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ITEM __ 
INCORRECT REDUCTION CLAIM 

DRAFT PROPOSED DECISION 
Former Education Code Section 72246 (Renumbered as 76355)1 

Statutes 1984, Chapter 1 (1983-1984 2nd Ex. Sess.); Statutes 1987, Chapter 1118 

Health Fee Elimination  
Fiscal Years 2001-2002 and 2002-2003 

05-4206-I-03 
Long Beach Community College District, Claimant 

EXECUTIVE SUMMARY 
Overview 
This analysis addresses an incorrect reduction claim (IRC) filed by Long Beach Community 
College District (claimant) regarding reductions made by the State Controller’s Office 
(Controller) to reimbursement claims for costs incurred during fiscal years 2001-2002 and 2002-
2003 under the Health Fee Elimination program.     

The following issues are in dispute: 

• The statute of limitations applicable to audits of reimbursement claims by the Controller; 

• Reduction of costs for athletic insurance premiums based on the scope of the 
reimbursable activities under the parameters and guidelines;  

• Reduction of indirect costs based on asserted faults in the development and application of 
indirect cost rates; and 

• The amount of offsetting revenue to be applied from health service fee authority. 
Health Fee Elimination Program 

Prior to 1984, former Education Code section 72246 authorized community college districts to 
charge almost all students a general fee (health service fee) for the purpose of voluntarily 
providing health supervision and services, direct and indirect medical and hospitalization 
services, and operation of student health centers.2  In 1984, the Legislature repealed the 
community colleges’ fee authority for health services.3  However, the Legislature also reenacted 

1 Statutes 1993, chapter 8. 
2 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.].  
3 Statutes 1984, 2nd Extraordinary Session, chapter 1, section 4 [repealing Education Code 
section 72246].   

1 
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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).4   

In addition to temporarily repealing community college districts’ authority to levy a health 
services fee, the 1984 enactment required any district that provided health services during the 
1983-1984 fiscal year, for which districts were previously authorized to charge a fee, to maintain 
health services at the level provided during the 1983-1984 fiscal year for every subsequent fiscal 
year until January 1, 1988.5  As a result, community college districts were required to maintain 
health services provided in the 1983-1984 fiscal year without any fee authority for this purpose 
until January 1, 1988.   

In 1987,6 the Legislature amended former Education Code section 72246, operative January 1, 
1988, to incorporate and extend the maintenance of effort provisions of former Education Code 
section 72246.5, which became inoperative by its own terms as of January 1, 1988.7  In addition, 
Statutes 1987, chapter 1118 restated that the fee would be reestablished at not more than $7.50 
for each semester, or $5 for each quarter or summer semester.8  As a result, beginning January 1, 
1988 all community college districts were required to maintain the same level of health services 
they provided in the 1986-1987 fiscal year each year thereafter, with a limited fee authority to 
offset the costs of those services.  In 1992, section 72246 was amended to provide that the health 
fee could be increased by the same percentage as the Implicit Price Deflator whenever that 
calculation would produce an increase of one dollar.9 

Procedural History 
On December 2, 2002, the claimant submitted its reimbursement claim for fiscal year 2001-
2002.10  On January 9, 2004, claimant signed and dated its 2002-2003 claim form.  On August 
18, 2004, an entrance conference for the audit was held.  The Controller issued the final audit 
report on April 27, 2005.   

On September 6, 2005, claimant filed this IRC.11  On December 16, 2008, the Controller filed 
comments on the IRC.12  On August 11, 2009, claimant filed rebuttal comments.13 

4  Statutes 1984, 2nd Extraordinary Session, chapter 1, section 4.5. 
5 Education Code section 72246.5 (Stats. 1984, 2d. Ex. Sess., ch. 1, § 4.7). 
6 Statutes 1987, chapter 1118. 
7 Education Code section 72246 (as amended, Stats. 1987, ch. 1118).  See also former Education 
Code section 72246.5 (Stats. 1984, 2d Ex. Sess., ch. 1, § 4.7). 
8 Education Code section 72246 (as amended, Stats. 1987, ch. 1118). 
9 Education Code section 72246 (as amended, Stats. 1992, ch. 753).  In 1993, former Education 
Code section 72246, was renumbered as Education Code section 76355.  (Stats. 1993, ch. 8). 
10 Exhibit A, Incorrect Reduction Claim, at p. 19. 
11 Exhibit A, Incorrect Reduction Claim, at p. 1. 
12 Exhibit B, Controller’s Comments on IRC. 
13 Exhibit C, Claimant’s Rebuttal Comments. 

2 
Health Fee Elimination, 05-4206-I-03 

Draft Proposed Decision 

                                                 

386



Commission staff issued a draft proposed decision on the IRC on August 1, 2014. 

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 XIII B, section 6.14  The 
Commission must also interpret the Government Code and implementing regulations in 
accordance with the broader constitutional and statutory scheme.   In making its decisions, the 
Commission must strictly construe article XIII B, section 6 and not apply it as an “equitable 
remedy to cure the perceived unfairness resulting from political decisions on funding 
priorities.”15 

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.16   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.17  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.18 

  

14 Kinlaw v. State of California (1991) 54 Cal.3d 326, 331-334; Government Code sections 
17551, 17552.  
15 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.  
16 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. 
17 Gilbert v. City of Sunnyvale (2005) 130 Cal.App.4th 1264, 1274-1275. 
18 Government Code section 17559(b), which provides that a claimant or the state may 
commence a proceeding in accordance with the provisions of section 1094.5 of the Code of Civil 
Procedure to set aside a decision of the Commission on the ground that the Commission’s 
decision is not supported by substantial evidence in the record. 
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Claims 
The following chart provides a brief summary of the claims and issues raised and staff’s 
recommendation. 

Issue Description Staff Recommendation 

Statute of 
limitations 
applicable to 
the audit of 
claimant’s 
2000-2001 
reimbursement 
claim. 

At the time the underlying 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. 

Deny – The audit for the 
2001-2002 reimbursement 
claim was timely initiated 
within two calendar years after 
the end of the calendar year in 
which they were filed. Staff 
finds that the plain language 
of the statute of limitations 
pursuant to section 17558.5 in 
effect at the time the 
reimbursement claim was filed 
does 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.”  

Reductions 
based on 
interpretation 
of parameters 
and guidelines 
finding athletic 
health 
insurance 
premiums non-
reimbursable. 

Claimant asserts that the Controller 
incorrectly reduced costs claimed for student 
health insurance premiums, on the theory that 
student athletes were inappropriately included 
in the general student health insurance 
premiums. 

Deny – Staff finds that athletic 
insurance premiums are not 
included among the 
reimbursable services 
authorized in the parameters 
and guidelines and therefore 
such premiums are not 
reimbursable.  Therefore this 
reduction is correct as a matter 
of law. 

Reductions 
based on 
asserted flaws 
in the 
development of 
indirect cost 
rates. 

The claimant asserts that the Controller 
incorrectly reduced indirect costs claimed, 
because claimant did not obtain federal 
approval for its indirect cost rate proposals.  
Claimant argues that there is no requirement 
that an indirect cost rate proposal be federally 
approved.  Claimant further argues that the 
use of the alternative state method, the FAM-
29C was arbitrary and capricious. 

Deny – Staff finds that 
claimant did not comply with 
the requirements in the 
parameters and guidelines and 
claiming instructions in 
developing and applying its 
indirect cost rate.  Claimant 
used the OMB A-21 method, 
but did not obtain federal 
approval for its indirect costs, 
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as required by the OMB 
Circular A-21 method.  Thus, 
the reduction is correct as a 
matter of law.  Staff further 
finds that the Controller’s 
recalculation of indirect costs 
using the Form FAM-29C was 
consistent with the parameters 
and guidelines and the 
claiming instructions and, 
thus, the Controller’s 
recalculation of indirect costs 
was not arbitrary, capricious, 
or entirely lacking in 
evidentiary support. 

Reductions 
based on 
understated 
offsetting 
revenues from 
student health 
fees. 

Claimant asserts that the Controller 
incorrectly reduced costs claimed based on 
the Controller’s application of health service 
fees that the claimant was authorized to 
collect, but did not, as offsetting revenue. 

Deny – Staff finds that the 
reduction is correct as a matter 
of law.  This issue has been 
conclusively decided by 
Clovis Unified School District 
v. Chiang (2010) 188 
Cal.App.4th 794, in which the 
court held that local 
government could choose not 
to exercise statutory fee 
authority to its maximum 
extent, but not at the state’s 
expense. 

Staff Analysis 

A. The Statute of Limitations Found in Government Code Section 17558.5 does not Bar 
the Controller’s Audit of the Claimant’s 2001-2002 Reimbursement Claim. 

Government Code section 17558.5, as added by Statutes 1995, chapter 945 (operative  
July 1, 1996), provides that a reimbursement claim “is subject to audit by the Controller no later 
than two years after the end of the calendar year in which the reimbursement claim is filed or 
last amended.”19  Claimant asserts that the fiscal year 2001-2002 claim was no longer subject to 
audit at the time the final audit report was completed and issued on April 27, 2005, based on 
filing date of December 2, 2002.   

The Controller argues that section 17558.5 does not require an audit to be completed within two 
years; “subject to audit,” according to the Controller, means subject to initiation of an audit.  

19 Government Code section 17558.5 (Stats. 1995, ch. 945 (SB 11)). 
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Staff agrees with this interpretation.  A 2002 amendment to the relevant code section clarifies 
that reimbursement claims are subject to “the initiation of an audit” within a specified time.20  

Furthermore, the 2002 and 2004 amendments to section 17558.5 must be analyzed with respect 
to the subject claims and the audit because the audit was still pending on the effective dates of 
these amendments.  The 2002 amendment expanded the statute of limitations to conduct an audit 
to “three years after the date that the actual reimbursement claim is filed or last amended.” 21   
The 2004 amendment established, for the first time, the requirement to “complete” an audit two 
years after the audit is commenced. 22 

Generally, an expansion or contraction of a statute of limitations applies to pending claims unless 
a party’s rights would be unconstitutionally impaired.  An expansion of a period of limitation 
will always apply to claims not yet barred, because no party has a vested right in the running of 
the statute prior to its expiration.  A contraction of a period of limitation will apply to pending 
claims if to do so would not effectively deprive the affected party of the right to pursue its claim; 
in other words, there must be a reasonable time remaining under the new statute to satisfy due 
process considerations.23  However, in the event that the State is the affected party, the courts 
have said that the Legislature may limit or extinguish the state’s right irrespective of any due 
process concerns.24   

Pursuant to the 2002 and 2004 amendments to section 17558.5, the audit of the claimant’s 2001-
2002 reimbursement claim was required to be initiated within three years of the date the claim 
was filed or last amended, and required to be completed within two years after it was 
commenced.25  The claim was filed on December 2, 2002, the audit was initiated on August 18, 
2004, and the audit was completed April 27, 2005, well within the two year requirement. 

Based on the plain language of the statute, beginning in 1995 and as amended, staff finds that the 
statute of limitations found in section 17558.5 does not bar the audit of the 2001-2002 
reimbursement claim. 

B. The Controller’s Reduction for Insurance Premiums is Consistent with the 
Parameters and Guidelines and Therefore Correct as a Matter of Law. 

