (1991) 53 Cal.3d 482; Connell v. Santa Margarita (1997) 59
Cal.App.4th 382.)
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December 31, 2007
Page 3

Moreover, Government Code section 17556, subdivision (d) specifically provides that the
Commission cannot find a mandated cost in “any claim” if the District has authority to
levy the fees to pay for the mandated program or increased level of service. Therefore, it
would appear that the Commission could not approve any claim for a mandated cost that
is covered by its authority to levy a charge or fee to pay for the service. As a result, the
Commission needs to determine whether the amount of the understated health fee
revenues identified in the audit should be increased to reflect the amount of fees the
District was authorized to collect as required by Government Code section 17556.

Third, the District apparently has questioned why the audit adjustments were made
regarding claim payments issued by the State for fiscal years 1999-2000 and 2000-2001.
As clearly stated in the audit report, and reconfirmed in the documentation in Tab 8, the
District received two claim payments ($57,365 issued on 8/1/2001 and $26,099 issued on
3/9/2001) totaling $83,464 for fiscal year 1999-2000, and one claim payment of $19,270
issued on 3/8/2001 for fiscal year 2000-2001. The adjustments were made because of
these reimbursement payments the District received.

Finally, the District incorrectly asserts that its claims for fiscal years 1999-2000 and
2000-2001 are beyond the statute of limitations for audit by the Controller because the
audit report was not issued until March 2004. The District mistakenly alleges that
Government Code section 17558.5, as enacted in 1995," applies in this situation. It stated
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 amended. The District filed the
two claims in question in 2001. Thus, both claims were subject to being audited at any
time up through the end of December 2003.

Even if the 1995 version of this code section applied, and it does not, the State
Controller’s Office initiated the audit in May of 2003, well within the timeframe when
the claims were subject to being audited under the statute. There was no requirement, at
that time, for the audit to be completed by the end of 2003.

Moreover, Government Code section 17558.5 was subsequently amended while the
District’s claims were still subject to audit. The amended Government Code section
17558.5 that was operative in 20032 applies to these claims. Under this amended statute,
claims are “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.” It is well established that ... any legislative enlargement of the limitations period
applies to pending matters not already barred.” (43 Cal Jur 3d, Limitation of Actions,
section 8.)

! Stats. 1995, chapter 945 (Senate Bill 11), section 13, operative July 1, 1996
2 Stats. 2002, chapter 1128 (Assembly Bill 2834), section 14.5, operative January 1, 2003
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Page 4

Therefore, the period of time the District’s claims were subject to the “initiation” of an
audit was extended to 2004. In this case, the Controller’s Office initiated the audit, at the
latest, when it issued its Audit Notification Letter, dated May 19, 2003, which was well
within the statutory time limits. The initiation of the audit might have even been earlier if
the auditors orally notified the District of the audit before the letter was sent out.

Since the disallowed claims were either not supported by required source documentation,
used unapproved reimbursement formulas that resulted in excessive claims, or
understated the health fees it was authorized to collect, the adjustments made by the
Division of Audits were appropriate, and the Incorrect Reduction Claim should be
rejected. For a more complete discussion, see Tab 2 of the Controller’s Office’s
response.

Sincerely,

[ O %‘7““/

RONALD V. PLACET
Senior Staff Counsel

RVP/ac
Enclosures

cc:  Jim Spano, Division of Audits, State Controller’s Office (w/o encl.)
Ginny Brummels, Div. of Acctg. & Rptg., State Controller’s Office (w/o encl.)
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PROOF OF SERVICE

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
within action. My business address is 300 Capitol Mall, Suite 1850, Sacramento, CA 95814.

On January 2, 2008, I served the foregoing document entitled:

SCO’S RESPONSE TO THE INCORRECT REDUCTION CLAIM FOR
PASADENA AREA COMMUNITY COLLEGE DISTRICT, CSM 06-4206-1-13

on all interested parties in this action by placing a true and correct copy thereof enclosed in a sealed envelope,
addressed as follows:

Paula Higashi (original) Peter Hardash

Executive Director Vice-President, Administrative Services
Commission on State Mandates Pasadena Area Community College District
980 Ninth Street, Suite 300 1570 East Colorado Boulevard
Sacramento, CA 95814 Pasadena, CA 91106-2003

Keith B. Petersen, President
SixTen and Associates

5252 Balboa Avenue, Suite 807
San Diego, CA 92117

[X] BY MAIL

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.

[ 1 BY PERSONAL SERVICE
I caused to be delivered by hand to the above-listed addressees.

[ 1 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.

[ 1 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 January 2, 2008, at Sacramento, California.

R -

Amber A. Camarena

Proof of Service - 1
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RESPONSE BY THE STATE CONTROLLER’S OFFICE
TO THE INCORRECT REDUCTION CLAIM BY
PASADENA AREA COMMUNITY COLLEGE DISTRICT
Health Fee Elimination Program

Table of Contents

Description . . ‘ Page

SCO Response to District’s Comments
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State Controller’s Office (SCO) Analysis and RESPONSE.......ccuvrreerrerercerreieerrenrenreneeseeeesereesreneeseones Tab 2
Excerpt from SCO Claiming Instructions, Section 5B, Indirect Costs (September 2002).................... Tab 3
Health Fee Elimination Claiming Instructions (updated September 1997).............. e e s Tab 4
Documentation Supporting Health Fee Revenues Collected ...........ovverereriierineriiieceiseisssesssenenenans Tab 5
Commission on State Mandates Staff Analysis, Proposed Parameters and Guidelines (May 1989).....Tab 6
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SCO Audit Notification Letter (May 19, 2003) .....cccuvirrrrirerinrenireesesesseniessiessesessessssssessessessesesens Tab 9

Attachment — District’s Comments
Incorrect Reduction Claim (July 3, 2006)
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Parameters and Guidelines (amended May 25, 1989) ...ccucovverirnineienrnnneereniennsesesesesieeseanes Exhibit B
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SCO Final Audit Report (March 17, 2004)............o.ueeuervnereonsiessessesssssesseesssessssssesssseseseseeneens Exhibit D
District’s Reimbursement Claims —FY 2001-02 and FY 2002-03 .........ccccccvvinvennivenieneeieneniennnenes Bxhibit B
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OFFICE OF THE STATE CONTROLLER

300 Capitol Mall, Suite 1850
Sacramento, CA 94250
Telephone No.: (916) 445-6854

BEFORE THE

COMMISSION ON STATE MANDATES

STATE OF CALIFORNIA

INCORRECT REDUCTION CLAIM ON:
Health Fee Elimination Program

Chapter 1, Statutes of 1984, 2™ Extraordinary
Session, and Chapter 1118, Statutes of 1987

PASADENA AREA COMMUNITY
COLLEGE DISTRICT, Claimant

No.: CSM 06-4206-1-13

AFFIDAVIT OF BUREAU CHIEF

I, Jim L. Spano, make the following declarations:

1) Iam 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) Iam a California Certified Public Accountant.

4) 1reviewed the work performed by the SCO auditor.

5) Any attached copies of records are true copies of records, as provided by the Pasadena

Area 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,
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7) A field audit of the claims for fiscal year (FY) 1999-2000, FY 2000-01, and FY 2001-02
commenced on May 21, 2003, and ended on November 21, 2003.

I do declare that the above declarations are made under penalty of perjury and are true and
correct to the best of my knowledge, and that such knowledge is based on personal

observation, information, or belief.

Date: October 9, 2007
OFFICE OF THE STATE CONTROLLER

by o 7 e

ith L. Spano, Cifef
andated Cost Audits Bureau
Division of Audits
State Controller’s Office
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STATE CONTROLLER’S OFFICE ANALYSIS AND RESPONSE
TO THE INCORRECT REDUCTION CLAIM BY
PASADENA COMMUNITY COLLEGE DISTRICT
For Fiscal Year (FY) 1999-2000, FY 2000-01, and FY 2001-02

Health Fee Elimination Program
Chapter 1, Statutes of 1984, 2™ 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
that the Pasadena Area Community College District submitted on July 3, 2006. The SCO audited
the district’s claims for costs of the legislatively mandated Health Fee Elimination Program for
the period of July 1, 1999, through June 30, 2002. The SCO issued its final report on March 17,
2004 (Exhibit D).

The district submitted reimbursement claims totaling $678,460 as follows.

e  FY 1999-00—$ 83,464 (Exhibit E)
e  FY2000-01—$275,418 (Exhibit E)
e FY2001-02—$319,578 (Exhibit E)

The SCO audit disclosed that $302,519 is allowable and $375,941 is unallowable. The
unallowable costs occurred primarily because the district overstated indirect costs and
understated health fee revenues. The State paid the district $149,443. Allowable costs exceeded
the amount paid by $153,076. The following table summarizes the audit results.

Actual Costs Allowable Audit
Cost Element Claimed per Audit Adjustments

Tuly 1, 1999, thronugh June 2000

Health service costs $ 545,579 $ 545,579 $ -
Less cost of services in excess of FY 1986-87 services (140,275) (140,275) -
Less anthorized health fees (321,840) (474,501) (152,661)
Adjustment to eliminate negative balance -- 69,197 69,197
Total program costs b 83,464 -- $ 83,464
Less amount paid by State (83,464)

Allowable costs claimed in excess of (less than) amount paid $ (83464)

July 1, 2000, through June 2001

Health service costs $ 711,352 $ 635,868 $  (75,484)
Less authorized health fees (435,934) (468,000) (32,066)
Total program costs § 275418 167,868 $ (107,550)
Less amount paid by State (19,270)

Allowable costs claimed in excess of (less than) amount paid $ 148,598
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Actual Costs Allowable Audit
Cost Element Claimed per Audit Adjustments
July 1, 2001, through June 2002
Health service costs $ 750,555 $ 668,766 $ (81,789)
Less cost of services in excess of FY 1986-87 services - -- -
Less authorized health fees (430,977) (534,115) (103,138)
Total program costs $ 319.578 134,651 $ (184,927)
Less amount paid by State (46,709)
Allowable costs claimed in excess of (less than) amount paid $ 87,942
Summary: July 1, 1999, through June 2002
Health service costs $ 2,007,486 $ 1,850,213 $ (157,273)
Less cost of services in excess of FY 1986-87 services (140,275) (140,275) -
Less authorized health fees (1,188,751) (1,476,616) (287,865)
Adjustment to eliminate balance - 69,197 69,197
3
Total program costs 678,460 302,519 $ (375,941
Less amount paid by State (149,443)
Allowable costs claimed in excess of (less than) amount paid $ 153,076

! Payment information is based on amount paid when the final report was issued.

The district’s IRC contests all audit adjustments, totaling $375,941. 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 amounts from the State for FY 1999-2000 and FY 2000-01, and that the
SCO was not authorized to audit the district’s FY 1999-2000 and FY 2000-01 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, 2™ 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) identify the scope of the mandate

and the reimbursable activities as follows.

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.

2
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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.

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 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 . . . 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
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indirect cost. Section SB(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 1999-2000, FY 2000-01, and FY 2001-02 reimbursement claims.

. THE DISTRICT OVERSTATED INDIRECT COST RATES
Issue

For FY 2000-01 and FY 2001-02, the district overstated its indirect cost rates, thus
overstating its indirect costs by $157,273. The district claimed indirect costs based on
indirect cost rate proposals (ICRP) prepared for each fiscal year by an outside consultant
using OMB Circular A-21 simplified indirect cost methodology. The district claimed
indirect costs based on indirect cost rates of 47.3% for FY 2000-01 and 47.8% for FY 2001-
02. However, for those years the district had a federally approved indirect cost rate of 30%.
Consequently, the district overstated the indirect cost rate by 17.3% for FY 2000-01 and
17.8% for 2001-02. The district believes that its indirect cost rates claimed are appropriate.

SCO Analysis:

The SCO claiming instructions provide community colleges an option of using a federally
approved rate prepared in accordance with OMB Circular A-21 or the alternate methodology
using Form FAM-29C.

Consistent with the SCO claiming instructions, the SCO auditor calculated FY 2000-01 and
FY 2001-02 indirect costs using the 30% indirect cost rates resulting in overstated claimed
costs of $75,484 for FY 2000-2001 and $81,789 for FY 2001-02, totaling $157,273.

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 of ICRPs 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.

District’s Response

The Controller asserts that the District overstated its indirect cost rates and costs in the
amount of $157,273 for FY 2000-01 and FY 2001-02. For FY 1999-00, the Controller states
that the District correctly used a “federally approved” rate of 30%. The audit report states
“that community college districts have the option of using a federally approved rated
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prepared in accordance with Office of Management and Budget (OMB) Circular A-21 or the
alternative methodology using Form FAM-29C.” The Controller insists that the District
should have used the same federally approved rate of 30% for FY 2000-01 and FY 20001-02,
since the District did not use the alternative SCO Form FAM-29C method.

Federal Approval

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 neither the Commission nor the
Controller has ever specified the federal agencies which have the authority to approve
indirect cost rates . . .

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. 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 . . .

CCFS-311

In fact, both the District’s method and the Controller’s FAM-29C method utilize the 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 . . .

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 Cdmment

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.
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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.

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 federally approved rate to calculate allowable
indirect cost rates.

In addition, neither this district nor any other district requested that the Commission review
the SCO’s claiming instructions pursuant to Title 2, California Code of Regulations (CCR),
section 1186. Furthermore, the deadline has passed for the district to request a review of the
claiming instructions applicable to the audit period. Title 2 CCR section 1186, subdivision
(5)(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.”

Neither the SCO nor 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.

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 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. ...

6
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Excessive implies an amount or degree too great to be reasonable or acceptable. . . . > The
district obtained federal approvals of its ICRPs for FY 2000-01 and FY 2001-02; therefore,
the SCO auditor calculated indirect costs using the federally approved rate of 30% as
described in the SCO claiming instructions. In conclusion, the indirect costs claimed were
not computed in accordance with the SCO claiming instructions as promulgated by the
parameters and guidelines. Therefore, the finding stands.

2 Merriam-Webster’s Collegiate Dictionary, Tenth Edition, © 2001.

1. THE DISTRICT UNDERSTATED AUTHORIZED HEALTH FEE REVENUES
CLAIMED

Issue

The district understated authorized health fees by $287,865 for the audit period. The district
believes that it reported the correct amount of health service fee revenues.

SCO Analysis:

The district understated health fees credited against the costs of health services by $287,865
for the audit period.

The district was unable to locate the student attendance data used to calculate the health fee
revenues reported in the reimbursement claims for the audit period. As a result, the auditors
used the district’s GLD144-02 printouts to identify offsetting health fees for each year.

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 Controller adjusted the reported enrollment and number of students subject to payment of
the healfh services fee which resulted in a total adjustment of $287,865 for the three fiscal
years.

Bducation 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 farther
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.]
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Parameters and Guidelines

This Controller states that the “Parameters and Guidelines specifies that any offsetting
savings or reimbursements received must be identified and deducted.” 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 sha131 include the amount of [student fees] as authorized by Education Code section
72246(a)’.”

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

Nor can the Controller rely 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. . . 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 17556

Nor can the Controller rely upon Government Code section 17556 for the conclusion that
there are no claimable costs mandated by the State where the claimants have the authority to
collect a service fee . . . 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.

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, which the District has done
for this incorrect reduction claim. Therefore, student health fees are merely collectible, they
are not mandatory, and it is inappropriate to reduce claim amounts by revenues not received.
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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 available from the office of the Chancellor
of the Community Colleges. 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. . . .

T Former Education Code section 72246 was repealed by Chapter 8, Statutes of 1993, Section 29, and
was replaced by Education Code section 76355.

SCO’s Comment
Actual facts related to audit finding

The district is mistaken that the finding was based on authorized fees. Instead, the finding
was based on the amount of health services fee revenues collected by the district during the
audit period (Tab 5). As noted above, the district was unable to locate the student attendance
data used to calculate the health fee revenues reported in the reimbursement claims for the
audit period. As a result, the auditors used the district’s GLD144-02 printouts provided by
the district to identify offsetting health fees collected for each year of $474,501 for FY 1999-
2000 (Tab 5, Al through A11), $468,000 for FY 2000-01 (Tab 5, B1 through B10), and
$534,115 for FY 2001-02 (Tab 5, C1 through C11).

This was one of the first group of audits performed on this mandated program. Therefore, we
did not consider the district’s fee authority in this audit. In subsequent audits, we determined
that to the extent districts have authority to charge a fee, they are not required to incur a cost.

Discussion related to fee authority issue not considered during audit

In response to the district’s comments related to fee authority, we agree that community
college districts may choose not to levy a health service fee. However, Education Code
section 76355, subdivision (a), provides districts the authority to levy a health service fee.
The parameters and guidelines state that health fees 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. Bducation 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).

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. 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
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by the state” means any increased costs that a school ‘disrict is required to incur.
Furthermore, Government Code section 17556, subdivision (d), states that the Commission
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 Commission 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 Commission’s determination regarding authorized health
service fees. The Commission’s staff analysis of May 25, 1989, regarding the proposed
parameters and guidelines amendments (Tab 6), states:

Staff amended Item “VIIIL 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 VIIL 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 VIIL

Thus, it is clear that the Commission’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 that letter, the CCCCO
concurred with the DOF and the Commission regarding authorized health service fees.

Since the Commission’s staff concluded that DOF’s proposed language did not substantively
change the scope of staff’s proposed language, Commission staff did not further revise the
proposed parameters and guidelines. The Commission’s meeting minutes of May 25, 1989
(Tab 7) show that the Commission adopted the proposed parameters and guidelines on
consent, with no additional discussion. Therefore, there was no change to the Commission’s
interpretation regarding authorized health service fees.

Two court cases addressed the issue of fee authority.* 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 SCO
calculated authorized health service fees based on the district’s records of enrollment and
BOGG grants as indicated in the audit report. The district is responsible for providing
accurate enrollment and BOGG grant data, including any changes that result from BOGG
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grant e11g1b111ty or students who disenroll. Consistent with OMB Circular A-21, Section J, the
district is responsible for any bad debt accounts.

* County of Fresno v. California (1991) 53 Cal. 3d 482; Connell v. Santa Margarita (1997) 59 Cal. App. 4™ 382.

IV.AMOUNTS PAID BY THE STATE

Issue

For each fiscal year, the audit report identifies the amount previously paid by the State. The
district believes the reported amounts paid are incorrect for FY 1999-2000 and FY 2000-01.

SCO Analysis:

The State paid the district $83,464 for FY 1999-2000 and $19,270 for FY 2000-01. 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 some of the claimed payment amounts received without a finding in

the audit report.
~ Amount Paid by the State 1999-00 2000-01 2001-02
As Claimed ’ $0  $0 $46,709
Audit Report $83,464 $19,270 $46,709

The propriety of these adjustments cannot be determined until the Controller states the reason
for each change.

SCO’s Comment

For FY 1999-2000, the district’s claimed amount does not recognize a $26,099 payment
issued March 9, 2000, by Warrant No. MA90516E and a $57,365 payment issued August 1,
2001, by Warrant No. MA10501A (Tab 8).

For FY 2000-01, the district’s claimed amount does not recognize a $19,270 payment issued
March 8, 2001, by Warrant No. MAOO514E (Tab 8).

Y. STATUTE OF LIMITATIONS FOR AUDIT
Issue

Based on the statute of limitations for audit, the district believes the SCO had no authority to
assess audit adjustments for FY 1999-00 and FY 2000-01.
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SCO Analysis:

Government Code section 17558.5(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 1999-2000 claim on
January 10, 2001, and filed its FY 2000-01 claim on December 20, 2001. Thus, both claims
were subject to audit through December 31, 2003. The SCO conducted an audit entrance
conference on May 21, 2003. Therefore, the SCO initiated an audit within the period that
both claims were subject to audit.

District’s Response

... The District asserts that the FY 1999-00 and FY 2000-01 claims are beyond the
statue of limitations for audit when the Controller issued its audit report on March 17,
2004. ..

The District’s FY 1999-00 claim was mailed to the Controller on January 10, 2001.
The District’s fiscal year 2000-01 claim was mailed to the Controller on December
20, 2001. According to Government Code section 17558.5, these claims were subject
to audit no later than December 31, 2003. The Audit report was issued March 17,
2004. Therefore, the audit adjustments for Fiscal Year 1999-00 and 2000-01 are
barred by the statute of limitations.

Statutory History

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

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 of
limitations. ..

Clearly, the Controller did not complete the audit of FY 1999-00 and FY 2000-01
within the statutory time period allowed. The audit findings and reductions are
therefore void for those two years.
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SCO’s Comment

Since the entrance conference for the audit in question was held on May 21, 2003, the FY
1999-2000 and FY 2000-01 claims were still subject to audit.

The district believes that the audit initiation date is not relevant. 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.

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.”® 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 publish a final audit report before the two-year period expires.

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
Jater 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
statutory language to permit the Controller’s initial contact as the audit’s initiation is
consistent with the statutory language as well as subsequent amendments. To read the statute
as requiring that the SCO publish a final audit report, would be to read into the statute
provisions that do not exist.

The fundamental purpose underlying a 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. 4™ 1093.) Here,
the SCO exercised its authority to audit the district’s claims by conducting the audit entrance
conference on May 21, 2003 (Tab 9), well before the statute of limitations expired for the FY
2001-2002 claim of December 31, 2004.

5 Source: American Heritage Dictionary of the English Language, Fourth Edition © 2000.
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1. CONCLUSION

The State Controller’s Office audited the Pasadena Area Community College District’s
claims for costs of the legislatively mandated Health Fee Elimination Program (Chapter 1,
Statutes of 1984, 2™ Extraordinary Session, and Chapter 1118, Statutes of 1987) for the
period of July 1, 1999, through June 30, 2002. The district claimed $678,460 for the
mandated program. Our audit disclosed that $302,519 is allowable and $375,941 is
unallowable. The unallowable costs occurred primarily because the district overstated
indirect costs and understated health fees.

In conclusion, the Commission on State Mandates should find that: (1) the SCO correctly
reduced the district’s FY 1999-2000 claim by $83,464; (2) the SCO correctly reduced the
district’s FY 2000-01 claim by $107,550 and (3) the SCO correctly reduced the district’s FY
2001-02 claim by $184,927.

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:

Jid L. Spano, Chi

andated Cost Audits Bureau
Division of Audits
State Controller’s Office
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/, ' B. IndirectCost . T

performing the-mandate or in departments that supply the department perforrﬁing 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 resuit

1 lndirect.Costs for Schools -

School diétricts and county sUpen‘ntendents 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 Forrp. Nos. J41A or J-

T3A, respectively, applicable to the fiscal year of the claim. The rate, h.owever,»mus'tv 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, appl’icable to the fiscal year of the claim.

The amouht 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

q ' 2) -lndiréct»Cost Rate for Co'mniunity_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 js used, it must be from the same fiscal year in which. the
costs were incurred. .. - | T : I . , ’ -

The Controller. allows ihe following- methodology for- use b'y', conirﬁunity' 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 personnef 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 refation to the direct costs , ‘ ' '

FAM-29C has been teveloped to"assist the community college in computing an indirect
cost rate for state mandates. Completion of this form consists of three main steps:

o .The elimination of unallowable costs from the expenses reported on the financial
statements. o o , -
e The segregation of the adjusted expenses betwéén those incurred for direct and
indirect activities. : :

. Thevdevelopmént of a ratio between the total -indirect expenses and total direct

- . - €Xpensesincurred by the communitycollege. o :

o

{
i
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1

The éorhputation is based on total expenditures as Teported in 'fCalifofhia.Community

-Colleges "Ann_ual Financial and_Budgét‘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 outtay. OMB

‘rate computation.

Circular A-21 requires e penditures for capital outlays to be excluded from the indirect cost

Generally, a direct cost is one incurred s'peciﬁcally bfof_ one activity, While_ indirect costs are-

- of a more general hature and are incurred for the benefit of several activities. As previously

 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 groupé 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- -
instructiona| Staff-Retirees' Benefits and Retiremen} Incentives, Community Services,

Ancillary Services and AuxiliaryOpéra'tions. A college may classify a portion of the

claimant has the option of using a 7% or a higher expense peréentage is -allowable i the
college can support its allocation basis. . ‘ . D ‘

-The rate, derived by determihing the ratio of total indirect expenses ‘and -total direct

- expenses when applied to the direct costs claimed; will resuit in an.equitable distribution of

.the ‘college's mandate related indirect: costs. An exa'r'nple‘ of the methodology used to

compute an indirect cost rate'js presented in Table 4.

Revised9/02
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lndiréct Cost Rate for Cémm’ﬁnity Colleges.

School Mandated Cost Manual

- MANDATED COST | FORM
INDIRECT COST RATE FOR COMMUNITY COLLEGES FAM-29C
(01) Clalmant (02) Period of Claim
(03) Expenditures by Activity "1(04) Allowable Costs :
Activity EDP Total Adjustments Total _ ﬁndirect Direct
Subtotal lhstméﬁon 599| $19,590,357 $1,339,059 $18,251,298 $0[°$18,251,208
Instructional Administration 6000{ - B
Academic Administration 301 2,941,386 105,348| 2,836,038 2,836,038
Course Curriculum & Develop. 302 21,585 0 21,595 0 21,595
instructional Support Seivice 6100 ' :
Learning Center ] 31 22,737 863 21,874 0} 21,874
Library . 312 518,220 2,591 515,629 0 515,629
Media 313 522530 - 115710 -406,820 0 "408,820
- Museums and Galleries 314 0 0 0 0 0
Admissions and Records 6200 584,939 12,952 - 571,987 ' 01 .571,987
Counseling and Guidance 6300| - 1,679,596 54401 1,625,195 0| 1,625,195|"
Other Student Services 6400 o
Financial Aid Admmlstratlon . 321 391,459 20,724 . 370,735 0 370,735(
Health Services 322 " of 0 0 0 0
- Job.Placement Services - 323 83,663 0 83,663 0 83,663 B
Student Personnef Admin; 324 289,926 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
Operation & Maintenance 6500 » o ' ' .
|__Building Maintenance - 331] 1,079,260 44039| 1,035,221 0] °1,035221
Custodial Se'rvices : ) 332§ - 1,227@ 33677 ~1,193,991 o] 1,193,991
Grounds Maintenance 333’ 596,257]. - 70,807 . 525450 0 525,450
Utiliies \ 334|. 1,236,305 0] 1,236,305 0] 1,235,305
Other 339 3,454 3,454 0 0. 0
Planning and Policy Making 6600|" 587,817 22,451 565,366 [ 565,366 0
General Inst.- Support Services 6700 ‘
Community Relations - 341 0 R ¢ 0 .0 0
Fiscal Operations 342} 634605 - 17,270{ 617,335 553;184]?) 64,151
Subtotal $32,037,201(° $1,856,299 "530,180,902 $_1,118.»550’ $29,‘052ﬂ :

Revised 9/02
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"

- . Table 4 Indirect Cost Rate for Cbmmunity Colleges (continued) i
MANDATED cosT . | FORm
INDIRECT COST RATE FOR COMMUNITY COLLEGES .| FAM-29C
| (01) Claimant . , (02) Period of Claim
(03) Exponditures by Activity T . i 1(04) Allowable Costs
~ Activity -EDP | Total Adjustments Total - Indirect - Direct
General Inst. Sup. Serv. (cont) |- 6700 : ’ '
Administrative Services - | . 343| $1,244,248]  $219,331| $1,024,017 $933,494( (a) $91.423
, | Logistical Services B -'344] 1,650,889 126,935| 1,523954| 1,523954] . ol
Staff Services - _ 345 0 o T of - 0| of
Noninstr, Staff Beneft & Incent 346 - 10,937| 0. - 10837 o 10,937
Community Services - - 6800| , . , - , ' -
Commumty Recreation - - - 351 703,858 20,509 683,349 0 ,683,349‘
Community. Service Classes |. 352 .423,1‘88 -~ 24,826] 398,362 -0 398,362
Community Use of Faciliies - 353| 89,877 10,005 79,781 0 79,781
| Ancillary Services -~ - 6900 ’
. Bookstores . 361 0 0 0 0 0
: ‘ Child Development Center - 362 /89,0511 1,206 87,845 0 87,845
Farm Operations - | ~ - 363| - o] - o] . o . 0 o}
Food Services o 364 0 o of 0 0
- - Parking ) - ‘ . 365 420,274 6,857 413,417 0 413,417
 Student Activities ] see3l o - o| o 0 0
Stident Housing .67 o o 0 0 o|
Other . © 379|. o 0] 0 of 0
Audliary Operations - 7000| _ .
Auxiliary Classes ’ . . 381 1,124,557 - 12,40 1,112,156 . Q) 17,112—,1’56 )
Other Auxiliary Operationis - 382 of - 0 : o} -0 0
Physical ProperIy Acquisitions - 7100 814,318 814,318 ol B o
(05) Total o , $38,608,398|  $3,002,778| $35,515,620| $3,575,908 $31,939,622
"1 (06) Indlrect Cost Rate: (Total lnéinrect Costfl‘otal Direct Cost) - ' “11:1961%
(07) Notes _
(a) Mandated Cost activities des'ignated as direct costé per claim instructions. -
L
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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 Educalion 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 colliege districts that charged -
afee inthe 1983/84 fiscal year to maintain that level of health services in the 1984/85
- fiscal year and each fiscal year thereafter. The p;o\}isions of this statute would -
“automatically repeal on December 31, 1987, which would reinstate the community college
districts' authority to charge a health fee as specified, : o

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 communiiy college district incurring increased cosls as a result of this mandate is
eligible to claim reimbursement of these costs,

3 - Appropriations

To determine if current fuhding 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 7 : _ -

A dairﬁant may file a reimbursement claim and/or an estimétgd claim. A
reimbursement claim details the costs actually incurred for a prior fiscal 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 unles; such a claim exceeds $200 per program per fiscal year. -

5. Filing Deadline. |
(1) Refertoitem3 "Appropriations” to determine if the program is funded for the current
fiscal year. If funding is-available, an estimated claim must be filed with 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 will 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 following 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 retumed to the
‘State. .If no estimated claim was filed, the local agency may file a reimbursement

Revised 9/97 ‘ o ‘ Chépters 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 was an
appropriation for the program for that fiscal year. (Seeitem 3 above). -

2 A feimburser_nent claim detailing the actual costs must be filed with the State ‘

: Controller's Office and postmarked by November 30 following the fiscal year in which-
costs were incurred. If the claim is filed after the deadiine 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. o ‘

. 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, Stalute‘s of 1893, the fees students were
required to pay for health supervision and services were not more than:

‘$10.00'per'sémésler (
| $5.00 for summer school

$5.00 for each quarter ‘

Beginning with the surﬁmer_ of 1997, the fees are:
$1 1.00 per semester_ | '

$8.00 for summefr school or 7

$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 govemment purchase of goods and services.
Whengver the IPD calculates an increase of one dollar ($1) above the existing amount, the
fees may be increased by one dollar ($1). ’ o

1. Reimbursement Limitations

A.  Ifthe level at which health services were provided during the fiscal y;éar 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. nel local costs are claimed. :

N

8. - Claiming Forms and Instructions

The diagram "Hlustration 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

TN 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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frams o)

- CLAIM 'FOI‘? PAYMENT — _ . For State Controller Usé Only - Program
qusuént td Government Cod'e> Sectioﬁ ‘17561 : (19) Program Npmber 00029 I
| HEALTH FEE ELIMINATION (20) Date Flled /I 029
- ‘ - ) ‘ . (21} LRS Input [ A S ; .
fqﬂ Claimant Identification Number ‘ ) o ’ E \ " Reimbursement Claim Data
{02} Claimant Name : . Hl-;E;1.0.(D4)(b) : —
County of Location (‘ 23) v
Street Address or P.O. Box ‘ \ — Suile 24
Citv - — 7 : Slaler ‘ Zio cé'd_e | ) 29
- Type of Claim Estimated Claim Reimbursemént Claih 26)
(03) Estimated [:] (09) Reimbursement [ ] |7
(04) Combined B 1 {0 Cqmbi’nedk - | (28)
(05) Amended D {11) Amended 00 lees
Fiscal Year of Cost | (06) 20__J20__  |a» 20__ /20 (30) -
“{Total Claimed Amount |07y 7 5 . @1
|Less: 10% Late Penalty, not to exceed $1,060 114 _ 7 “ (32)
Less: Prior Claim Payment Recei\'/e.d\ v (s ' (33)
Net Claimed Amount - o e (34)
» |Pue from State ©08) . ’ e 7 o (35)
Due to State o - (18) (36)

(37) CERTIFICATION OF CLAIM -

In accordance with the provisions of Government Code § 17561, | certify that | am the oﬁicer authorized by the local agency to file claims

penalty of perjury that| have not violated any of the provisions of Government Code Sections 1090 to 10886, inclusive.

" iwith the State of California for costs mandated by Chapter 1, Statutes of 1984, and Chapter 1118, Statutes of 1987, and certifyrunder

1 further certify that there was no application other than from the claimant, nor any giant or'pa,yment receive'd, 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 andlor 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 ’ o ’ : . Date
Type or Print Name ) : - Title
(38) Name of Contact Person for Claim ' :
C Telephone Number () - Ext.
: : E-Mail Address - , .
FOrm'FAM-27 {Revised 9/01) : v , Chapters 1/84 and 1118/87
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Program | - S HEALTH FEE ELIMINATION . : : N
\ ' » ' ~_ Certification Claim Form ' - FORM
| 029 - e ' ‘ ' " | FAM-27
Y . . S - lnstructlons : e
(01) lLeave blank. - o _ ) _ v _
(02) A set of mailing labels with the claimant's 1.D. number and address was enclosed with the letter regarding the claiming

(03)
' (04)
(05).
(06)
(07)
(08)
(09)
(10)
(11)
(12)

_ 3)
(14)
15y

(16)
(17)
(18)
(19) to (21)
(22) to (36)

(@7)

. (38)

instructions. The mailing labels are designed to speed processing and prevent common errors that delay payment. Affix alabel 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 county 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, eh!er an"X" in the bbi on line (03) Estimated.

I filing an original estimated claim o_n”behalf of districts within the county, enter an "‘X’I in the box on line (04) Combin.ed.
If filing an amended or combined 'c'laim,:enter an "X" in the box on line (05) Amended. Leave boxes (03) and (04) blank.
Entel; the fiscal year in which ck:sts are to be incurred. ’ ‘ '

Enter the amount of estimaled 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 shown on line (07).

If filing an original reimbursement claim, enter an "X" in the box on line (09) Refmbursemenl.

If filing anyorigin'al reimbursement claim on behalf of districts within the.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‘clairhed. If actual costs for more than one fiscal year are being claimed,
complete 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 ciaimsr shali be

reduced by a late penalty. Enler either the product of mulliplying line (13) by the factor 0.10 (10% penalty) or $1,000, whichever
is less. . : ) ’ e :

. . N
|

If filing a reimbursement claim and a claim was previously filed for the same fiscal year, enler the amount received for the claim.
Otherwise, enter a zero. : :

Enter the result of subtracting line (1»4) and line (15) from line (13).
if line (16) Net Claimed Amount is posilive; enter that amount on line {17) Due ﬁ‘dm State.
If line (16).Net Claimed Amount is negative, enter that amount in line (18) Due to State.

Leave blank. -

Reimbursement Claim Data. Bring forward the cost information as specified on the left-hand column of lines (22) through (36) for
the reimbursement claim, e.g., HFE-1.0, (04)(b), means the information is located on form HFE-1.0, line (04), column (b). Enter
the informaiion on the same line but in the right-hand column. €ost information should be rounded to the nearest dollar, i.e., no
cents. Indirect costs percenlage should be shown as a whole number and without the percent 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 lhe. person's name and tille, typed or printed. Claims cannot be pald unless accompanied by a signed
certification. ‘ '

Enler the name, telephone number, and e-mait address of the person whom this office should contact if additional 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. Pbsral Service: Address, if delivered by other delivery service;

. - OFFICE OF THE STATE CONTROLLER OFFICE OF THE STATE CONTROLLER
ATTN: Local Reimbursements Section . - ATTN: Local Relmbursements Section
‘Division of Accounting and Reporting ' Division of Accounting and Reporting
P.O. Box 942850 ) + . 3301 C Street, Suite 500

Form FAM-27 (Revised 9/01)

Sacramento, CA 94250 Sacramento, CA 95816

~ Chapter 1/84 and 1118/87
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HEALTH FEE ELIMINATION . = HFE-.0
CLAIM SUMMARY ‘ . :

“ School Mandated Cost Manual

“|©1) Claimant

1(02) Type of Claim Fiscal Year

Reimbursement
Estimated [ ] _ 19 M9

~{(03) Listall the colleges of the community college district identified in form HFE-1.1, line (03)

(2

Name of College - Claimed -

(b)

Amount ;

o

Npoe

10.

11

12.

13.

4.

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
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HEALTH FEE ELIMINATION . | Form

CLAIM SUMMARY , - | Hre40
Instructions ' :

'(01) ‘Enter the name of the claimant. Only a community college district may file a claim with the State
Controller's. Officé 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 information the high -
‘estimated claim will automatically be reduced to 110% of the previous fiscal year's aclual costs. -

3

(03)- List all. the colleges of the community college district which have ihcreased costs. A separate form HFE-1.1
. must be completed for each 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) ...+
(3.21b), o : ' '

Chapters 1/84 and 1118/87 - , o Revised 9/97
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, FORM
‘HEALTH FEE ELIMINATION HFE-1.A1
CLAIM SUMMARY
' (01) Claimant (02) Type of Claim _ Fiscal Year
Rermbursement I::]
_ Estimated — 19_ /19

(03) Name of College

» (04) Indicate with a check mark, the level at which health services were
1986/87 fiscal year. Ifthe "Less” box is checked, STOP do not co

provided during the fiscal year of reimbursement in comparison to the
mplete the form. No reimbursement is allowed.

" LESS SAME . MORE
L1 1 ] ,
’ Direct Cost Indirect Cost Total
(05) Costof health services for the ﬁscal year of claim .
- |(0B) Cost of providing current fiscal year health semvices which are in excess of the
level provided in 1986/87 :
(O7) Cost of providing current fiscal year health services at the 1986/87 level
{Line {05} - line (08)) o
(08) Complete columns (a) through (g) to provide detail data for health fees _ -
@ (b) © @ - (e) 0 @)
. S : - oo  { Student Heaith
VP iod f hich heal Number of | Numberof | Unit Cost for | ~ Full-time - Unit Costfor | * Part-time Fees That
eriod for whick hea th Full-time Part-time Full-time Student ~ Part-time - Student Could Have
fees were collected Students Students | Studentper | Health Fees | Studentper | Health Fees Been’
: B Educ. Code @x(c) Educ. Code ) Coliected
§ 76355 ‘ § 76355 {b) X (e) (d)+ (n

1. Per fall semester -

2. Per spring semester

3. Per summer session

4. Per first quarter

5. Per sec_:ond quarter

6. Per third quarter

(09) Total health fee that could have been collected

_ [Line (8.1g) + (8.2g) + ........(B.6g)]

(10) Sub-total

[Line (07) - line (09)}

|{Cost Reduction

(11) Less: Offsettmg Savings, if applrcable

(12) Less: Other Reimbursements, if apphcable

(13) Total Amount Claimed

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

Revised 9/97
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HEALTH FEEELIMINATION | | Form

CLAIM SUMMARY Sl HFE4a

" Instructions -

(o1y

(02)

(03)

(04)

(D5)

(08)

(07)

(08)

(09)
(10)

(1)

(12)

(13)

Enter the name of the claimant. Only a cémmunity collegé district may file @ ﬁclaim’ with the State
Controller's. Office on behalf of its colleges. , : :

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 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 actuat costs. :

Enter the name of the college or communify college district that provided student health SeNiqes 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 forthéoming.

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 listing 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 from-the Office of
Management and Budget Circular A-21),.or the State Controller's methedology outlined in "Filing a Claim" of the
Mandated Cost Manual for Schools, - S : : .

Enter the dfrect.cosf, indirect cost, and total cost of health services that are in excess qfthe level provided

in the 1986/87 fiscal year.

Enter the difference of the cost of health services for the fiscal year of claim, Jine (05), and the cost of providing
current fiscal year heaith services that is in excess of the level provided in the 1086/87 fiscal year, line (06).

Complele cblumhs (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 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, $5.00
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 (8.1g) + line (8.2g) + line (8.3g) + line (8.4g) + line (8.5g) +
line (8.6g)]. : S ‘ : :

Enter the difference of the cost of providing health sérvices at the 1986/87 level, line (07) and the total -

health fee that could have been collected, line (08). Ifline (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.

Enter:the total other reimbursements received from any source; (i.e., federal, other state programs, etc. ).
Submit a schvedule pf detailed reimbursements with the claim.

N

’Subtrabt the sum of Offsetting Savings, line (11), and Other Reimbursements, line (12), from Total

1986/87 Health Service Cost excluding Student Health Fees,

Chapters 1/84 and 1118/87 | , E Revised 9/97
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" State Controller’s Office | K : ~___ school Mandated Cost Manual
| . MANDATED COSTS | FoRm
HEALTH ELIMINATION FEE - | HFE2

" HEALTH SERVICES - . | -

(o1) Clairhahti e ' -1{02) Fiscal Year costs were ir‘lcmred:\

(03) Place an "X"in columns (a) andfor (b)uas applicable, to lndlcate which health servnces l@( . Q

were provnded by student health service fees for the indicated fiscal years.. oo -1986/87 | of Claim

Accident Reports -

Appomtments

‘College Physician, surgeon
Dermatology, family practice

- -Internal Medicine
Outside Physlcian
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
Eye/Vision
Dermatology/Allergy
Gynecology/Pregnancy Servnce
Neuralgic
Orthopedic
~ Genito/Urinary
- Dental
Gastro-Intestinal
- Stress Counseling -
Crisis Intervention
.Child Abuse Reporting and Counseling
- Substance Abuse Identification and Counseling
- Acquired Immune Deficiency Syndrome
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 Dehcuency Syndrome

Revised 9/93 . - .~ Chapter 1/84 and 1118/87, Page 1
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'State Controller’s Office e S T o Schoo! Mandated Cost Manual
| MANDATED COSTS - o | rorm
HEALTHELIMINATIONFEE ~ ~ = | HFE-2

HEALTH SERVICES -

‘(01) C1aimént: , ' ’ B o (02) Fiscal Year costs were incurred:

(03} Place an "X" in column (a) and/or (b), as applleable to indicate which health services were | f@ 1 g

provided by student health service fees for the indicated fiscal years. 1986/87 | of Claim

‘Child Abuse

- Birth Control/Family Planning
Stop Smoking
Library, Videos and Cassettes

First Ald Major Emergenmes
' First Aid, Minor Emergencies
First Aid Kits, Filled

‘Immunizations ©
Diphtheria/Tetanus
Measles/Rubella
irfluenza
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
Stingkilt
Midol, Menstrual Cramps
Other, list

Parking Cards/Elevator Keys
Tokens X
Return Card/Key
Parking Inquiry : .
Elevator Passes : o
Temporary Handlcapped Parkmg Permits

-

‘ Chapter 1/84 and 1118/87, Page 2 L Revised 9/93
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¢

School Mandated Cost Manual

" State Contro!lek’s-Oﬁice .

 MANDATED COSTS

FORM
HEALTH ELIMINATION FEE HFE-2 |
HEALTH SERVICES ‘
(o1 Claiméﬁt: (02), Fiscal Year costs were incurred: ,
(03) ‘P_lace' an"X"in columns (a) and/or (b), as applic'able'.‘to indicate which health services I(f\)( }(:b\)
- | were provided by student health service fees for the indicated ﬁ_scal years. 1986/87

* of Claim

Referrals to Outside Agencies
Private Medical Doctor
* Health Department
Clinic
Dental :
* Counseling Centers
Crisis Centers

Family Planning Facilities
Other Health Agencies

- Tests ,
Blood Pressure
Hearing
“Tuberculosls
’ Reading
Information
Vision ’
Glucometer
Urinalysis
Hemoglobin
~ EKG .
Strep A testing
PG Testing
Monospot
Hemacult
_ Others, list

Miscellaneous R
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

Transitional Living Facilmes battered/homeless women -

Revised 9/93
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HEALTH CENTER, CC6407, YEAR END JOURNAL
HEALTH FEE REVENUE AND RELATED EXPENDITURES
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FISCAL YEAR 2001-02

HEALTH CENTER, CC6407, YEAR END JOURNAL
HEALTH FEE REVENUE AND RELATED EXPENDITURES

),H:é:'g;/- a\ (h )
REVENUE EXPENDITURES DEFRD REVENUE
581,492.92 471,254.69 110,238.23
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Rio Hondo Community College District. - . B :

" Hearing: 5/25/89

File Number: CSM-4206
Staff: "Deborah Fraga-Decker
WP 0366d :

PROPOSED PARAMETERS AND GUIDELINES AMENDMENTS
- Chapter 1, Statutes of 1984, 2nd E.S.
~ Chapter 1118, Statutes of 1987 -
' Health Fee- Elimination

Executive Summary

At its hearing of November 20,~1986,‘the Commiss%on on State Mandates fouhd

that Chapter 1, Statutes of -1984, 2nd E.S., imposed state mandated costs upon
local communi ty coliege districts by (1J.requiring,those community college

vdjstricts which provided health services for which- it was authorized to and

Chapter 1118, Statutes of 1987, was ehacted:Septémber_24;'1987,fand became -

effective January 1, 1988, Chapter 1118/87 modified the requirements

contained in Chapter 1/84, 2nd E.S., .to require those communi.ty college ’

' distriqts"which pkovided-hea]th.services,in-fiscal-yéar 1986-87 to maintain

such health services in the 1987-88 fiscal year-and each fiscal year

thereafter. Additionally, the language contained in Chapter 1/84, 2nd;E;S.,\_ ;’ '

~which repealed the districts'-aUthority to charge a health fée'to-covér the -

costs of the hea]th?servicqs-program'wa3fa11owed to-sunset, thereby :
reinstating the- districts’ authority to charge a fee as specified. ‘Parameters -
and- guidelines amendments are appropriate to. address the.changes contained in,

-Chapter 1118/87 because this statute amended the same Education Code sections

previous]y~enacted-byVChapter‘1/84, 2nd E.S., and found to contain a mandate,

-agreement with these amendments. Therefore, staff recommends that the

Commission adopt the parameters and guidelines amendments as requested by the.
Chancellor's 0ffice and as deye]oped by staff.. 7 L :

) Claimént :

Requesting Party

a2

_~lC§Tiforhia Community'Coj1eges Chancellor's 0ffiée.> .
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Chronology -

12/2/85: ~ Test Claim filed with Commiésfbn 6ﬁ;sfate Mandates,
7/24/86 : l;Tesf.C1aim'confinued'éf claimant's request. |
,‘1]/Eb/§6 . 'Commiés{oﬁ_apprdVed~mandéte.t. - ) _
"1/22/87: ;. Comhfssion5adépted Staféﬁent of Decfsfbn.‘ ; )
4/9787 . B Claimant subhfttéd propbsedaparaﬁetérs and guidelines..
. 8/21/87 ' CdﬁmisSioh adopted paramgtérs and Qﬁide]fnes |
_ 10/22/87  Commission adopted cost estimate o \ .
 9/28/88. Mandate funded in Commission's Claims Bill, Chapter 1425/88- =

Summary of Mandate -

-Chapter 1/84, 2nd’E;S;, effective-July 1;-1984, repealed Education Code (EC)

Section 72246 which had authorized community’college districts to charge a
health fee for the purpose_ of. providing health supervision -and services,,
direct and- indirect medical and hospitalization servieces,: and operation of =
student health centers. The statute also required that»any'cdmmunﬁty'co]lege
district which provided health sérvices for which it was authorized to charge

.2 fee.shall maintain health services at the level.provided during the 1983-84
_ fiscal year in the 1984-85 fiscal year.and each fiscalzyean~thereafter,f'. -

~ Prior to the passage of Chapter 1/84, 2nd E.S., the implementation 6f'é heaIth -

services program was at the Tocal community cb]1ege'distrﬁctjs-optiqnu‘.lf '
implémented, the respective community college district had the authority to = -

charge a health fee up to $7.50 per semester for-day and evening students,, and

$5 per summer session.

Proposed .Amendments

The:CommUnity Colleges ChanceT]br‘s.Officeg(éhdncéTTths'Ofﬁicé) has requested
parameters .and guidelines amendments be made to .address- the.changes in -~ . ;

-mandated activities effectuated by Chapter 1118/87,. (Attachment G6) In order .

to expedite the process, staff has developed language to accompliish the
following: (1) change the eligible claimants to.those community college- .
districts which provided a health services program in fiscal year 1986-87; and-

(2) change the offsetting savings and other reimbursements. to include the-
rejnstated4authority to charge a health fee. (Attachmenth) '

Recommendations .

"3{4The'Depaffmeht_offFiﬁénce (DOF) prdpbsed one'nonhsubstantfyé:émendmentffd 'f
. Clarify the effect of. the fee authority language on the scope of the .~ = <

reimbursable costs. " With this amendment, the DOF beliaves the amendments to

- the parameters and.guidelines are’ appropriate for this mandate -and' recommends

the Commission adopt them.- (Attachment C) -

~4+57




- parameters and guidelines developed by s

. reflect this change in the scope}ofﬁthe'mandate;

s

The Chancellor's Office recommends -that the Commission approve the amended
taff with the additional language

Suggested by the DOF.. .(Attachment D) .-

The §tate'Contr011er's Office-(SEOJ, upon réviéw of the.proboSed amendments,

finds the proposals proper and acceptable. ;(Attachment E)

The c]aimaﬁt,'in:its'Feéommendatioﬁ;.sfatés.its Bélief'thaf the revisions are
appropriate and concurs with the proposed changes. V(Attachment F) o

Staff Analysis

Issue 1: Eligiblé Claimants

The mandate found in Chaptef 1/84,'2nd E;S., was for-a new program with a
required maintenance of effort at the fiscal year 1983-84 level. Chapter
1}18/87 superseded that level of servige by requiring that community college

- maintain that level of effort in fiscal year 1987-88 and each $ubsequeht-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 for the program. At the time of
enactment .of Chapter 1118/87, ‘there were 11 community. college districts which
provided_the'heaith'serVices-program but had never charged a. health fee for
the service.: : T AR oo :

Thekeforé; stéff has améndéd the language in Item III.'"E]ig%b1e'blai@ants“ to

1

- Issue 2: Reimbursement Alternatives. - o

In reésponse to Chapter 1/84,-2nd'E.S.,'Item VIi.B, coﬁtained_tWo a]iernatives,
for claiming reimbursement costs.” This gave claimants-a choice: between
Claiming actual costs for providing the health services program,. or funding

| . the program as was dofie’ prior to the mandate when a health fee could be

charged.

Fiscal year 1983-84, thereby funding the program as. was done prior to the
mandate. Therefore, this a]ternative”is-noA1onger,app11cab1e to this mandate

and has been deleted by: staff, -

‘actual costs involved in maintaining a health services program at the fiscal

year-1983-84 level.. This alternative s now the sole method of reimbursement
for this mandate. However, "it has been” dmended to.Féflect that . = -
Chapter}11]8/87'requires a maintenance of effort at -the fiscal year 1986-87
level. . - R K . - o S '
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'fIssue’4;_ Editorial  Changes ’

-4-

Issue 3: Offsettihg Savings and Other Reimbufsements

_With'thé sunset of thé.repeal’of the fee authority.contained in Chapter 1/84,

2nd E.S., Education .Code (EC) section 72246(a) again provides. community -
college districts with the authority to charge a health fee-as~f01]ows5'v

_ "72246;(a)‘.The'QOMErnjng_boand;of a.district maintaining a communi ty
~college may- vequire community college students to pay a fee in the total
amount of not more than seven dollars and fifty cents ($7.50) for each
semester, and five dq]]ars'($5)jforvsummer-schoo1, or five dollars ($5)
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, authorized’by Section 72244, or both."

Staff amended Item “VIII. Offsetting Savings and Other Reimbursements"fto
reflect the reinstatement of this'fee:authoripy. co o :

In response to that amendment, fhe DOF has ﬁﬁoposed 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 Tevy-the fee authbrized~by Education Code Section
72246(a), it shall deduct an amount equal to what it would have. recejved
- had the fee been Tevied." : - SR

Staff éoncurs;wjth'thE'DOF proppsed-ﬁahguage'WhiEh'dbes noivshbstantively .
change the scope of 'Item viir.o. oo S S -

P A TR

In preparing the propred'barameters_and guide]fnés~dmendments, it was noﬁ

hecessary-for staff to make any of the normal editorial changes as the
origjna1_parameters_and-guideTines contained the Tanguage usually adopted by
the commission. S : ' S

-Staff, the DOF,.the.Chancé11pr‘s Office,,tﬁé SCO,faﬁd the c]éfmant are in -

agreement with the reécommended amendments which are shown in Attachment A with

. additions indicated‘by under]ining_and_de]etiohsrby strikeout.

rStaff'Récbmmendatfoh__'

Staff recommends the .adoption of the 'staff's proposed parameters and
guidélines amendments, which are based on the original parameters and -
guidelines adopted in response to Chapter 1/84, 2nd E.S., and amended in
response to- Chapter 1118/87, as.well as incorporating .the:.amendment
recomnended by -the DOF. Al7 partiesICOncur_with.these'amendmentsm

V.




T ) | CSM Attachient |
~ Adopted: 8/27/87 | . |

N ) R | |  PARAMETERS AND GUIDELINES
L .~ Chapter 1118, Statutes of 19847 4/2vd//818/
-"Health Fee Elimination -

I. SUMMARY OF MANDATE' .~ =

Chapter 1, Statutes of 1984, 2nd E.S. repealed Education Code. Section
72246 which had authorized: community college districts to charge a -
health fee for the: purpose of 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 the
11983-84 fiscdl year had to be maintained at that Tevel in the 1984-85 -
fiscal year and every year thereafter. The provisions of this statute
would automatically repeal .on. December 3T, 1987, which would reinstate
_the community colleges districts’ authority to charge a health fee as
. speciftied, , ; - o - .

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 servicas at the TeveT provided during the

1986-87 fiscal year in 1987-88 and each tiscal year thereafter.

~ . II. COMMISSION ON STATE MANDATES' 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 college districts bylrequiring,aﬂy—community
.college district which.provided»hea]th]services for which it was *
*authorized to charge a’feewpursuant.to_former'Section_72246 in the
- 1983-84 fiscal year to maintain hea]th'seryices 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. o C
" - Atits hearing of Aprii 27, 1989, the Commission” determinéd that Chapter
T : 1118, -Statutes of 1987, amended this maintenance of effort requirement
to appTy to all community college districts which provided health — .
Services 1n tiscal year 1986-87 and required them fo maintain that level

in fiscal year 1987-88 and each fiscal year thereafter.

III. ELIGIBLE CLAIMANTS

Commiini ty coTlege districts which p}oﬁided hea]tHEservices f¢ﬁ/f¢¢ini

, ]9836-8&1 fiscal yedr and continue to prbvidevthe'samé_ﬁervicesfas'
., s a result™of thi_s mandate are e]ig.'iblelto,c'lai_m reimbursement of ‘those -

.costs.

160 :
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Iv.

PERIOD OF REIMBURSEMENT -

;Chabter T, 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 Z, California Code oF ReguTations, -

_ section 1185.3(a) states that a parameters and guidelines amendment

T1led before the déadline for initial claims as specitied in the

Claiming Tnstructions shall apply to atl years eligible for

reimpbursement as defined in the original parameters. and quidelines;

therefore, costs incurred on or after January T, 1988, for Chapter 1118,

statutes of 1987, are reimbursable.

“Actual costs for one fiscal year should"be'inc1uded'ih 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 within

120 days of notification by the State Controiler of thevenactment:of the

.g]aims‘bi11.

If the total costs for a given fiscal year do not Exqeed $200;jno
reimbursement  shall be allowed; except as otherszeba11owed.by

Government Code-Section 17564,

REIMBURSEMEMTABLE COSTS

A. Scdpe of Mandate

Eligible community college districts.shall be reimbursed for the
costs of providing a.health services ﬁrogramWiﬁM¢nt/ﬁﬁ¢/¢u£M¢fi#y.
CE/1eMy/d/TdE.  Only services provided fdf/fgg/in . '
19836-47 fiscal year may be claimed. e

B. ReimbursabTe Activities

For each eligible claimant, the foi]owing-cost—items_are'reimbursab]e
to the extent they were provided by the. community college district in
Tiscal year Y983/8#1986-87: " o . - s ' ’

ACCIDENT REPORTS

APPOINTMENTS o
. College Physic¢ian - Surgeon T ,
- Dermatology, Family Practice, Internal Medicine
‘Outside Physician - o o,
Dental Services o :
‘Outside Labs. (X-ray, etc.) 2
‘Psychologist, full services- -
Cancel/Change Appointments .
R.N. - S
Check Appointments -




T -3-
)
. ASSESSMENT INTERVENTION & COUNSELING
Birth Contro] '
Lab Reports

Nutrition .=
: vTest Results’ (off1ce)

Other,Med1ca1 Prob]ems
- PR ‘
URI
©CENT
Eye/Vision
Derm, /A11ergy
Gyn/Pregnancy Serv1ces
" Neuro
Ortho
GU
Dental
GI : ‘
Stress Counse11ng
-+ Crisis Intervention
Child: Abuse Reporting. and Counseling
. Substance Abuse Ident1f1cat1on and Counse11ng
Aids, :
: Eat1ng D1sorders
o Weight Control
‘ ' Personal Hyg1ene
Burnout : .

EXAMINATIONS -(Minor I11nesses)
Recheck Minor: InJuny

" HEALTH TALKS OR FAIRS - INFORMATION
© Sexually Transmitted D1sease
Drugs . - S
- Aids o
- Child Abuse S T
Birth Contro]/Fami]y Planning
Stop Smoking - :
Fte. _

© - Library- - y1deos'én& cassettes
FIRST AID (MajorfEmergenciess

j'FIRST AID (M1nor Emergenc1es)
FIRST AID KITS (F111ed) |
IMMUNIZATIONS.

Diptheria/Tetanus
Meas]es/Rube11a

. ~ Influenza - -
' . . - Information
S~ INSURAMCE
On Campus Acc1dent

Voluntary .
Insurance Inqu1ny/C1a1m Adm1n1strat1on

L9
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) - LABORATORY TESTS DONE
Inqu1ny/Interpretat1on
Pap Smears

PHYSICALS
Employees , : i
~ Students . - -
Athletes :

MEDICATIONS (d1spensed OTC for misc. illnesses)
. Antacids BRI
‘Antidiarrhial
Antihistamines
Aspirin, Ty]enol , etc.

. Skin rash’ preparat1ons

 Misc. .
~ Eye drops
Ear drops. )
Toothache - Qi1 c1oves
“Stingkill
Midol - Menstrua] Cramps ,

PARKING CARDS/ELEVATOR KEYS
) Tokens - - ]
o - Return card/key ' T
: ‘ ) . Parking inquiry - '
' Elevator.passes
~ Temporary handicapped park1ng permits

_ 'REFERRALS TO OUTSIDE AGENCIES

Private Medical Doctor

- Health Department:

Clinic
Dental ,
Counseling Centers
Crisis Centers '
Transitionatl. Living Fac111t1es (Battered/Home]ess WOmen)
Family Planning Facilities , .

_:Other Health Agenc1es

- TESTS ,
Blood Pressure
Hearing C
- Tuberculosis
. Reading :
Information .
Vision. .
Glucometer
Urinalysis
;fHemoglob1n

g . - E.K.G. : e cL
‘ L ~.-Str'ep A testmg'
.. P.6. testing Ce
" Monospot

* Hemacult
Misc.




VI.

'MISCELLANEQUS ,
- -Absence Excuses/PE Waiver -
‘Allergy Injections
Bandaids .
.- Booklets/Pamphtets
Dressing Change -
Rest :
Suture Removal
Temperature
Weigh '
 Misc.
Information
Report/Form .
“Wart Removal

COMMITTEES
Safety
Environmental
~ Disaster-Planning

" SAFETY DATA.SHEETS.

Central file

i X-RAY SERVICES -

COMMUNICABLE DISEASE CONTROL

BODY- FAT MEASUREMENTS

MINOR SURGERIES |

SELF-ESTEEM GROUPS- ~ = e

MENTAL HEALTH. CRISIS '

AA GROUP . )

ADULT CHILDREN OF ALCOHOLICS GROUP

WORK SHOP'S . L

- Test Anxiety’

‘Stress Management

- Communication Skilis

Weight Loss ,
Assertiveness Skills

CLAIM PREPARATION

Each claim for rembursement pursuant'fo-this;mandétefﬁUst_béltime1y.
filed-and set forth a 1i$t1of_each,item for which,reimbursementjis
claimed under this mandate.//EY?#?M?é/¢7#7ﬁiﬂfﬂ/m¢y/¢71fﬁ/¢¢¢i$/ﬂﬁ¢éf

o dﬁé/ﬁf/iw¢/dYﬁéfﬁdfiﬂéﬂl//!1}/F¢¢/dm¢dﬁ£/¢f¢#7¢d¢1¥7¢¢77¢¢i¢d/¢¢f‘ '
_ #ﬂndéﬁ#/dﬁd/éﬁf¢77m¢Mi/¢¢ﬂﬁt1/¢f/f2]/d¢t¢#7/¢¢¢i#/¢f/¢f¢ﬂ¢dm7 o

o
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1

A. Description of Activity .

. Show the total number of full-time students enrolled per

. semester/quarter.

. Show:tﬁe total number of fu11=£fﬁelstddent§ enrolled in the summer
program. - ) R o] oL,

. Show- the total number of ‘part-timé students enrolled. per

. semester/quarter. .

4.

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

“program.
B. CYAIMiHg/KTLérraLivds

C]aﬁmed costs shoh]d-ﬁé suhported by the fo11owihg ihformqtion:

 EVEAKEING /1L (P08 PO LT T o144 11 /1903 4BA/F 1 5041 1

'jy/ ,

TR

- KYEAVMAETVE/ 24/ [Actual Costs of Claim Year for Providing
, 19832—8@1 Fisqal'Year Program Level of Service. -

1.