The Controller reduced amounts claimed for “services and supplies” by $9,257 for fiscal year 
2001-2002, and $8,637 for fiscal year 2002-2003, on the ground that athletic insurance costs are 
beyond the scope of the mandate, and certain costs were “claimed twice.”26  The total reduction 

20 Government Code section 17558.5 (Stats. 2002, ch. 1128 (AB 2834)). 
21 Statutes 2002, chapter 1128 (AB 2834) (effective January 1, 2003). 
22 Statutes 2004, ch. 313 (AB 2224) (effective January 1, 2005). 
23 Mudd v. McColgan (1947) 30 Cal.2d 463, at p. 468; Liptak v. Diane Apartments, Inc. 109 
Cal.App.3d 762, at p. 773 [citing Rosefield Packing Co. v. Superior Court (1935) 4 Cal.2d 120, 
122]. 
24 California Employment Stabilization Commission v. Payne, (1948) 1931 Cal.2d 210, 215-216. 
25 Government Code section 17558.5 (Stats. 2002, ch. 1128 (AB 2834); Stats. 2004, ch. 313 (AB 
2224)). 
26 Exhibit A, Incorrect Reduction Claim, at p. 50 [Controller’s Final Audit Report]. 
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for direct costs for services and supplies for both fiscal years is $17,894.27  The claimant does 
not dispute the “duplicated charges of $6,025 for services and supplied for both fiscal years.”28    

However, the claimant does dispute the reduction for health insurance premiums.  What was 
originally unclear from the record was whether the parties were talking about the student athlete 
portion of the general student health insurance premiums for “(1) on campus accident, (2) 
voluntary, and (3) insurance inquiry/claim administration” which are reimbursable activities 
under the parameters and guidelines, or “athletic insurance,” which is not listed as a reimbursable 
activity.   If the former, then under Education Code section 76355, this is a reimbursable cost, 
because the law provides that “no student shall be denied a service supported by student health 
fees on account of participation in athletic programs.”29  Student athletes are not exempt from the 
requirement to pay the student health fee and are entitled to the services made available to the 
student body generally.  However, athletic insurance premiums are not a reimbursable type of 
insurance based on the plain language of the parameters and guidelines, and if the claimed costs 
are for athletic insurance specifically, the disputed reduction would be consistent with the scope 
of reimbursable activities in the parameters and guidelines.30   

Based on admissions of the claimant in rebuttal comments, these costs were for athletic 
insurance.   Therefore, staff finds that the reductions for insurance premiums are consistent with 
the parameters and guidelines and correct as a matter of law. 

C. The Controller’s Reduction and Recalculation of Claimed Indirect Costs is Correct 
as a Matter of Law and is not Arbitrary, Capricious, or Entirely Lacking in 
Evidentiary Support. 

The Controller reduced indirect costs claimed by the claimant, by $70,710 for fiscal year 2001-
2002, and $68,383 for fiscal year 2002-2003, on the ground that claimant did not utilize a 
federally approved indirect cost rate.31  Claimant argues that “[c]ontrary to the Controller’s 
ministerial preferences, there is no requirement in law that the district’s indirect cost rate must be 
‘federally’ approved, and further the Controller has never specified the federal agencies which 
have the authority to approve indirect cost rates.”32 

However, the parameters and guidelines state “[i]ndirect costs may be claimed in the manner 
described by the State Controller in his claiming instructions.”  The claiming instructions 
applicable to all community college district reimbursement claims in effect at the time this 
reimbursement claim was filed (i.e., the general provisions of the School Mandated Cost 
Manual) specified as follows: 

27 Ibid. 
28 Exhibit A, Incorrect Reduction Claim, at pp. 11-12. 
29 Education Code section 76355(d)(2) (Stats. 1993, ch. 8 (AB 46).  See also former Education 
Code section 72246(e) (Stats. 1987, ch. 1118). 
30 Exhibit A, Incorrect Reduction Claim [Parameters and Guidelines, at pp. 30-33]. 
31 Exhibit A, Incorrect Reduction Claim, at p. 51. 
32 Exhibit A, Incorrect Reduction Claim, at p. 12. 
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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 Principals for Educational Institutions,” or the Controller’s methodology 
outlined in the following paragraphs.33  If a federal rate is used, it must be from 
the same fiscal year in which the costs were incurred. 34 

The reference in the parameters and guidelines to the Controller’s claiming instructions 
necessarily includes the general provisions of the Mandated Cost Manual applicable at the time a 
reimbursement claim is filed.  The manual provides general claiming instructions for a number 
of programs, including instructions for indirect cost rates.  Therefore, claimant’s assertion that 
“[n]either State law or the parameters and guidelines made compliance with the Controller’s 
claiming instructions a condition of reimbursement” is clearly in error. 

Staff finds that claimant did not comply with the requirements in the parameters and guidelines 
and claiming instructions in developing and applying its indirect cost rate.  Claimant used the 
OMB A-21 method, but did not obtain federal approval for its indirect costs, as required by the 
OMB Circular A-21 method.  Thus, the reduction is correct as a matter of law.   

In addition, due to the claimant’s failure to calculate its indirect cost rates in accordance with the 
claiming instructions, the Controller’s audit staff utilized the alternative state method, the FAM-
29C, to recalculate indirect costs, and adjusted the claim accordingly.  Controller’s recalculation 
of indirect costs using the Form FAM-29C was consistent with the parameters and guidelines 
and the claiming instructions and, thus, the Controller’s recalculation of indirect costs was not 
arbitrary, capricious, or entirely lacking in evidentiary support.  Staff finds the Controller’s use 
of the Form FAM-29C was consistent with the parameters and guidelines and the claiming 
instructions.  Therefore, the Controller’s reduction and recalculation of claimant’s indirect costs 
is correct as a matter of law and is not arbitrary, capricious, or entirely lacking in evidentiary 
support. 

D. The Controller’s Reductions for Understated Offsetting Revenues Pursuant to 
Clovis Unified and the Health Fee Rule were Correct as a Matter of Law. 

The Controller reduced the reimbursement claims by $217,409 for the two years at issue.35  
These reductions were made on the basis of the fee authority available to claimant, multiplied by 
the number of students subject to the fee, less any amount of offsetting revenue claimed. 

Claimant disputed the Controller’s finding that offsetting revenues from student health fees had 
been understated in the relevant claim years.  Claimant argued that the parameters and guidelines 
only require a claimant to declare offsetting revenues that the claimant “experiences,” and that 
while the fee amount that community college districts were authorized to impose may have 
increased during the applicable audit period, nothing in the Education Code made the increase of 
those fees mandatory.  Claimant argues that the issue is the difference between fees collected and 
fees collectible. 

33 Note that the methodology later outlined is the state Form FAM-29C. 
34 Exhibit X, Mandated Cost Manual for Schools updated September 28, 2001. 
35 Exhibit A, Incorrect Reduction Claim, at p. 14. 
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After the claimant filed its IRC, the Third District Court of Appeal issued its opinion in Clovis 
Unified, which specifically addressed the Controller’s practice of reducing claims of community 
college districts by the maximum fee amount that districts are statutorily authorized to charge 
students, whether or not a district chooses to charge its students those fees.  As cited by the court, 
the Health Fee Rule states in pertinent part: 

Eligible claimants will be reimbursed for health service costs at the level of 
service provided in the 1986/87 fiscal year.  The reimbursement will be reduced 
by the amount of student health fees authorized per the Education Code  
[section] 76355.36  

The court in Clovis Unified 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: 

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.37  

The court also noted that, “this basic principle flows from common sense as well.  As the 
Controller succinctly puts it, ‘Claimants can choose not to require these fees, but not at the 
state’s expense.’”38  Since the Clovis case is a final decision of the court addressing the merits of 
the issue presented here, the Commission, under principles of stare decisis, is required to apply 
the rule set forth by the court.39 

Based on the foregoing, staff finds that the Controller’s reduction of reimbursement to the extent 
of the fee authority found in Education Code section 76355 is correct as a matter of law. 

Conclusion 
Pursuant to Government Code section 17551(d), staff finds that the reductions to the following 
costs are correct as a matter of law, and not arbitrary, capricious, or entirely lacking in 
evidentiary support: 

• Reduction for both fiscal years of $11,869 for athletic insurance costs that are beyond the 
scope of the mandate. 

• Reductions of indirect costs claimed of $70,710 for fiscal year 2001-2002, and $68,383 
for fiscal year 2002-2003, based on the claimant’s failure to comply with the claiming 
instructions in the development of its indirect cost rate, and the Controller’s use of an 
alternative method to calculate indirect costs authorized by the parameters and guidelines 
and claiming instructions. 

36 Clovis Unified School Dist. v. Chiang, supra, 188 Cal.App.4th at page 811. 
37 Clovis Unified School Dist. v. Chiang, supra, 188 Cal.App.4th at page 812. 
38 Ibid. 
39 Fenske v. Board of Administration (1980) 103 Cal.App.3d 590, 596. 
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• Reduction for both fiscal years of $217,409 based on understated offsetting health fee 
revenues. 

Staff Recommendation 
Staff recommends that the Commission adopt the proposed decision to deny the IRC, and 
authorize staff to make any technical, non-substantive changes following the hearing. 
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BEFORE THE 

COMMISSION ON STATE MANDATES 

STATE OF CALIFORNIA 

IN RE INCORRECT REDUCTION CLAIM 
ON: 

Former Education Code Section 72246 
(Renumbered as 76355)40 

Statutes 1984, Chapter 1 (1983-1984 2nd Ex. 
Sess.) (AB2X 1) and Statutes 1987, Chapter 
1118 (AB 2336) 

Fiscal Years 2001-2002 and 2002-2003 

Long Beach Community College District, 
Claimant. 

Case No.:  05-4206-I-03  

Health Fee Elimination 
DECISION PURSUANT TO 
GOVERNMENT CODE SECTION 17500  
ET SEQ.; CALIFORNIA CODE OF 
REGULATIONS, TITLE 2, DIVISION 2, 
CHAPTER 2.5. ARTICLE 7 

(Adopted  September 26, 2014) 

 

DECISION 
The Commission on State Mandates (Commission) heard and decided this incorrect reduction 
claim (IRC) during a regularly scheduled hearing on September 26, 2014.  [Witness list will be 
included in the adopted decision.]   

The law applicable to the Commission’s determination of a reimbursable state-mandated 
program is article XIII B, section 6 of the California Constitution, Government Code  
section 17500 et seq., and related case law. 

The Commission [adopted/modified] the proposed decision to [approve/partially approve/deny] 
the IRC at the hearing by a vote of [vote count will be included in the adopted decision].  

Summary of the Findings 
This analysis addresses an IRC filed by Long Beach Community College District (claimant) 
regarding reductions made by the State Controller’s Office (Controller) to reimbursement claims 
for costs incurred during fiscal years 2001-2002 and 2002-2003 under the Health Fee 
Elimination program.  Over the two fiscal years in question, reductions totaling $217,409 were 
made based on alleged understated offsetting health fees authorized to be collected, and 
additional reductions totaling $156,987 were made based on disallowed indirect cost rates and 
unallowable services and supplies. 

The Commission denies this IRC, finding that the statute of limitations pursuant to Government 
Code section 17558.5 does not bar the subject audit; and that the Controller’s reduction of costs 
for services and supplies beyond the scope of the mandate, the reduction of indirect costs based 
on the claimant’s failure to obtain federal approval for its indirect cost rate proposals, and the 
reduction in reimbursement based on the claimant’s underreporting of health service fee revenue 

40 Statutes 1993, chapter 8. 
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authorized by statute, are correct as a matter of law and are not arbitrary, capricious, or entirely 
lacking in evidentiary support. 