F¢¢Yﬂf/¢¢77é¢£¢d/fﬁ/¢ﬁ¢/79%3%$ﬂ/f7ﬂdd7/¥¢d¢/£¢/%M¢¢¢Yf .
i /RELT LR/ SEV T Eds / Br gy ant/ R v

TOLAY/ Mduldely /0F [ SEAASnLE /RdEy/ TEda/ VT LKLY L /LS g/ 8/
ABINEL /[ WISTAG/ LTS/ YL PHALT I L/ EHE /L BLAY JdbddhE
EYATudd/MauTd/Ue/ TLEd/VIIBLY ] (iUTETBY Tdd /by [ THeh .
YLIBLZLL LA/ LG [ LOLAY / doddURL/ VA THBAP Sd/ THY YoH b d/ thy

C LRE/ARBYTL AT/ TP YTETL DAY O UETY AE AL '

Empjbyee~$a1aries,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. ! '

. Services and Supplies

- Only eXpéhdftUréé 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 purposeof ;this mandate. -

. A11owéb]e Overhead Cost

' Indirect costs may be claimed in the manner described by the State
-Controller in his qJ;imﬁng instructions;’ : S

-: N
<

-t




{

©VIL

VIII.

IX.

0350d -

'SUPPORTING DATA .

For‘audifing 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 -

- 19836-847 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. . . ' _

OFFSETTING ‘SAVINGS AND OTHER REIMBURSEMENTS

Any offsetting savings fhe 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, -

$2.0U per TuTT-Time Student Tor Summer school, or 35,00 per FalT<time

student per quarter, as authorized by tducation. Code section [2Z2467a7.

-This shalT also include payments (fees) @@ received from-individuals

other than STudents who yidydare not covered by fdyuidy Education. -

Code Section 72246 for health services. -

REQUIRED CERTIFICATION & |
Thelfo]iowiné ceftif{catfbﬁ-must“ﬁécﬁmpany-phg c]éim: .
I DO HEREBY CERTIFY undef-pénaity bf5perjqry} |
THAT the forggo?ng-is true and qorrécf;i o /i I

'_THAT.Section\109b to'1b96,.{hc1usive, of fhetGovérnmént'Code and
other applicable provisions of thezlaw-haye been complied with;

and -

- THAT I’ ani “the parson éﬂthohized'by:therﬂocaﬂfagency~to file claims
- for funds with the State of Ca]ifornia;_ - . :

¢

Signature of Authorized Representative ‘Date

Title . ... -7 Telephone No..

-—r

o
(o)}
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"crimcéuoa'é OFFICE _ ) S ’ ) GEORGE DEUKMEJIAN, Governor
ALIFORNIA COMMUNITY COLLEGES
‘ %NINTH STREET ’ . . R
AMENTO, CALIFORNIA 95814
(916) 445-8752 -445-1163-

February 22, 1989

v

Mr. Robert W. Eich . _
Executive Director ‘
Commission on State Mandate
1130 "K" Street, Suite LL50 °
Sacramento, CA 95814-3927

Dear Mr, Eich:

As you know, the Commission on August 27, .1987 -adopted
~Parameters and Guidelines for claiming reimbursements of
‘mandated costs related to community college -health
services. Fees formerly collected by community colleges .
had been eliminated by Chapter 1, Statutes of 1984, .
Second Extraordinary Session.’ Last year's mandate claims .

© bill (AB 2763) dincluded funding to pay 'all these claims

- through 1988-89. ) T C ‘

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
- will 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 to exceed the maximum permissible

fee of $7.50 per- student per semester. = = .

On‘béhalf of ali eligible'commhnity college districts, ;
the Chancellor's Office proposes the following changes in
the Parameters and Guidelines: ‘ : L o

o . Payment of 198BF89 mandated'qosts_in excess of
‘maximum permisgsible fees. (This amount is payable
from AB 2763.) - - - S e ] :

o\,'iPaymenf of ail‘ﬁribrF&ear clﬁimS'in installménté-
~over the next three years. (Funds for these
payments will be included in the next .3 budget
acts.) . o : . -

o Payment offfutureéyears-handated costs in excess of
- the maximum permissible fees. (No funding has yet
‘been ‘provided for these costs.) L




Mr. Eich ). . . 5

If you have . any questlons regardlng this

- contact Patrick Ryan at (916) 445-1163.

Sintérely,

'KTDcuhd ’I/ijiﬁ

. DAVID MERTES

Chancellor.

VDM PR: mh

cc: Vé/borah Fraga—Decker, CSM

. Douglas Burris
Joseph Newmyer
Gary Cook -

-*
(o B
o

') February 22, 1989

propOSaI, pleasé
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savelCafemia )
 )Memorafdum
.. March 22, 1989

"¢ . Dehorah Fraga—Décker
, Program Analyst ‘ ,
-Commission on State Mandates

#tem  : . Dsporiment of Finance ‘

Proposed Amendments to Parameters and Guidelines for Claim No. CSM-4206 -~ Chapter
1, Statutes of 1984, 2nd E.S. and Chapter 1118, Statutes of 1987 -- Health Fee
Elimination - : S : S

Pursuant to your request, the Department of Finance has reviewed the proposed
amendments to the parameters and guidelines related to community college health
services. These amendments, which are requested by the Chancellor's, OFfice,
“reflect the impact that Chaptar 1118/87 has on the original parametars adopted by K
the Commission for Chapter 1/84 on August 27, 1987. Specifically, Chapter 1118/87:

' . (1} requires districts which were providing health services in 1986-87, rather
' ' , - ..than 1983-84,..to .continue to_provide.such services,. irrespective of
( whether or not a fee was charged for the services; and o
(2) allows all.districts to again charge a fee of up to $7.50 per student for
- the services. In this regard, we would point.out that the preposed . :
~amendment to "VIII. Offsetting Savings, and Other Reimbursements” could
be interpreted-to require that, if a district elected not to charge fees
it would not have to dedict anything from 1ts claim. We believe that,
, pursuant to Section 17556 .(d) of the Government Coda, an amount equal to
. $7.50 per student must be deducted whether or not 1t is actually charged
.since the district has the authority to levy the fee. We suggest that the
. following language be added as a second paragraph under "VIII™: "If a
claimant does not jevy the fee authorized by Education Code Section _
72246 (a), 1t shall deduct an amount equal to what it would have recei ved
had the fee been lavied,” .- L : :

With the amendment described above, we believe the amendments to the parameters. and.
guidelines are appropriate for this mandate and recomnend the Commission adopt them
- at its April 27, 1989, meeting. - - ) '

Any questions regarding this recommendation shoutd be directed to James M. Apps. or
Kim Clement of my staff at 324-0043, -~ . - SRR

. FrédK‘lassZ@ - U T H

Assistant Program Budget Manager |

cc:  see sacond page -




ce: GIén B.e‘atie,'.Stat’ controller's Office

Pat Ryan, Chancel }'s Office, Community College

_ Juliet Musso, Legislative Analyst's Ofﬁce
‘chhard Frank Attorney General

LR:1988-2 .

e
N
(=)
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- CSM Attachment D
. _ﬁa%x oFFicE e ‘ - o SR © ' GEORGE DEUKMEMA#L Govarnor
( ‘) “LLIFORNIA COMMUNITY COLLEGES , N G
: D3 NINTH STREET - : ‘ : : .
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’ - - 5 . ) COMMISSION ?N' /
. o - ONSTATE MANDATES
Mr. Robert W, Eich - T
Executive Director - L 5$mmm“»-
~Commission on State Mandates

:70 K Street, Suite LLS50
acramento, CA - 95814

Attention: Ms. Deborah Fraga-Decker

Subject: ©3M 4206 :
' Amendments to Parameters and Guidelines
Chapter 1, Statues of 1984, 2nd E.S.
Chapter 118, Statues of 1987
Health Fee Elimination

Qeaxr Mr. Eich:.

'En_fESpoﬁse'to your reguest of March 8, we:haﬁe revieyed the propased

language changes necessary to amend the existing parameters and
guidelines to meet the requirements of Chapter. 1118, Statutes of 1987.

. The Department of Finance has also provided us a copy of their ] o

* faggestion to add the following language il part VIili: "If a claimant - -
does not levy the fee anthorized by Education Code Section 72246(a),

it shall deduct an amount equal to.what it would have received had the

fee been levied." 'This office concurs with their suggestion which is

consistant with the law and with our request of February 22. o

- “ith the additional language suggested by the Department of Finance,
vhe Chancellor's Office recommends approval of the amendad parametars
and guidelines as drafted for presentation to the Commission on '

- April 27, 1989. : oo ' ' :

- Sincerely,

DAVID MERTES . | B
Chancellor .- ’ '

DM:PR:mh I - o S )

cc:  JJim ‘Apps, Department of Finance - :
: Glen Beatie, State Controller's Office
. : - . Richard Frank, Attorney General's Office
.- Juliet Muso, Legislative Analyst's Office
SO Douglas Buryis . . :
Joseph Newmyer '
Gary Cook -




Program Analyst

C b HLAUMEn

~

GRAY DAVIS
 Qrntrodler of the State of dlaltfqrm

P.O. BOX 9428%0 -
SACRAMENT a, CA 94250'0001 '

CApril 3, 1989 , s

/REGEIVED

APRO 5 1989

- COMMISSION :
ﬂﬂEﬂMW&ES

s, Deborah Fraga—Deckar

Commission on State Mandates
1130 K Street,- Suite LES0
Sacramento, CA . 95814

Y3 AT Mé. Fraga-becker‘l

RE: Proposed Amendments to Parameters and Guidelines- ~ Chapter 1/84, 2nd

E 5., and Chapter 1118/87 - Health Fee E11m1nation '
We have reviawed the amendments proposed on the- above subject and find the
proposals proper and acceptable.

Howevar, the Ccmmission may wizh to clarify section "VIIT. OFFSETTING SAVINGS .
AND OTHER RETMBURSEMENTS" that the required offset is tha amount recaived or -
would have raceived per student in the claim year. - 7 : SN

i you have any quéstiogs, please_call Glen,Beatia;at 3-8137.

Sincerely, R B

Qn wa/

gi Haas,_Assmstant Chief
- 1S

ision of Accounting
CH/GB:dwl

5C81822

-;
N
) )




Tiynngd of Trusteas: Taabelle B, Gonthler L Bl". E. Hemandez » Manlee Morgan . Rn.lph 8. Pacheco ] Hnlda Solae

Sacfamehtg, CA" 95814 < 7

believe these revisions to ba most appropr1ate and ., contu_
. the changes you have proposed. -

,-TMw;hh |

oh on- State: Mandates
tiéat, Suite LL5O-

REFERENCE " .CSM-4206 -
AMENDMENTS TO PARAMETERS AND GUIDELINES o
-CHAPTER 1, STATUTES OF 1984, 20D E.S i
CHAPTER 111& STATUTES OF 1987~
HEALTH FEE ELIMINATION o

Deaf.Debbréh:

We have ‘reviewed your letter of March 7 to Chanceﬂ10r aV1
the attached amendments to. the health fee paraimeters and:

‘.

I wou]d like to thank you again for your expert1se and he1pfu1 BAS
throughout - this. ent1re process.

Yours vepy truly,

1mot:x" § e , _
Vice Pras1dant R
Adm1n1strat1ve Affairs-_, A
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MINUTES

. COMMISSION ON STATE MANDATES
- May 25, 1989
10:00 a.m.
' State Capitol, Room 437
Sacramento, California

Present were: Chairperson Russel? Gould, Chief Debuty'Director, Department of
Finance; Fred R. Buenrostro, Representative of the State Treasurer; D, Robert
Shuman, Representative of the State Controller; Robert Martinez, Director,

Hfice of Planning and Research; and Robert C. Creighton, Public Member.

There being a quorum present, Chairperson Gould called the meéting to order at’
10:02 a.m, A : : :

tem 1 Minutes \

chairperson Gould asked if there'were any correttions or édditions_to the
minutes of the Commission's hearing of April 27, 1989, There were no
corrections or additjons. - . )

“he minutes were adopted without objection,

»Cogsent Calendar

e following items were on the Commission's consent agenda:-

“tem 2 Proposed Statement of Decision
- Chapter 406, Statutes of 1988
Special Election - Bridges

Jtem 3 Proposed Statement of Decision
- Chapter 583, Statutes of 1985 -
Infectious Waste Enforcement.

Ttem 4 Proposed Statement of Decision
Chapter 980, Statutes of 1984
- Court Audits S :

‘tem 5 Proposed Statément of Decision
Chapter 1284, Statutes of 1985
Homeless Mentally I11

3
C?
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Minutes o 215
Hearing of May 25, 1989

Item 6 Proposed Parameters and Guidelines' Amendment
) Chapter 1, Statutes of 1984, 2nd E.S. - -
Chapter 1118, Statutes of 1987
Health Fee Elimination '

Item 7 Proposed Parameters and Guidelines Amendment
' Chapter B8, Statutes of 1988
Democratic Presidential Delegates

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 bejng 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 A \
Trial Court Delay Reduction Act ' .

Item 16 Test Glaim
-Chapter 841, Statutes of 1982
Patients' Rights Advocates -

© Item 17 Test Claim

" Chapter 921, Statutes of 1987
Countywida Tax Rates

The next item to be heard by the Commission was:

.Ttem 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 §n the

issue of reimbursing a Sthoo] district for the time the district

Superintendent‘spent in, or preparing for, collective bargaining issues.

~
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The Commission then discussed the issue of raimbursing the Superintendent's

~time as a direct cost to the mandated program or as an indirect cost as

required by the federal publications 0ASC-10, and Federal Management Circular
74-4,  Upon conclusion of this discussion, The Commission, staff, and

Ms. Miller, agreed that the Commission could deny this proposed amendment by

‘the Fountain Yalley School District, and Ms. Miller could assist another

district in an attempt to amend the parameters and guidelines to allow
reimbursement of the Superintendent's cost relative to collective bargaining
matters. L g o . )

Member Creighton then inqdired on the issue of'holdfng.co11ective 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
~esult from the use of a substitute teacher, bargaining sessions are sometimes
held outside of normal work hours for practical reasons. Ms. Miller also
stated that-the parameters and guidelines permit reimbursement for five
substitute teachers, - ' - :

Member Martinez moved and Member Buenrostro seconded a motion to adopt-the
“taff 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

Céro1 Miller appeared on behalf of the claimant, Santa Barbara.Unified School

District; Jim Apps and Don Enderton appeared on behalf of the Department of

Tinance, and Rick Knott appeared on behalf of the San Diego Unified School

District.

Carol Miller began the discussion on this matter by stating her abjection to
the Department of Finance raising issues that were already argued in the
parameters and guidelines hearings for this mandate, Based on this objection,

M5, 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 districtsﬂdid'not fépOrt'funds that. have
been recejved by them, then the data reported in the survey is suspect.

Therefore, the Department of Finance is not convinced that the cost estimate
oased on the data received by the schools is legitimate. '

-Discussion continued on the validity of the cost estimate and on the figures

presented to the CommisSion-for»its-cuns1deration; 4 '

Member Creighton then made a motion to adoEt sﬁafffs recommendation.’ Membei,

Shuman seconded the motion. The vote on the motion was: Membar Buenrostro,
no; Member Creighton,. aye; Member Martinez, no; Member Shuman, aye; and

~ Chairperson Gould, no. The motion failed,
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© Chairperson Gould made an aiternafive motion that staff,.the Department of

Finance, and the school districts, conduct a pre-hearing conference and agree
on an estimate to be presented to the Conmission at a futire hearing, Member
Buenrastro seconded the motion. The roll call vote on the motion was
unanimous. The motion carried. »

_Item 11 Statewide Cost Estimate

Chapter B15, 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 costs estimate being proposed by the Department of Mental Health's late
fiTing. _ ' o B -

Lynn Whetstone, representing the Department of Mental Health, stated that the
Department ‘agrees with the methodology used by Commission staff to develop the
cost estimate, however, the Department questioned the manner in which
Commission staff extrapolated its 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 $17,280,000.

Member Shuman moved, and Membeyr Martinez seconded a motion to adopt the staff
?rOpOSed statewide cost estimate of $20,000,000 for the 1985-86 through
1989-90 fiscal years. The roll call vote on the motion was unanimous. The
motion carried. ' B o

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 appearéd on behalf of the claimant, County of Placer, and stated

‘agreement with the staff analysis.

There were .no other appearances and no further discussion.

Member Creighton moved approval of the’staff‘tecommendation., Member Shuman
seconded the motion. - The roll call . vote was unanimous. The motian carried.

Item 15 Test Claim

Chapter 670, Statutes of 1987
Assigned Judges

Vicki Wajdak and Pamela Stone appeared on behalf of the claimant, Couniy of
Fresno. Beth Mullen appeared on behalf of the Administrative Office of

-A
-
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the Courts. ’Jim'Apps appeared on behd]f of the Department oF'Fihance. Allan
Burdick appeared on behalf of the County Supervisors Association of ’

~California. Pamela Stone restatéd the claimant's position that the revenue
Tosses due to this statute were actually increased costs because Fresno is now

~equiréd to compensate its part-time justice court. judges for work perfarmed
or-another county while on assignment. Beth Mullen stated her opposition te
this 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 hy the parties andfthe Commission regarding the
zoplicability of the Supreme Court's decisjions in County of Los Angeles and
Lucia Mar. Chairperson Gould asked Commission. CounseT Gary Hori whether this

. statute Tmposed a new program and higher level of service as contemplated by
- these two decisions. Mr. Hori stated that it did meet the definition of new

vrogram and higher Tevel of service as contemplated by the Supreme Court.

 vember Creighton moved to adopt the staff recommendation to find a mandate on

counties whose part-time justice court judge is assigned within the home
county. Member Shuman seconded the motion. The roll call ‘vote was -

. unanimous. The motion carried.

Ttem 18 Test Claim o
’ Chapter 1247, Statutes of 1977
Chapter 797, Statutes of 1980
,Cha?ter 1373, Statutes of 1980
Public Law 99-372
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.
Yember Creighton stated that he had not had an opportunity to review the late
*11ing and inquired on whether the ¢laim should be heard at this hearing.
Staff informed Member Craighton and Member Buenrostro that fn reviewing the .
filing before this jtem was called, the f11ing appeared to be simmary of the
~*aimant's position on the staff analysis, and that.-there appeared to be no
"ason 1o continue the item. o ' '

“Mr. Parker stated that Commission staff had misstafed 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
“zes. Mr. Parker stated that because state legislation has codified the .

federal Education of the Handicapped Act, school districts are subject to the

- provisions of Public Law 94-142 and Public Law 99-372. Member Buenrostro then

inquired 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 hofrcomfortab1e discussing this -

Tssue, and further. noted that it appeared that Mr, Parker was basing his

“reasoning for finding P.L. 99-372 to be a state mandated program, on the Board

of Gontrol's finding that Chapter 1247, Statutes of 1977, and Chapter 797,
Statutes of 1980, were a state mandated program. Staff noted that Board of
Control's finding is currently the subject of the 1itigation in Huff v.

Commission on State Mandates (Sacramento County Superior Court Cize Na.

. 39¢295]),

~

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 jtems on the agenda, Cha1rper§on Gould édjourhed thg hearing
at 11:45 a.m, - o : o .
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~ Page 1Decument Name untltled

T ' - o/{q-)_
- LRSF080‘ N DIVISION OF ACCOUNTING AND REPORTING i 05/12/03 R ﬁ/ -
9 R BUREAU OF LOCAL REIMBURSEMENTS -~ 15 01:36 B ' )

_ PAYMENTS FOR A CLAIM/ PAYEE/ PROGRAM/ FISCAL YEAR

PAYEE-NBR: S1 9335 PAYEE NAME: PASADENA AREA COMM COL DIST PGM NBR: . 29
CH NBR: 6870-295-0001-1999 PGM HEALTH FEE ELIMINATION CH 1/84 FY: 1999/2000 -
TOT FYTD PAID AMT: 83 464 00 BAL DUE.CLM: ~.00. PGM TYPE: MAN

FNL APRVD CLM AMT .00 BAL DUE ST ' .00 1ST TIME PGM: N

CLTYP PMT TYP MAN PAY DT FILED CLAIM AMT - ADJUSTMENT AMT .
APPROVED AMT  FNL APRVD AMT = PRO PCT ~AMT BEFORE AR BAL DUE CLAIM
AR OFFSET AMT ~ WARRANT AMT ISSUE DATE CLAIM SCHED NBR -

A AO3 N 01/16/2001  83,464.00 00
83,464.00 . 57,365.00 1.00000000 ~ 57,365.00 .00
.00  57,365.00 08/01/2001 MA10501A

E EO1 N 01/18/2000  84,641.00 .00 |
84,641.00  84,641.00 .30835184  26,099.00  58,542.00
S 00 26,099.00 03/09/2000 MASOST6E

Dr c)82051 Last page

PAYEE NBR $19335 PGM NBR 29 FY: 1999/2000 : ,
PF10= CLMS FORAPGM/FY PF11= WARRANT INFORMATION PF9= INTE_REST PAY INFO

O e dee )&wy(ﬂw{/ %X 4%/
e Ao Y
Wﬁ@w// ﬁa@ yza

3L

Date: 05/12/2003 Time: 3:02:03 PM . |
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..P'_ag‘e: 1,}Docunient Namé'—'uhti'tled '

Cledds L

- S , Al = »
-LRSF080 ~ DIVISION OF ACCOUNTING AND REPORTING . 05/12/03 ) SR
P o BUREAU OF LOCAL REIMBURSEMENTS ' 15:02:32 -

‘ PAYMENTS FOR A CLAIM/ PAYEE/ PROGRAM/ FISCAL YEAR

-. PAYEE NBR S19335 PAYEE NAME PASADENA AREA COMM COL DIST PGM NBR 29

,, ——~~\,

TOT FYTD PAID AMT <T9770 00 BAL DUE CLM 256, 148 00 PGM TYPE MAN -
'FNL APRVD CLM AMT:  256,148.00 BAL DUE ST: - .00 1ST TIME PGM: N ~

CLTYP PMT TYP MAN PAY DT FILED ; CLAIM AMT ADJUSTMENT AMT - -
- APPROVED AMT  FNL APRVD AMT PRO PCT - AMT BEFORE AR  BAL DUE CLAIM
AR OFFSET AMT WARRANT AMT ISSUE DATE CLAIM SCHED NBR |

E  EO1 N 01/16/2001 66,,_771.00 - .00
66 771.00 ~ 66,771. 00 .28860275 19,270.00  47,501.00
.00- 19, 270. 00 03/ 08/ 2001  MAOO514E

DC982051 Last page..

PAYEE NBR 519335 PGM NBR: 29 FY: 2000/2001
"k 10= CLMS FOR: A PGM/FY PF11= WARRANT INFORMATION - PF9= INTEREST PAY INFO

ﬂ/}wm | | /&Wﬂ“‘% $/7&270

Wéj@uc/ j/z 370
o : /f N

Date: 05/12/2003 Time: 3:03:28 PM
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STEVE WESTLY
Qalifornia State Qontroller
May 19, 2003
Peter Hardash
Vice President, Administrative Services
Pasadena Area CCD

1570 East Colorado Boulevard
Pasadena, California 91106

Dear Mr.Hardash:

This letter is to confirm that the State Controller’s Office has scheduled an audit of the
Pasadena Area CCD’s legislative mandated Health Fee Elimination program, Chapter 1,
Statutes of 1984, and Chapter 1118, Statutes of 1987, for the period of July 1, 1999 through
June 30, 2002. The entrance conference has been scheduled for Wednesday, May 21, 2003,
at 2 p.m. The meeting will be held at the above address.

Our audit will include a review of your department’s internal controls as well as program
revenue and expenditures. At the time of the entrance conference, please have available for

examination your copy of claims and all supporting working papers and documents for the
audit period. '

In addition, we will need copies of the district’s Comprehensive Annual Financial Report,
and any report of independent or internal audits performed for the audit period. This would
include any single audit performed in accordance with OMB Circular A-133. Please refer
to the attached additional records request.

Our examination will be conducted in accordance with generally accepted government
auditing standards. We would appreciate your office furnishing reasonable working
accommodations, and making the necessary records available to our audit staff in a timely
manner.

MAILING ADDRESS P.O. Box 942850, Sacramento, CA 94250-5874
SACRAMENTO 300 Capitol Mall, Suite 518, Sacramento, CA 95814 (916) 324-8907
- LOS ANGELES 600 Corporate Pointe, Suite 1000, Culver City, CA 90230 (310) 342-5656
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Mr. Peter Hardash -2- May 19, 2003
[/) };”/\ 15
v

If you have any questions, please contact me at (310) 342-5639.

Sincerely,
9 y

s

R

‘w7 Art Luna

Audit Manager
Compliance Audits Bureau
Division of Audits

LA:kr
Attachment-Records Request

cc. James L. Robbins
Maximus
Jim L. Spano, Chief
Compliance Audits Bureau
Division of Audits
Janny Chan, Auditor
Division of Audits
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Mr. Peter Hardash -3- May 19, 2003
(/
Pasadena Are CCD
Health Fee Elimination Program
Records Request Based on Preliminary Review
July 1, 1999 through June 30, 2002
1. Organizational chart
2. Chart of accounts
3. General Ledger accounts supporting disbursements

4. Policy and procedure manuals for the Health Fee Elimination Program

5. Detailed supporting documents for the claimed costs.
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DISTRICT’S
INCORRECT REDUCTION CLAIM
FILED WITH THE

COMMISSION ON STATE
MANDATES

ON JULY 3, 2006
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. SACRAMENTO, CA 95814

STATE OF CALIFORNIA v ARNOLD SCHWARZENEGGER, Governor

COMMISSION ON STATE MANDATES
980 NINTH STREET, SUITE 300

{ ONE: (916) 323-3562
v AX: (916) 445-0278
E-mail: csminfo@csm.ca.gov

July 13, 2006

Mr. Keith B. Petersen Ms. Ginny Brummels

SixTen and Associates Division of Accounting and Reporting
5252 Balboa Avenue, Suite 807 State Controller’s Office

San Diego, CA 92117 3301 C Street, Suite 501

Sacramento, CA 95816

Re:  Incorrect Reduction Claim
Health Fee Elimination, 06-4206-1-13
Pasadena Area Community College District, Claimant
Education Code Section 76355
Statutes 1984, Chapter I, 2nd E.S.; Statutes 1987, Chapter 1118
Fiscal Years 1999-2000, 2000-2001, and 2001-2002

Dear Mr. Petersen and Ms. Brummels:

On July 3, 2006, the Pasadena Area 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 1999-2000, 2000-2001, and 2001-2002. Commission 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 knowledge,
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.

89




Public Hearing and Staff Analysis. The public hearing on this claim will be scheduled after
the record closes. A staff analysis will be issued on the IRC at least eight weeks prior to the
public hearing.

Dismissal of Incorrect Reduction Claims. Under section 1188.31 of the Commission’s
regulations, IRCs may be dismissed if postponed or placed on inactive status by the claimant for
more than one year. Prior to dismissing a claim, the Commission will provide 60 days notice
and opportunity for the claimant to be heard on the proposed dismissal.

Please contact Victoria Soriano at (916) 323-8213 if you have any questions.

Sincerely, :
NANCY PATTON
Assistant Executive Director

Enclosure:  Incorrect Reduction Claim Filing - (SCO only)

J:mandates/IRC/2006/4206-1-13/completeltr
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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

PASADENA AREA COMMUNITY COLLEGE DISTRICT

Contact Person Telephone Number

Keith B. Petersen, President Voice: 858-514-8605
SixTen and Associates Fax: 858-514-8645

5252 Balboa Avenue, Suite 807 E-mail: Kbpsixten@aol.com
San Diego, CA 92117

Address

Peter Hardash, Vice-President Administrative Services
Pasadena Area Community College District

1570 East Colorado Bivd.

Pasadena, CA 91106-2003

Representative Organization to be Notified Telephone Number

Robert Miyashiro, Consultant, Education Mandated Cost Network Voice: 916-446-7517

¢/o0 School Services of California Fax: 916-446-2011

1121 L Street, Suite 1060 E-mail: robertm@SSCal.com

Sacramento, CA 95814

This claim alieges 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

HEALTH FEE ELIMINATION Chapter 1, Statutes of 1984, 2nd E.S. Education Code Section 76355
Chapter 1118, Statutes of 1987

Fiscél Year Amount of the Incorrect Reduction
1999-00 $83,464
2000-01 $107,550
2001-02 $184,927
Total Amount $375,941

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

Name and Title of Authorized Representative Telephone No.

Peter Hardash, Vice-President Administrative Services Voice: 626-585-7258
Fax: 626-585-7968
E-Mail: pihardash@pasadena.eduy

Date

June 2% 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:
No. CSM

Chapter 1, Statutes of 1984, 2nd E.S.
Chapter 1118, Statutes of 1987
PASADENA AREA
Community College District, Education Code Section 76355
Health Fee Elimination
Claimant.
Annual Reimbursement Claims:

Fiscal Year 1999-00
Fiscal Year 2000-01

)
)
)
)
)
)
)
)
)
)
)
)
)
) Fiscal Year 2001-02
)

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.” Pasadena Area Community College District
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Incorrect Reduction Claim of Pasadena Area Community College District
1/84; 1118/87 Health Fee Elimination

(hereatfter “District”) is a school district as defined in Government Code Section 17519.
Title 2, CCR, Section 1185 (a), requires the claimant to file an incorrect reduction claim
with the Commission.

This incorrect reduction claim is timely filed. Title 2, CCR, Section 1185 (b),
requires incorrect reduction claims to be filed no later than three years following the
date of the Controller’s remittance advice notifying the claimant of a reduction. A
Controller’s audit report dated March 17, 2004, has been issued. The audit report
constitutes a demand for repayment and adjudication of the claims. On July 20, 2004,
the Controller issued “results of review letters” reporting the audit results for the FY
1999-00, FY 2000-01 and FY 2001-02 claims, and demanding payment of amounts due
to the state.

There is no alternative dispute resolution process available from the Controller’s
office. In response to an audit issued March 10, 2004, Foothill-De Anza Community
College attempted to utilize the informal audit review process established by the
Controller to resolve factual disputes. Foothill-De Anza was notified by the Controller's
legal counsel by letter of July 15, 2004 (attached as Exhibit “A”), that the Controller’s
informal audit review process was not available for mandate audits and that the proper
forum was the Commission on State Mandates.

PART Il. SUMMARY OF THE CLAIM
The Controller conducted a field audit of the District's annual reimbursement

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

2
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Program (Chapter 1, Statutes of 1984, 2™ Extraordinary Session and Chapter 1118,
Statutes of 1987) for the period of July 1, 1999 through June 30, 2002. As a result of

the audit, the Controller determined that $375,941 of the claimed costs are

unallowable:
Fiscal Amount Audit SCO Amount Due
Year Claimed Adjustment Payments <State> District

1999-00 $83,464 $83,464 $83,464 <83,464>
2000-01 $275, 418 $107,550 $19,270 $148,598
2001-02 $319,578 $184,927 $46,709 $87.942

Totals $678,460 $375941  $149,443  $153,067
Since the District has been paid $149,443 for these claims, the audit report concludes
that a remaining amount of $153,067 will be paid by the State. The July 20, 2004
results and review letters state that “the balance due will be forthcoming when
additional funds are made available.”