COMMISSION FINDINGS 
I. Chronology 

12/02/2002 Claimant filed its fiscal year 2001-2002 reimbursement claim. 41   

01/09/2004 Claimant signed and dated its 2002-2003 claim form.   

08/18/2004 An entrance conference for the audit was held. 

04/27/2005 Controller issued its final audit report. 

09/06/2005 Claimant filed this IRC. 

12/16/2008 Controller submitted comments on the IRC. 

08/10/2009 Claimant submitted rebuttal comments. 

08/01/2014 Commission staff issued the draft proposed decision. 

II. Background 
Health Fee Elimination Program 

Prior to 1984, former Education Code section 72246 authorized community college districts to 
charge almost all students a general fee (health service fee) for the purpose of voluntarily 
providing health supervision and services, direct and indirect medical and hospitalization 
services, and operation of student health centers.42  In 1984, the Legislature repealed the 
community colleges’ fee authority for health services.43  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).44   

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 
health services at the level provided during the 1983-1984 fiscal year for every subsequent fiscal 
year until January 1, 1988.45  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.   

41 Exhibit A, Incorrect Reduction Claim, at p. 19. 
42 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.].  
43 Statutes 1984, 2nd Extraordinary Session, chapter 1, section 4 [repealing Education Code 
section 72246].   
44  Statutes 1984, 2nd Extraordinary Session, chapter 1, section 4.5. 
45 Education Code section 72246.5 (Stats. 1984, 2d. Ex. Sess., ch. 1, § 4.7). 
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In 1987,46 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, 1988.47  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.48  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.49  In 1992, section 72246 was amended 
to provide that the health fee could be increased by the same percentage as the Implicit Price 
Deflator whenever that calculation would produce an increase of one dollar.50 

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 Controller reduced the reimbursement claims for costs allegedly incurred during fiscal years 
2001-2002 and 2002-2003 under the Health Fee Elimination program, totaling $466,629.  The 
following issues are in dispute: 

• The statute of limitations applicable to audits of reimbursement claims by the Controller; 

• Reduction of costs for student health insurance based on the scope of reimbursement 
excluding student athletic costs.   

• Reduction of indirect costs based on asserted faults in the development and application of 
indirect cost rates; and 

46 Statutes 1987, chapter 1118. 
47 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). 
48 Education Code section 72246 (as amended, Stats. 1987, ch. 1118). 
49 In 1992, section 72246 was amended to provide that the health fee could be increased by the 
same percentage as the Implicit Price Deflator whenever that calculation would produce an 
increase of one dollar.  (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). 
50 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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• The amount of offsetting revenue to be applied from health service fee authority. 

III. Positions of the Parties 
Long Beach Community College District 

The claimant asserts that the Controller incorrectly reduced costs claimed for fiscal years 2001-
2002 and 2002-2003, totaling $368,371.  Specifically, claimant asserts that reduction of $11,869 
in athletic insurance costs was inappropriate, because the amounts claimed represented the 
district’s basic and catastrophic coverage for the general student population, some of whom are 
also student athletes, but student athletes are also a part of the general student population for 
purposes of the general student population premium.51  In addition, claimant asserts that the 
reduction of $139,093 in overstated indirect costs on the basis that “the district did not obtain 
federal approval for its [indirect cost rates,]” was incorrect.  The claimant argues that “[c]ontrary 
to the Controller’s ministerial preferences, there is no requirement in law that the district’s 
indirect cost rate must be ‘federally’ approved,” and the Controller did not make findings that the 
claimant’s rate was excessive or unreasonable.52  And, claimant asserts that a reduction of its 
total claim in the amount of $217,409, based on understated authorized health service fees, was 
incorrect, because the parameters and guidelines require claimants to state offsetting savings 
“experienced,” and claimant did not experience offsetting savings for fees that it did not charge 
to students.53  In addition, claimant asserts that the statute of limitations applicable to the 
Controller’s audits of reimbursement claims barred auditing its fiscal year 2001-2002 
reimbursement claim.  

State Controller’s Office 

The Controller asserts that “athletic insurance is not an authorized expenditure” within the scope 
of the Health Fee Elimination mandate, and that “[t]he district did not provide any additional 
information supporting the allowability of insurance costs claimed.”54 

The Controller further asserts that the claimant overstated its indirect costs, because claimant did 
not obtain federal approval for its indirect cost rate proposals, as required by the Controller’s 
claiming instructions.55  The Controller asserts that “[s]ince the Claimant did not have a current 
approved ICRP (via the OMB Circular A-21 method), the auditors utilized the FAM-29C and 
determined that the allowable rate was much less than claimed.”56 

In addition, the Controller found that the claimant understated its authorized health service fees 
for the audit period in the amount of $217,409.  Using enrollment and exemption data, the 
Controller recalculated the health fees that the claimant was authorized to collect, and reduced 
the claim by the amount not stated as offsetting revenues.57  The Controller argues that “[t]he 

51 Exhibit A, Incorrect Reduction Claim, at p. 11. 
52 Exhibit A, Incorrect Reduction Claim, at p. 12. 
53 Exhibit A, Incorrect Reduction Claim, at pp. 14-18. 
54 Exhibit A, Incorrect Reduction Claim, at p. 50 [Controller’s Audit Report, at p. 6]. 
55 Exhibit A, Incorrect Reduction Claim, at p. 51 [Controller’s Audit Report, at p. 7]. 
56 Exhibit B, Controller’s Comments on IRC, at p. 2. 
57 Exhibit A, Incorrect Reduction Claim, at p. 52 [Controller’s Audit Report, at p. 8]. 
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relevant amount [of offsetting savings] is not the amount charged, nor the amount collected, 
rather it is the amount authorized.”58 

Finally, the Controller argues that the claimant “incorrectly applies the 1996 version of [the 
statute of limitations.]”  The Controller explains that the prior version of section 17558.5 
provided that a reimbursement claim is “subject to audit” for two years after the end of the 
calendar year in which the claim is filed, meaning that the claimant’s 2001-2002 claim, filed 
December 2, 2002, would be “subject to audit” through December 31, 2004.  The Controller 
asserts that the audit in dispute in this IRC was initiated no later than August 18, 2004, “when the 
entrance conference was held,” and therefore the audit was proper.  In addition, the Controller 
argues that the amendments to section 17558.5, which took effect January 1, 2003, expanded the 
statute of limitations, and that “[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.”  The amended statute provides that an audit must be initiated no later than three years 
after the claim is filed or last amended.  The Controller argues that the expansion of the statute of 
limitations pursuant to section 17558.5, as amended by Statutes 2002, chapter 1128 (AB 2834) 
applies to the audit in dispute in this IRC, and therefore the audit was proper.59 

IV. 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 XIII B, section 6.60  
The Commission must also interpret the Government Code and implementing regulations in 
accordance with the broader constitutional and statutory scheme.  In making its decisions, the 
Commission must strictly construe article XIII B, section 6 and not apply it as an “equitable 
remedy to cure the perceived unfairness resulting from political decisions on funding 
priorities.”61 

58 Exhibit B, Controller’s Comments on IRC, at p. 2. 
59 Exhibit B, Controller’s Comments on IRC, at pp. 2-3. 
60 Kinlaw v. State of California (1991) 54 Cal.3d 326, 331-334; Government Code sections 
17551, 17552. 
61 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. 
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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.62  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.]’ ”63 

The Commission must 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. 64  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.65 

A. The Statute of Limitations Found in Government Code Section 17558.5 does not Bar 
the Controller’s Audit of the Claimant’s 2001-2002 Reimbursement Claim. 

The statute of limitations applicable to mandate reimbursement claims is provided in 
Government Code 17558.5.  Section 17558.5 was amended twice between the time the subject 
claims were filed and the final audit report was issued, and the parties take opposing views on 
what version of the statute to apply and the meaning given to the statutory language. 

At the time claimant incurred the mandated costs in fiscal year 2001-2002 and filed its 
reimbursement claim on December 2, 2002, Government Code section 17558.5, as added in 
1995, stated the following: 

A reimbursement claim for actual costs filed by a local agency or school district 
pursuant to this chapter is subject to audit by the Controller no later than two 
years after the end of the calendar year in which the reimbursement claim is filed 
or last amended.  However, if no funds are appropriated for the program for the 

62 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. 
63 American Bd. of Cosmetic Surgery, Inc, supra, 162 Cal.App.4th at pgs. 547-548. 
64 Gilbert v. City of Sunnyvale (2005) 130 Cal.App.4th 1264, 1274-1275. 
65 Government Code section 17559(b), which provides that a claimant or the state may 
commence a proceeding in accordance with the provisions of section 1094.5 of the Code of Civil 
Procedure to set aside a decision of the Commission on the ground that the Commission’s 
decision is not supported by substantial evidence in the record. 
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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.66 

Claimant asserts that “the first year of the two claims audited, FY 2001-02, is beyond the statute 
of limitations for audit when the Controller completed its audit on April 27, 2005.”67  The 
claimant reasons that its fiscal year 2001-2002 reimbursement claim, submitted on December 2, 
2002, was “subject to audit” until December 31, 2004.  The claimant interprets “subject to audit” 
to require the completion of an audit within the two year period, and therefore concludes that 
pursuant to “the unmistakable language of Section 17558.5,” the Controller’s issuance of a final 
audit report on April 27, 2005 was beyond the statute of limitations.68  

The Controller argues that the claimant inappropriately relies on “the 1996 version of this 
statute,” but that “[e]ven under this inappropriate version, [the claimant’s] conclusion 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 argues that “[a]lthough there may be a dispute as 
to what constitutes the initiation of an audit, it is clear that the audit was initiated no later than 
August 18, 2004, when the entrance conference was held,” and that “[t]herefore, the audit of the 
fiscal year 2000-01 [reimbursement claim] was proper, even under the 1996 version of Section 
17558.5.”69  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 grant the Controller additional 
time to initiate the audit, because the audit period for the 2001-2002 claim was still open.  In 
addition, a 2004 amendment to section 17558.5 also applies, requiring that an audit be completed 
within two years of the date commenced.70 

The Commission finds that the audit of the 2001-2002 reimbursement claim was timely under 
Government Code section 17558.5, as added by Statutes 1995, chapter 945.  In addition, when 
applying the 2002 and 2004 amendments to section 17558.5 the audit is also timely. 

The plain language of Government Code section 17558.5, as added in 1995, provides that 
reimbursement claims are “subject to audit” no later than 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, 
when no funds are appropriated for the program, “the time for the Controller to initiate an audit 
shall commence to run from the date of initial payment of the claim.”71   

66 Government Code section 17558.5 (Stats. 1995, ch. 945 (SB 11)).  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. 
67 Exhibit A, Incorrect Reduction Claim, at pp. 18-19. 
68 Exhibit A, Incorrect Reduction Claim, at pp. 19-23.  
69 Exhibit B, Controller’s Comments on IRC, at p. 2. 
70 Government Code section 17558.5, (Stats. 2004, ch. 313 (AB 2224)). 
71 Government Code section 17558.5 (Stats. 1995, ch. 945 (SB 11)).   
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This interpretation is also consistent with the Legislature’s 2002 amendment to Government 
Code section 17558.5, clarifying that “subject to audit” means “subject to the initiation of an 
audit,” as follows in underline and strikeout: 

A reimbursement claim for actual costs filed by a local agency or school district 
pursuant to this chapter is subject to the initiation of an audit by the Controller no 
later than two three years after the end of the calendar year in which the date that 
the actual reimbursement claim is filed or last amended, whichever is later. 
However, if no funds are appropriated or no payment is made to a claimant for the 
program for the fiscal year for which the claim is made filed, the time for the 
Controller to initiate an audit shall commence to run from the date of initial 
payment of the claim.72 

And finally, section 17558.5 was amended again in 2004 to establish, for the first time, the 
requirement to “complete” an audit two years after the audit is commenced.  As amended and 
effective beginning January 1, 2005, the section provides as follows in underline and strikeout: 

A reimbursement claim for actual costs filed by a local agency or school district 
pursuant to this chapter is subject to the initiation of an audit by the Controller no 
later than three years after the date that the actual reimbursement claim is filed or 
last amended, whichever is later.  However, if no funds are appropriated or no 
payment is made to a claimant for the program for the fiscal year for which the 
claim is filed, the time for the Controller to initiate an audit shall commence to 
run from the date of initial payment of the claim.  In any case, an audit shall be 
completed not later than two years after the date that the audit is commenced.73 

Each of these amendments must be analyzed, with respect to the subject claims and the audit 
because an expansion or contraction of a statute of limitations generally applies to pending 
claims unless a party’s rights would be unconstitutionally impaired. 