PART Ili. PREVIOUS INCORRECT REDUCTION CLAIMS

The District has not filed any previous incorrect reduction claims for this
mandate program. The District is not aware of any other incorrect reduction claims
having been adjudicated on the specific issues or subject matter raised by this incorrect
reduction claim.

PART IV. BASIS FOR REIMBURSEMENT

1. Mandate Legislation

Chapter 1, Statutes of 1984, 2™ Extraordinary Session, repealed Education
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Code Section 72246 which had authorized community coliege districts to charge a
student health services fee for the purpose of providing student health supervision and
services, direct and indirect medical and hospitalization services, and operation of
student health centers. This statute also required the scope of student health services
for which a community college district charged a fee during the 1983-84 fiscal year be
maintained at that level thereafter. The provisions of this statute were to automatically
repeal on December 31, 1987.

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

Chapter 8, Statutes of 1993, Section 29, repealed Education Code Section
72246, effective April 15, 1993. Chapter 8, Statutes of 1993, Section 34, added

Education Code Section 76355, containing substantially the same provisions as former

' 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 doliars ($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

4
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Section 72246, effective April 15, 1993.

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
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 Tltle 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 heaith 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 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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2. Test Claim

On December 2, 1985, Rio Hondo Community College District filed a test claim
alleging that Chapter 1, Statutes of 1984, 2™ Extraordinary Session, by eliminating the
authority to levy a fee and by requiring a maintenance of effort, mandated increased
costs by mandating a new program or the higher level of service of an existing program
within the meaning of California Constitution Article Xlil B, Section 6.

On November 20, 1986, the Commission on State Mandates determined that
Chapter 1, Statutes of 1984, 2™ Extraordinary Session, imposed a new program upon
community college districts by requiring any community college district, which provided
student health services for which it was authorized to charge a fee pursuant to former
Section 72246 in the 1983-1984 fiscal year, to maintain student health services at that
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
that Chapter 1118, Statutes of 1987, amended this maintenance of effort requirement to
apply to all community college districts which provided student health services in fiscal
year 1986-1987 and required them to maintain that level of student health services in
fiscal year 1987-1988 and earch fiscal year thereafter.

3. Parameters and Guidelines

On August 27, 1987, the original parameters and guidelines were adopted. On
May 25, 1989, those parameters and guidelines were amended. A copy of the

parameters and guidelines, as amended on May 25, 1989, is attached as Exhibit “B.”

6
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So far as is relevant to the issues presented below, the parameters and guidelines

state:

ova

VI,

VIl

Vil

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.

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....

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. ...
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4. Claiming Instructions

The Controlier has frequently revised claiming instructions for the Health Fee
Elimination mandate. A copy of the September 1997 revision of the claiming
instructions is attached as Exhibit “C.” The September 1997 claiming instructions are
believed to be, for the purposes and scope of this incorrect reduction claim,
substantially similar to the version extant at the time the claims which are the subject of
this incorrect reduction claim were filed. However, since the Controlier's claim forms
and instructions have not been adopted as regulations, they have no force of law, and,
therefore, have no effect on the outcome of this incorrect reduction claim.

PART V. STATE CONTROLLER CLAIM ADJUDICATION

The Controller conducted an audit of the District's annual reimbursement claims
for Fiscal Years 1999-00, 2000-01, and 2001-02. The audit concluded that 45% of the
District’s costs, as claimed, are allowable. A copy of the March 17, 2004-audit report
and is attached as Exhibit “D.”

VI. CLAIMANT’S RESPONSE TO THE STATE CONTROLLER

By letter dated January 21, 2004, the Controller transmitted a copy of its draft
audit report. By phone call on February 17, 2004, the District stated it would not be
providing a written response to the draft audit report. The Controlier then issued its final
audit report without change to the adjustments as stated in the draft audit report.

/
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PART VIl. STATEMENT OF THE ISSUES

.Finding 1: Overstated indirect cost claimed

The Controller asserts that the District overstated its indirect cost rates and
costs in the amount of $157,273 for FY 2000-01 and FY 2001-2002. For FY 1999-00,
the Controller states that the District correctly used a “federally approved” rate of 30%.
The audit reports states “that community college districts have the option of using a
federally approved rate prepared in accordance with Office of Management and Budget
(OMB) Circular A-21 or the alternative methodology using Form FAM-29C.” The
Controller insists that the District should have used the same federally approved rate of
30% for FY 2000-01 and FY 2001-02, since the District did not Qse the alternative SCO
Form FAM-29C method.
Federal Approval

Contrary to the Controller’s ministerial preferences, there is no requirement in
law that the claimant’s indirect cost rate must be “federally” approved, and neither the
Commission nor the Controller has ever specified the federal agencies which have the
authority to approve indirect cost rates. There is no “federal” basis to disallow the use
of the reported indirect cost rates for FY 2000-01 and FY 2001-02. The federal
government has jurisdiction over federal awards, which mandates are not. Claimants
are subject to whatever state law exists for mandate reimbursement, not federal award
cost accounting.

/
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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. 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. 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 guidelines does not change “may” into a .
“shall.” Since the Controller's claiming instructions were never adopted as law, or
regulations pursuant to the Administrative Procedure Act, the claiming instructions are
merely é statement of the ministerial interests of the Controller and not law.
CCFS-311
In fact, both the District's method and the Controller’s FAM-ZQC method utilize the
same source document, the CCFS-311 annual financial and budget report required by
the state. The difference in the claimed and audited methods is the determination of
which of those cost elements are direct costs and which are indirect costs, 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
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reasonableness of the costs allocation assumptions made for the method used.

Unreasonable or Excessive

Government Code Section 17561(d)(2) requires the Controller to pay claims,
provided that the Controller may audit the records of ény 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 autharized 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. The OMB
A-21 cost accounting methods are not the intellectual property of the federal
government and can be competently utilized by claimants to generate a reasonable
indirect cost rate without the need for federal approval.

Neither state law nor the parameters and guidelines made 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 District’s calculation is unreasonable, not to recalculate the rate
according to its unenforceable ministerial preferences. Therefore, the Controller made
no determination as to whether the method used by the District was unreasonable, but,

merely substituted its FAM-29C method for the method reported by the District. The
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substitution of the FAM-29C method is an arbitrary choice of the Controlier, not a
“finding” enforceable either‘ by fact or law. The Controller's adjustment of the District's
indirect cost rate should be withdrawn, since no legal or factual basis has been shown
to disallow the indirect cost fate calcuiation used by the District.
Finding 2: Offsetting health fees understated

The Controller adjusted the reported enroliment and number of students subject
to payment of the health services fee which resulted in a total adjustment of $287,865

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 ... " Thereis 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.”

Parameters and Guidelines

This Controller states that the “Parameters and Guidelines specifies that any
offsetting savings or reimbursements received must be identified and deducted.” The

parameters and guidelines actually state:

12
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‘Any offsetting savings that the claimant experiences as a direct resulit 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)?.”

In order for a district to “experience” these “offsetting savings” a district must actually
have collected these fees. Student health services fees actually collected must be
used to offset costs, but not student 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

Nor can the Controller rely 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 of 1984, 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 resuit 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 language which describes the

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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legal effect of fees collected.

- Government Code Section 17556

Nor can the Controller rely upon Government Code Section 17556 for the
conclusion that there are no claimable costs mandated by the State where the
claimants have the authority to collect a service fee. Government Code Section 17556
as last amended by Chapter 589, Statutes of 1989 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. ..”

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.

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
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amount “collectible” will never equal actual revenues collected due to changes in
student BOGG eligibility, bad debt accounts, and refunds.

Because districts are not required to coliect 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, which the District has doné for this incorrect reduction claim. Therefore,
student health fees are merely collectible, they are not mandatory, and it is
inappropriate to reduce claim amounts by revenues not received.

Enroliment and Exempted Student Statistics

It is our understanding that the Controller adjusted the reported total student
enroliment and reported number of exempt students based on data available from the
office of the Chancellor of the Community Colieges. 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. The Controller does not indicate how and why its
determination of “actual” student counts is any more “actual’ than the amount reported

on the claims.
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Amounts Paid By The State
This issue was not an audit finding. The payment received from the state is an
integral part of the reimbursement calculation. The Controller changed the FY 1999-00

and FY 2000-01 claim payment amount received from the state without a finding in the

audit report.

Fiscal Year of Claim
Amount Paid by the State 1999-00 2000-01 2001-02
As Claimed | $0 $0 $ 46,709
As Audited $83,464 $19,270 $ 46,709

The propriety of these adjustments cannot be determined until the Controlier 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
1999-00 and FY 2000-01 claims are beyond the statute of limitations for audit when

the Controller issued its audit report on March 17, 2004.

Chronology of Claim Action Dates

January 10, 2001 FY 1999-00 claim filed by the District
December 20, 2001 FY 2000-01 claim filed by the District
December 31, 2003 FY 1999-00 and FY 2000-01 statute of limitations for audit
expires
~ March 17, 2004 Controller’s final audit report issued
16
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The District’s FY 1999-00 claim was mailed to the Controller on January 10,
2001. The District’s FY 2000-01 claim was mailed to the Controller on December 20,
2001. According to Government Code Section 17558.5 these claims are subject to
audit no later than December 31, 2003. The Audit report was issued March 17, 2004.
Therefore the audit adjustments for FY 1999-00 and FY 2000-01 are barred by the
statue of limitations.

Statutory History

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

‘(@) 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

four 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.”
Thus, there are two standards. A funded claim is “subject to audit” for four years after
the end of the calendar year in which the claim was filed. An “unfunded” claim must
have its audit “initiated” within four years of first payment.

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

replaced Section 17558.5, changing only the period of limitations:

17
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‘(&) 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.”

The FY 1999-00 and FY 2000-01 annual claims are subject to the two-year statute of
limitations established by Chapter 945, Statutes of 1995. Since funds were
appropriated for the program for all the fiscal years which are the subject of the audit,
the alternative measurement date is not applicable, and the potential factual issue of
when the audit is initiated is not relevant. The FY 1999-00 and FY 2000-01 claims
were no longer subject to audit when the audit report was issued on March 17, 2004.

Statutes of 2002, Chapter 1128, Section 14.5, operative January 1, 2003
amended Section 17558.5 to state:

“(a) Areimbursement 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 end-ef the-calendar-yearin-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.”

The FY 2001-2002 claim is subject to this amended version of Section 17558.5,
and was still subject to audit at the time the audit report was released. The amendment
is pertinent since it indicates this is the first time that the factual issues of the date the
audit is “initiated” for mandate programs for which funds are appropriated is introduced.

This also means that at the time the claim is filed, it is impossible for the claimant to
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know when the statute of limitations will expire, which is contrary to the purpose of a
statute of limitations.

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 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.”

None of the fiscal period claims which are the subject of the audit are subject to
this amended version of Section 17558.5. The amendment is pertinent since it
indicates this is the first time that the Controller audits may be completed ét a time
other than the stated period of limitations.

Clearly, the Controller did not complete the audit of FY 1999-00 and FY 2000-01
within the statutory time period allowed. The audit findings and reductions are therefore
void for those two years.

PART VIil. RELIEF REQUESTED

The District filed its annual reimbursement claims within the time limits
prescribed by the Government Code. The amounts claimed by the District for
reimbursement of the costs of implementing the program imposed by Chapter 1,

Statutes of 1984, 2nd E.S., Chapter 1118, Statutes of 1987, and Education Code
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Section 76355 represent the actual costs incurred by the District to carry out this
program. These costs were properly claimed pursuant to the Commission’s parameters
and guidelines. Reimbursement of these costs is required under Article XIIIB, Section
6 of the California Constitution. The Controller denied reimbursement without any
basis in law or fact. The District has met its burden of going forward on this claim by
complying with the requirements of Section 1185, Title 2, California Code of
Regulations. Because the Controller has enforced and is seeking to enforce these
adjustments without benefit of statute or regulation, the burden of proof is now upon the
Controller to establish a legal basis for its actions.

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
jurisdictional issue raised in this claim, and order the Controller to correct its audit
report findings therefrom.

/

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

PART IX. CERTIFICATION
By my signature below, | 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.

Executed/qn.J ne Z&'f 2096, at Pasadena, California, by

P /
ol A
Peter Hardash, Vicé*President Administrative Services
Pasadena Area Community College District
1570 East Colorado Bivd.
Pasadena, CA 91106-2003
Voice: 626-585-7258
Fax: 626-585-7968
E-Mail: pjhardash@pasadena.edu

APPO]NTMENT OF REPRESENTATIVE
Pasadena Area Community College District appoints Keith B. Petersen, SixTen

and Ay its reprigentative for this incorrect reduction claim.
LTS s,

Peter Hardash, Yice-President Date ~ 7
Pasadena Area Community Coilege District

Attachments:

Exhibit “A” SCO Legal Counsel’s Letter of June 15, 2004

Exhibit “B” Parameters and Guidelines as amended May 25, 1989
Exhibit “C” Controller's Claiming Instructions September 1997
Exhibit “D” SCO Audit Report date March 17, 2004
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¥ RECEWED
[ Moo |

STEVE WESTLY BUSINESS 878 7 0ES
California State Controller

July 15, 2004

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 reso]utlon other than a judicial proceeding, is available.

The proper forum for resolvmg 1ssues involving mandated cost programs is through the
incorrect reduction process through the Commission on State Mandates. As such, this
office w111 not be scheduling an mformal conference for this matter.

However, in hght 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.

Chief Counsel

RIC/st

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

00 Canital Mall Snite 1850 Qnrmmpntn CA 0314 & PO Rox 947850 Racramentn (TA 947250
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Adopted: 8/27/87
Amended: 5/25/89

I.

II.

III.

PARAMETERS AND GUIDELINES
Chapter 1, Statutes of 1984, 2nd E.S. .
Chapter 1118, Statutes of 1987
Health Fee Elimination

SUMMARY OF "MANDATE

Chapter 1, Statutes of 1984, 2nd E.S. repealed Education Code Section
72246 which had authorized community college districts to charge a
health fee for the purpose of 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 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.

COMMISSION ON STATE MANDATES' 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 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 majntdin health services at the Jevel 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.

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

duly 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 defined 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 17561(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 Activitiqsf,;

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
Qutside 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. /A11ergy
Gyn/Pregnancy Service
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 I11nesses)
Recheck Minor Injury

HEALTH TALKS OR FAIRS - INFORMATION
Sexually Transmitted Disease
Drugs
Aids
Child Abuse o
Birth Control/Family Plafning.
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
Information
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INSURANCE
On Campus Accident
Voluntary ,
Insurance Inquiry/Claim Administration

LABORATORY TESTS DONE
Inquiry/Interpretation
Pap Smears

PHYSICALS
‘Employees
Students
Athletes

MEDICATIONS (dispensed OTC for misc. illnesses)
Antacids
Antidiarrhial
Antihistamines
Aspirin, Tylenol, etc.
Skin rash preparations
Misc. '
Eye drops
Ear drops
Toothache - 011 cloves
Stingkill
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 o
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

Gl ucometer

Urinalysis
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Hemoglobin
E.K.G.

Strep A testing
P.G. testing
Monospot
Hemacult

Misc.

MISCELLANEQUS
Absence Excuses/PE Waiver
Allergy Injections
Bandaids
BookTets/Pamphlets
Dressing Change
Rest
Suture Removal
Temperature
Weigh
Misc.
Information
Report/Form
Wart Removal

COMMITTEES
Safety
Environmental
‘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

ADULT CHILDREN OF ALCOHOLICS GROUP

WORKSHOPS
Test Anxiety
Stress Management
Communication Skills
Weight Loss
Assertiveness Skills
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VI.

VII.

CLAIM PREPARATION

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

A. Descriptioh of Activity

1.

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

. Show the total number of full-time students enrolled in the summer

program.

. Show the total number of part-time students enroiled per

semester/quarter.

. 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.

. 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.

. AlTowable Overhead Cost

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

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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VIII.

IX.

0350d

-7 -

Tess 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.

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.

REQUIRED CERTIFICATION

The following certification must accompany the claim:
I DO HEREBY CERTIFY under penalty of perjury:
THAT the foregbing is true and correct:

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

and

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

Signature of Authorized Répresentative 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 1884, 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 staiute aiso required community college districts that charged
a fee in the 1883/84 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, 1887, 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 coliege 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 incuring 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 scheduie
"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 fiscal 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 uniess such a claim exceeds $200 per program per fiscal year.

5. Filing Deadiine

(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 with 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 will 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 following fiscal year regardiess
whether the payment was more or fess than the actual costs. If the iocal agency
fails to file a reimbursement claim, monies received must be retumed to the
State. If no estimated claim was filed, the local agency may file a reimbursement

Revised 9/97 Chapters 1/84 and 1118/87, Page 1 of 3
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School Mandated Cost Manual State Controller's Office

claim detailing the actual costs incumed 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
Controlier's Office and postmarked by November 30 following the fiscal year in which
costs were incurred. If the claim is filed after the deadiine 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 1897, 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
Deftator (IPD) for the state and local government purchase of goods and services.
Whenever the IPD calculates an increase of one doliar ($1) above the existing amount, the
fees may be increased by one dollar ($1).

7. Reimbursement Limitations

A. Ifthe level at which 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 locai costs are claimed.

8. Claiming Forms and Instructions

The diagram "lllustration 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 Controlier'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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State Controller's Office School Mandated Cost Manual
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 aliowable increased costs an individual college of
the community college district has incumred to comply with the state mandate. The
level of heaith services reported on this form must be supported by official financial
records of the community coliege district. A copy of the document must be submitted
with the claim. The amount shown on line (13) of this form is carmied 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 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 Payment
This form contains a certification that must be signed by an authorized representative

of the local agency. All applicable informatiory from form HFE-1.0 and HFE 1.1 must
be carried forward to this form for the State Controller's Office to process the claim for

payment.
liustration of Claim Forms
Form HFE-2
Forms HFE-1.1, Claim Summary
Health
Services
Complete a separate form HFE-1.1 for each
college for which costs are claimed by the
community coliege district. |
Form HFE-1.1
Component/
Activity
Cost Detail
Form HFE-1.0
Claim Summary

!

FAM-27
Claim
for Payment

Revised 9/97 Chapters 1/84 and 1118/87, Page 3 of 3
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State Controller's Office

CLAIM FOR PAYMENT
Pursuant to Government Code Section 17561

HEALTH FEE ELIMINATION

School Mandated Cost Manual

(19) Program Number 00029
(20) Date Filed / /

(21 LRSInput ___ /[

Mmoo P

mamx

(01) Claimant Identification Number

Reimbursement Claim Data

(02) Claimant Name (22) HFE-1.0,(04)(b)
County of Location 23
Street Address or P.O. Box Suite 24)
City State Zio Code / (25)
Type of Claim ‘Estimated Claim Reimbursement Claim | (26)
(03) Estimated [] |w9) Reimbursement [] |e@n
(04) Combined (1 |¢0) Combined )
(05) Amended 1 {41 Amended O e
Fiscal Year of Cost s 20 _J20__ |62 20 /20 (30)
Total Claimed Amount | (07) {13) JRED)
Less: 10% Late Penalty, not to exceed $1,000 (14) (32)
Less: Prior Claim Payment Received (15) (33)
Net Claimed Amount (16) (34)
Due to Claimant (08) (17) (35)
Due to State (36)

(37) CERTIFICATION OF CLAIM

In accordance with the provisions of Government Code § 17561, I certify that | am-the officer authorized by the iocal 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 | have not violated any of the provisions of Government Code Sections 1090 to 1096, inciusive.

| further certify that there was no application other than from the claimant, norany grant or payment received, for reimbursement of
costs claimed herein; and such costs are for a new program or increased ievel 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

(38) Name of Contact Person for Claim j
Telephone Number  ( ) - Ext.

E-Mail Address

Form FAM-27 (Revised 9/01)
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HEALTH FEE ELIMINATION

FORM
Certification Claim Form
. FAM-27
instructions

(01) Leave biank.

(02) A set of mailing labels with the claimant's 1.D. number and address was 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 county of iocation and a person's name. If you did not receive labels, print or type your agency's mailing address.

(03) If filing an original estimated claim, enter an "X" in the box on line (03) Estimated.

(04) If filing an original estimated claim on behalf of districts within the county, enter an "X" in the box on line (04) Combined.

(05) If filing an amended or combined claim, enter an "X" in the box on line (05) Amended. Leave boxes (03) and (04) blank.

(06) Enter the fiscal year in which costs are to be incurred.

(07) Enter the amount of estimated claim. if the estimate exceeds the previous year's actual costs by more than 10%, compiete form
HFE-1.0 and enter the amount from line (04)(b).

(08) Enter the same amount as shown on line (07).

(09) If filing an originai reimbursement claim, enter an "X" in the box on iine {(09) Reimbursement.

(10) if filing an original reimbursement claim on behalf of districts within the county, enter an "X" in the box on line (10) Combined.

(11 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.

(12) Enter the fiscal year for which actual costs are being claimed. If actual costs for more than one fiscal year are being claimed,
complete a separate form FAM-27 for each fiscal year.

(13) Enter the amount of reimbursement claim from form HFE-1.0, line (04)(b).

(14) 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. . -

(15) 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.

(16) Enter the result of subtracting line (14) and line (15) from line (13).

(17) If line (16) Net Claimed Amount is positive, enter that amount on line (17) Due from State.

(18) 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) Reimbursement Claim Data. Bring forward the cost information as specified on the left-hand column of lines (22) through (36) for
the reimbursement claim, e.g., HFE-1.0, (04)(b), means the information is located on form HFE-1.0, iine (04), column (b). Enter
the information on the same line but in the right-hand column, Cost information should be rounded to the nearest dollar, i.e., no
cents. Indirect costs percentage shouid be shown as a whole number and without the percent symbot, i.e., 7.548% should be
shown as 8. Compietion of this data block will expedite the payment process.

(37) 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 fitle, typed or printed. Claims cannot be paid uniess accompanied by a signed
certification.

(38) Enter the 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 F AM-27 WITH ALL OTHER FORMS AND SUPPORTING DOCUMENTS (NO COPIES
NECESSARY) TO:
Address, if delivered by U.S. Postal Service: Address, if delivered by other delivery service:
OFFICE OF THE STATE CONTROLLER OFFICE OF THE STATE CONTROLLER
ATTN: Local Reimbursements Section ATTN: Local Reimbursements Section
Division of Accounting and Reporting Division of Accounting and Reporting
P.0. Box 942850 3301 C Street, Suite 500
Sacramento, CA 94250 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-.0
CLAIM SUMMARY

{01) Claimant ' (02) Type of Claim Fiscal Year
: Reimbursement |:)
Estimated ] 19 /19

(03) List all the colleges of the community college district identified in form HFE-1.1, line (03)

(@) (b)
Name of Coliege Cilaimed
Amount

ol * @ N

I R

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

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

Revised 9/97 ) Chapters 1/84 and 1118/87
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'HEALTH FEE ELIMINATION FORM
CLAIM SUMMARY HFEE-1.0
Instructions

(01) 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.

(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 information 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 coliege district which have increased costs. A separate forrm HFE-1.1
must be completed for each college showing how costs were derived.,

(04) Enter the total claimed amount of ali colleges by adding the Claimed Amount line (3.1b) + line (3.2b) ..
(3. 21 b).

Chapters 1/84 and 1118/87 Revised 9/97
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MANDATED COSTS FORM
HEALTH FEE ELIMINATION HFE-1.1
CLAIM SUMMARY
(01) Claimant (02) Type of Ciaim Fiscal Year
Reimbursement [ |
Estimated 1 19 M9 _

(03) Name of 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 fiscalyear, If the "Less” box is checked, STOP, do not complete the form. No reimbursement is allowed.

LESS SAME MORE
1 1 1
Direct Cost | indirect Cost Total
(05) Cost of heatth services for the fiscal year of claim
(0B) Cost of providing current fiscal year health services which are in excess of the
level provided in 1986/87
(07) Costof providing current fiscal year health services at the 1986/87 level
|Line (OS) - line (06)]
(08) Complete columns (a) through (g) to provide detail data for health fees
@ (b) (c) (d) (e) ® @
Student Health
. . Number of | Number of | Unit Cost for Full-time Unit Cost for Part-time Fees That
Period for which health | "¢ ime’ | Pattime | Fulltime Student Parttime | Student Could Have
fees were collected Students Students | Studentper | Health Fees | Studentper | Health Fees Been
Educ. Code (a) x (c) Educ. Code Coliected
§ 76355 § 76355 ®) x (&) (d) + ()

1. Perfall semester

2. Perspring semester

3. Persummer session

4. Perfirst quarter

5. Persecond gquarter

6. Perthird quarter

(09) Total health fee that could have been collected

[Line (8.1g) + (8.2g) * .........(8.6g)]

(10) Sub-total

[Line (07) - line (09)]

Cost Reduction

(11) Less: Offsetting Savings, if applicable

(12) Less: Other Reimbursements, if applicable

(13) Total Amount Claimed

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

Revised 9/97
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School Mandated Cost Manual : State Controller's Office

HEALTH FEE ELIMINATION FORM
CLAIM SUMMARY HFE-1.1
instructions

(01)

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

(02)  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. 1f you are filing an estimated claim and the estimate does
nat exceed the previous year's actual costs by 10%, do not complete form HFE-1.1. Simply enter the amount ofthe
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.

(03)  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.

(04)  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.

(05)  Enter the direct cost, indirect cost, and total cost of heaith services for the fiscal year of claim on line (05). Direct
cost of heaith services is identified on the college expenditures repart (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 listing 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 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 Schoois. i

(08)  Enter the direct cost, indirect cost, and total cost of health services that are in excess of the level provided
in the 1986/87 fiscal year.

(07)  Enter the difference of the cost of heaith 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 (08).

{(08)  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 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, $5.00
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. :

(09) Enter the sum of Student Health Fees That Could Have Been Collected, (other than from students who
were exempt from paying health fees) [Line (8.1g) + line (8.2g) + line (8.3g) + line (8.4g) + line (8.5g) +
line (8.69)].

(10)  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.

(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 claim.

(12)  Enter the total other reimbursements received from any source, (i.e., federal, other state programs, efc.,).
Submit a schedule of detailed reimbursements with the ciaim.

(13)  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 1/84 and 1118/87 Revised 9/97
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State Controller's Office ' School Mandated Cost Manual

MANDATED COSTS FORM
HEALTH ELIMINATION FEE HFE-2
HEALTH SERVICES

(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 }@ g’,}
were provided by student health service fees for the indicated fiscal years. 1086/87 | of Claim

Accident Reports

Appointments
Callege Physician, surgeon
Dermatalogy, family practice
Internat 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
Eye/Vision
Dermatology/Allergy
Gynecology/Pregnancy Service
Neuralgic
Orthopedic
Genito/Urinary
Dental
Gastro-Intestinal
Stress Counseling
Crisis Intervention
Child Abuse Reporting and Counseling
Substance Abuse Identification and Counseling
Acquired Immune Deficiency Syndrome
Eating Disorders
Weight Control
Personal Hygiene
Burnout
Other Medical Problems, list

Examinations, minor ilinesses
Recheck Minor Injury

Health Talks or Fairs, information
Sexually Transmitted Disease
Drugs
Acquired immune Deficiency Syndrome

Revised 9/93 Chapter 1/84 and 1118/87, Page %
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State Controller’'s Office School Mandated Cost Manual
MANDATED COSTS FORM

HEALTH ELIMINATION FEE HFE-2
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 services were ,(_53 ,‘f&
provided by student health service fees for the indicated fiscal years. 1986/87 of Ciaim
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
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
Athietes

Medications
Antacids
Antidiarrheal
Aspirin, Tylenol, Etc
Skin Rash Preparations
Eye Drops
Ear Drops
Toaothache, oil cloves
Stingkill
Midol, Menstrual Cramps
Other, list

Parking Cards/Elevator Keys
Tokens
Return Card/Key
Parking Inquiry
Elevator Passes
IL Temporary Handicapped Parking Permits

- Chapter 1/84 and 1118/87, Page 2 Rexvised 9/93
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State Controller’'s Office School Mandated Cost Manual
MANDATED COSTS FORM

HEALTH ELIMINATION FEE HFE-2
HEALTH SERVICES

(01) Claimant: (02) Fiscal Year costs were incurred:

(08) Place an "X"in columns (a) and/or (b}, as applicable, to indicate which health services EY) g’,}
were provided by student health service fees for the indicated fiscal years. 1986/87 | of Claim

Referrals to Outside Agencies
Private Medical Doctor
Health Department
Clinic
Dental
Counseling Centers
Crisis Centers
- Transitional Living Facllities, battered/homeless women
Family Planning Facilities
Other Health Agencies

Tests
Blood Pressure
Hearing
Tubercuiosis
Reading
Information
Vision
Glucometer
Urinalysis
Hemoglabin
EKG
Strep Atesting
PG Testing
Monospot
Hemacult
Others, list

Miscellaneous
Absence Excuses/PE Waiver
Aliergy Injections
Bandaids
Booklets/Pamphiets
Dressing Change
Rest
Suture Removal
Temperature
Weigh
information
Report/Form
Wart Removal
Others, list

Committees
Safety
Environmental
Disaster Planning

Revised 9/93 : Chapter 1/84 and 1118/87, Page 3
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PASADENA AREA
COMMUNITY COLLEGE DISTRICT

Audit Report
HEALTH FEE ELIMINATION PROGRAM

Chapter 1, Statutes of 1984, 2™ Extraordinary Session,
and Chapter 1118, Statutes of 1987

July 1, 1999, through June 30, 2002

B

L Master pe

. STEVE WESTLY

California State Controller

March 2004
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STEVE WESTLY
Qalifornia State Qonteoller

March 17, 2004

James P. Kossler, Ed.D.
Superintendent/President

Pasadena Area Community College District
1570 East Colorado Boulevard
Pasadena, CA 91106

" Dear Dr. Kossler:

'\ The State Controller’s Office has completed an audit of the claims filed by Pasadena Area

- Community College District for costs of the legislatively mandated Health Fee Elimination

Program (Chapter 1, Statutes of 1984, 2" Extraordmary Session, and Chapter 1118, Statutes of

E .1987).for the penod of July 1, 1999, through June 30, 2002.

" The district claimed $678,460 for the mandated program. Our audit disclosed that $302,519 s
-+ allowable and $375,941 is unallowable. The unallowable costs occurred because the district

- claimed unsupported costs and understated claimed revenue offsets. The district was paid
.. $149,443. Allowable costs claimed in excess of the amount paid total $153,076.

L If you have any questions, please contact Jim L. Spano, Chief, Compliance Audits Bureau, at

" (916) 323-5849.

:7‘ . Sincerely,

VINCENT P. BROWN
Chief Operating Officer
VPB:jj

cc: (See page 2)
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* Dr. James P. Kossler -2- March 17, 2004.

cc: Peter Hardash, Vice President
Administrative Services
Pasadena Area Community College District
Odessa Walker, Director
Fiscal Services ‘
Pasadena Area Community College District
Ed Monroe, Program Assistant
Fiscal Accountability Section
- Chancellor’s Office
California Community Colleges
Jeannie Oropeza, Program Budget Manager
Education Systems Unit
. Department of Finance
Charles Pillsbury
School Apportionment Specialist
Department of Finance
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Pasadena Area Community College District

Health Fee Elimination Program
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Pasadena Area Community College District Health Fee Elimination Program

'Audit Report

Summary The State Controller’s Ofﬁce (SCO) has completed an audit of the
: claims filed by the Pasadena Area Community College District for costs
of the Ilegislatively mandated Health Fee Elimination Program
(Chapter 1, Statutes of 1984, 2™ Extraordinary Session, and Chapter
1118, Statutes of 1987) for the period of July 1, 1999, through June 30,
2002. The last day of fieldwork was November 21, 2003.