In Douglas Aircraft,74 cited in the Controller’s comments, the Court 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 

72 Statutes 2002, chapter 1128 (AB 2834). 
73 Statutes 2004, chapter 313 (AB 2224). 
74 Douglas Aircraft Co. v. Cranston (1962) 58 Cal.2d 462. 

18 
Health Fee Elimination, 05-4206-I-03 

Draft Proposed Decision 

                                                 

402



(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.)75 

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.76 

And in Liptak v. Diane Apartments, Inc.,77 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 
(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.)78 

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.79  In addition, a contraction of a statute of limitations will generally 
apply to pending claims or matters as long as the party affected has a reasonable time to assert 
the claim.80  However, the courts have also found that where an amended statute of limitations 
relinquishes a right previously held by the state or one of its agencies, a reasonable time to avail 

75 Id, at p. 465. 
76 Mudd v. McColgan (1947) 30 Cal.2d 463, at p. 468 [emphasis added]. 
77 109 Cal.App.3d 762. 
78 Id, at p. 773. 
79 Mudd v. McColgan (1947) 30 Cal.2d 463, at p. 468 
80 Liptak v. Diane Apartments, Inc. 109 Cal.App.3d 762, at p. 773 [citing Rosefield Packing Co. 
v. Superior Court (1935) 4 Cal.2d 120, 122]. 
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itself of the right is not required.  In California Employment Stabilization Commission v. Payne, 
the Court stated the following: 

Accordingly, the power of the Legislature to lessen a statute of limitations is 
subject to the restriction that an existing right cannot be cut off summarily without 
giving a reasonable time after the act becomes effective to exercise such right.  
(See Davis & McMillan v. Ind. Acc. Comm., 198 Cal. 631, 637.)  This principle, 
however, does not apply where the state gives up a right previously possessed by 
it or by one of its agencies.  Except where such an agency is given powers by the 
Constitution, it derives its authority from the Legislature, which may add to or 
take away from those powers and therefore a statute which adversely affects only 
the right of the state is not invalid merely because it operates to cut off an existing 
remedy of an agency of the state.81 

Therefore the amendments to section 17558.5 discussed above, first expanding the time to 
initiate an audit (and clarifying the meaning of “subject to audit”),82 and then imposing a two 
year deadline for completion of an audit,83 must be applied and analyzed as of their effective 
dates.  As explained above, the claimant has no “vested right in the running of the statute of 
limitations prior to its expiration,”84 and the Controller’s authority to audit can be impaired by 
the Legislature, as it was by the 2004 amendment to section 17558.5, without consideration of 
whether the agency has a reasonable time in which to avail itself of the “right.”85 

Here, the reimbursement claim filed for fiscal year 2001-2002 was 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;”86 in this case, before December 31, 2004.  Based on the interpretation urged by the 
Controller, which is consistent with the clarifying change made in the 2002 amendment, 
effective January 1, 2003, an audit initiated before December 31, 2004 would be timely.  Here, 
an entrance conference was held on August 18, 2004, and while “there may be a dispute as to 
what constitutes the initiation of an audit,”87 the Commission has previously found that an 
entrance conference is sufficient.  Moreover, applying the expanded statute of limitations, 
effective January 1, 2003 (i.e., effective before the time the audit would have been barred) the 
period during which the claim is “subject to the initiation of an audit” extends to December 2, 
2005, based on the filing date of the claim.88  Finally, the audit was commenced on August 18, 

81 (1948) 31 Cal.2d 210, 215-216. 
82 Statutes 2002, chapter 1128 (AB 2834). 
83 Statutes 2004, ch. 313 (AB 2224). 
84 Liptak, supra, 109 Cal.App.3d 762, at p. 773 [citing Mudd, supra, 30 Cal.2d 463, at p. 468]. 
85 California Employment Stabilization Commission v. Payne, (1948) 1931 Cal.2d 210, 215-216. 
86 Government Code section 17558.5 (as added, Stats. 1995, ch. 945 (SB 11)). 
87 Exhibit B, Controller’s Comments, at p. 2. 
88 See Government Code section 17558.5 (as amended, Stats. 2002, ch. 1128 (AB 2834)) [Audit 
must be initiated no later than three years after reimbursement claim filed or last amended]. 
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2004, and completed April 27, 2005, well within the two-year time period required by Statutes 
2004, ch. 313.89   

Based on the foregoing, the Commission finds that the audit of the claimant’s reimbursement 
claims is not barred by the statute of limitations in Government Code section 17558.5.    

B. The Controller’s Reduction for Insurance Premiums is Consistent with the 
Parameters and Guidelines and Correct as a Matter of Law. 

The Controller reduced amounts claimed for “services and supplies” by $9,257 for fiscal year 
2001-2002, and $8,637 for fiscal year 2002-2003, on the grounds that athletic insurance costs are 
beyond the scope of the mandate, and certain costs were “claimed twice.”90  The total reduction 
for services and supplies for both fiscal years is $17,894.91  The claimant does not dispute the 
“duplicated charges of $6,025 for services and supplies for both fiscal years.”92 

However, in its IRC filing, claimant asserts that the total amount includes “$11,869 in 
“overclaimed athletic insurance costs,” for both fiscal years,93 which claimant disputes, arguing: 

The District pays two types of student insurance premiums.  The basic and 
catastrophic coverage for the general student population, and a separate premium 
amount for intercollegiate athletics.  The Controller’s adjustment improperly 
disallows a portion of the general population premium as somehow being related 
to intercollegiate athletics.  The audit report does not describe how the 
disallowance was calculated.  Regardless the reduction is inappropriate since 
student athletes are part of the student population for purpose of the general 
student population insurance premium.  The insurance premiums for athletes 
pertains to coverage while participating in intercollegiate sports, not while they 
are attending class or on campus in their capacity [sic] as a member of the general 
student population.94 

The Controller asserts that claimant “overclaimed insurance premiums for student basic and 
catastrophic coverage by $11,869, because it included unallowable premiums paid for athletic 
insurance.”  The Controller explains that the parameters and guidelines provide for 
reimbursement for the cost of insurance for “(1) on campus accident, (2) voluntary, and (3) 
insurance inquiry/claim administration.”  However, the Controller notes that “Education Code 

89 See, California Employment Stabilization Commission v. Payne (1948) 1931 Cal.2d 210, 215-
216, where the court found that when state gives up a right previously possessed by it or one of 
its agencies, the restriction in the new law becomes effective immediately upon the operative 
date of the change in law for all pending claims.   
90 Exhibit A, Incorrect Reduction Claim, at p. 50. 
91 Ibid. 
92 Exhibit A, Incorrect Reduction Claim, at pp. 11-12. 
93 Exhibit A, Incorrect Reduction Claim, at pp. 11-12. 
94 Exhibit A, Incorrect Reduction Claim, at p. 11-12. 
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Section 76355(d) (formerly Section 72246(2)) states that athletic insurance is not an authorized 
expenditure for health services.”95  

What was initially unclear from the record was whether the parties were talking about health 
insurance premiums for “(1) on campus accident, (2) voluntary, and (3) insurance inquiry/claim 
administration” which premiums include coverage of student athletes as members of the student 
body, or whether the costs claimed were in fact for “athletic insurance.”   If the former, then the 
costs are reimbursable because Education Code section 76355 provides that “no student shall be 
denied a service supported by student health fees on account of participation in athletic 
programs”96 and student athletes are not exempt from the requirement to pay the student health 
fee.  Student athletes are entitled to the same services as other students.  However, if the latter, 
the cost is not a reimbursable type of insurance based on the plain language of the parameters 
and guidelines, and the disputed adjustment would therefore be a proper reduction.97 

Adding to the confusion is claimant’s statement in a letter to the Controller’s Audit Bureau that it 
“is still investigating the athletic insurance costs to determine if the amounts reported in the 
claim related to basic insurance costs for students who also were covered by athletic 
insurance.”98  And later, in rebuttal comments, claimant asserted that the reductions were based 
on “the erroneous conclusion...that premiums for athletic insurance are not reimbursable.”  
Claimant states: “the athletic insurance premiums claimed are part of the excess costs that make 
up the District’s claims, and as such, were not paid for with the student [health] fees from the 
fund.”99  It appears from these comments that claimant is arguing a mandate issue that was 
already decided in the test claim and parameters and guidelines:  i.e., that athletic insurance 
should be reimbursable. 

However, that is not what the adopted parameters and guidelines provide.  The only insurance 
premiums authorized for reimbursement under this program are “(1) on campus accident, (2) 
voluntary, and (3) insurance inquiry/claim administration.”100  The test claim decision and 
parameters and guidelines are final decisions of the Commission and they bind the parties.  The 
Controller is required to follow the parameters and guidelines.101 

The Commission finds that the rebuttal contains an admission from claimant that the costs were 
in fact for “athletic insurance” and not for the “(1) on campus accident, (2) voluntary, and (3) 
insurance inquiry/claim administration” insurance premiums which are included as reimbursable 
costs in the parameters and guidelines.102  Therefore, the Controller’s reduction of costs for 

95 Exhibit B, Controller’s Comments, at p. 13. 
96 Education Code section 76355(d)(2) (Stats. 1993, ch. 8 (AB 46); Stats. 1993, ch. 1132 (AB 
39); Stats. 1994, ch. 422 (AB 2589); Stats. 1995, ch. 758 (AB 446); Stats. 2005, ch. 320 (AB 
982)) [Formerly Education Code section 72246(e) (Stats. 1987, ch. 118)]. 
97 Exhibit A, Incorrect Reduction Claim [Parameters and Guidelines, at pp. 30-33]. 
98 Exhibit A, Incorrect Reduction Claim [Controller’s audit report, at p. 50]. 
99 Exhibit C, Claimant’s Rebuttal Comments, at p. 5. 
100 Exhibit A, Incorrect Reduction Claim [Parameters and Guidelines, at p. 32]. 
101 Government Code 17558. 
102 Exhibit C, Claimant’s Rebuttal Comments. 
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athletic insurance is correct based on the plain language of the parameters and guidelines.  Based 
on the evidence in the record, the claimant has not demonstrated that the reduction was based on 
insurance costs for the general student population, rather than athletic insurance.   

Based on the foregoing, the Commission finds that the reductions for insurance premiums are 
consistent with the parameters and guidelines and correct as a matter of law. 

C. The Controller’s Recalculation and Reduction of Claimed Indirect Costs is Correct 
as a Matter of Law and is not Arbitrary, Capricious, or Entirely Lacking in 
Evidentiary Support. 

The Controller reduced indirect costs claimed by claimant, by $70,710 for fiscal year 2001-2002, 
and $68,383 for fiscal year 2002-2003, on the ground that claimant did not utilize a federally 
approved indirect cost rate.103  Claimant argues that “[c]ontrary to the Controller’s ministerial 
preferences, there is no requirement in law that the district’s indirect cost rate must be ‘federally’ 
approved, and further the Controller has never specified the federal agencies which have the 
authority to approve indirect cost rates.” 

The Commission finds that the parameters and guidelines require claimants to adhere to the 
claiming instructions when claiming indirect costs, and that the claimant here did not do so.  
Therefore, the reduction was correct as a matter of law.  The Commission further finds that the 
Controller’s use of the alternative state method to calculate indirect costs was not arbitrary, 
capricious, or entirely lacking in evidentiary support. 

1. The parameters and guidelines expressly require claimants to claim indirect costs in the 
manner described in  the 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.  

The claimant argues that “[n]o particular indirect cost rate calculation is required by law,” and 
that the parameters and guidelines “do not require that indirect costs be claimed in the manner 
described by the Controller.”104  The claimant argues that the word “may” is permissive, and that 
therefore the parameters and guidelines do not require that indirect costs be claimed in the 
manner described by the Controller.105   

The 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.”106 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.  

103 Exhibit A, Incorrect Reduction Claim, at p. 51. 
104 Exhibit A, Incorrect Reduction Claim, at pp. 12-13. 
105 Exhibit A, Incorrect Reduction Claim, at p. 13. 
106 Exhibit A, Incorrect Reduction Claim, at p. 34. 
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The claiming instructions specific to the Health Fee Elimination mandate, included in the 
submissions of both claimant and of the Controller,107 do not discuss specific rules or guidelines 
for claiming indirect costs with respect to this mandate.  However, the School Mandated Cost 
Manual contains general instructions for school districts and community college districts seeking 
to claim indirect costs, and those instructions provide guidance to claimants for all mandates, 
absent specific provisions to the contrary.108  The Controller submitted an excerpt of the School 
Mandated Cost Manual addressing indirect cost rates, revised September 2002, in response to the 
IRC.109  The Controller also submitted an excerpt of the School Mandated Cost Manual revised 
September 1997, which contained the program-specific instructions for the Health Fee 
Elimination mandate.110   

More recently the manuals for school districts and community college districts have been printed 
separately.111  The Mandated Cost Manual for Community Colleges now contains general 
instructions for claiming under all mandates, with the suggestion that claimants refer to the 
parameters and guidelines and specific claiming instructions, as follows:  

This manual is issued to assist claimants in preparing mandated cost claims for 
submission to the State Controller’s Office (SCO). The information contained in 
this manual is based on the State of California’s statutes, regulations, and the 
parameters and guidelines (P’s & G’s) adopted by the Commission on State 
Mandates (CSM). Since each mandate is unique, it is imperative that claimants 
refer to the claiming instructions and P’s & G’s of each program for updated data 
on established policies, procedures, eligible reimbursable activities, and revised 
forms.112   

Therefore, 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 applicable law nor the Parameters and Guidelines made compliance with the 
Controller’s claiming instructions a condition of reimbursement”113 is therefore in error.  The 
parameters and guidelines, which were duly adopted at a Commission hearing, require 
compliance with the claiming instructions.   

Claimant also argues that “the Controller’s claiming instructions were never adopted as law, or 
regulations pursuant to the Administrative Procedure Act,” and therefore, claimant argues, “the 

107 Exhibit A, Incorrect Reduction Claim, at pp. 37-40; Exhibit B, Controller’s Comments, at pp. 
29-40. 
108 See Exhibit X, Mandated Cost Manual General Instructions Excerpt 1999-2000. 
109 Exhibit B, Controller’s Comments, at pp. 24-27. 
110 Exhibit B, Controller’s Comments, at pp. 29-40. 
111 See, e.g., Exhibit X, Schools Mandated Cost Manual General Instructions revised September 
29, 2000, and Mandated Cost Manual for Community Colleges, September 30, 2003.  
112 Exhibit X, Community College Mandated Cost Manual Foreword Revised 07/12. 
113 Exhibit C, Claimant Rebuttal Comments, at p. 7. 
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claiming instructions are merely a statement of the ministerial interests of the Controller and not 
law.”114  In Clovis Unified, 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.115  Here, claimant 
alleges, somewhat indirectly, 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 on indirect 
cost rates.   

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. 

2. Claimant did not comply with the requirements of the claiming instructions in developing 
and applying its indirect cost rates. Therefore, the Controller’s reduction and 
recalculation of costs based on applying the Form FAM-29C calculation to provide an 
indirect cost rate is correct as a matter of law and is not arbitrary, capricious, or entirely 
lacking in evidentiary support. 

In the audit of the reimbursement claims for the period of July 1, 2001 through June 30, 2003, 
the Controller concluded that the claimed indirect costs were based on a rate not federally 
approved, and that the Controller’s calculated rates did not support the indirect cost rates 
claimed.116  Indirect costs in the amount of $149,291 were claimed for fiscal year 2001-2002, 
against direct costs of $417,010; and $148,836 for fiscal year 2002-2003, against direct costs of 
$437,679.  Those indirect costs amount to rates of approximately 35.8 percent and 34 percent, 
respectively.   

The claiming instructions provide two options for claiming indirect costs, one of which is using 
the OMB Circular A-21.  However, to use this option, a claimant must obtain federal approval, 
which the claimant here did not do.  The claiming instructions applicable at the time the subject 
reimbursement claims were filed stated: 

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.117 

Thus, the claimant did not comply with the requirements of the claiming instructions in 
developing and applying its indirect cost rate to the direct costs claimed, and the Commission 
finds that the reduction is correct as a matter of law.   

114 Exhibit A, Incorrect Reduction Claim, at p. 13. 
115 Clovis Unified School District v. State Controller (2010) 188 Cal.App.4th, at p. 807. 
116 Exhibit A, Incorrect Reduction Claim, at p. 51. 
117 Exhibit X, School Mandated Cost Manual Excerpt, Revised 09/01; Mandated Cost Manual 
for Community Colleges, Revised 09/03. 
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The Controller, concluding that the rate was not approved, and therefore not supported 
consistently with the parameters and guidelines and the claiming instructions, recalculated the 
indirect cost rate using the alternative state procedure, the “FAM-29C method,” outlined in the 
School Mandated Cost Manual.118.  Applying the FAM-29C methodology, the Controller 
reduced the claimed indirect costs to $75,424 (an 18.23% rate) for fiscal year 2001-2002 and 
$77,522 (a 17.96% rate) for fiscal year 2002-2003.119 

Claimant argues that the Controller “made no determination as to whether the method used by 
the District was reasonable, but, merely substituted its FAM-29C method for the method 
reported by the District [sic].”120   

However, the Commission finds that because claimant failed to obtain federal approval of its 
OMB Circular A-21 indirect cost rate, the Controller acted reasonably in recalculating the rate 
using one of the options provided for in the claiming instructions.  The Controller asserts that the 
parameters and guidelines require a claimant choosing to claim indirect costs to use one of the 
two options provided in the claiming instructions:  “if the district chooses to claim indirect costs, 
then the district must comply with the [Controller]’s claiming instructions.”121  The Controller’s 
assertion is consistent with the plain language of the parameters and guidelines which state:  
“Indirect costs may be claimed in the manner described by the State Controller in his claiming 
instructions.”122  Moreover, as claimant points out, “both the District’s method and the 
Controller’s method utilized the same source document, the CCFS-311 annual financial and 
budget report required by the state.”123  Therefore, the Controller’s selection of the alternative 
state method was effectively the only valid alternative available, given that claimant failed to 
obtain federal approval in accordance with the other (OMB) option. 

Accordingly, the Commission finds that the Controller’s reduction and recalculation of costs 
based on applying the Form FAM-29C calculation to provide an indirect cost rate is correct as a 
matter of law and is not arbitrary, capricious, or entirely lacking in evidentiary support. 

D. The Controller’s Reduction for Understated Offsetting Revenues Pursuant to the 
Health Fee Rule is Correct as a Matter of Law. 

The Controller reduced the reimbursement claims by $217,409 for the two years at issue.124  
These reductions were made on the basis of the fee authority available to claimant, multiplied by 
the number of students subject to the fee, less the amount of offsetting revenue claimed. 

Claimant disputes the reduction, arguing that the relevant Education Code provisions permit, but 
do not require, a community college district to levy a health services fee, and that the parameters 
and guidelines require a community college district to deduct from its reimbursement claims 

118 See Exhibit B, Controller’s Comments, at p. 16. 
119 Exhibit A, Incorrect Reduction Claim, at pp. 48; 51. 
120 Exhibit A, Incorrect Reduction Claim, at p. 14. 
121 Exhibit B, Controller Response to District IRC, Tab 2 at p. 15. 
122 Exhibit B, Controller’s Comments on IRC [Parameters and Guidelines], at p. 110]. 
123 Exhibit A, Incorrect Reduction Claim, at p. 12. 
124 Exhibit A, Incorrect Reduction Claim, at p. 14. 
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“[a]ny offsetting savings that the claimant experiences as a direct result of this statute…”  
Claimant argues that “[i]n order for the district to ‘experience’ these ‘offsetting savings’ the 
district must actually have collected these fees.”  Claimant concludes that “[s]tudent fees actually 
collected must be used to offset costs, but not student fees that could have been collected and 
were not.”125 

The Commission finds that the correct calculation and application of offsetting revenue from 
student health fees has been resolved by the Clovis Unified decision, and that the reduction is 
correct as a matter of law. 

After the claimant filed its IRC, the Third District Court of Appeal issued its opinion in Clovis 
Unified, which specifically addressed the Controller’s practice of reducing claims of community 
college districts by the maximum fee amount that districts are statutorily authorized to charge 
students, whether or not a district chooses to charge its students those fees.  As cited by the court, 
the Health Fee Rule states in pertinent part: 

Eligible claimants will be reimbursed for health service costs at the level of 
service provided in the 1986/87 fiscal year.  The reimbursement will be reduced 
by the amount of student health fees authorized per the Education Code  
[section] 76355.126  (Underline in original.) 

The Health Fee Rule relies on Education Code section 76355(a), which provides in relevant part: 

(a)(1) The governing board of a district maintaining a community college may 
require community college students to pay a fee in the total amount of not more 
than ten dollars ($10) for each semester, seven dollars ($7) for summer school, 
seven dollars ($7) for each intersession of at least four weeks, or seven dollars 
($7) for each quarter for health supervision and services, including direct or 
indirect medical and hospitalization services, or the operation of a student health 
center or centers, or both.   