The district claimed $678,460 for the mandated program. The audit
disclosed that $302,519 is allowable and $375,941 is unallowable. The
unallowable costs occurred because the district claimed unsupported
costs and understated claimed revenue offsets. The district was paid
$149,443. Allowable costs claimed in excess of the amount paid total
- $153,076.

- Background Chapter 1, Statutes of 1984, 2™ Extraordinary Session (E.S.) repealed
T - Education Code Section 72246, which had authorized 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, which would reinstate the community
college district’s authority to charge a health fee as specified. Chapter
1118, Statutes of 1987, amended Education Code Section 72246 to. requlre
any community 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, 2" E.S., imposed a “new
program” upon community college districts by requiring any community
college district that provided health services for which it was-authbrized
to charge a fee pursuant to former Education Code Section 72246 in FY
1983-84 to mamtam 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 services fee in FY 1983-84, regardless of the extent to which the
health services fees collected offset the actual costs of providing health
services at the FY 1983-84 level. On April 27, 1989, the COSM
~-~determined -that -Chapter 1118, -Statutes of 1987, amended this
maintenance of effort requ1rement to apply to all community college
districts that provided health services in FY 1986-87 and required them
‘to maintain that level in FY 1987-88 and each fiscal year thereafter.

Parameters and Guidelines, adopted by the COSM, establishes the state
mandate and defines criteria for reimbursement. In compliance with
Government Code Section 17558, the SCO issues claiming instructions
for each mandate requmng state reimbursement to assist school dlStrICtS
and local agencies in claiming reimbursable costs.

241 Steve Westly » California State Controller 1




- Pa..s'adena Area Cammunitf) Colleye District “ Health Fee Elimination Program

Obj éctive,
Scope, and
'Methodology

“Conclusion

The audit objective was to determine whether costs claimed are
increased costs incurred as a result of the legislatively mandated Health
Fee Elimination Program (Chapter 1, Statutes of 1984, ond E.S., and
Chapter 1118, Statutes of 1987) for the period of July 1, 1999, through
June 30, 2002.

The auditor performed the following procedures:

e Reviewed the costs claimed to determine if they were increased costs
resulting from the mandated program;

e Traced the costs claimed to the supporting documentation to
determine whether the costs were properly supported;

e Confirmed that the costs claimed were not funded by another source;
and

e Reviewed the costs claimed to determine that the costs were not
unreasonable and/or excessive.

The SCO conducted the audit in accordance with Government Auditing
Standards, issued by the Comptroller General of the United States. The
SCO did not audit the district’s financial statements. The scope was
limited to planning and performing audit procedures necessary to obtain
reasonable assuranceé concerning the "allowability of expenditures
claimed for reimbursement. Accordingly, transactions were examined,
on a test basis, to determine whether the amounts claimed for
reimbursement were supported. '

Review of the district’s internal controls was limited to gaining an
understanding of the transaction flow and claim preparation process as
necessary to develop appropriate auditing procedures. '

The 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 Pasadena Area Community College District

claimed $678,460 for costs of the legislatively mandated Health Fee |
Elimination Program. The audit disclosed that $302,519 is allowable and
$375,941 is unallowable.

For FY 1999-2000, the district was paid $83,464 by the State. The audit
disclosed that none of the costs claimed is allowable. The amount paid in
excess of allowable costs claimed, totaling $83,464, should be returned
to the State.

For FY 2000-01, the district was paid $19,270 by the State. The audit
disclosed that $167,868 is allowable. Allowable costs claimed in excess
of the amount paid, totaling $148,598, will be paid by the State based on
available appropriations.

242 Steve Westly » California State Controller 2




: 7 ﬁﬁa&em Ared Community Colle, s District . ' Health Fee El. imination Program

Vlews of
- Responsible
_ Officials

: : :ijif;stl;icted Use

~ For FY 2001-02, the district was paid $46,709 by the State. The audit,

disclosed that $134,651 is allowable. Allowable costs claimed in excess
of the amount paid, totaling $87,942, will be paid by the State based on
available appropriations.

The SCO issued a draft audit report on January 21, 2004. The SCO
auditor contacted Odessa Walker, Director, Fiscal Services, on
February 17, 2004, for a response to the draft report. Ms. Walker stated
that the district accepts the report and will not be providing a written
response. :

This report is solely for the information arid use of the Pasadena Area
Community College District, 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 fo limit
distribution of this report, which is a matter of public record.

JEFFREY V. BROWNFIELD
Chief, Division of Audits

2 4 3 Steve Westly « California State Controller 3




§Pasadena Area Community College Distrc ) Health Fee Elimination Program

B | - Schedule 1—
§ ‘Summary of Program Costs
g July 1, 1999, through June 30, 2002

Actual Costs Allowable Audit
Cost Elements ’ Claimed per Audit Adjustments  Reference !
sy, 1999, through June 30, 2000 |
£ Health services costs § 545579 § 545579 $  —
'l st of services in excess of FY 1986-87 services (140,275) (140,275) —
Is. 405,304 405,304 —
thorized health fees (321,840) (474,501)  (152,661) Finding 2
Is 83,464 (69,197)  (152,661)
Adjustment for authorized fees exceeding »
'services costs _ — 69,197 69,197
costs ' ‘ ‘ $ 83,464 - — $ (83464
ess amount paid by the State : _(83.464)
] ble costs claimed in excess of (less than) amount paid 5 _(83,4642

He: th'éefvices costs $ 7 1,352 $ 635,868 $ (75,484) Finding 1
st of services in excess of FY 1986-87 services — — —

tals o 711,352 635,868 (75,484)

a thorized health fees . 7 (435,934) (468,000) (32,066) Finding 2
ubtotals | 275,418 167,868 (107,550)

d Sf_c_i:_i]'cnt for authorized fees exceeding ‘ _ .

th services costs . o — — i _

-3 275418 167,868 $ (107,550) = -
‘ (19,270)
/able costs claimed in excess of (less than) amount paid . $ 148,598
. 2001, through June 30, 2002 _
; services costs : O 750,555  $ 668,766 $ (81,789) Finding 1
cost of services in excess of FY 1986-87 services — — —
" - 750,555 668,766 (81,789)
(430,977) (534,115)  (103,138) Finding 2
319,578 134,651 (184,927)
3 otal costs ' 7 $ 319,578 134,651 $ '(184,927) -~
Less amount paid by the State | - (46,709)
: AllOWabIe costs claimed in excess of (less than) amount paid $ 87,942
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P o Avea Cbmmunity College District Health Fee Elimination Program

Schedule 1 (continued)

Actual Costs Allowable Audit

Claimed per Audit Adjustments  Reference

$ 2,007,486 $ 1,850,213 $ (157,273) Finding 1
(140275)  (140,275) —_

1,867,211 1,709,938  (157,273)
(1,188,751) _(1,476,616)  (287,865) Finding 2

678,460 233,322 (445,138)

""_’dju t for authorized fees exceeding
health'services costs

— 69,_197 69,197

ota $ 678,460 302,519 $ (375,941
o (149,443) o
éésté claimed in excess of (less than) amount paid $§ 153,076

indings and Recommendations section.
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Pashde;ié Area Commum'ty College District . . ‘J Health Fee Elimination Program

FINDING 1—
Ove' stated indirect
co! s_-"clalmed

Offsettmg health
ees understated

7nd1ngs and Recommendations

For FY 2000-01 and FY 2001-02, the district overclaimed indirect costs
by $157,273. The district claimed indirect costs based on indirect cost
rates of 47.3% for FY 2000-01 and 47.8% for FY 2001-02. However, for
those years the district had a federally approved indirect cost rate of
30%. Consequently, the district overstated the indirect costs rate by
17.3% for FY 2000-01 and 17.8% for FY 2001-02. The district correctly
claimed indirect costs in FY 1999-2000 using the 30% federally
approved indirect cost rate.

A summary of the adjustment to indirect costs is as follows:

Fiscal Year
2000-01 2001-02 ‘Total

Audit adjustment $ (75,484) ' $ (81,789) $ (157,273)

Parameters and Guidelines states that indirect costs may be claimed in
the manner described by the State Controller in the claiming

instructions.

The SCO’s claiming instructions state that community vcolleges have the

option of using a federally approved rate prepared in accordance with

 OMB Circular A-21 or the alternate methodology using Form FAM-29C.

The district did not calculate the indirect cost rate under the SCO’s
alternative methodology using Form FAM-29C.

Recommendation

The district should ensure that indirect costs claimed are computed using a
federally approved rate prepared in accordance with OMB Circular A-21,
or the SCO’s alternate methodology using Form FAM-29C.,

* . The district understated health fees credited against the costs of health

services by $287,865 for the audit period.

" The district was unable to locate the student attendance data used to

calculate the health fee revenues reported in the reimbursement claims
for the audit period. As a result, the auditors used the district’s
GLD144-02 printouts to identify offsetting health fees for each year The
understated offsetting health fees are as follows:

Fiscal Year
1999-2000  2000-01 2001-02 Total
Offsetting heatth fees per audit  $ (474,501) $ (468,000) $ (534,115) $( 1,476,616)
Less health fees claimed 321,840 435,934 430,977 1,188,751
' Audit adjustment ' $ (152,661) $(32,066) § (103,138) $ (287,865)

246 Steve Westly « California State Controller 6




asadena Ared 't'dmﬁiunib) CoIIége District ] Health Fee Elimination Program

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

The district should ensure that all applicable fees are offset on its claims
against the mandated program costs. '

247 Steve Westly » California State Controller 7
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STEVE WE LY 519335

Aalifarnia State Qontealler

Bitision of .Artmxrthm,; ard Reparting
JULY 20, 2004

BOARD OF TRUSTEES

PASADENA AREA COMM COL DIST
LOS ANGELES ‘COUNTY

1570 E COLORADO BLVD
PASADENA CA 91106

DEAR CLAIMANT:
RE: HEALTH FEE ELIMINATION CH 1/84 .
WE HAVE REVIEWED YOUR 1999/2000 FISCAL YEAR REIMBURSEMENT CLAIM FOR

THE MANDATED COST PROGRAM REFERENCED ABOVE. THE RESULTS OF OUR
REVIEW ARE AS FOLLONS

AMOUNT CLAIMED | | 83,666.00
TOTAL ADJUSTMENTS (DETAILS BELOW - 83,664.00
TOTAL PRIOR PAYMENTS (DETAILS BELOW | ~-83,464.00
AMOUNT DUE STATE $ 83,464ﬂ06
PLEASE REMIT A WARRANT IN THE AMOUNT OF $ 83,664, 00 MWITHIN 30

DAYS FROM THE DATE OF THIS LETTER, PAYABLE TO THE STATE CONTROLLER® S
OFFICE, DIVISION OF ACCOUNTING AND REPORTING, P.0. BOX 942850,
SACRAMENTO, CA 94250-5875 WITH A COPY OF THIS LETTER. FAILURE TO
REMIT THE AMOUNT DUE WILL RESULT IN OUR OFFICE PROCEEDING TO OFFSET
THE AMOUNT FROM THE NEXT PAYMENTS DUE TO YOUR AGENCY FOR STATE
MANDATED COST PROGRAMS.

IF YOU HAVE ANY QUESTIONS, PLEASE CONTACT FRAN STUART
AT (916> 323-0766 OR IN WRITING AT THE ABOVE ADDRESS.

ADJUSTMENT TO CLAIM:
FIELD AUDIT FINDINGS - 83,464.00
TOTAL ADJUSTMENTS - 83,4664.00
PRIOR PAYMENTS:
SCHEDULE NO. MA10501A

PAID 08-01-2001 =57,365.00
SCHEDULE NO. MA90b16E ‘
PAID 03-09-2G00 -26,499.00
TOTAL PRIOR PAYMENTS ~83,464.00

ECEIVg,
JUL 9 3 2004

FICE oF
SINCERELY, PASADENA oy, RELSIDENT
oL

ng , lﬁhﬁﬂéﬂﬁéwf
GINNY/ BRUMMELS, MANAGEQ
LOCAL REIMBURSEMENT SECTION
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CLAIM FOR PAYMENT (19) Program Number 00029

Pursuant to Government Code Section 17561 (20) Date Filed / /
HEALTH FEE ELIMINATION (21) LRS Input
.01) Claimant Identification Number #
: $19335 ' Reimbursement Claim
(02) Mailing Address (22 HFE-1.0, (04)(b) 83,464
Claimant Name : (23)
Pasadena Area CCD » o
County of Location . ' 1(24)
Los Angeles _
Street Address or P.0. Box ' (25)
1570 East Colorado Blvd.
City _ State Zip Code (26)
Pasadena CA . 91106-2003

Estimated Qlaim Reimbursement Claim | (27)

(03) Estimated (09) Reimbursement [ X| [(28) . |

(04) Combined [ ] |(10) Combined [ ] {9

(05) Amended [ ] |(11) Amended HRED

_[Fiscal Year o Cost “1(08) ' T2 &)
f Cost , 2000-2001 1999-2000 .
/'otal Claimed ©7) . (13) (32) .
-~ [Amount . | $66,771 $83,464 . 1 -
- [CESS:170% Late Penalty, but not to exceed (14) (33)
$1,000 (if applicable) '
LESS: Estimated Claim Payment Received (15) (349
Net Claimed Amount ' (18) . 5)
' - $83,464

|Due from State

(08) (17) , (36)
$83,464

Due to State

(18) 37)

(38) CERTIFICATION OF CLAIM

In accordance with the provisions of Government Code 17561, | certify that |.am the person 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, Stat and certify under
the penalty of perjury that | have not violated any of the provisions of Government Code Sections 1090 through 1086, inclusive.

| further certify that there were no applications for nor any grants or payments received, other than from the claimant for
reimbursement of costs claimed herein; and such costs are for new program or increased level of service of an existing program
mandated by Chapter 1, Statutes of 1984 and Chapter 1118, Statutes of 1987 »

The amount for estimated and/or reimbursement claims are payment of estimated and/or actual costs for the mandated program
: Chapter 1, Statutes of 1984 and Chapter 1118, Statutes of 1987  set forth on the attached statments.

of
. |Signature of Authorized Representative Date .
, > =ate
///Jzé////ﬁ%%—": January 10, 2001
~ { Eo
Dr. Robert Matthews : Interim V. P., Administrative Services
Print or type name Title )
Vavrinek, Trine, Day & Co. LLP ' (916) 944-7394
(39) Name of Contact Person for Claim 251 Telephone Number

Form FAM-27 (Revised 9/97) Chapters 1/84 and 1118/87




(—r MANDATED COSTS | FORM
- HEALTH FEE ELIMINATION | HFE-.0
COMPONENT / ACTIVITY COST DETAIL

(01) Claimant: Pasadena Area CCD ' {02) Type of Claim Fiscal Year

Reimbursement
Estimated [ ] © 1999-2000

(03) List all the colleges of the community college district identified in form HFE-1.1, line (03)

(a) : (b)
Name of College Claimed
Amount

-

Pasadena City College ’ $83,464

IR

10.

11.

12,

13.

14.

18.

16.

17.

18.

18.

20.

T - .

(04) Total Amount Claimed ‘[Line {3.1b) + line (3.2b) + line (3.3b) + ...line (3.21b)] $63,464 |

Revised 9/97 : Chapters 1/84 and 1118/87
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~d

t.d) Total Amount Claimed

~ MANDATED COSTS. ’ FORM .
HEALTH FEE ELIMINATION HFE-1.1
COMPONENT / ACTIVITY COST DETAIL '
(01) Claimant:  Pasadena Area CCD (2) Type of Claim Fiscal Year
Reimbursement X
Estimated [ ] 1999-2000
(3) Name of College Pasade.né City 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
Direct Cost | Indirect Cost |- Total
(05,). Cost of health services for the fiscal year of claim $419,676| $1 ,25,903 $545,579
(086) Cost of providing current fiscal year health services which are in excess
of the level provided in 1986/87 : $133,002 $7,183 $140,275
(07) Cost of providing current fiscal year health services at the 1986/87 level
[Line (05) - line (06)] ' $286,584] $118,720]  $405,304
~ _.d) Complete columns (a) through (g) to provide detail data for health fees
() (b) (c) - {d) (e) (f) (@)
’ Student Health
Period for which heaith Number of Number of Unit Cost for Full-time Unit Cost for Part-time Fees That
fees were collected Full-time Part-Time Full-Time Student Part-time Student Could Have
Students Students Studentper | Health Fees student per Health Fees Been
Educ, Code {a) x {c) Educ. Code (b) x (e) Collected
76355 76355 (d) + ()
1. Per fall semester 4248  4446]  $11.00] $46706]  $11.00]  $48,906|  $95612
2. Per spring semester 4132| 9624  $11.00] $45452]  $11.00| $105,864|  $151,316
3. Per summer session 4,868) 4,496 $8.00| $38,944 $8.00]  $35968]  $74912
4, Per first quarter : :
8. Per second quarter
6. Per third quarter
(09) Total health fee that could have been collected [Line (8.1g) * ...... (8.6g)] $321,840
Cost Reduction
(11) Less: Offsetting Savings, if applicable
( "49) Less: Other Reimbursements, if applicable
[Line (10) - {line (11) + line (12))] sa9.464

Revised 9/97

2
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Chapter 1/84 and 1118/87




MANDATED COSTS FORM
HEALTH FEE ELIMINATION HFE-2
COMPONENT / ACTIVITY COST DETAIL
>
(01) Claimant: Pasadena Area CCD (02) Fiscal Year Costs Were Incurred i 1999-2000
(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 '
Dental Services
Outside Labs, (X-ray, etc.,) X X
Psychologist, full service X X
Cancel/Change Appointment Co
Registered Nurse X X
Check Appointments
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
EvelVision X X
Dermatoiogy/Allergy P X
Gynecology/Pregnancy Service X X
Neralgic X X
Orthopedic X X
Genito/Urinary
Dental
Gastro-Intestinal X b
Stress Counseling X X
Crisis Intervention X X
Child Abuse Reporting and Counseling X X
Substance Abuse ldentification and Counseling
Acquired Immune Deficiency Syndrome
Eating Disorders
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, Infomation
Sexually Transmitted Disease X ¥
Drugs ' X X
Acquired Immune Deficiency Syndrome X X
Child Abuse X X
254

Paviesd Q107 Chanpters 1/84 and 1118/87. Page 1 of 3




MANDATED COSTS FORM
. HEALTH FEE ELIMINATION HFE-2
( COMPONENT / ACTIVITY COST DETAIL
- &
(01) Claimant: Pasadena Area CCD (02) Fiscal Year Costs Were Incurred 1999-2000
(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which heaith (a) | (b)
- service was provided by student health service fees for the indicated fiscal year. FY EY
’ ' 1986/87 of Claim
Birth Control/Family Planning X X
Stop Smoking ' X X
Library, Videos and Cassettes
First Aid, Major Emergencies X X
First Aid, Minor Emergencies X X
First Aid Kits, Filled ? x x
. Immunizations
Diptheria/Tetanus X X
Measles/Rubella X X
Influenza X X
Infomation X X
C Insurance
On Campus Accident X X
Voluntary X b 4
Insurance Inquiry/Claim Administration
Laboratory Tests Done
Inquiry/Interpretation b b
Pap Smears X X
Physical Examinations
Employees X X
Students
Athletes
Medications
Anatacids 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
Stingkill
Midol, Menstrual Cramps
- Other, list - Antihistamines, Decongestants, etc. X X
(\.\ ‘Parking Cards/Elevator Keys
Tokens
Return Card/Key
Parking Inquiry
Elevator Passes
Temporary Handicapped Parking PRr§Rs .
Chanters 1/84 and 1118/87. Paae 2 of 3
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MANDATED COSTS
HEALTH FEE ELIMINATION
COMPONENT / ACTIVITY COST DETAIL

FORM
HFE-2

(01) Claimant: Pasadena Area CCD

(02). Fiscal Year Costs Were Incurred

1999-2000

(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.

(@)
FY
1986/87

(b)
FY
of Claim

. Tests

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

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

% M X K X X X X

b B B - B -

POX X X X X XK X M XK X KX

b B I -

MO X X X X XXX

xX X

M oM X X X X X X X X X X

Mo X X M X X X X X XK XX

b S S S 4

Rao..iaod ninTy

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




STEVE W. JTLY 519335

T alifornia State Controller

Bitision of ,Arcnunhnq and Bl\epnrttmg
JULY 20, 2004

BOARD OF TRUSTEES

PASADENA AREA COMM COL DIST
LOS ANGELES COUNTY

1570 E COLORADO BLVD
PASADENA CA 91106

DEAR CLAIMANT:
RE: HEALTH FEE ELIMINATION CH 1/84
WE HAVE REVIEWED YOUR 2000/2001 FISCAL YEAR REIMBURSEMENT CLAIM FOR

THE MANDATED COST PROGRAM REFERENCED ABOVE. THE RESULTS OF OUR
REVIEW ARE AS FOLLOMWS:

AMOUNT CLAIMED ' _ 275,418.00

ADJUSTMENT TO CLAIM:

FIELD AUDIT FINDINGS - 107,550. 00
TOTAL ADJUSTMENTS &%b - 107 ,550.00
\ | bu&%gl}\
LESS PRIOR PAYMENT: SCHEDULE NO. MAOOS514E
PAID 03-08-2001 & 19,270.00
AMOUNT DUE CLAIMANT $ 148 ,598.00

IF YOU HAVE ANY QUESTIONS, PLEASE CONTACT FRAN STUART )
AT (916> 323-0766 OR IN WRITING AT THE STATE CONTROLLER'S OFFICE,
DIVISION OF ACCOUNTING AND REPORTING, P.0. BOX 942850, SACRAMENTO,
CA 964250-5875., DUE TO INSUFFICIENT APPROPRIATION, THE BALANCE DUE
WILL BE FORTHCOMING WHEN ADDITIONAL FUNDS ARE MADE AVAILABLE.

RECEIVED

JUL 2 3 2004

OFFICE OF THE PRESIDEN
- PASADENA CITY T
SINCERELY, COLLEGE

A

GINNY, RUMHELS, HANAGa57
LOCAL REIMBURSEMENT SECTION




1
. ~

CLAIM FOR PAYMENT
Pursuant to Government Code Section 17561
HEALTH FEE ELIMINATION

(20) Date Filed / /

(21) LRS Input

1) Claimant Identification Number

Reimbursement Claim

- $19335 _
(02) Mailing Address (22) HFE-1.0, (04)(b) ‘ 275,418
Claimant Name . , (23)
Pasadena Area CCD
County of Location ' (24)-
Los Angeles
Street Address or P.0O. Box _ (25)
1570 East Colorado Blvd.
City : : ~ State Zip Code (26)
Pasadena CA 91106
Estimated Claim Reimbursement Claim | (27)
(03) Estimated (09) Reimbursement [ X] [(28)
(04) Combined [ ] |(10) Combined [ ] 1@9
(05) Amended [ || (11) Amended [ ] [0
, 1(06) 7 TGN
. Aof Cost 2001-2002 2000-2001 '
( tal Claimed (07) ' ] _(1 3) - | (32)
mount - ' $200,000 - $275,418 -
LESS:10% Late Penalty, but not to exceed (14) ' ' (33)
$1,000 (if applicable) ' _ .
LESS: Estimated Claim Payment Received | (15) (34)
Net Claimed Amount T8 (35)
, _ ' ' : $275,418
Due from State (08) (17) (36)
. $200,000 $275,418
Due fo State 78 - &)

_(38) CERTIFICATION OF CLAIM

claims with the State of California for costs-mandated by

In accordance with the provisions of Government Code 17561, | certify that | am the person authorized by the local 'agency tofile
Chapter 1, Statutes of 1984 and Chapter 1118, Stati and certify under

the penalty of perjury that | have not violated any of the provisions of Government Code Sections 1090 through 1096, inclusive.

| further certify that there were no applications for nor any grants or payments received, other than from the claimant for
reimbursement of costs claimed herein; and such costs are for new program or increased level of service of an existing program -

mandated by Chapter 1, Statutes of 1984 and Chapter 1118, Statutés of 1987 )
The amount for estimated and/or reimbursement claims are 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 statments.

YA

Signature of,ﬂihori;;' d?eﬁnﬁtive Date

{ erHardash ' ' o Vice Presidenﬁdﬁni’strative Services -
Print or type name : Title -
James L. Robbins (MAXIMUS) : © (949) 440-0845, Ext. 103
(39) Name of Contact Person for Claim - ' Telephone Number '

; 258 Chapters 1/84 and 1118/87

Form FAM-27 (Revised 9/97)




~ MANDATED COSTS . | Form
'HEALTH FEE ELIMINATION | HFE1.0
COMPONENT / ACTIVITY COST DETAIL ' R

Reimbursement
Estimated ] 2000-2001

. (03)' List all the colleges of the community college district identified in form HFE-1.1, line (03)

(01) Claimant: Papiﬁa . 1(02) Type of-Claim : Fiscal Year

(a) S (b)
Name of College - ) Claimed
: Amount

Pasadena Area Commun.ity College District : $275418

Sla[F[B[B]=

21.

RS

E fotal Amount Claimed [Line (3.1b) + line (3.2b) + line (3.3b) + ...line (3.21b)] ’ $275,41¢

Revised 9/97 - | _ Chapters 1/84 and 1118/87

259




' MANDATED COSTS FORM
HEALTH FEE ELIMINATION - HFE-1.1
COMPONENT / ACTIVITY COST DETAIL »
. (01) Claimant:  Pasadena Area CCD (2) Type of Claim - Fiscal Year .
' ' Reimbursement X
Estimated [ 1 2000-2001
(3) Name of College-
(04) ndicate with a check mark, the lével 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 relmbursement is alloyved.
LESS - SAME MORE
A
Direct Cost | Indirect Cost Total
(05) Cost of health services for the fiscal year of claim - $504,970|  $206,382 : $71 1-’352
(08) 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
[Line (05) - line (0€)] $504,970|  $206,382]  $711,352
Complete columns (a) through (g) to provide detail data for health fees
' @ (b) (c) (d - (e) () (9).
. : ' . Student Health
Period for which health Number of Number of Unit Cost for Full-time Unit Cost for Part-time Fees That
fees were collected Full-time Part-Time Full-Time _ Student Part-time Student Could Have
Students Students Student per Health Fees student per Health Fees Been
) Educ. Code (a) x (c) Educ. Code (b) x (e) Collected
_ 76355 ~ 76355 . (d) + ()
1. Perfall semester 7,385 8756 $11.00]  $81,235(  $11.00]  $96,316| = $177,551
2. Perspring semester - 7.372| . 8,945 $11.00] $81,002|  ‘$11.00] $98395|  $179.487
3. i
Per summer session 654 9208 $8.00]  $5,232 $8.00|  $73664]  $78,896
4. Perfirst quarter : -
5. Persecond quarter
6. Per third quarter
(09) Total health fee that could have been collected [Line (8.1g) + ......(8.60)] 6435994
10) Sub-total i ’
(10) ! a [Line (07) - line (09)] $275,418
Cost Reduction
(11) Less: Offsetting Savings, if applicable
'(12) Less: Other Reimbursements, if applicable
l{l‘ Total Amount Claimed [Line (1‘0)- - {line (11) + fine (12)}] $275.418

Revised 9/97
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] (01) Claimant: Pasadena Area CCD

~ MANDATED COSTS
~ HEALTH FEE ELIMINATION
COMPONENT / ACTIVITY COST DETAIL

- FORM
HFE-2

(02) Fiscal Year Costs Were Incurred: -

2000-2001

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health (a)
service was provided by student health service fees for the indicated fiscal year. FY

1986/87

(b)
FY
of Claim

Accidentheports

Appomtments
College Physician, surgeon
Dermatology, Family practice
Internal Medicine
Outside Physician

_Dental Services

Outside Labs, (X-ray, etc )
Psychologist, full service
Cancel/Change Appointment
Registered Nurse
Check Appointments

Assessment, Intervention and Counseling
Birth Contro!
Lab Reports
Nutrition
Test Results, office
.Venereal Disease
Communicable Disease
Upper Respiratory Infection
Eyes, Nose and Throat
EvelVision
Dermatology/Allergy
GynecologyIPregnancy Service
Neralgic
- Orthopedic
Genito/Urinary
Dental
" Gastro-Intestinal
Stress Counseling
Crisis Intervention
Child Abuse Reporting and Counseling
Substance Abuse ldentification and Counseling
‘Acquired Immune Deficiency Syndrome
Eating Disorders
Weight Control
Personal Hygiene
Burnout
Other Medlcal Problems list

Examinations, minor ilinesses
Recheck Minor injury

- Health Talks or Fairs, Infomation

Sexually Transmitted Disease
Drugs
Acquired immune Deficiency Syndrome

X

XX X

xX X

B

PEPCHR XXX XX X X XX

XK X > X

> > X XX

X X

X

><>§><

xX X

<X XX XX XK X X X X X X X

> X

>4 <K XX

MK X

Child Abuse
264

Revised 9/97
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. ( K

MANDATED COSTS
HEALTH FEE ELIMINATION

COMPONENT / ACTIVITY COST DETAIL

FORM
HFE-2 .

(01) Claimant:

(02) Fiscal Year Costs Were Incurred:

2000-2001

(03) Place an "X" in column (a) and/or (b), as applicable, to indicate which health _
_ service was provided by student health servicg. fees for the indicated fiscal year. FY - FY

@ | ®

1986/87 |  of Claim

Birth ControlIFamlly Plannmg

Stop Smoking
Library, Videos and Cassettes

" First Aid, Major Emergencies_

First Aid, Minor Emergencies

First Aid Kits, Filled

- Immunizations

Diptheria/Tetanus
Measles/Rubella
Influenza
Infomation

Insurance
On Campus Accident
Voluntary ‘
Insurance Inquiry/Claim Administration

Laboratory Tests Done

Inquiry/interpretation
Pap Smears

Physical Examinations
Employees
Students
Athletes

Medications
Anatacids
Antidiarrheal
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 Permgsnn

X X
X X

XX XX XX
X X X X X X

X X

X
X X

PR XK XXX
RKXX XXX

>
bl

Revised 9/97

LV4

Chanters 1/84 and 1118/87. Pade 2 of 3




"] (01) Claimant:

MANDATED COSTS
HEALTH FEE ELIMINATION
COMPONENT / ACTIVITY COST DETAIL

FORM
HFE-2

(02) Fiscal Year Costs Were Incurred:

2000-2001

(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.

(a)
"FY
1986/87

(b)
FY
of Claim

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
Hemacuit
Others, list -

Miscellaneous o
Absence Excuses/PE Waive

-Allergy Injections - -
Bandaids- :
Booklets/Pamphlets

- Dreasing Change

Rest

Suture Removal
Temperature

Weigh

Information
Report/Form

Wart Removal

Others, list

Committees
. Safety
. Environmental
[ Disaster Planning
Skin Rash Preparations
Eye Drops

LY als)

HKHXHAEAEXHH X NN XX PR XXX X X X

DX XD DD DM D K X ¢

D 3K D 2 X

><><><><>'<'><><><><><><>< > x '><><><><><><><><'><

PP TR IITT™

KX XX

Revised 9/97

&V Chapters 1/84 and 1118/87. Paae 3 of 3




STEVE WE. LY 519335

Talifornia Stute Canteollex

Bidision of ﬂu:t:n:mti“t'm,; army Weporting
JULY 20, 2004

BOARD OF TRUSTEES

PASADENA AREA COMM COL DIST
LOS ANGELES COUNTY

1570 E COLORADO BLVD
PASADENA CA 91106

DEAR CLAIMANT:
RE: HEALTH FEE ELIMINATION CH 1/84

WE HAVE REVIEWED YOUR 2001/2002 FISCAL YEAR REIMBURSEMENT CLAIM FOR
THE MANDATED COST PROGRAM REFERENCED ABOVE. THE RESULTS OF OUR
REVIEW ARE AS FOLLOMS:

AMOUNT CLAIMED - 319,578.00
ADJUSTMENT TO CLAIM:
FIELD AUDIT FINDINGS . - 184,927.00

TOTAL ADJUSTMENTS - 184,927. 00

LESS PRIOR PAYMENT: SCHEDULE NO. MA11392E
PAID 03-06-2002 46,709.00

AMOUNT DUE CLAIMANT . _ - $ 87,942. 00

IF YOU HAVE ANY QUESTIONS, PLEASE CONTACT FRAN STUART .

AT (916> 323-0766 OR IN WRITING AT THE STATE CONTROLLER'S OFFICE,

DIVISION OF ACCOUNTING AND REPORTING, P.0. BOX 9642850, SACRAMENTO,
CA 94250-5875. DUE TO INSUFFICIENT APPROPRIATION, THE BALANCE DUE
WILL BE FORTHCOMING WHEN ADDITIONAL FUNDS ARE MADE AVAILABLE.

RECEIvEp

¢ UL 23

OFFI CEO
PASADEMA THE PRESIDE
SINCERELY, ENA TYCOLLEGIX‘T

GINNY/BRUMMELS, MANAGER2064
LOCAL REIMBURSEMENT SECTION.




CLAIM FOR PAYMENT "(19) Program Number 000
Pursuant to Government Code Section 17561 (20) DateFiled ___ /___/_
HEALTH FEE ELIMINATION (21) LRS Input__
"1 (01) Claimant Identification Number '
, $19335 Reimbursement Claim
(02) Mailing Address (22) HFE-1,0, (04)(b) 319,578
Claimant Name : 7 (23)
Pasadena Area CCD _
County of Location (24)
Los Angeles
Street Address or P.O. Box (25)
1570 East Colorado Blvd.
City State Zip Code (26)
Pasadena CA 91106 .
Estimated Claim Reimbursement Claim | (27)
(03) Estimated (09) Reimbursement | X ] (28)
(04) Combined [ ] | (10) Combined [ ] [(29)
(05) Amended [ | [(11) Amended ] [0
Fiscal Year of Cost | (06) (12) (31)
of Cost 2002-2003 2001-2002
Total Claimed (07) - _ (13) . (32)
Amount '~ $200,000 $319,578
LESS: 10% Late Penalty, but not 1o exceed (14) (33)
$1,000 (if applicable)
LESS: Estimated Claim Payment Received (15) ' (34)
$46,709
~ [Net Claimed Amount (16) (35)
_ $272,869
Due from State (08) (17) (36)
$200,000 ~ $272,869
Due to State (18) ' (37)

(38) CERTIFICATION OF CLAIM

claims with the State of California for costs mandated by
the penalty of perjury that | have not violated any of the provision

I further certify that there were no applications for nor any grants

mandated by

d Repr i

Peter Hardash

rint or type name

James L. Robbins (MAXIMUS)

(39) Name of Contact Person for Claim

In accordance with the provisions of Government Code 17561, | certify that | am the person authorized by the local agency tofile

reimbursement of costs claimed herein; and such costs are for new program or increased level of service of an existing program
Chapter 1, Statutes of 1984 and Chapter 1118, Statutes of 1987

The amount for estimated and/or reimbursement claims are payment of estimated and/of actual costs for the mandated program
of

Chapter 1, Statutes of 1984 and Chapter 1118, Statutes of 1987 set forth on the attached statments.

Chapter 1, Statutes of 1984 and Chapter 1118, Stat and certify under
s of Government Code Sections 1090 through 1098, inclusive.

or payments received, other than from the claimant for

Date

A

Vice Presidén(, Administrative Services
Title

(949) 440-0845, Ext. 103

Telephone Number

Form FAM-27 (Revised 9/97)

Chapters 1/84 and 1118/87
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MANDATED COSTS

(M - HEALTH FEE ELIMINATION
- COMPONENT / ACTIVITY COST DETAIL

FORM
HFE-1.0

(01) Claimant: Pasadena Area CCD

(02) Type of Claim
Reimbursement

Estimated -

-

[ ]

Fiscal Year

2001-2002

' (03) List all the colleges of the community college district identified in form HF

E-1.1, line (03)

(a)

Name of College

(b)
Claimed
Amount

1. Pasadena Area Community College District

$319,578 |

SlaAlw]IN

10.

11.

12,

|13.

14,

15.

16.

117.

18.

19,

20.

21.

\Ii ‘otal Amount Claimed

[Line (3.1b) + line (3.2b) + line (3.3b) + ...line (3.21‘b)]

. $319,578 |

Revised 9/97

266
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(

MANDATED COSTS FORM
HEALTH FEE ELIMINATION HFE-1.1
COMPONENT / ACTIVITY COST DETAIL '
(01) Claimant: Pasadena Area CCD (2) Type of Claim Fiscal Year
Reimbursement - X
Estimated ] 2001-2002
(3) Name of 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 relmbursement Is allowed.
LESS SAME MORE
Direct Cost | Indirect Cost Total
: (05) Cost of health services for the fiscal year of claim $530,018 $219 637 $750,565
(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
[LIne (05) - line (08)] $530,918] $219,637|  $750,555
}) Complete columns (a) through (g) to provide detail data for health fees ' ’ -
' (a) (b) (c) (d) (e) () (9)
: Student Health
Period for which health Numberof. | Numberof | Unit Cost for Full-time Unit Cost for Part-time ‘Fees That
fees -were collected Full-time Part-Time Full-Time Student Part-time Student Could Have
. Students Students Student per Health Fees student per Health Fees Been
: " Educ, Code (a) x (c) Educ. Code (b} x (e) Coilected
76355 76355 - )+
1. Per fall semester 7814 9742|  $11.00| $85954)  $11.00] $107,162]  $193.116
2. P . . .
or spring semester 7,779 7,148]  $11.00| $85569)  $14.00]  $78.628|  $164.197
3. Pers ion . :
or summer session 654] 8,554 $8.00 - $5.232 $8.00]  $68,432]  $73,664
4. Per first quarter ,
5. Per second quarter
6. Per third quarter
- |(09) Total health fee that could have been collected [Line (8.1g) +......(8.6g)] ' $430.977
10) Sub-total Line (07) - li
(10) Sub- [Line (07) - line (09)] $319,578
Cost Reduction
(11) Less: Offsetting Savmgs if applicable
( 1 2) Less Other Relmbursements, if applicable
. Total Amount Clalmed [Line (10) - {line (11) + line (12)}] $310,57¢ |

Rewsed 9/97
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MANDATED COSTS = FORM
HEALTH FEE ELIMINATION HFE-2 .
COMPONENT / ACTIVITY COST DETAIL | 1

=

(01) Claimant: Pasadena Area CCD (02) Fiscal Year Costs Were Incurred: 2001-2002
(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
Dental Services
Outside Labs, (X-ray, etc.,) '
Psychologist, full service X X
Cancel/Change Appointment X X
Registered Nurse
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
Eve/Vision X X
Dermatology/Allergy X X
Gynecology/Pregnancy Service X X
Neralgic X X
Orthopedic X X
- Genito/Urinary
Dental ,
Gastro-Intestinal X X
Stress Counseling X X
Crisis Intervention X X
Child Abuse Reporting and Counseling X X
Substance Abuse_ldentificat_ion and Counseling
Acquired Immune Deficiency Syndrome
Eating Disorders
Woeight 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, Infomation
Sexually Transmitted Disease X
Drugs X X
Acquired Inmune Deficiency Syndrome X X
Child Abuse X X
(aVaYal
V0 Chantars 1/84 anrd 111RIR7 Danm 1 of 2
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MANDATED COSTS"
HEALTH FEE ELIMINATION
COMPONENT / ACTIVITY COST DETAIL

'FORM
HFE-2

(01) Claimant:

(02) Fiscal Year Costs Were Incurred:

2001-2002 -

(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.

(@)
FY
1986/87

(b)
FY
of Claim

Birth Control/Family Planning
Stop Smoking
Library, Videos and Cassettes

First Aid, Major Emergencies
First Aid, Minor Emergencies
First Aid Kits, Filled

Immunizations
Diptheria/Tetanus
Measles/Rubella
Influenza

- Infomation

Insurance
On Campus Accident

Voluntary
Insurance Inquiry/Claim Administration

Laboratory Tests Done

Inquiry/interpretation
Pap Smears

. Physical Examinations
Employees
Students
Athletes

Medications

- Anatacids
Antidiarrheal
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

X
X

X X XX XX >

Y

XXX XXX

s’

X x

KX XX >

x>

x X

KX XXX X

‘Revised 9/97 2069
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Exhibit C

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

January 9, 2015

Mr. Keith Petersen Ms. Jill Kanemasu

SixTen & Associates State Controller's Office

P.O. Box 340430 Accounting and Reporting

Sacramento, CA 95834-0430 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, 06-4206-1-13
Education Code Section 76355
Statutes 1984, Chapter 1, 2nd E.S.; Statutes 1987, Chapter 1118
Fiscal Years 1999-2000, 2000-2001, and 2001-2002
Pasadena Area 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 January 30, 2015. 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
1187.9(a) of the Commission’s regulations. ’

Hearing

This matter is set for hearing on Friday, March 27, 2015, at 10:00 a.m., State Capitol,

- Room 447, Sacramento, California. The proposed decision will be issued on or about

- March 13, 2015. 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.

Sincerely,

Heather Halsey
Executive Director

JAMANDATES\IRC\2006\06-4206-1-13 (Health Fee)\Correspondence\draftPDtrans.doc
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Hearing Date: March 27, 2015
JAMANDATES\IRC\2005\4206 (Health Fee)\06-4206-1-13\Draft PD.docx

ITEM
INCORRECT REDUCTION CLAIM

DRAFT PROPOSED DECISION

Former Education Code section 72246 (Renumbered as 76355) *,
Statutes 1984, Chapter 1 (1983-1984 2nd Ex. Sess.); Statutes 1987, Chapter 1118

Health Fee Elimination
Fiscal Years 1999-2000, 2000-2001 and 2001-2002
06-4206-1-13
Pasadena Area Community College District, Claimant

EXECUTIVE SUMMARY

Overview

This analysis addresses reductions made by the State Controller’s Office (Controller) to
Pasadena Area Community College District’s (claimant’s) reimbursement claims for fiscal years
1999-2000, 2000-2001, and 2001-2002 under the Health Fee Elimination program. Over the
three fiscal years in question, the Controller reduced claimed costs by a total of $375,941. The
following issues are in dispute in this IRC:

e The statutory deadlines applicable to the audit of the 1999-2000 and 2000-2001
reimbursement claims;

e Reduction of costs claimed in fiscal years 2000-2001 and 2001-2002 based on claimant’s
development and application of indirect cost rates.

e The amount of offsetting revenue to be applied from health service fee revenue.
e Adjustment made based on prior payments to the claimant for the program.
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.? In 1984, the Legislature repealed the

! Statutes 1993, chapter 8.

2 Former Education Code section 72246 (Stats. 1981, ch. 763) [Low income students, students
that depend upon prayer for healing, and students attending a college under an approved
apprenticeship training program, were exempt from the fee.

1
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community colleges’ fee authority for health services.® However, the Legislature also reenacted
section 72246, to become operative on January 1, 1988, in order to reauthorize the fee, at $7.50
for each semester )or $5 for quarter or summer semester).*

In addition to temporarily repealing community college district’s 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 the district was 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. 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, 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.> 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.® 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
services fee could be increased by the same percentage as the Implicit Price Deflator whenever
that calculation would produce an increase of one dollar.’

Procedural History

Claimant’s 1999-2000 fiscal year claim was filed with the Controller on January 10, 2001.
Claimant’s 2000-2001 fiscal year claim was filed with the Controller on December 20, 2001.
Claimant’s 2001-2002 fiscal year claim was dated January 10, 2003. The Controller conducted
an entrance conference on May 21, 2003, to initiate an audit of the claims. On March 17, 2004,
the Controller issued its final audit report, concluding that claimant had overstated its indirect
costs for the program and had inaccurately reported offsetting revenue collected. Claimant filed
this IRC with the Commission on State Mandates (Commission) on July 3, 2006.%

On, January 8, 2008, the Controller submitted comments on the IRC.®

¥ Statutes 1984, 2" Extraordinary Session, chapter 1, section 4 [repealing Education Code
section 72246].

* Statutes 1984, 2" Extraordinary session, chapter 1, section 4.5.

® 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).

® 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).

" 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.

® Exhibit A, Glendale Community College District IRC.
® Exhibit B.
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On January 9, 2015, a draft proposed decision on the IRC was issued for comment.

Commission Responsibilities

Government Code section 17561(b) authorizes the Controller to audit the claims filed by local
agencies and school districts and to reduce any claim for reimbursement of state-mandated costs
that the Controller determines is excessive or unreasonable.

Government Code Section 17551(d) requires the Commission to hear and decide a claim that the
Controller 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 Controller 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 X111 B, section 6.*° 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 X111 B, section 6 and not apply it as an “equitable
remedy to cure the perceived unfairness resulting from political decisions on funding
priorities.”**

With regard to the Controller’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

12
agency.

The Commission must also review the Controller’s audit in light of the fact that the initial burden
of providing evidence for a claim of reimbursement lies with the claimant.*® 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.*

19 Kinlaw v. State of California (1991) 54 Cal.3d 326, 331-334; Government Code sections
17551, 17552.

1 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.

12 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.

13 Gilbert v. City of Sunnyvale (2005) 130 Cal.App.4th 1264, 1274-1275.

1 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.

3
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The Commission must also review the Controller’s audit in light of the fact that the initial burden
of providing evidence for a claim of reimbursement lies with the claimant.”®> 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.®

Claims

The following chart provides a brief summary of the claims and issues raised and staff’s

recommendation.

Subject

Description

Staff Recommendation

Statutory deadlines
applicable to the audit
of claimant’s 1999-
2000 and 2000-2001
annual reimbursement
claims.

At the time costs were incurred
and the 1999-2000 and 2000-
2001 reimbursement claims were
filed, Government Code section
17558.5 stated: “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.” Claimant asserts
that the claim was no longer
subject to audit at the time the
final audit report was issued.

The audit was not time-barred by
any statutory or common law
limitation - Staff finds that the plain
language of section 17558.5, at the
time the reimbursement claims
were filed, did not require the
Controller to complete an audit
within any specified period of time,
and that a subsequent amendment
to the statute demonstrates that
“subject to audit” means “subject to
the initiation of an audit.”
Additionally, the audit was
completed within a reasonable time
and so is not barred by common
law principles of laches.

Reduction based on
asserted flaws in the
development of
indirect cost rates.

Claimant asserts that the
Controller incorrectly reduced
indirect costs claimed for fiscal
years 2000-2001 and 2001-2002,

Correct as a matter of law and not
arbitrary, capricious or entirely
lacking in evidentiary support-
Claimant did not comply with the

1> Gilbert v. City of Sunnyvale (2005) 130 Cal.App.4th 1264, 1274-1275.

1 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.

4
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because the claimant used an
indirect cost rate calculation that
did not comply with its federally
approved indirect cost rate or the
state Form FAM-29C as required
by the claiming instructions.
Claimant asserts that the
parameters and guidelines are
permissive, allowing the
claimant to calculate the indirect
cost rate any way it chooses.

parameters and guidelines, which
direct claimants to claim indirect
costs consistently with the claiming
instructions by using either the
state’s FAM-29C method, or a
federally approved OMB Circular
A-21 method. Instead, claimant
used an alternative method to claim
indirect costs of 47.3% for fiscal
year 2000-2001 and 47.8% in fiscal
year 2001-2002. Thus, the
reduction is correct as a matter of
law. In addition, the Controller’s
recalculation of indirect costs using
a 30% federally approved rate
under OMB A-21, which the
claimant used in fiscal year 1999-
2000, is not arbitrary, capricious, or
entirely lacking in evidentiary
support.

Reduction based on
understated offsetting
health service fee
revenues.

Claimant asserts that the student
enrollment information provided
in the reimbursement claims is
accurate. The Controller ‘s audit
found claimant did not provide
any documentation to support
the enrollment data provided in
the reimbursement claims and
recalculated student enrollment
and fees collected based upon
data provided by claimant to the
California Community Colleges
Chancellor’s Office, increasing
offsetting revenue.

Correct as a matter of law and not
arbitrary, capricious, or entirely
lacking in evidentiary support -
Staff finds that claimant did not
provide any documentation to
support the enrollment data used to
calculate offsetting revenue, as
required by the parameters and
guidelines, and, thus, the
Controller’s reduction is correct as
a matter of law. Staff further finds
that the Controller’s recalculation
of student enrollment using data
provided by claimant to the
Chancellor’s Office was not
arbitrary, capricious, or entirely
lacking in evidentiary support.

Staff Analysis

A. The audit of the reimbursement claims for fiscal years 1999-2000 and 2000-2001 is
not barred by the deadlines 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 calendar year in which the reimbursement claim is filed or last amended.

»17

7 Government Code section 17558.5 (Stats. 1995, ch. 945 (SB 11) [emphasis added].

5
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The 1999-2000 reimbursement claim was filed on January 10, 2001and the 2000-2001
reimbursement claim was filed on December 20, 2001. Thus, both claims were “subject to
audit” by the plain language of section 17558.5 until December 31, 2003.

The Controller states that it met the December 31, 2003 deadline since it initiated the audit on
May 21, 2003, when an entrance conference was held for this audit. The claimant does not
dispute that the entrance conference initiated the audit. However, the claimant asserts that
“subject to” requires the Controller to complete the audit no later than two years after the end of
the calendar year that the reimbursement claim was filed. Applying claimant’s argument in this
case would require the completion of the audit for the 1999-2000 and 2000-2001 reimbursement
claims by December 31, 2003. The Controller did not complete its final audit of this claim until
nearly three months later, on March 17, 2004, when the Controller issued the final audit report.

The plain language of the first sentence in Government Code section 17558.5, as added in 1995,
does not require the Controller to “complete” the audit within any specified period of time. The
plain language of the statute provides that reimbursement claims are “subject to audit” within
two years after the end of the calendar year that the reimbursement claim was filed. The phrase
“subject to audit” does not require the completion of the audit, but sets a time during which a
claimant is on notice that an audit of a claim may occur. This interpretation is consistent with
the 2002 amendment to the first sentence of section 17558.5, which clarified that “subject to
audit” means “subject to the initiation of an audit.” In this case, the audit of the reimbursement
claims filed for fiscal years 1999-2000 and 2000-2001 had to be initiated by December 31, 2003.
Since the audit began no later than May 21, 2003, when the entrance conference was conducted,
the audit was timely initiated.

In addition, the 2002 amendment to section 17558.5 expanded the statutory period to initiate an
audit to “three years after the date that the actual reimbursement claim is filed or last
amended.”*® 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, an expansion of a statute of limitations applies to matters pending
but not already barred, based in part on the theory that a party has no vested right in the running
of a statutory period prior to its expiration.?® 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 time to initiate the audit to three years after the date the reimbursement claim is
filed or last amended controls, and gives the Controller additional time to initiate the audit. The
Controller therefore had until January 10, 2004, to initiate the audit of the 1999-2000
reimbursement claim, and had until December 20, 2004, to initiate the 2000-2001 reimbursement
claim. Since the audit was initiated no later than May 21, 2003, when the entrance conference
was held and before the 2004 deadlines, the audit was timely initiated under section 17558.5, as
amended in 2002.

18 Statutes 2002, chapter 1128 (AB 2834) (effective January 1, 2003).
19 Douglas Aircraft Co. v. Cranston (1962) 58 Cal.2d 462, at p. 465.
20 Mudd v. McColgan (1947) 30 Cal.2d 463, 468
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Moreover, section 17558.5 was amended in 2004 to establish, for the first time, the requirement
to “complete” the audit two years after the audit is commenced. The 2004 amendment became
effective on January 1, 2005, after the completion of the audit of the reimbursement claims for
fiscal years 1999-2000 and 2000-2001 and, thus, does not apply to the audit in this case.
Nevertheless, the Controller was still required under common law to complete the audit within a
reasonable period of time. 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.?* The audit was completed less than one year after it was
initiated and, under the facts of this case, within a reasonable period of time. In addition, there is
no evidence that the claimant was prejudiced by the audit process.

Based on the above analysis, staff finds that the audit of the 1999-2000 and 2000-2001
reimbursement claims was timely.

B. The Controller’s Recalculation and Reduction of Indirect Costs Claimed is Correct
as a Matter of Law and Not Arbitrary, Capricious or Entirely Lacking in
Evidentiary Support.

The Controller reduced indirect costs claimed for fiscal years 2000-2001 and 2001-2002 by
$157,273 because claimant did not use either a federally approved rate or the state’s Form FAM-
29C. For fiscal year 1999-2000, claimant used an indirect cost rate of 30 percent that was
federally approved and the Controller did not reduce any indirect costs claimed for that year. In
2000-2001 and 2001-2002, claimant used an outside consultant to prepare its indirect cost rate
and that rate exceeded the federally approved rate by 17.3 percent in 2000-2001 and 17.8percent
in 2001-2002.%2 The Controller reduced the indirect cost rates for 2000-2001 and 2001-2002 to
the federally approved rate of 30% concluding that the outside consultant’s rate exceeded the
approved federal rate and therefore was not consistent with the parameters and guidelines and
claiming instructions.

The parameters and guidelines expressly require claimants to claim indirect costs in the manner
described in the Controller’s 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.

Staff finds claimant did not comply with the requirements in the parameters and
guidelines and claiming instructions in developing and applying its indirect cost rate for
fiscal years 2000-2001 and 2001-2002 since it did not use its federally approved indirect
cost rate or the state Form FAM-29C. Therefore, the reduction is correct as a matter of
law. Staff further finds that the Controller’s recalculation of indirect costs using the

21 Cedar-Sinai Medical Center v. Shewry (2006) 137 Cal.App.4th 964, 985-986. In that case, the
court determined that the hospital failed to establish an unreasonable delay in audits conduct by
Department of Health Services, since the Department conducted audits two years or less after the
end of the fiscal period that it was auditing, which was less than the three-year period permitted
by statute. See also, Steen v. City of Los Angeles (1948) 31 Cal.2d 542, 546, where the court
held that laches applies in quasi-adjudicative proceedings.

22 Exhibit A, IRC, Exhibit D, at p. 57.
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federally approved rate of 30 percent is not arbitrary, capricious, or entirely lacking in
evidentiary support.

C. The Controller’s Reduction for Understated Offsetting Revenues is Correct
as a Matter of Law and not Arbitrary, Capricious, or Lacking in Evidentiary
Support.

The Controller reduced costs for the three fiscal years by $287,865 because claimant understated
its offsetting health fee revenues.”® The reduction was made because claimant did not provide
documentation to support the student enrollment data used to calculate the health fees revenues
reported in its reimbursement claims. The Controller recalculated student enrollment using data
claimant provided to the California Community Colleges Chancellor’s Office. This enroliment
data relefcted more students paid health fees than claimant reported in its reimbursement

claims.

The parameters and guidelines require claimants to demonstrate that “all costs claimed must be
traceable to source documents and/or worksheets that show evidence of the validity of such
costs.”® As claimant did not provide adequate documentation to support its enrollment data, the
Controller’s reduction is correct as a matter of law. Staff further finds that the Controller’s
recalculation of student enrollment using data provided by claimant to the Chancellor’s Office
was not arbitrary, capricious, or entirely lacking in evidentiary support. The documents are
public records provided by the claimant in the normal course of business, and the claimant has
provided no other documents to support enrollment data.

D. The Controller’s Adjustment Based on Payments Made to the Claimant is
Supported by Evidence in the Record, and is not Arbitrary, Capricious, or
Entirely Lacking in Evidentiary Support.

The claimant questions additional adjustments made by the Controller to the amounts
owed based on two claim payments issued by the state to the claimant for fiscal years
1999-2000 and 2000-2001. The claimant contends that it cannot determine the propriety
of these adjustments until the Controller states the reason for the change.?

The Controller responds as follows:

As clearly stated in the audit report, and reconfirmed in the documentation in
Tab 8, the District received two claim payments ($57,365 issued on 8/1/2001 and
$26,099 issued on 3/9/2001) totaling $83,464 for fiscal year 1999-2000, and one
claim payment of $19,270 issued on 3/8/2001 for fiscal year 2000-2001. The
adjustments were made because of these reimbursement payments the District
received.?’

23 Exhibit B, Controller’s Comments, Tab 1, at p. 7.

2 Exhibit B, Controller’s Comments, Tab 1, at pp. 7, 9.
% Exhibit X, Parameters and Guidelines, at p. 6.

%6 Exhibit A, IRC, pages 18-21.

2T Exhibit B, Controller’s comments on IRC, page 3.
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Tab 8 of the Controller’s comments contains copies of the warrants showing payments
made to the claimant for the mandated program for $83,464 and $19,270.% These
payments are reflected as adjustments in the final audit report for fiscal years 1999-2000
and 2000-2001.%

Staff finds that the Controller’s adjustment based on prior payments is supported by
evidence in the record, and is not arbitrary, capricious, or entirely lacking in evidentiary
support.

Conclusion

Pursuant to Government Code section 17551(d), staff concludes that the Controller’s audit of the
1999-2000 and 2000-2001 reimbursement claims was timely, and that the reduction of the
following costs is correct as a matter of law, and not arbitrary, capricious, or entirely lacking in
evidentiary support:

e The reduction of indirect costs claimed for fiscal years 2000-2001 and 2001-2002, in the
amount of $157,273.

e The reduction of costs due to understated offsetting revenue in the amount of $287,865.
e The adjustment based on prior payments made to the claimant.
Staff Recommendation

Staff recommends that the Commission adopt the proposed statement of decision to deny the
IRC, and authorize staff to make any technical, non-substantive changes following the hearing.

28 Exhibit B, Controller’s comments on IRC, pages 102-103.
29 Exhibit B, Controller’s comments on IRC, page 164.
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BEFORE THE
COMMISSION ON STATE MANDATES
STATE OF CALIFORNIA

IN RE INCORRECT REDUCTION CLAIM Case Nos.: 06-4206-1-13

ON: Health Fee Elimination

Education Code Section 76355 DECISION PURSUANT TO

Statutes 1984, Chapter 1 (1983-1984 2nd EX. GOVERNMENT CODE SECTION 17500 ET
Sess.) (AB 1) and Statutes 1987, Chapter 1118 SEQ.; CALIFORNIA CODE OF

(AB 2336) REGULATIONS, TITLE 2, DIVISION 2,
Fiscal Years 1999-2000, 2000-2001, and 2001- | CHAPTER 2.5. ARTICLE 7

2002 (Adopted March 27, 2015)

Pasadena Area Community College District,

Claimant.

DECISION

The Commission on State Mandates (Commission) heard and decided this incorrect reduction
claim (IRC) during a regularly scheduled hearing on March 27, 2015. [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 XII1 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]
this IRC at the hearing by a vote of [vote count will be included in the adopted decision].

Summary of the Findings

This decision addresses reductions made by the State Controller’s Office (Controller) to
Pasadena Area Community College District’s (claimant’s) reimbursement claims for fiscal years
1999-2000, 2000-2001, and 2001-2002 under the Health Fee Elimination program. Over the
three fiscal years in question, the Controller reduced costs totaling $375,941, finding that (1) the
claimant overstated indirect costs by not using either the OMB Circular A-21 or the Form FAM
29C methodologies, and (2) understated offsetting health fee revenues that were collected by the
claimant, based on the Controller’s review of documentation provided to the Chancellor’s Office
supporting enrollment data during the audit years. The claimant also questions adjustments
made by the Controller based on prior payments on the program to the claimant.

The Commission finds that the Controller conducted the audit of the 1999-2000 and 2000-2001
reimbursement claims within the deadlines imposed by Government Code section 17558.5 and,
therefore, the audit is not void with respect to these reimbursement claims.
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The Commission further finds that the reduction of the following costs is correct as a matter of
law, and not arbitrary, capricious, or entirely lacking in evidentiary support:

e The reduction of indirect costs claimed for 2000-2001 and 2001-2002 of $157,273.
Claimant did not comply with the parameters and guidelines and Controller’s claiming
instructions in preparing its indirect cost rate for 2000-2001 and 2001-2002 and, thus, the
Controller’s reduction of these costs is correct as a matter of law and not arbitrary,
capricious, or entirely lacking in evidentiary support.

e The reduction of costs due to understated offsetting revenue of $287,865. Claimant did
not provide any documentation to support the enroliment data used to calculate offsetting
revenue as required by the parameters and guidelines and, thus, the Controller’s reduction
is correct as a matter of law. The Commission further finds that the Controller’s
recalculation of student enrollment using data provided by claimant to the Chancellor’s
Office was not arbitrary, capricious, or entirely lacking in evidentiary support.

In addition, the adjustment based on prior payments to the claimant is supported by evidence in
the record and is not arbitrary, capricious, or entirely lacking in evidentiary support.

Accordingly, the Commission denies this IRC.

COMMISSION FINDINGS
l. Chronology
01/10/01 Claimant filed a reimbursement claim for fiscal year 1999-2000.%
12/20/01 Claimant filed a reimbursement claim for fiscal year 2000-2001.%
01/10/03 Claimant submitted a reimbursement claim for fiscal year 2001-2002.

05/21/03 The Controller conducted an entrance conference for the audits of the 1999-2000,
2000-2001 and 2001-2002 reimbursement claims.

01/21/04 The Controller issued a draft audit report.

03/17/04 The Controller issued a final audit report.

07/03/06 Claimant filed this IRC.>*

07/13/06 Commission staff issued a Notice of Complete Filing.

01/07/08 The Controller, Division of Audits filed comments on the IRC.*
01/09/15 Commission staff issued the draft proposed decision for comment.

%0 Exhibit A, IRC, Exhibit D, at pp. 64 et seq..

31 Exhibit A, IRC, Exhibit D, at pp. 70 et seq..

%2 Exhibit A, IRC, Exhibit D, at pp.76 et seq. Reimbursement claim for FY 2001-2002.
% Exhibit A, IRC.

¥ Exhibit A, IRC.