(a)(2) The governing board of each community college district may increase [the 
health service fee] by the same percentage increase as the Implicit Price Deflator 
for State and Local Government Purchase of Goods and Services.  Whenever that 
calculation produces an increase of one dollar ($1) above the existing fee, the fee 
may be increased by one dollar ($1).127   

Pursuant to the plain language of Education Code section 76355(a)(2), the fee authority given to 
districts automatically increases at the same rate as the Implicit Price Deflator; when that 
calculation produces an increase of one dollar above the existing fee, the fee may be increased by 
one dollar.128  The Chancellor of the California Community Colleges issues a notice to the 

125 Exhibit A, Incorrect Reduction Claim, at pp. 14-15. 
126 Clovis Unified School Dist. v. Chiang, supra, 188 Cal.App.4th at page 811. 
127 Education Code section 76355(d)(2) (Stats. 1993, ch. 8 (AB 46); Stats. 1993, ch. 1132 (AB 
39); Stats. 1994, ch. 422 (AB 2589); Stats. 1995, ch. 758 (AB 446); Stats. 2005, ch. 320 (AB 
982)) [Formerly Education Code section 72246(e) (Stats. 1987, ch. 118)]. 
128 See Education Code section 76355 (Stats. 1995, ch. 758 (AB 446)).  The Implicit Price 
Deflator for State and Local Purchase of Goods and Services is a number computed annually 
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governing boards of all community colleges when a fee increase is triggered.129  Here, the 
Controller asserts that claimant should have collected an additional fee amount in accordance 
with the notices periodically issued by the Chancellor, stating that the Implicit Price Deflator 
Index had increased enough to support a one dollar increase in student health fees.130  Claimant 
argues that “the Controller cannot rely on the Chancellor’s notice as a basis to adjust the claim 
for ‘collectible’ student health services fees,”131 because the fees levied on students are raised by 
action of the governing board of the community college district.  But the authority to impose the 
health service fees increases automatically with the Implicit Price Deflator, as noticed by the 
Chancellor.  Accordingly, the court in Clovis Unified 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: 

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.132  

The court also notes that, “this basic principle flows from common sense as well.  As the 
Controller succinctly puts it, ‘Claimants can choose not to require these fees, but not at the 
state’s expense.’”133  Additionally, in responding to claimant’s argument that, “since the Health 
Fee Rule is a claiming instruction, its validity must be determined solely through the 
Commission’s P&G’s”,134 the court held: 

To accept this argument, though, we would have to ignore, and so would the 
Controller, the fundamental legal principles underlying state-mandated costs.  We 
conclude the Health Fee Rule is valid.135  (Italics added.) 

Thus, pursuant to the court’s decision in Clovis Unified, the Health Fee Rule used by the 
Controller to adjust reimbursement claims filed by claimant for the Health Fee Elimination 
program is valid.  Since the Clovis case is a final decision of the court addressing the merits of 
the issue presented here, the Commission, under principles of stare decisis, is required to apply 
the rule set forth by the court.136  In addition, the Clovis decision is binding on the claimant 

(and quarterly) by the United States Department of Commerce as part of its statistical series on 
measuring national income and product, and is used to adjust government expenditure data for 
the effect of inflation.   
129 See, e.g., Exhibit A, Incorrect Reduction Claim [Letter from Chancellor, at pp. 69-70]. 
130 See Exhibit B, Controller’s Comments, at pp. 16-18; Exhibit A, Incorrect Reduction Claim, at 
pp. 69-70.  
131 Exhibit A, Incorrect Reduction Claim, at pp. 17-18. 
132 Clovis Unified School Dist. v. Chiang, supra, 188 Cal.App.4th at page 812. 
133 Ibid. 
134 Ibid. (Original italics.) 
135 Clovis Unified School Dist. v. Chiang, supra, 188 Cal.App.4th at page 812. 
136 Fenske v. Board of Administration (1980) 103 Cal.App.3d 590, 596. 
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under principles of collateral estoppel.137  Collateral estoppel applies when (1) the issue 
necessarily decided in the previous proceeding is identical to the one that is currently being 
decided; (2) the previous proceeding terminated with a final judgment on the merits; (3) the party 
against whom collateral estoppel is asserted is a party to or in privity with a party in the previous 
proceeding; and (4) the party against whom the earlier decision is asserted had a full and fair 
opportunity to litigate the issue.138  Although the claimant to this IRC was not a party to the 
Clovis action, the claimant is in privity with the petitioners in Clovis.  “A party is adequately 
represented for purposes of the privity rule if his or her interests are so similar to a party’s 
interest that the latter was the former’s virtual representative in the earlier action.”139   

Based on the foregoing the Commission finds that the Controller’s reduction of reimbursement 
to the extent of the fee authority found in Education Code section 76355 is correct as a matter of 
law. 

V. Conclusion 
Pursuant to Government Code section 17551(d) of the Commission’s regulations, the 
Commission concludes that the reductions to the following costs are correct as a matter of law, 
and not arbitrary, capricious, or entirely lacking in evidentiary support:  

• Reduction for both fiscal years of $11,869 for athletic insurance costs that are beyond the 
scope of the mandate. 

• Reductions of indirect costs claimed of $70,710 for fiscal year 2001-2002, and $68,383 
for fiscal year 2002-2003, based on the claimant’s failure to comply with the claiming 
instructions in the development of its indirect cost rate, and the Controller’s use of an 
alternative method to calculate indirect costs authorized by the parameters and guidelines 
and claiming instructions. 

• Reduction for both fiscal years of $217,409 based on understated offsetting health fee 
revenues. 

Based on the foregoing, the Commission denies this IRC.   

137 The petitioners in the Clovis case included Clovis Unified School District, El Camino 
Community College District, Fremont Unified School District, Newport-Mesa Unified School 
District, Norwalk-La Mirada Unified School District, Riverside Unified School District, San 
Mateo Community College District, Santa Monica Community College District, State Center 
Community College District, and Sweetwater Union High School District. 
138 Roos v. Red (2006) 130 Cal.App.4th 870, 879-880. 
139 Rodgers v. Sargent Controls & Aerospace (2006) 136 Cal.App.4th 82, 91. 
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Division of Accounting & Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324-0256
JLal@sco.ca.gov

Kathleen Lynch, Department of Finance (A-15)
915 L Street, Suite 1280, 17th Floor, Sacramento, CA 95814
Phone: (916) 445-3274
kathleen.lynch@dof.ca.gov

Yazmin Meza, Department of Finance
915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
Yazmin.meza@dof.ca.gov

Robert Miyashiro, Education Mandated Cost Network
1121 L Street, Suite 1060, Sacramento, CA 95814
Phone: (916) 446-7517
robertm@sscal.com

Andy Nichols, Nichols Consulting
1857 44th Street, Sacramento, CA 95819
Phone: (916) 455-3939
andy@nichols-consulting.com

Christian Osmena, Department of Finance
915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
christian.osmena@dof.ca.gov

Keith Petersen, SixTen & Associates
Claimant Representative
P.O. Box 340430, Sacramento, CA 95834-0430
Phone: (916) 419-7093
kbpsixten@aol.com

Mollie Quasebarth, Department of Finance
Education Systems Unit, 915 L Street, 7th Floor, Sacramento, CA 95814
Phone: (916) 445-0328
mollie.quasebarth@dof.ca.gov

Irma Ramos, Administrative Dean, Long Beach Community College District
4901 East Carson Street, Long Beach, CA 90808
Phone: (562) 938-4397
iramos@lbcc.edu

Sandra Reynolds, Reynolds Consulting Group,Inc.
P.O. Box 894059, Temecula, CA 92589
Phone: (951) 303-3034
sandrareynolds_30@msn.com

Kathy Rios, State Controller's Office
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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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JOHN CHIANG 
<!Ialifornia jSitate O.:::ontroller 

August 5, 2014 

Heather Halsey 
Executive Director 
Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 

Re: Draft Proposed Decision, Schedule for Comments, and Notice of Hearing 
Health Fee Elimination, 05-4206-I-03 
Education Code Section 76355 
Statutes of 1984, Chapter 1, 2°d E.S.; Statutes of 1987, Chapter 1118 
Fiscal Years 2001-2002 and 2002-2003 
Long Beach Community College District, Claimant 

Dear Ms. Halsey: 

The State Controller's Office has reviewed the Commission on State Mandates' draft 
proposed decision related to the above-referenced incorrect reduction claim filed by Long Beach 
Community College District and concurs with the conclusion and recommendation. 

JLS/sk 

14394 

If you have any questions, please contact me at (916) 323-5849. 

,~'~ 
/ .' 

/J JIM L. SPANO, Chief 
I' Mandated Cost Audits Bureau 

Division of Audits 

MAILING ADDRESS P.O. Box 942850, Sacramento, CA 94250-5874 
SACRAMENTO 3301 C Street, Suite 700, Sacramento, CA 95816 (916) 324-8907 

LOS ANGELES 900 Corporate Center Drive, Suite 200, Monterey Park, CA 91754-7616 (323) 981-6802 

RECEIVED

Commission on
State Mandates

August 05, 2014

Exhibit E

417



418



8/5/2014 Mailing List

http://csm.ca.gov/csmint/cats/print_mailing_list_from_claim.php 1/3

COMMISSION ON STATE MANDATES

Mailing List

Last Updated: 8/1/14

Claim Number: 05-4206-I-03

Matter: Health Fee Elimination

Claimant: Long Beach Community College District

TO ALL PARTIES, INTERESTED PARTIES, AND INTERESTED PERSONS:

Each commission mailing list is continuously updated as requests are received to include or remove
any party or person on the mailing list. A current mailing list is provided with commission
correspondence, and a copy of the current mailing list is available upon request at any time. Except
as provided otherwise by commission rule, when a party or interested party files any written material
with the commission concerning a claim, it shall simultaneously serve a copy of the written material
on the parties and interested parties to the claim identified on the mailing list provided by the
commission. (Cal. Code Regs., tit. 2, § 1181.3.)

Socorro Aquino, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-7522
SAquino@sco.ca.gov

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

Matt Jones, Commission on State Mandates
980 9th Street, Suite 300, Sacramento, CA 95814
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Phone: (916) 323-3562
matt.jones@csm.ca.gov

Jill Kanemasu, State Controller's Office
Division of Accounting and Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-9891
jkanemasu@sco.ca.gov

Jay Lal, State Controller's Office (B-08)
Division of Accounting & Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324-0256
JLal@sco.ca.gov

Kathleen Lynch, Department of Finance (A-15)
915 L Street, Suite 1280, 17th Floor, Sacramento, CA 95814
Phone: (916) 445-3274
kathleen.lynch@dof.ca.gov

Yazmin Meza, Department of Finance
915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
Yazmin.meza@dof.ca.gov

Robert Miyashiro, Education Mandated Cost Network
1121 L Street, Suite 1060, Sacramento, CA 95814
Phone: (916) 446-7517
robertm@sscal.com

Andy Nichols, Nichols Consulting
1857 44th Street, Sacramento, CA 95819
Phone: (916) 455-3939
andy@nichols-consulting.com

Christian Osmena, Department of Finance
915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
christian.osmena@dof.ca.gov

Keith Petersen, SixTen & Associates
Claimant Representative
P.O. Box 340430, Sacramento, CA 95834-0430
Phone: (916) 419-7093
kbpsixten@aol.com

Mollie Quasebarth, Department of Finance
Education Systems Unit, 915 L Street, 7th Floor, Sacramento, CA 95814
Phone: (916) 445-0328
mollie.quasebarth@dof.ca.gov

Irma Ramos, Administrative Dean, Long Beach Community College District
4901 East Carson Street, Long Beach, CA 90808
Phone: (562) 938-4397
iramos@lbcc.edu

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 
Mandate Reimbursement Services 

San Diego 
5252 Balboa Avenue, Suite 900 
San Diego, CA 92117 
Telephone: (858) 514·8805 
Fax: {858) 514·8645 
www.slxtenandassoclates.com 

September 23, 2014 

KEITH B. PETERSEN, President 

Heather Halsey, Executive Director 
Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 

Dear Ms. Halsey: 

RE: CSM 05-4206-1-03 
Long Beach Community College District 
Fiscal Years: 2001-02 and 2002-03 
Health Fee Elimination 
Education Code Section 76355 
Statutes of 1984, Chapter 1, 2"d. E.S. 
Statutes of 1987, Chapter 1118 
Incorrect Reduction Claim 

Sacramento 
P.O. Box 340430 

Sacramento, CA 95834~0430 
Telephone: (916) 419·7093 

Fax: (916) 263·9701 
E·Mall: kbpslxten@aol.com 

I have received the Commission Draft Proposed Decision (DPD) dated August 1, 2014, 
for the above-referenced incorrect reduction claim, to which I respond on behalf of the 
District. 