% Exhibit B, Controller, Division of Audits, Comments.
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. 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.*® In 1984, the Legislature repealed the
community colleges’ fee authority for health services.®” 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.%

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.% 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, the Legislature amended former Education Code section 72246, which was to become
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.*' 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.*> 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.*

% 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.

37 Statutes 1984, 2nd Extraordinary Session 1984, chapter 1, section 4 [repealing Education Code
section 72246].

%8 Statutes 1984, 2nd Extraordinary Session 1984, chapter 1, section 4.5.
% Education Code section 72246.5 (Stats. 1984, 2d. Ex. Sess., ch. 1, § 4.7).
%0 Statutes 1987, chapter 1118.

* 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).

%2 Education Code section 72246 (as amended, Stats. 1987, ch. 1118).

3 1n 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. (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.

Controller’s Audit and Summary of the Issues

The claimant submitted reimbursement claims for 1999-2000, 2000-2001, and 2001-2002,
claiming costs totaling $678,460. Following a field audit, the Controller reduced the costs
claimed by $375,941, based on the following audit findings:

e Overstated indirect costs claimed in fiscal years 2000-2001 and 2001-2002 by $157,273.
Indirect cost rates of 47.3% for fiscal year 2000-2001 and 47.8% in fiscal year 2001-2002
were used by the claimant in those years. The claimant, however, did not calculate the
indirect cost rates in accordance with OMB Circular A-21 or the alternative methodology
in Form FAM-29C. The Controller recalculated indirect costs using the claimant’s
federally approved rate of 30%, which was correctly used by the claimant in the fiscal
year 1999-2000 reimbursement claim.*

e Understated offsetting health fee revenue in all three fiscal years totaling $287,865, based
on an unsupported student attendance data used by the claimant to calculate the fees
collected. This audit was one of the first performed on the Health Fee Elimination
program and it occurred before the court’s decision in Clovis Unified School District v.
Chiang. Thus, in this case, the Controller did not consider the extent of the claimant’s
fee revenue authorized to be collected, but looked only at the revenue actually collected
by the claimant. The Controller found that the claimant failed to provide the student
attendance data it used to determine offsetting revenues received and, thus, the Controller
recalculated offsetting revenues received by using attendance data the claimant reported
to the Chancellor’s Office in the normal course of business. The Controller’s
recalculation resulted in a finding that the claimant underreported fee revenue received
during the audit period.*

The claimant challenges these findings and also raises the following issues:

e The statute of limitations applicable to the Controller’s audit of the fiscal year 1999-2000
and 2000-2001 reimbursement claims. The claimant contends that the audit findings for

4 Exhibit B, Controller’s comments on IRC, at pages 14 (Tab 2) and 166 (Finding 1, Final Audit
Report).

% Exhibit B, Controller’s comments on IRC, at pages 2 (letter from the Controller’s Senior Staff
Counsel) and 166 (Finding 2, Final Audit Report).

13
Health Fee Elimination, 06-4206-1-13
Draft Proposed Decision

283



these two years are void since the audit was not completed by the deadline required by
Government Code section 17558.5.

e Additional adjustments to the amounts owed based on two claim payments issued by the
state to the claimant for fiscal years 1999-2000 and 2000-2001. The claimant contends that
it cannot determine the propriety of these adjustments until the Controller states the reason
for the change.°

1. Positions of the Parties
Pasadena Community College District

Claimant asserts that the Controller incorrectly reduced costs claimed in fiscal years 1999-2000,
2000-2001, and 2001-2002 totaling $375,941, and requests that the entire amount be reinstated.
Specifically, claimant asserts that for fiscal years 1999-2000 and 2000-2001, the audit is barred
by the statutory deadline of Government Code section 17558.5.* Claimant also argues that the
Controller inappropriately reduced indirect costs claimed.*® For fiscal years 2000-2001 and
2001-2002, claimant argues that the parameters and guidelines do not require claimant to use one
of the two alternative formulas for computing indirect cost rates, specifically the federally
approved rate that the claimant used for fiscal year 1999-2000.*

Claimant further asserts that its reimbursement claims should not be reduced by the amount of
fees authorized to be charged, but only by those actually collected. In addition, claimant asserts
that the Controller should not have adjusted student enrollment data, using data claimant
provided to the California Community Colleges Chancellor’s Office, instead of data used to file
the reimbursement claims.>*

Claimant also questions the adjustments made based on payments made by the state.
State Controller’s Office

The Controller argues that, pursuant to Government Code section 17558.5, it timely conducted
the audit of the fiscal year 1999-2000 and 2000-2001 reimbursement claims.>* The Controller
also contends that the reductions are correct and supported by the record.>®

“® Exhibit A, IRC, pages 18-21.
" Exhibit A, IRC, at pp. 16-19.
8 Exhibit A, IRC, at pp. 9-10.

9 Exhibit A, IRC, at, pp. 9-10.

% Exhibit A, IRC, at pp. 12-15. However, because the audit only addressed fees actually
collected, this is not at issue in this IRC.

> Exhibit A, IRC, at p. 15.
%2 Exhibit B, Controller’s Comments on IRC, Cover Letter, at pp. 3-4.
>3 Exhibit B, Controller’s Comments on IRC.
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V. Discussion

Government Code section 17561(b) authorizes the Controller to audit the claims filed by local
agencies and school districts and to reduce any claim for reimbursement of state mandated costs
that the Controller determines is excessive or unreasonable.

Government Code Section 17551(d) requires the Commission to hear and decide a claim that the
Controller 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 statement of decision to
the Controller 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 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 X111 B, section 6.>*
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 X1l B, section 6 and not apply it as an “equitable
remedy to cure the perceived unfairness resulting from political decisions on funding
priorities.”>®

With regard to the Controller’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.>® 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.]” ”°’

> Kinlaw v. State of California (1991) 54 Cal.3d 326, 331-334; Government Code sections
17551, 17552.

*® 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.

%6 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.

" American Bd. of Cosmetic Surgery, Inc, supra, 162 Cal.App.4th at pgs. 547-548.
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The Commission must review also the Controller’s audit in light of the fact that the initial burden
of providing evidence for a claim of reimbursement lies with the claimant. ®® 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.>®

A. The Audit of the Reimbursement Claims for Fiscal Years 1999-2000 and 2000-2001
is Not Barred by the Deadlines Found in Government Code Section 17558.5.

Claimant asserts that the audit of the 1999-2000 and 2000-2001 reimbursement claims was not
timely and, therefore, the audit is void with respect to those claims.

In 2001 when claimant filed these two reimbursement claims, 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.®

Claimant contends that funds were appropriated for this program for the 1999-2000 and 2000-
2001 claim years and, thus, the first sentence of section 17558.5 applies.®* Since the 1999-2000
reimbursement claim was filed on January 10, 2001 and the 2000-2001 reimbursement claim was
filed on December 20, 2001, both claims were subject to audit by the plain language of section
17558.5 until December 31, 2003. The Controller states that it initiated the audit on May 21
2003, when an entrance conference was held for this audit and this fact is not in dispute.
However, claimant asserts that “subject to audit” requires the Controller “to complete” the audit
no later than two years after the end of the calendar year that the reimbursement claim was filed.
Claimant further argues that if the “subject to audit” language is interpreted as requiring the
Controller to simply begin the audit before the deadline, it would lead to uncertainty for the
claimant in knowing when the statute of limitations would expire.®? Applying claimant’s
argument in this case would require the completion of the audit for the 1999-2000 and 2000-

%8 Gilbert v. City of Sunnyvale (2005) 130 Cal.App.4th 1264, 1274-1275.

% 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.

% 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.

®1 Exhibit A, IRC, at p. 18.
%2 Exhibit A, IRC, at p. 19.
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2001 reimbursement claims by December 31, 2003. The Controller did not complete its final
audit of these claims until three months later, on March 17, 2004, when the Controller issued the
final audit report.

The Controller argues that claimant’s reading of Government Code section 17558.5 is based on
an erroneous interpretation that attempts to rewrite that section, adding a deadline for completion
of the audit where none exists. The Controller asserts that the “subject to audit” language in
section 17558.5, as added in 1995, refers to the time the audit is initiated. In this case, the
Controller states that the audit of both the 1999-2000 and 2000-2001 claims was initiated at the
entrance conference conducted on May 21, 2003, and that this date is within the two years after
the end of the calendar year in which the claims were filed pursuant to section 17558.5.
Alternatively, the Controller argues that a 2002 amendment to section 17558.5, which became
effective on January 1, 2003, enlarges the statute of limitations to initiate an audit to three years,
and that the later enacted statute applies here to give the Controller an additional year to initiate
the audit since the audit period for the 1999-2000 and 2000-2001 was still open. In this regard,
the Controller states the following:

“Moreover, Government Code section 17558.5 was subsequently amended while
the District’s claims were still subject to audit. The amended Government Code
section 17558.5 that was operative in 2003% applies to these claims. Under this
amended statute, claims are “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.” It is well established that ”...any legislative
enlargement of the limitation period applies to pending matters not already
barred.” (43 Cal Jur 3d, Limitations of Actions, section 8.%

The Commission finds that the audit of the 1999-2000 and 2000-2001 reimbursement claims was
timely initiated and completed under Government Code section 17558.5.

The plain language of Government Code section 17558.5, as added in 1995, does not require the
Controller to “complete” the audit within any specified period of time. The plain language of the
statute provides that reimbursement claims are “subject to audit” within two years after the end
of the calendar year that the reimbursement claim was filed. The phrase “subject to audit” does
not require the completion of the audit, but sets a time during which a claimant is on notice that
an audit of a claim may occur. This reading is consistent with the plain language of the second
sentence, which establishes a longer period of time to initiate the audit when no funds are
appropriated for the program as follows:

....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 the initial payment of the claim.

While one rule of statutory construction states that the use of differing language in
otherwise parallel statutory provisions (like the use of the word “initiate” in the second
sentence, but not in the first sentence) supports an inference that a difference in meaning
was intended by the Legislature, the Commission finds that inference is not supportable

%3 Stats. 2002, chapter 1128 (Assembly Bill 2834), section 14.5, operative January 1, 2003.
% Exhibit B, Controller’s Comments, Cover Letter, at p. 3.
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in this case.®® Section 17558.5(a) is not a model of clarity. However, a careful reading
of the language of the first and second sentences reveals that the primary difference
between the two is whether an appropriation has been made for the program. The second
sentence clearly refers to situations where funds are not appropriated. It can reasonably
be inferred from the context that the first sentence, in contrast, refers to situations where
funds are appropriated. The use of the word “however” to begin the second sentence,
signals the contrast between these two situations (when funds are appropriated versus
when they are not). There is nothing about the structure or language of the two sentences
to suggest that the Legislature intended any other substantive differences between these
two parallel sentences. In each situation, the Controller must perform some activity
within a two-year period. The use in the second sentence of the phrase “the time for the
Controller to initiate an audit” refers back to “the time” defined in the first sentence,
namely two years. Similarly, the use of “initiate” in the second sentence refers to what
the Controller is required to do within the two-year period. Read in this way, the two
sentences are parallel. In the first sentence, when there is an appropriation, the time to
initiate an audit is two years. In the second sentence, when there is no appropriation, the
time to initiate an audit is also within two years of the first appropriation. The only
difference between the two situations is the triggering event of an appropriation that
determines when the two-year period to initiate an audit begins to run.

The Commission further finds this interpretation is consistent with the 2002 amendment to the
first sentence of section 17558.5, which clarified that “subject to audit” means “subject to the
initiation of an audit” 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 twe three years after the end-ofthe-calendaryearin-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.®

Therefore, in this case, the reimbursement claims filed for fiscal years 1999-2000 and 2000-2001
were subject to audit “no later than two years after the end of the calendar year in which the
reimbursement claim is filed or last amended;” in this case, before December 31, 2003. Since
the audit began no later than May 21, 2003, when the entrance conference was conducted, the
audit was timely initiated.

The Controller also contends that the 2002 amendment to section 17558.5, which enlarged the
period of time to initiate the audit to three years after the date the actual reimbursement claim is
filed or last amended, applies in this case and gave the Controller additional time to initiate the
audit in this case.®” The Commission agrees. Pursuant to the Douglas Aircraft case, “[u]nless a

% Fairbanks v. Superior Court (2009) 46 Cal.4th 56, 62.
% Statutes 2002, chapter 1128.
%7 Statutes 2002, chapter 1128.
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statute expressly provides to the contrary, any enlargement of a statute of limitations provision
applies to matters pending but not already barred.”®® The Court in Douglas Aircraft stated the
general rule as follows:

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.) 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; Davis & McMillan v. Industrial
Acc. Com., 198 Cal. 631; 31 Cal.Jur.2d 434.) 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), 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). 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.)%°

In Mudd v. McColgan, relied upon in Douglas Aircraft, the Court explained:

It is settled law of this state that an amendment which enlarges a period of
limitation applies to pending matters where not otherwise expressly excepted.
Such legislation affects the remedy and is applicable to matters not already
barred, without retroactive effect. Because the operation is prospective rather
than retrospective, there is no impairment of vested rights. [Citations.]
Moreover, a party has no vested right in the running of a statute of limitation
prior to its expiration. He is deemed to suffer no injury if, at the time of an
amendment extending the period of limitation for recovery, he is under obligation
to pay. In Campbell v. Holt, 115 U.S. 620, at page 628, it was said that statutes
shortening the period or making it longer have always been held to be within the
legislative power until the bar was complete.”

And in Liptak v. Diane Apartments, Inc., the Second District Court of Appeal, relying in part on
Mudd, supra, reasoned:

A party does not have a vested right in the time for the commencement of an
action. (Mill and Lumber Co. v. Olmstead (1890) 85 Cal. 80, 84-85.) Nor does
he have a vested right in the running of the statute of limitations prior to its
expiration. (Mudd v. McColgan (1947) 30 Cal.2d 463, 468; Weldon v. Rogers
(1907) 151 Cal. 432, 434.) A change in the statute of limitations merely effects a
change in procedure and the Legislature may shorten the period, however, a
reasonable time must be permitted for a party affected to avail himself of the
remedy before the statute takes effect. (Rosefield Packing Co. v. Superior Court

% Douglas Aircraft Co. v. Cranston (1962) 58 Cal.2d 462, at p. 465.
% |d, at page 465.
© Mudd v. McColgan (1947) 30 Cal.2d 463, 468 [emphasis added].
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(1935) 4 Cal.2d 120, 122; Davis & McMillan v. Industrial Acc. Com. (1926) 198
Cal. 631, 637; Mill and Lumber Co. v. Olmstead, supra, 85 Cal. at p. 84.)"

Therefore, an expansion of a statute of limitations applies to matters pending but not already
barred, based in part on the theory that a party has no vested right in the running of a statutory
period prior to its expiration.” 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 time to
initiate the audit to three years after the date the actual reimbursement claim is filed or last
amended would control, and gives the Controller additional time to initiate the audit. The
Controller therefore had until January 10, 2004, to initiate the audit of the 1999-2000
reimbursement claim, and had until December 20, 2004, to initiate the 2000-2001 reimbursement
claim. Since the audit was initiated no later than May 21, 2003, when the entrance conference
was held and before the 2004 deadline, the audit was timely initiated.

Moreover, section 17558.5 was amended in 2004 to establish, for the first time, the requirement
to “complete” the audit two years after the audit is commenced. The 2004 amendment became
effective after the completion of the audit of the reimbursement claims for fiscal years 1999-
2000 and 2000-2001 and, thus, does not apply to the audit in this case.

Although the statute in effect at the time the reimbursement claims were filed did not expressly
fix the time for which an audit must be completed, the Controller was still required under
common law to complete the audit within a reasonable period of time. 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.”
Claimant argues that it would be “impossible” to know when the statute of limitations would
expire under the Controller’s interpretation.”* However, the claimant was on notice of the audit
when the entrance conference was conducted on May 21, 2003; the field audit was completed on
November 21, 2003; " the draft audit report was issued on January 21, 2004; and the final audit
report was issued March 10, 2004.”° Moreover, there is no evidence that the claimant was
prejudiced by the audit process. The audit was completed less than one year after it was started
and, under the facts of this case, within a reasonable period of time.

"1 (1980) 109 Cal.App.3d 762, 773.
"2 Mudd v. McColgan (1947) 30 Cal.2d 463, 468

"3 Cedar-Sinai Medical Center v. Shewry (2006) 137 Cal.App.4th 964, 985-986. In that case, the
court determined that the hospital failed to establish an unreasonable delay in audits conduct by
Department of Health Services, since the Department conducted audits two years or less after the
end of the fiscal period that it was auditing, which was less than the three-year period permitted
by statute. See also, Steen v. City of Los Angeles (1948) 31 Cal.2d 542, 546, where the court
held that laches applies in quasi-adjudicative proceedings.

" Exhibit A, IRC at pp.22-23.
> Exhibit A, IRC, Exhibit D, at. p. 52.
7% See Exhibit A, IRC, Exhibit D, final audit report for the dates of the draft audit report.
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Based on the foregoing, the Commission finds that the audit of claimant’s reimbursement claims
for fiscal years 1999-2000 and 2000-2001was timely initiated and completed.

B. The Controller’s Recalculation and Reduction of Claimed Indirect Costs is Correct
as a Matter of Law and Not Arbitrary, Capricious, or Entirely Lacking in
Evidentiary Support.

The Controller reduced indirect costs claimed by $157,273 for fiscal years 2000-2001 and 2001-
2002. Indirect cost rates of 47.3 percent for fiscal year 2000-2001 and 47.8 percent in fiscal year
2001-2002 were used by the claimant in those years. The Controller did not accept claimant’s
calculation of its indirect cost rate for these fiscal years as claimant failed to use one of the two
options provided in the claiming instructions for calculating indirect costs; either the OMB
Circular A-21 or the state’s methodology in Form FAM-29C. The Controller recalculated
indirect costs for these two fiscal years using the claimant’s federally approved rate of 30percent,
which was federally approved during the audit period and correctly used by the claimant in the
fiscal year 1999-2000 reimbursement claim.”’

Claimant disputes the Controller’s findings that the indirect cost rate proposal was incorrectly
applied, charging that the Controller’s conclusions were without basis in the law.

1. The parameters and guidelines expressly require claimants to claim indirect costs
in the manner described in the Controller’s claiming instructions, which in turn
provide for an indirect cost rate to be developed in accordance with federal OMB
Circular A-21 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.”® 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.”® 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.”®

Claimant argues that community college districts are not required to adhere to the claiming
instructions.®* Claimant further argues that the word “may” in the indirect cost language of the
parameters and guidelines is permissive, and that therefore the parameters and guidelines do not
require that indirect costs be claimed in the manner described by the Controller.?

Claimant’s argument is unsound: 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

" Exhibit B, Controller’s comments on IRC, at pages 14 (Tab 2) and 166 (Finding 1, Final Audit
Report).

’® Government Code section 17557; California Code of Regulations, title 2, section 1183.7.
® Government Code sections 17561(d)(1); 17564(b); and 17571.

8 Exhibit A, IRC, Exhibit C, at p. 40.

8 Exhibit A, IRC, at pp. 9-10.

82 Exhibit A, IRC, Exhibit C at p 10.
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claimed,” or may not, but if a claimant chooses to claim indirect costs, the claimant must adhere
to the Controller’s claiming instructions. This interpretation is urged by the Controller.®®

The claiming instructions specific to the Health Fee Elimination mandate, revised September
1997, state that “college districts 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 the State Controller’s methodology outlined in “Filing a Claim” of the Mandated Cost
Manual for Schools.” In addition, the School Mandated Cost Manual, revised each year, and
containing instructions applicable to all school and community college mandated programs,®
provides as follows:

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.®

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 later the
Mandated Cost Manual for Community Colleges), 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

8 Exhibit B, Controller’s Comments, Tab 1, at p 5.
8 Exhibit B, Controller’s Comments on IRC, Tab 3 at p. 25-29 and Tab 4 at pp. 31-41.

8 Exhibit B, Controller’s Comments, Tab 3 at pp. 25-29 and Tab 4 at pp. 31-41. School
Mandated Cost Manual Excerpts for fiscal years 1999-2000 through 2001-2002.

% |bid. The OMB Circular A-21 establishes principles for determining costs applicable to
grants, contracts, and other agreements between the federal government and educational
institutions. Section G(11) of the OMB Circular A-21 governs the determination and federal
approval of indirect cost rates by the “cognizant federal agency,” which is normally either the
Federal Department of Health and Human Services or the Department of Defense’s Office of
Naval Research. The 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), and “eliminates unallowable expenses and segregates the
adjusted expenses between those incurred for direct and indirect activities relative to the
mandated cost program.” (Exhibit B, Controller’s response to IRC, page 7.)
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instructions a condition of reimbursement”®” is therefore not correct.®® The parameters and

guidelines, which were duly adopted at a Commission hearing, require compliance with the
claiming instructions.

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.”® In the Clovis Unified case, the
Controller’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.*® 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. Claimant had notice of the requirement in the
parameters and guidelines to comply with the claiming instructions and notice of the claiming
instructions’ requirements for claiming indirect costs, both prior to and during the claim years in
issue and did not challenge the parameters and guidelines or the claiming instructions when they
were adopted.

Therefore, the Commission finds that the parameters and guidelines expressly require claimants
to claim indirect costs in the manner described in the Controller’s 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; and that claimant had notice of the parameters
and guidelines and the claiming instructions, and did not challenge them when they were
adopted.

2. Claimant did not comply with the requirements of the claiming instructions in
developing and applying its indirect cost rates for 2000-2001 and 2001-2002.
Therefore, the Controller’s reduction is correct as a matter of law and the recalculation
of the indirect cost rate using claimant’s federally approved rate was not act arbitrary,
capricious, or entirely lacking in evidentiary support.

In its audit of claimant’s reimbursement claim for fiscal year 2000-2001 and 2001-2002, the
Controller found that claimant “claimed indirect costs based upon an indirect cost rate of 47.3
percent and 47.8 percent respectively. The Controller found that this rate was prepared by an
outside consultant allegedly “simplifying” OMB Circular A-21 methodology.*

The claiming instructions specify that, to use the OMB Circular A-21 option, a claimant must
obtain federal approval, which claimant received and used for fiscal year 1999-2000.%

8 Exhibit A, IRC, at p. 13.

8 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.”

8 Exhibit A, IRC, p. 12.

% Clovis Unified School Dist., supra, 188 Cal.App.4th at page 807.

%L Exhibit A, IRC, Exhibit D, at p.6; Exhibit B, Tab 1, at p. 4.

%2 The Controller did not adjust indirect costs for fiscal year 1999-2000.
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However, for fiscal years 2000-2001 and 2001-2002, claimant did not use its federally approved
rate, or use the other authorized methodology provided in Form FAM 29C. Thus, since the
claimant did not comply with the requirements of the parameters and guidelines and claiming
instructions in developing and applying its indirect cost rate to the costs claimed in fiscal years
2000-2001 and 2001-2002, the reduction is correct as a matter of law.

The Controller recalculated claimant’s indirect cost rate by using the federally approved rate of
30 percent that claimant used for fiscal year 1999-2000. This resulted in reduced indirect costs
for both fiscal years. As claimant failed to follow the parameters and guidelines and claiming
instructions in using either its federally approved rate of 30 percent or a rate prepared using the
Form FAM-29C, the Controller’s action to recalculate the rate using one of the options provided
for in the claiming instructions is not arbitrary, capricious, or entirely lacking in evidentiary
support.

C. The Controller’s Reduction for Understated Offsetting Revenues is Correct
as a Matter of Law, and Not Arbitrary, Capricious, or Entirely Lacking in
Evidentiary Support.

The Controller reduced costs for the three fiscal years by $287,865 based on unsupported student
attendance data used by the claimant to calculate the fees collected. This audit was one of the
first performed on the Health Fee Elimination program and it occurred before the court’s
decision in Clovis Unified School District v. Chiang. Thus, in this case, the Controller did not
consider the extent of the claimant’s fee revenue authorized to be collected, but looked only at
the revenue actually collected by the claimant.”®* The Controller found that the claimant failed to
provide the student attendance data it used to determine offsetting revenues received and, thus,
the Controller recalculated offsetting revenues received by using attendance data the claimant
reported to the Chancellor’s Office (the claimant’s GLD144-02 printouts).”* The Controller’s
recalculation resulted in a finding that the claimant underreported fee revenue received during
the audit period.*

Claimant disputes the reduction, asserting that the student enrollment data provided in the
reimbursement claims was accurate and the Controller should not have recalculated using the
data claimant provided to the Chancellor’s Office. The Controller states that, during the audit
process, claimant was unable to provide documentation to support the enroliment data provided

% Clovis Unified School Dist. v. Chiang, supra, 188 Cal.App.4th 794, 812, where 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. In making its decision the court notes that the concept
underlying the state mandates process that Government Code sections 17514 and 17556(d)
embody is as follows: “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.”

% This documentation is in Tab 5 of Exhibit B, Controller’s comments on IRC, at pages 42-74.

% Exhibit B, Controller’s comments on IRC, at pages 2 (letter from the Controller’s Senior Staff
Counsel) and 166 (Finding 2, Final Audit Report).
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in the reimbursement claims.*® Claimant does not address the issue of documentation in its IRC.
The parameters and guidelines require claimants to report:

VIIIl. 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.”’

Section VII also requires claimants to provide supporting data for auditing purposes as follows:
“all costs claimed must be traceable to source documents and/or worksheets that show evidence
of the validity of such costs.”®®

Thus, the parameters and guidelines expressly require claimants to identify offsetting revenue
from health service fees for each full-time student enrolled, and further require documentation to
support the costs claimed. Full documentation of increased costs, which by definition would
include documentation of any offsets, is required.*® As claimant did not provide any
documentation to support its enroliment data, as required by the parameters and guidelines, the
Controller’s reduction is correct as a matter of law.

The Commission further finds that the Controller’s recalculation of student enrollment using data
provided by claimant to the Chancellor’s Office was not arbitrary, capricious, or entirely lacking
in evidentiary support. The documents are public records provided by claimant in the normal
course of business, and claimant has provided no other documents to support enrollment data.

Accordingly, the Commission finds that the Controller’s reduction for understated offsetting
revenues is correct as a matter of law, and not arbitrary, capricious, or entirely lacking in
evidentiary support.

D. The Controller’s Adjustment Based on Payments Made to the Claimant is
Supported by Evidence in the Record, and is not Arbitrary, Capricious, or
Entirely Lacking in Evidentiary Support.

Claimant questions adjustments made by the Controller in the audit to the amounts owed
to claimant. The Controller represents that claimant did not acknowledge two warrants
received from the state, one for $26,099 for fiscal year 1999-2000 and one for $19,270
for fiscal year 2000-2001 in its reimbursement claims. Claimant contends that it cannot

% Exhibit A, IRC, Exhibit D, final audit, at p. 57.

97 Exhibit X, Parameters and Guidelines at p. 7.

% Exhibit X, Parameters and Guidelines, at p. 7.

% See Government Code sections 17514, 17557 and 17561(d)(C)(i).
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determine the propriety of these adjustments until the Controller states the reason for the
change.'®

The Controller responds as follows:

As clearly stated in the audit report, and reconfirmed in the documentation in
Tab 8, the District received two claim payments ($57,365 issued on 8/1/2001 and
$26,099 issued on 3/9/2001) totaling $83,464 for fiscal year 1999-2000, and one
claim payment of $19,270 issued on 3/8/2001 for fiscal year 2000-2001. The
adjustments were made because of these reimbursement payments the District
received.'%*

Tab 8 of the Controller’s comments contains copies of the warrants showing payments
made to claimant for the mandated program for $83,464 and $19,270.'% These payments
are reﬂgcted as adjustments in the final audit report for fiscal years 1999-2000 and 2000-
2001.

The Commission therefore finds that the Controller’s adjustment to claimant’s
reimbursement claims based on prior payments by the state to claimant is supported by
evidence in the record, and is not arbitrary, capricious, or entirely lacking in evidentiary
support.

Conclusion

Pursuant to Government Code section 17551(d), the Commission concludes that the Controller’s
audit of the 1999-2000 and 2000-2001 reimbursement claims was timely, and that the reduction
of the following costs is correct as a matter of law, and not arbitrary, capricious, or entirely
lacking in evidentiary support:

e The reduction of indirect costs claimed for fiscal years 2000-2001 and 2001-2002 of
$157,273.

e The reduction of costs due to understated offsetting revenue of $287,865.

e The adjustment to claimant’s reimbursement claims based on prior payments made to the
claimant for fiscal years 1999-2000.

Accordingly, the Commission denies this IRC.

100 Exhibit A, IRC, pages 18-21.

101 Exhibit B, Controller’s comments on IRC, page 3.

102 Exhibit B, Controller’s comments on IRC, pages 102-103.
103 Exhibit B, Controller’s comments on IRC, page 164.
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I, the undersigned, declare as follows:

I am a resident of the County of Solano and | 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 January 9, 2015, | served the:

Draft Proposed Decision, Schedule for Comments, and Notice of Hearing
Health Fee Elimination, 06-4206-1-13

Education Code Section 76355

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

Fiscal Years 1999-2000, 2000-2001, and 2001-2002

Pasadena Area 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 January 9, 2015 at Sacramento,

California. I
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980 Ninth Street, Suite 300
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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 conceming 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

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

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
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

298

http://csm.ca.gov/csmint/cats/print_mailing_list_from_claim.php 1/3



1/8/2015

Mailing List

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

Y azmin.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

Jameel Naqvi, Analyst, Legislative Analysta€™s Office

Education Section, 925 L Street, Suite 1000, Sacramento, CA 95814
Phone: (916)319-8331

Jameel.naqvi@lao.ca.gov

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

Arthur Palkowitz, Stutz Artiano Shinoff & Holtz

2488 Historic Decatur Road, Suite 200, San Diego, CA 92106
Phone: (619)232-3122

apalkowitz@sashlaw.com

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.

299

http://csm.ca.gov/csmint/cats/print_mailing_list_from_claim.php

213



1/8/2015 Mailing List

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

300

http://csm.ca.gov/csmint/cats/print_mailing_list_from_claim.php 313



Exhibit D

RECEIVED
January 14, 2015

Commission on
State Mandates

BETTY T. YEE
California State Controller

January 13, 2015

Heather Halsey

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

Re: Draft Proposed Decision
Incorrect Reduction Claim
Health Fee Elimination, 06-4206-1-13
Education Code Section 76355
Statutes 1984, Chapter 1, pnd E.S.; Statutes 1987, Chapter 1118
Fiscal Years 1999-2000, 2000-2001, and 2001-2002
Pasadena Area Community College District, Claimant

Dear Ms. Halsey:

The State Controller’s Office (SCO) has reviewed the Commission on State Mandates’
(Commission) draft staff analysis dated January 9, 2015, for the above incorrect reduction claim
filed by Pasadena Area Community Cellege District. We support the Commission’s conclusion
and recommendation.

The Commission supported the SCO adjustments related to the following:
¢ The audit was not time-barred by any statutory or common law limitation.

» Reduction of indirect costs based on recalculation of the indirect cost rates, totaling
$157,273, is correct as a matter of law.

¢ Reduction based on understated offsetting health service fee revenues, totaling $287,865, is
correct as a matter of law.

e Adjustment to claimant’s reimbursement claims based on prior payments made to the
claimant.