PART A. STATUTE OF LIMITATIONS APPLICABLE TO AUDITS OF ANNUAL 
REIMBURSEMENT CLAIMS 

1. Audit Initiation 

The District concurs that the audit of the FY 2001-02 annual claim was commenced 
before the expiration of the statute of limitations to commence an audit. 

2. Audit Completion 

It is uncontested here that an audit is complete only when the final audit report is 
issued. The District asserts that the FY 2001-02 annual claim (filed December 6, 2002) 
was beyond the statute of limitations for completion of the audit (December 31, 2004) 
when the Controller completed its audit on April27, 2005. To the contrary, the 

Exhibit F
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Heather Halsey, Executive Director 2 September 23, 2014 

Commission asserts (DPD, 17) that Government Code section 17558.5, as added by 
Statutes 1995, Chapter 945, operative July 1, 19961

, "does not require the completion 
of the audit" at a time certain: 

The plain language of Government Code section 17558.5, as added in 1995, 
provides that reimbursement claims are "subject to audit" no later than 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, when no 
funds are appropriated for the program, "the time for the controller to initiate an 
audit shall commence to run from the date of initial payment of the claim." 

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 numerous cases cited by the Commission speak to the issue of 
commencing an audit and the extension of that time by future changes to the statute of 
limitations. These are not relevant to the issue of the completion of the audit. The 
Commission cites no cases contradicting the practical requirement that completion is 
measured by the date of the audit report. 

Section 17558.5 was amended two more times after the FY 2001-02 annual claim was 
filed. As a matter of law, these amendments are not relevant to the determination of 
the FY 2001-02 annual claim statute of limitations issue, so reliance upon the language 
of the subsequent amendments as a declaration of retroactively consistent legislative 
policy or intent is without foundation. The adjudication of the issue should end with the 
1995 version of Section 17558.5. Regardless, the Commission concludes that its 
interpretation of the significance of the second sentence in the 1995 version is 

1 First Amendment 

Statutes of 1995, Chapter 945, Section 18, operative July 1, 1996, 
repealed and replaced Section 17558.5, changing only the period of 
limitations: 

"(a) A reimbursement claim for actual costs filed by a local agency or 
school district pursuant to this chapter is subject to audit by the Controller 
no later than two years after the end of the calendar year in which the 
reimbursement claim is filed or last amended. However, if no funds are 
appropriated for the program for the fiscal year for which the claim is 
made, the time for the Controller to initiate an audit shall commence to run 
from the date of initial payment of the claim." 
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Heather Halsey, Executive Director 3 September 23, 2014 

supported by the 2002 amendment to Section 17558.52 which extends the audit 
initiation period to three years. The 2002 amendment provides no new information 
about the audit completion date. The Commission findings then reference the 2004 
amendment to Section 17558.53 that establishes a two-year limit to complete a timely 
filed audit, but only for the purposes of excluding the new language from the 1995 
analysis. Rather, the 2004 amendment to Section 17558.5 is definitive to the issue of 
when the audit completion period was first placed in statute. 

If, as the Commission asserts, that the first amended 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 

2 

3 

Second Amendment 

Statutes of 2002, Chapter 1128, Section 14.5, operative January 1, 2003, 
amended Section 17558.5 to state: 

"(a) A reimbursement claim for actual costs filed by a local agency or 
school district pursuant to this chapter is subject to the initiation of an 
audit by the Controller no later than two three years after the e11d of the 
eelelld8r ye8r in oohieh 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." 

Third Amendment 

Statutes of 2004, Chapter 890, Section 18, operative January 1, 2005 
amended Section 17558.5 to state: 

"(a) A reimbursement claim for actual costs filed by a local agency or 
school district pursuant to this chapter is subject to the initiation of an 
audit by the Controller no later than three years after the date that the 
actual reimbursement claim is filed or last amended, whichever is later. 
However, if no funds are appropriated or no payment is made to a 
claimant for the program for the fiscal year for which the claim is filed, the 
time for the Controller to initiate an audit shall commence to run from the 
date of initial payment of the claim. In any case, an audit shall be 
completed not later than two years after the date that the audit is 
commenced." 
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Heather Halsey, Executive Director 4 September 23, 2014 

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. 

As to the actual completion of the audit, the Commission (DPD, 21) ultimately 
incorrectly applies the 2004 two-year test. The statute of limitations to audit applicable 
to each annual claim is that limit which is the law when the annual claim is filed, not 
when the audit is completed, otherwise the concept of notice to claimants is invalidated. 

PART B. DISALLOWANCE OF INSURANCE PREMIUMS 

The audit disallowed $17,894 of services and supplies direct cost and $6,241 of related 
indirect costs. Of the total direct costs adjustment amount, $11,869 is applicable to 
student health insurance premiums. The Commission concludes (DPD, 23) that, based 
on the evidence in the record, the District has not demonstrated that the reduction was 
based on student insurance costs rather than athletic insurance costs. As stated in the 
incorrect reduction claim, the audit report does not describe how the disallowance was 
calculated. Nor does the Controller's response of December 16, 2008, provide any 
explanation, probably due the misapprehension that these costs were no longer in 
dispute. To date, only the Controller has the documentary support as to how those 
premiums were reallocated by the adjustment. This allocation information is essential 
in order for the District to rebut the issue and for the Commission to make a fact-based 
finding. 

PART C. APPLICATION OF AN INDIRECT COST RATE 

The audit report asserts that the District overstated its indirect cost rates and costs in 
the amount of $139,093 for both fiscal years. This finding is based upon the 
Controller's statement that the district did not obtain federal approval for its ICRPs, a 
stated requirement of the Controller's claiming instructions. 

The threshold Commission conclusion is that claimants must comply with the 
Controller's claiming instructions and that the Controller's use of its own instructions 
and forms to recalculate the indirect cost rates was not arbitrary. 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.• 

4 From the Clovis Appellate Court Decision (4): 
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Heather Halsey, Executive Director 5 September 23, 2014 

The Controller has never asserted that its claiming instructions are alone legally 
enforceable, rather the Controller's "manual is issued to assist claimants" and that "The 
information contained in the manual is based on the State of California's statutes, 
regulations, and the parameters and guidelines ... "(DPD, 24). 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. 

The Commission (DPD, 23) instead relies upon the "plain language" of the 1989 
parameters and guidelines: 

The 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. 

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 

"Once the Commission determines that a state mandate exists, it adopts 
requlatorv "[P]arameters and [G]uidelines" (P&G's) to govern the state-mandated 
reimbursement.(§ 17557.) The Controller, in turn, then issues nonrequlatorv 
"(C]Iaiming [l]nstructions" for each Commission-determined mandate; these 
instructions must derive from the Commission's test claim decision and its 
adopted P&G's. (§ 17558.) Claiming Instructions may be specific to a particular 
mandated program, or general to all such programs." Emphasis added. 

From the Clovis Appellate Court Decision (15): 

"Given these substantive differences between the Commission's pre-May 27, 
2004 SOC P&G's and the Controller's CSDR, we conclude that the CSDR 
implemented, interpreted or made specific the following laws enforced or 
administered by the Controller: the Commission's pre-May 27, 2004 P&G's for 
the SOC Program (§ 17558 [the Commission submits regulatorv P&G's to the 
Controller. who in turn issues nonregulatorv Claiming Instructions based 
thereon]; and the Controller's statutory authority to audit state-mandated 
reimbursement claims (§ 17561,subd. (d)(2))." Emphasis added. 
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Heather Halsey, Executive Director 6 September 23, 2014 

claiming instructions method is gratuitous. 

Even though we have the permissive "may" language in the parameters and guidelines, 
coupled with claiming instructions that both the Controller and Commission characterize 
only as guidance, the Commission makes a jump to the conclusion that compliance 
with the claiming instructions is required (DPD 25): 

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. 

The District agrees that the parameters and guidelines have the force of law, but that it 
does not extend by mere reference to the general or specific claiming instructions for 
Health Fee Elimination. Neither the Commission nor the Controller has ever adopted 
the Controller's claiming instructions pursuant the process required by the regulations 
relevant to the Commission or the Administrative Procedure Act relevant to the 
Controller, nor has the Commission ever before stated that parameters and guidelines 
are subordinate to the Controller's claiming instructions. The Controller's use of the 
FAM-29C method for audit purposes is a standard of general application without 
appropriate state agency rulemaking and is therefore unenforceable (Government Code 
Section 11340.5). The formula is not an exempt audit guideline (Government Code 
Section 11340.9(e)). State agencies are prohibited from enforcing underground 
regulations. If a state agency issues, enforces, or attempts to enforce a rule without 
following the Administrative Procedure Act, when it is required to, the rule is called an 
"underground regulation." Further, the audit adjustment is a financial penalty against 
the District, and since the adjustment is based on an underground regulation, the 
formula cannot be used for the audit adjustment (Government Code Section 11425.50). 

Somehow the "assistance" provided by the claiming instructions has become a 
requirement even though the parameters and guidelines use the word "may." The 
Commission now has concluded that the contents of the claiming instructions are as a 
matter of law derivative of the authority of the parameters and guidelines, without 
benefit of a legal citation for this leap of jurisprudence. Assuming for argument that the 
leap can be made, would that derivative authority continue for any changes made to the 
claiming instructions after the adoption of the 1989 parameters and guidelines, that is, 
an open-ended commitment of the Commission's authority to the Controller who can 
make changes without reference to the Commission process? Is this derivative 
authority limited to Health Fee Elimination or applicable to all mandates? 

Note that the Heath Fee Elimination parameters and guidelines were amended on 
January 29, 2010. However, the indirect cost rate language remained the same: 
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Heather Halsey, Executive Director 7 September 23, 2014 

3. Allowable Overhead Cost 

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

The Commission has had numerous opportunities to clarify its intent and language 
regarding the indirect cost rate calculation methods and resolve or avoid the delegation 
and derivation issue. For example, and by contrast, the parameters and guidelines 
language for the new college mandate Cal Grants, adopted on the same date as the 
January 29, 2010, amendment for Health Fee Elimination, has the needed specific and 
comprehensive language: 

B. Indirect Cost Rates 

Indirect costs are costs that have been incurred for common or joint purposes. 
These costs benefit more than one cost objective and cannot be readily 
identified with a particular final cost objective without effort disproportionate to 
the results achieved. After direct costs have been determined and assigned to 
other activities, as appropriate, indirect costs are those remaining to be allocated 
to benefited cost objectives. A cost may not be allocated as an indirect cost if 
any other cost incurred for the same purpose, in like circumstances, has been 
claimed as a direct cost. 

Indirect costs include: (a) the indirect costs originating in each department or 
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 parameters and guidelines since at least 2002. 
However, this language has never been adopted by the Commission for Health Fee 
Elimination. 