P.Q. Box 942850, Sacramento, CA 94250 + (916) 445-2636
3301 C Street, Sulte 700, Sacramento, CA 95816 ¢ (916) 324-8907
901 Corporate Center Drive, Suite 200, Monterey Park, CA 91754 + (323) 981-6802
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Heather Halsey, Executive Director
January 13, 2015
Page 2

If you have any questions, please contact me by telephone at (916) 323-5849.

Sincerely,

Lt
// JIM L. SPANO, Chief

¥ Mandated Cost Audits Bureau
Division of Audits

JLS/sk

14974
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Phone: (916)445-0328

Y azmin.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

Jameel Naqvi, Analyst, Legislative Analysta€™s Office

Education Section, 925 L Street, Suite 1000, Sacramento, CA 95814
Phone: (916)319-8331

Jameel.naqvi@lao.ca.gov

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

Arthur Palkowitz, Stutz Artiano Shinoff & Holtz

2488 Historic Decatur Road, Suite 200, San Diego, CA 92106
Phone: (619)232-3122

apalkowitz@sashlaw.com

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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SixTen and Associates Exhibit E
Mandate Reimbursement Services

KEITH B. PETERSEN, President

San Diego Sacramento
5252 Balboa Avenue, Suite 200 P.O. Box 340430
San Diego, CA 92117 Sacramento, CA 95834-0430
Telephone: (858) 514-8605 Telephone: (916) 419-7093
Fax: (858) 514-8645 Fax: {916) 263-9701
www.sixtenandassociates.com E-Mall: kbhpsixten@aol.com
RECEIVED
January 27, 2015 : January 27, 2015
Commission on
State Mandates

Heather Halsey, Executive Director
Commission on State Mandates
980 Ninth Street, Suite 300
Sacramento, CA 95814

Dear Ms. Halsey:

RE: CSM 06-4206-1-13
Pasadena Area Community College District
Fiscal Years: 1999-00, 2000-01, and 2001-02
Health Fee Elimination
incorrect Reduction Claim

| have received the Commission Draft Proposed Decision (DPD) dated January 9, 2015
for the above-referenced incorrect reduction claim, to which | respond on behalf of the
District. '

PART A. STATUTE OF LIMITATIONS APPLICABLE TO AUDITS OF ANNUAL
REIMBURSEMENT CLAIMS

The District asserted in its incorrect reduction claim filed July 3, 2006, that the first two
years of the three claim years audited, fiscal years 1999-00 and 2000-01, were beyond
the statute of limitations to compiete the audit when the Controller issued its audit report
on March 17, 2004. The Commission concludes that the audit was both timely initiated
and timely completed. '

Chronology of Annual Claim Action Dates

March 9, 2000 FY 1999-00 first payment $26,099
January 10, 2001 FY 1999-00 claim fited by the District
March 8, 2001 FY 2000-01 first payment $19,270
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August 1, 2001 FY 1999-00 second payment $57,365

December 20, 2001 FY 2000-01 claim filed by the District

March 6, 2002 FY 2001-02 first payment $46,709

May 21, 2003 Entrance conference conducted

December 31, 2003 Statute of limitations expires FY 1999-00 and FY 2000-01
March 17, 2004 Controller’s final audit report issued

Based on the annual claim filing dates, these two fiscal years are subject to the statute
of limitations language established by Statutes of 1995, Chapter 945, Section 13,
operative July 1, 1996:

(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.

1. Audit Initiation

The District's FY 1999-00 annual claim was mailed to the Controller on January 10,
2001. The District's FY 2000-01 annual claim was mailed to the Controller on
December 20, 2001. According to the 1995 version of Government Code Section
17558.5 these two annual claims are subject to audit no later than December 31, 2003.
The District concurs that the audit of the FY 1999-00 and - FY 2000-01 annual claims
was commenced before the expiration of the statute of limitations to commence an
audit. The audit entrance conference of May 21, 2003, precedes the expiration of the
date to commence the audit of December 31, 2003.

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 first two years of the three claim years audited,
fiscal years 1999-00 and 2000-01, were beyond the statute of limitations to complete
the audit when the Controller issued its audit report on March 17, 2004.

The Commission (DPD, 17) concludes that the 1995 version of Section 17558.5 “does

not require the Controller to ‘complete’ the audit within any specified period of time.”
The Commission (DPD, 20) instead relies upen common law remedies:
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Although the statute in effect at the time the reimbursement claims were filed did
not expressly fix the time for which an audit must be completed, the Controller
was still required under common law to complete the audit within a reasonable
period of time. 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.”® Claimant argues
that it would be “impossible” to know when the statute of limitations would expire
under the Controller’s interpretation.” However, the ctaimant was on notice of
the audit when the entrance conference was conducted on May 21, 2003, the
field audit was completed on November 21, 2003;” the draft audit report was
issued on January 21, 2004; and the final audit report was issued March 10 [sic],
2004.7 Moreover, there is no evidence that the claimant was prejudiced by the
audit process. The audit was completed less than one year after it was started
and, under the facts of this case, within a reasonable period of time.

Footnote 73 references the Cedar-Sinai Medical Center decision, for the proposal that
- claimants should or could rely upon the defense of laches. This is a misapplication of
a decision in a civil matter with equity jurisdiction. The citation does not indicate
whether the relevant state agency completed the audit within its three-year statute of
limitations, or whether it was so required to do so. This footnote also references Steen
v. City of Los Angeles, another civil matter, for the unnecessary proposal that a quasi-
adjudicative local government agency, with unknown statutory or regulatory jurisdiction,
can apply laches. However, the Commission is a state agency with a specific statute of
limitations to apply and need not rely on laches, even if the Commission had such
common law jurisdiction.

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 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. What
objective standards are available for the determination or a reasonable period of time to
complete an audit?

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.
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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 to 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.

The adjudication of the audit completion date should end with the 1995 version of
Section 17558.5. 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 and inevitable requirement
that completion is measured by the date of the audit report.

If, as the Commission asserts, the 1995 version establishes no statutory 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 Audit Finding 1

The Controller asserts that the District overstated its indirect cost rates and costs in the
amount of $157,273 for FY 2000-01 and FY 2001-02. For FY 1998-00, the audit report
states that the District correctly used a “federally approved” rate of 30%. The audit
report states “that community college districts have the option of using a federally
approved rate prepared in accordance with Office of Management and Budget (OMB)
Circular A-21 or the alternative methodology using Form FAM-29C.” For FY 2000-01
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and FY 2001-02, the audit report, without explanation, reduced the indirect cost rate
claimed to the same federally approved rate of 30% used for FY 1999-00. The
apparent reason for the reduction was that the indirect cost rates for FY 2000-01 and
FY 2001-02 were computed by the District's mandate consultant who prepared the
annual claims and those rates were not federally approved.

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. 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."

The Controller has never asserted that its claiming instructions are alone legally
enforceable. 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.

z From the Clovis Appellate Court Decision (4):

“Once the Commission determines that a state mandate exists, it adopts
requiatory “[Plarameters and [Gluidelines” (P&G’s) to govern the state-mandated
reimbursement. (§ 17557.) The Controller, in turn, then issues nonregulatory
“[Cllaiming [I]nstructicns” 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 SDC Program (§ 17558 [the Commission submits regulatory P&G's to the

Controller, who in turn issues nonregulatory Claiming Instructions based
thereon]; and the Controller's statutory authority to audit state-mandated

reimbursement claims (§ 17561,subd. (d}(2)).” Emphasis added.

311



Heather Halsey, Executive Director 6 January 27, 2015

The Commission (DPD, 21, 22) instead relies upon the “plain language” of the 1989
parameters and guidelines:

Claimant’s argument is unsound: 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
Controller's claiming instructions. This interpretation is urged by the Controller.®

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 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.

Regarding the requirement for the administrative rulemaking process to enforce agency
manuals and instructions, the Commission (DPD, 23) misses the factual issue:

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.” ® In the Clovis Unified case, the Controller'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.*® 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.
Claimant had notice of the requirement in the parameters and guidelines to
comply with the claiming instructions and notice of the claiming instructions’
requirements for claiming indirect costs, both prior to and during the claim years
in issue and did not challenge the parameters and guidelines or the claiming
instructions when they were adopted.

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 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
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(Government Code Section 11425.50).

Instead, the Commission defaults to a threadbare excuse that either this District or
some other District should have challenged the parameters and guidelines. This
presupposes that the Commission finding today, that the use of “may” is really
mandatory, would rationally occur, or did occur, to anyone during the process of
adoption of the parameters and guidelines in 1989. When the parameters and
guidelines were proposed and adopted, they were not circulated to all districts for
review or notice. Further, the original adoption of the parameters and guidelines occurs
before the claiming instructions are released for a new program. The Commission is, in
this decision now, interpreting post-facto the legal significance of the parameters and
guidelines language, and cannot fault or preempt a contrary assertion by the District
today by relying upon the ephemeral and very limited scope of notice and participation
permitted by the Commission parameters and guidelines adoption process.

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.
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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
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
discretion and has utilized it in college mandate parameters and guidelines since at
least 2002. However, this language has never been adopted by the Commission for
Health Fee Elimination. The District agrees that the parameters and guidelines have
the force of law, but that it does not extend by reference (tenuous or not) to the general
or specific claiming instructions for Health Fee Elimination. Neither the Commission nor
the Controller have ever adopted the Controller’s claiming instructions pursuant to the
process required by the Administrative Procedure Act, nor has the Commission ever
before stated that parameters and guidelines are subordinate to the Controller's
claiming instructions.

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 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 apparently 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.
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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 District. 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.

PART C. UNDERSTATED OFFSETTING REVENUES Audit Finding 2

Student health service fees collected reduce the total reimbursable costs. The audit
reduced the claimed offset by $287,865. The audit report states that since the District
was unable to provide enrollment data, the Controller audited the District's revenue
ledgers. This was a choice of methods by the Controlier.

The Commission (DPD, 24) correctly notes that the Controller did not calculate the “fee
revenue authorized to be collected” according to the Health Fee Rule approved by the
Clovis case which was decided after the audit was completed. However, the
Commission is in error when it states (DPD, 24) that “the Controller recalculated
offsetting revenues received by using attendance data the claimant reported to the
Chancellor's Office (the claimant's GLD144-02 printouts).” See the Controller's
December 31, 2007, rebuttal to the incorrect reduction claim, at Tab 2, page 9, which
states that enrollment statistics were not used. The GLD printouts are District revenue
ledgers (attached to the December 31, 2007, rebuttal at Tab 5). Thus, the Commission
(DPD, 25) incorrectly concludes that the Controller “recalculated” the student enrollment
based on enroliment:

The Commission further finds that the Controller’s recalculation of student
enrollment using data provided by claimant to the Chancellor's Office was not
arbitrary, capricious, or entirely lacking in evidentiary support. The documents
are public records provided by claimant in the normal course of business, and
claimant has provided no other documents to support enroliment data.

The Controller did not calculate the authorized collectible amount or otherwise use
enrollment statistics to calculate the offset, so the absence of enrollment data, from any
source, is irrelevant here and not a basis to approve the adjustment unless the
Commission believes adjustments can be used for purpose of penalizing claimants.
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Notwithstanding, and as separate basis for its finding, the Commission (DPD, 25)
incorrectly concludes that districts are required to provide enroliment data to facilitate
the calculation of collectible amounts:

Thus, the parameters and guidelines expressly require claimants to identify
offsetting revenue from health service fees for each full-time student enrolled,
and further require documentation to support the costs claimed. Full
documentation of increased costs, which by definition would include
documentation of any offsets, is required.” As claimant did not provide any
documentation to support its enroliment data, as required by the parameters and
guidelines, the Controller's reduction is correct as a matter of law.

The Commission has not cited from the parameters and the guidelines a requirement to
provide enrollment data or for the District to otherwise facilitate the application of the
Heath Fee Rule. So, this is not a default basis to approve the adjustment

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 enroliment 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 enroliment data from the CCCCQO. The CCCCO identified
enrollment data from its management information system (MIS) based on
student data that the district reported. CCCCO identified the district's enroliment
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 the audit of this District, completed before the October 27, 2011, Commission
decision, enroliment statistics were not used by the auditor. 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.
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PART D. CLAIM PAYMENTS MADE TO THE DISTRICT

Until the Controller's December 31, 2007, rebuttal to the July 3, 2006, incorrect
reduction claim, the District was unable to confirm, by state agency written evidence in
the record, the payments made on the annual claims. This issue is no longer in
dispute.

CERTIFICATION

By my signature below, | 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 January 27,2015, at Sacramento, California, by

V4

Keith B. Petersen, President
SixTen & Associates

Service by Commission Electronic Drop Box
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DECLARATION OF SERVICE BY EMAIL

I, the undersigned, declare as follows:

I am a resident of the County of Sacramento 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 January 28, 2015, I served the:

Claimant Comments .

Health Fee Elimination, 06-4206-1-13

Pasadena Area Community College District, Claimant
Education Code Section 76355

Statutes 1984, Chapter 1, 2nd E.S.; Statutes 1987, Chapter 1118
Fiscal Years 1999-2000, 2000-2001, and 2001-2002

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 January 15 at Sacramento,
California. M .
' Lors#zo Duran

Commission on State Mandates
980 Ninth Street, Suite 300
Sacramento, CA 95814

(916) 323-3562

318




1/28/2015 Mailing List

COMMISSION ON STATE MANDATES

Mailing List
Last Updated: 1/20/15
Claim Number: 06-4206-1-13
Matter: Health Fee Elimination

Claimant: Pasadena Area 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 conceming 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

Giny Chandler, Commission on State Mandates
980 9th Street, Suite 300, Sacramento, CA
Phone: (916) 323-3562
giny.chandler@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

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
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
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915 L Street, Suite 1280, 17th Floor, Sacramento, CA 95814
Phone: (916) 445-3274

kathleen.lynch@dof.ca.gov
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Keith Petersen, SixTen & Associates
Claimant Representative
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kbpsixten@aol.com

Sandra Reynolds, Reynolds Consulting Group,Inc.
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321

http://csm.ca.gov/csmint/cats/print_mailing_list_from_claim.php 313



Exhibit F

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 iIncurred for such work. The principles
shall also be used as a guide iIn 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 i1ssued 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, iIs 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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. Composition of total costs

Factors affecting allowability of costs
Reasonable costs
Allocable costs

. Applicable credits
. Costs incurred by State and local governments

Limitations on allowance of costs

. Collection of unallowable costs

Adjustment of previously negotiated F&A cost rates

contalnlng unallowable costs
10. Consistency iIn 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.
2.

General
Application to sponsored agreements

E. F&A costs

1.
2.

General
Criteria for distribution

F. ldentification and assignment of F&A costs

E)@'QG)W-&(DRJH

Definition of Facilities and Administration.
Depreciation and use allowances
Interest

. Operation and maintenance expenses
. General administration and general expenses

Departmental administration expenses

. Sponsored projects administration

Library expenses
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
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F&A cost pools

. The distribution basis

Negotiated lump sum for F&A costs
Predetermined rates for F&A costs
Negotiated fixed rates and carry-forward provisions
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10.
11.
12.

Provisional and final rates for F&A costs
Fixed rates for the life of the sponsored agreement
Limitation on reimbursement of administrative costs

Alternative method for administrative costs

Individual rate components
Negotiation and approval of F&A rate
Standard format for submission

H. Simplified method for small institutions

1.
2.

General
Simplified procedure

. Reserved

J. General provisions for selected items of cost

Advertising and public relations costs

. Advisory councils

. Alcoholic beverages

. Alumni/ae activities

. Audit and related services

Bad debts
Bonding costs
Commencement and convocation costs
Communication costs
Compensation for personal services
Contingency provisions
Deans of faculty and graduate schools
Defense and prosecution of criminal and civil
proceedings, claims, appeals and patent infringement
Depreciation and use allowances
Donations and contributions
Employee morale, health, and welfare costs
Entertainment costs
Equipment and other capital expenditures
Fines and penalties
Fund raising and investment costs

. Gains and losses on depreciable assets
. Goods or services for personal use

Housing and personal living expenses

Idle facilities and i1dle capacity

Insurance and indemnification

Interest

Labor relations costs

Lobbying

Losses on other sponsored agreements or contracts

325



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 iIs 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 iInstitution 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 1ts 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 iIn 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 iIn 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 iIs in the form
of loans, scholarships, fellowships, traineeships, or other
Tixed amounts based on such i1tems 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 i1ts consideration of whether to
grant such an exemption.

(2) To promote efficiency iIn 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 i1n 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 iInstitution 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 iInstruction 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 i1n 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 i1dentified 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 iIn the agreements.

2. Sponsored agreement, for purposes of this Circular, means
any grant, contract, or other agreement between the iInstitution
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.

10
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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 iInstitution 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 iInstitution 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) 1T 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 1if
(1) i1t is incurred solely to advance the work under the
sponsored agreement; (2) it benefits both the sponsored
agreement and other work of the iInstitution, iIn proportions that
can be approximated through use of reasonable methods, or (3) it
IS necessary to the overall operation of the institution and, iIn
light of the principles provided in this Circular, 1s deemed to
be assignable in part to sponsored projects. Where the purchase
of equipment or other capital i1tems 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 iIn order to meet deficiencies
caused by overruns or other fund considerations, to avoid

11
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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 1is
responsible for ensuring that costs charged to a sponsored
agreement are allowable, allocable, and reasonable under these
cost principles.

(2) Internal controls. The iInstitution®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. IFf
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 speciftied 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 iInstitution 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 iInstitution®s
documentation requirements for the actions of those individuals
(e.g., signature or initials of the principal iInvestigator 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

12
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educational institutions, such as discounts on computer
equipment, except where the arrangement is clearly and
explicitly i1dentified 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 iIn 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 iIn 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 iIn cost accounting practice. The
following costs shall be refunded (including iInterest) in
accordance with applicable Federal agency regulations:

13
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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 (1) law or regulation, (ii1) 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 iIn 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.

14
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10. Consistency iIn 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 iIn
accumulating and reporting costs.

b. An educational iInstitution®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 iInconsistent
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 1t 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 i1ts
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 i1dentified 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 i1dentification 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 i1dentification 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.

T. Where the total of the allocable and otherwise allowable
costs exceeds a limitation-of-cost or ceiling-price provision 1in
a sponsored agreement, full direct and F&A cost allocation shall
be made to the sponsored agreement cost objective, iIn 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 i1dentified in terms of the
excess of allowable costs over the ceiling amount, rather than
through specific i1dentification 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, (i1) accumulated iIn a separate F&A cost pool or
expense pool, and (i11) 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 1f 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
accumullating 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 1s necessary to obtain significant
administrative convenience,

(2) The practice i1s 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 i1ts
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 i1s 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
Tirst 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. EXxcess 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 iIn the aggregate during the period of
noncompliance shall also be determined and collected iIn
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 iIf 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 iIn 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. Ildentification 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 i1dentified
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 fTor 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 iInstitution®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 i1tems 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 iIn
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 iIn 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 iIn 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 iIn distributing
individual cost groupings. The essential consideration in
selecting a base i1s 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
i1s determinable.

(2) Where a cost grouping can be identified directly with
the cost objective benefited, 1t 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) It a cost analysis study i1s not performed, or iIf 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) 1t 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 i1n that order to the remaining F&A
cost categories as well as to the major functions and
specialized service fTacilities 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
iIs 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 1t 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 1T 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 1s required.

F. ldentification 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 iIn
accordance with Section J.14.

b. In the absence of the alternatives provided for iIn
Section E.2.d, the expenses included in this category shall be
allocated i1n 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 i1n 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 iInstitution.

(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 1s 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 iIs expected
for Federal use, the iInstitution 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 iIndependent 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 iInstitution 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 iIn
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 i1ts most recently negotiated F&A rate proposal iIn
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 iIn 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; i1.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 iIn 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 iIn 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 iIn 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 fTacilities, 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 iIn
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.

28

349



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 iIn
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 iIn
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 i1In 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 iIn 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 iIn that function.

10. Offset for F&A expenses otherwise provided for by the
Federal Government.

a. The i1tems 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 iIn 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 iInstitution, a separate F&A cost rate would be established
for each of the major functions described iIn 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 iIn subsection 2) for
each major function (organized research, iInstruction, 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 fTacilities 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.1l) 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 i1tems
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 i1n 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 i1s 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 iInstitution 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 1If 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 fTixed rates may replace provisional rates at
any time prior to the close of the institution®s fiscal year.

IT 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 i1n 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 1l.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®™ fTiscal
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 iIn accordance with subsection b may be
renegotiated. However, no such renegotiated rate may exceed the
rate which would have been in effect 1If the agreement had
remained iIn effect; nor may the administrative portion of any
renegotiated rate exceed the limitation iIn subsection a.

d. Institutions should not change their accounting or cost
allocation methods which were in effect on May 1, 1991, if the
effect i1s to: (1) change the charging of a particular type of
cost from F&A to direct, or (ii1) reclassify costs, or increase
allocations, from the administrative pools i1dentified iIn
subsection to the other F&A cost pools or fringe benefits.
Cognizant Federal agencies are authorized to permit changes
where an iInstitution™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 iIn 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 iIn 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. IT an institution elects to accept a threshold rate, it
IS not required to perform a detailed analysis of its
administrative costs. However, iIn order to compute the
facilities components of its F&A cost rate, the institution must
reconcile i1ts 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 iIn 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 i1nstitutions 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
Tive-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.

T. 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 1is
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 iInterested agencies, 1T necessary. The cognizant
agency shall then arrange a negotiation conference with the
educational iInstitution.
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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 iInstitution and provide copies to other
agencies having an iInterest.

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 1l 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 iIn 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 iIn 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 1tems 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 iInstitution®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 i1tems of cost.

Sections 1 through 54 provide principles to be applied in
establishing the allowability of certain items involved iIn
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 iIn sections D. (“Direct Costs”) and E. (“F & A Costs”)
are observed.

. 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 iIn 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 iIncurred 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/Zae 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 iIn
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 iIn 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 iInstitution 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 i1ts 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 iIn 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 i1dentifying 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 1n 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 iInextricably
intermingled. A precise assessment of factors that contribute
to costs is not always feasible, nor is it expected. Reliance,
therefore, is placed on estimates iIn 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 iIn subsection c. Other methods that meet the
criteria specified in subsection b.(2) also shall be deemed
acceptable, if a mutually satisfactory alternative agreement 1is
reached.

(2) Criteria for Acceptable Methods.

(a) The payroll distribution system will

(1) be i1ncorporated into the official records of the
institution;

(i1) reasonably reflect the activity for which the
employee i1s compensated by the institution; and

(i11) encompass both sponsored and all other activities on
an integrated basis, but may include the use of subsidiary
records. (Compensation for incidental work described iIn
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 iIs 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 iInstitution 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.

() 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 iIs 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

45

366



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 iIncluded). 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 iInstitutions.)

(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 i1s reasonable over the longer term, such as
an academic period. Whenever i1t 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 i1n relation to work performed.

() The system will provide for independent internal
evaluation to ensure the system®s integrity and compliance with
the above standards.

(g9) 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 iIn 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 iIn 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 i1t 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.

() 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 ().

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. 1In 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 iIn
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 iIn 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
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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. IT 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 i1n 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 iIn 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 iInstitution®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, (iii1) the amount of pension cost
assigned to each fiscal year i1s 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 iIn 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 i1s 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 i1ts 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 iIn effect an implied agreement on the iInstitution®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 1f 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.

(i1) In a civil or administrative proceeding involving an
allegation of fraud or similar misconduct, a determination of
institutional liability.

(iti) In the case of any civil or administrative
proceeding, the imposition of a monetary penalty.

(iv) A fTinal 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) 1Tt more than one proceeding involves the same alleged
misconduct, the costs of all such proceedings shall be
unallowable 1f any one of them results in one of the
dispositions shown In subsection b.

c. ITf 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 iInstitution 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. IT a proceeding referred to iIn 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 iIncurred 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 i1n 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, i1s 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 i1n 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, iIncurred 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.

1. 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 iInterests 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 iInstitution 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 i1n the particular
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area, and the renewal and replacement policies followed for the
individual i1tems 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 iIndicating 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 i1ts estimated useful life. The building
components shall be grouped iInto 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 iIn 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).

T. 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 iIn 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 i1s 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 iIn 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, iIn 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 i1f 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 i1s 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 i1ndirect 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 iIn 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 iIn 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” iIncludes current and past officers.
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24. Idle facilities and i1dle 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) "ldle 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 1T 1t can be shown that this amount of usage
would normally be expected for the type of facility involved.

(4) "Cost of i1dle facilities or idle capacity” means costs
such as maintenance, repair, housing, rent, and other related
costs, e.g., iInsurance, 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 iIn this subsection, costs of i1dle
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 i1s 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 iIn
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 iIn
accordance with sound institutional practice;

(2) costs of i1nsurance 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 iInsurance 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 i1nsurance 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 i1n 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 iInsurer
allocates the risk to the population covered by the iInsurance.

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 iIs expected to be
used by the iInstitution. The cost comparisons associated with
purchasing the facility shall include the estimated purchase
price, anticipated operating and maintenance costs (including
property taxes, 1T 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 iInterest cost claimed iIs 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, 1f an operating lease is
determined to be less costly than purchasing through debt
financing, then reimbursement is limited to the amount
determined i1f 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 i1s iIn service for monthly
amounts. Outflows consist of iInitial equity contributions, debt
principal payments (less the pro rata share attributable to the
unallowable costs of land) and iInterest 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 iInterest
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 i1s 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 i1n accordance with Generally
Accepted Accounting Principles (GAAP).

27. Labor relations costs.

Costs incurred In maintaining satisfactory relations between
the i1nstitution and i1ts employees, including costs of labor
management committees, employees™ publications, and other
related activities, are allowable.

28. Lobbying.

Reference i1s 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 iIntroduction of Federal or State legislation;

(i1) 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 iIn similar
lobbying activity; or

(i11) any government official or employee iIn connection
with a decision to sign or veto enrolled legislation;

(4) Any attempt to influence —

(i) the introduction of Federal or State legislation; or

(i1) 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), iIn 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 iIn
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 iInstitution®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 i1dentified In the F&A
cost rate proposal, and thereafter treated as other unallowable
activity costs iIn 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, i1n 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 i1ncurred iIn 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 i1s 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 i1ncurred 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 i1ts intended life, but
keep 1t in an efficient operating condition, are allowable.
Costs incurred for improvements which add to the permanent value
of the buirldings and equipment or appreciably prolong their
intended life shall be treated as capital expenditures (see
section 18.a(l)).-

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 iIncludes costs of meals, transportation, rental
of facilities, speakers®™ fees, and other i1tems iIncidental 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 iInstitution’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 Tollowing 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:

(1) 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

(i1) Costs 1n connection with Tfiling 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 iIn 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 i1f iIncurred 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 i1s 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. IT 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 iIncurred 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 iIn 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 iInstitutions 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 iIn 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, 1If 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 i1nclude, but are not limited to those between ——

(1) divisions of a iInstitution;

(2) non-Federal entities under common control through
common officers, directors, or members; and

(3) a iInstitution 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 i1t 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
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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 iInstitution 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 iIn 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 i1s 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 1s 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) 1t 1s the iInstitution™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) i1s designed to recover only the aggregate costs of the
services. The costs of each service shall consist normally of
both i1ts direct costs and i1ts 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 iIn
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 paild or accrued iIn 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, iInterest, 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 iInterest accrued over the period during which
the institution has been reimbursed by the Federal Government
for the taxes, iInterest, 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 iIn conjunction with the other
provisions of this Circular in termination situations.

a. The cost of i1tems reasonably usable on the institution®s
other work shall not be allowable unless the iInstitution 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 iInstitution®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 iInstitution, 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
iIs 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 1s 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 i1ncurred 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 i1dentified with the i1tems 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, iIf 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 i1n 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 1 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 i1n 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 iIn 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 iIn such cases.

(2) Unless a pattern of avoidance is detected, the Federal
Government will generally not question a iInstitution®s
determinations that customary standard airfare or other discount
airfare i1s unavailable for specific trips i1f 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 iInstitution 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 iInstitution to submit a
certified proposal for establishing such rates iIn 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 iIn 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 lowa

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.
44 .
45.
46.
47 .
48.
49.
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.
61.
62.
63.
64 .
65.
66.
67 .
68.
69.
70.
71.
72.
73.
74.
75.
76.
7.
78.
79.
80.
81.
82.
83.
84.
85.
86.
87.

University of
University of

Miami
California-Davis

Boston University

University of

Florida

Carnegie-Mellon University
Northwestern University
Indiana University
Michigan State University

University of
University of
University of

Virginia
Texas-SW Medical Center
California-Irvine

Princeton University
Tulane University of Louisiana
Emory University

University of

Georgia

Texas A&M University-all campuses
New Mexico State University
North Carolina State University-Raleigh

University of

Il1linois-Chicago

Utah State University

Virginia Commonwealth University
Oregon State University
SUNY-Stony Brook

University of

Cincinnati

CUNY-Mount Sinai School of Medicine

University of

Connecticut

Louisiana State University
Tufts University

University of
University of
Rutgers State

California-Santa Barbara
Hawai 1 —Manoa
University of New Jersey

Colorado State University
Rockefeller University

University of

Maryland-Baltimore

Virginia Polytechnic Institute & State University

SUNY-Buffalo

Brown University

University of
University of
University of
University of
Florida State
University of
University of

Medicine & Dentistry of New Jersey
Texas-Health Science Center San Antonio
Vermont

Texas-Health Science Center Houston
University

Texas-MD Anderson Cancer Center
Kentucky

Wake Forest University
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88.
89.
90.
91.
92.
93.
94.
95.
96.
97.
98.
99.

Wayne State University

lowa State University of Science & Technology
University of New Mexico

Georgetown University

Dartmouth College

University of Kansas

Oregon Health Sciences University
University of Texas-Medical Branch-Galveston
University of Missouri-Columbia

Temple University

George Washington University

University of Dayton
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Exhibit B -- Listing of institutions that are eligible for
the utility cost adjustment.

. Baylor University
. Boston College
. Boston University
. California Institute of Technology
. Carnegie-Mellon University
. Case Western University
. Columbia University
. Cornell University (Endowed)
. 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

©OCoOoO~NOUIThhWNE

88

409



42.
43.
44 .
45.
46.
47 .

School

48.
49.
50.
51.
52.
53.
54.
55.
56.
57.
58.
60.
61.
62.
63.
64.
65.
66.

University
University
University
University
University
University

University
University
University
University
University
University
University
University
University
University
University
University
University
University
University
Washington

of
of
of
of
of
of

of
of
of
of
of
of
of
of
of
of
of
of
of
of
of

CA, San Francisco

Chicago

Cincinnati

Colorado, Health Sciences Center
Connecticut, Health Sciences Center

Health Science and The Chicago Medical

I1linois, Urbana

Massachusetts, Medical Center
Medicine & Dentistry of New Jersey
Michigan

Pennsylvania

Pittsburgh

Rochester

Southern California
Tennessee, Knoxville
Texas, Galveston

Texas, Austin

Texas Southwestern Medical
Virginia

Vermont & State Agriculture College
Washington

Center

University
Yale University
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 iInvestigators 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 numb