In the absence of legally enforceable claiming instructions, rules or methods, or 
standards or specific language in the parameters and guidelines for the indirect cost 
rate calculation, the remaining standard is Government Code Section 17561. No 
particular indirect cost rate calculation method is required by law. Government Code 
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Section 17561 (d)(2) requires the Controller to pay claims, provided that the Controller 
may audit the records of any school district to verify the actual amount of the mandated 
costs, and may reduce any claim that the Controller determines is excessive or 
unreasonable. The Controller is authorized to reduce a claim if the Controller 
determines the claim to be excessive or unreasonable. Here, the District computed 
indirect cost rates utilizing cost accounting principles from the Office of Management 
and Budget Circular A-21, and the Controller has disallowed the rates without a 
determination of whether the product of the District's calculation is excessive, 
unreasonable, or inconsistent with cost accounting principles. 

The Commission (DPD, 26) concluded that "the Controller's selection of the alternative 
state method was effectively the only valid alternative available, given that claimant 
failed to obtain federal approval in accordance with the other (OMB) option." The 
Commission has it backwards. There is no rebuttable presumption for this mandate 
that the Controller's methods are per se the only reasonable method. The Controller 
made no determination as to whether the method used by the District was reasonable 
or not, but merely substituted the Controller's method for the method used by the 
Districts. The substitution of the Controller's method is an arbitrary choice of the 
auditor, not a "finding" enforceable either by fact or law. In order to move forward with 
the adjustment, the burden of proof is on the Controller to prove that the District's 
calculation is unreasonable. Indeed, federally "approved" rates which the Controller will 
accept without further action, are "negotiated" rates calculated by the district and 
submitted for approval, indicating that the process is not an exact science, but a 
determination of the relevance and reasonableness of the cost allocation assumptions 
made for the method used. Neither the Commission nor the Controller can assume that 
the Controller's calculation methods are intrinsically more accurate and the Commission 
cannot shift that burden or create the presumption to the contrary where none is 
present in law. 

PART D. UNDERSTATED OFFSETTING REVENUES 

This finding is the result of the Controller's recalculation of the student health services 
fees which may have been "collectible" which was then compared to the District's 
student health fee revenues actually received, resulting in a total adjustment of 
$217,409 for the two fiscal years. The Controller computed the total student health 
fees collectible based on state rates while the District reported actual fees collected. 

The Commission (DPD, 27) finds that the correct calculation and application of 
offsetting revenue from student health fees have been resolved by the Clovis Unified 
decision, and that the reduction is correct as a matter of law: 

After the claimant filed its IRC, the Third District Court of Appeal issued its 
opinion in Clovis Unified, which specifically addressed the Controller's practice of 
reducing claims of community college districts by the maximum fee amount that 
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districts are statutorily authorized to charge students, whether or not a district 
chooses to charge its students those fees. As cited by the court, the Health Fee 
Rule states in pertinent part: 

Eligible claimants will be reimbursed for health service costs at the level of 
service provided in the 1986/87 fiscal year. The reimbursement will be 
reduced by the amount of student health fees authorized per the 
Education Code [section] 76355. (Underline in original.) 

The District agrees that claimants and state agencies are bound to apply the Health 
Fee Rule as decided law and that this extends to retroactive fiscal years still within the 
Commission's or Controller's jurisdiction. 

On October 27, 2011, the Commission adopted a consolidated statement of decision 
for seven Health Fee Elimination incorrect reduction claims. The statement of decision 
for these seven districts included issues presented in this current incorrect reduction 
claim. The application of the Health Fee Rule, as determined by the Commission's 
October 27, 2011, statement of decision, however, involves two factual elements: the 
number of exempt students and the specific enrollment statistics for each semester. 
That decision approved the Controller's use of specific Community College Chancellor's 
MIS data to obtain these enrollment amounts. That approved method is stated in the 
more recent HFE audits as: 

FINDING- Understated authorized health service fees 

We obtained student enrollment data from the CCCCO. The CCCCO identified 
enrollment data from its management information system (MIS) based on 
student data that the district reported. CCCCO identified the district's enrollment 
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, the statistics used by the auditor were different: 

FINDING 3- Understated authorized health fee revenues claimed 

The district was unable to retrieve student attendance data from its computer 
system that was used to calculate the net health fee revenues reported in its 
reimbursement claims for the audit period. At the district's recommendation, we 
recalculated authorized health fee revenues using the Student Headcount by 
Enrollment Status for Long Beach Community College District report available 
from the California Community Colleges Chancellor's Office Web site, as well as 
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district-prepared reports indicating the number of students who received fee 
waivers. April 27, 2005 HFE Audit Report. P. 8 

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. 

E. REVISED AUDIT REPORT 

The Controller issued a revised audit report for Fiscal Years 2001-02 and 2002-03, 
dated October 11, 2012, which is now submitted for the record of this incorrect 
reduction claim as an attachment to this letter. (The revised audit report is not posted 
on the Controller's web site). 

The purpose of the revised audit report is stated in Mr. Brownfield's transmittal letter: 

This revised final report supersedes our previous report dated April 27, 2005. 
Our original report offset authorized health services fees against all allowable 
mandated costs claimed by the district. On October 27, 2011, the Commission 
on State Mandates (CSM) issued a statement of decision in response to multiple 
incorrect reduction claims filed for the Health Fee Elimination Program. In its 
statement of decision, the CSM concluded that authorized health service fees 
may not be offset against the cost of athlete physicals. This revised report offsets 
authorized health service fees against all allowable costs claimed, excluding 
costs attributable to athlete physicals. In addition, this revised report corrects a 
mathematical error in calculating unallowable costs attributable to overstated 
indirect cost rates. As a result, allowable costs increased by $2,607 for the audit 
period. 

The exclusion of the athlete physicals costs from the offset of student health service 
revenues increases reimbursement by $3,459 for FY 2002-03. The District concurs 
with this correction that is required as a matter of law by prior commission action. The 
Commission can take notice of this correction without a revised incorrect reduction 
claim. 

The mathematical correction to the indirect cost rate calculation reduced 
reimbursement by $1,166. This correction is de minimus and subsumed within the 
scope of findings for the indirect cost rate calculation issue. 

CERTIFICATION 

By my signature below, I hereby declare, under penalty of perjury under the laws of the 
State of California, that the information in this submission is true and complete to the 
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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. 

E~~4, ot SoO<ameoto, Ca!<om;o, by 

Keith B. Petersen, President 
Six Ten & Associates 

Service by Commission Electronic Drop Box 

Attachment: 

Revised Controller's Audit Report dated October 11, 2012 
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Roberto Uranga, President 
Board of Trustees 

jOHN CHIANG 
<!Ialifornia ~tate <!Iontrolle:r 

October II, 2012 

Long Beach Community College District 
490 I East Carson Street 
Long Beach, CA 90808 

Dear Mr. Uranga: 

The State Controller's Office audited the costs claimed by the Long Beach Community College 
District for the legislatively mandated Health Fee Elimination Program (Chapter I, Statutes of 
1984, 2nd Extraordinary Session, and Chapter 1118, Statutes of 1987) for the period of July I, 
2001, through June 30,2003. 

This revised final report supersedes our previous report dated April 27, 2005. Our original report 
offset authorized health services fees against all allowable mandated costs claimed by the 
district. On October 27,2011, the Commission on State Mandates (CSM) issued a statement of 
decision in response to multiple incorrect reduction claims filed for the Health Fee Elimination 
Program. In its statement of decision, the CSM concluded that authorized health service fees may 
not be offset against the cost of athlete physicals. This revised report offsets authorized health 
service fees against all allowable costs claimed, excluding costs attributable to athlete physicals. 
In addition, this revised report corrects a mathematical error in calculating unallowable costs 
attributable to overstated indirect cost rates. As a result, allowable costs increased by $2,607 for 
the audit period. 

The district claimed $516,978 for the mandated program. Our audit disclosed that $52,956 is 
allowable and $464,022 is unallowable. The unallowable costs occurred primarily because the 
district overstated its indirect cost rates, understated authorized health service fees, and claimed 
unallowable costs. The State paid the district $24,892. The State will pay allowable costs 
claimed that exceed the amount paid, totaling $28,064, contingent upon available appropriations. 
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The district previously filed an Incorrect Reduction Claim (IRC) on August 30, 2005. The 
district may file an amended IRC with the CSM based on this revised final audit report. The IRC 
must be filed within three years following the date that we notify you of a claim reduction. You 
may obtain IRC information at the CSM's website at www.csm.ca.gov/docs/IRCForm.pdf. 

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

Sincerely, 

Original signed by 

JEFFREY V. BROWNFIELD 
Chief, Division of Audits 

JVB/vb 

cc: Eloy Oakley, Superintendent- President 
Long Beach Community College District 

Ann-Marie Gabel, Vice President, Administrative Services 
Long Beach Community College District 

John Thompson, Director, Fiscal Services 
Long Beach Community College District 

Christine Atalig, Specialist 
College Finance and Facilities Planning 
California Community Colleges Chancellor's Office 

Ed Hanson, Principal Program Budget Analyst 
Education Systems Unit 
Department of Finance 
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Long Beach Community College District Health Fee Elimination Program 

Revised Audit Report 
Summary 

Background 

The State Controller's Office (SCO) audited the costs claimed by the 
Long Beach Community College District for the legislatively mandated 
Health Fee Elimination Program (Chapter I, Statutes of 1984, 2"d 
Extraordinary Session, and Chapter 1118, Statutes of 1987) for the 
period of July 1, 2001, through June 30, 2003. 

The district claimed $516,978 for the mandated program. Our audit 
disclosed that $52,956 is allowable and $464,022 is unallowable. The 
unallowable costs occurred primarily because the district overstated its 
indirect cost rates, understated authorized health services fees, and 
claimed unallowable costs. The State paid the district $24,892. The State 
will pay allowable costs claimed that exceed the amount paid, totaling 
$28,064, contingent upon available appropriations. 

Chapter I, Statutes of 1984, 2"' Extraordinary Session, repealed Education 
Code section 72246, which authorized community college districts to 
charge a health fee for providing health supervision and services, providing 
medical and hospitalization services, and operating student health centers. 
This statute also required that health services for which a community 
college district charged a fee during fiscal year (FY) 1983-84 had to be 
maintained at that level in FY 1984-85 and every year thereafter. The 
provisions of this statute would automatically sunset on December 31, 
1987, reinstating the community college districts' authority to charge a 
health fee as specified. 

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

On November 20, 1986, the Commission on State Mandates (CSM) 
determined that Chapter I, Statutes of 1984, 2"' Extraordinary Session, 
imposed a "new program" upon community college districts by requiring 
specified community college districts that provided health services in 
FY 1983-84 to maintain health services at the level provided during that 
year in FY 1984-85 and each fiscal year thereafter. This maintenance-of­
effort requirement applied to all community college districts that levied a 
health services fee in FY 1983-84. 

On April27, 1989, the CSM determined that Chapter 1118, Statutes of 
1987, amended this maintenance-of-effort requirement to apply to all 
community college districts that provided health services in FY 1986-87, 
requiring them to maintain that level in FY 1987-88 and for each fiscal 
year thereafter. 
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Long Beach Community College District 

Objective, 
Scope, and 
Methodology 

Conclusion 

Health Fee Elimination Program 

The program's parameters and guidelines establish the state mandate and 
define reimbursement criteria. The CSM adopted parameters and 
guidelines on August27, 1987, and amended them on May25, 1989. In 
compliance with Government Code section 17558, the SCO issues 
claiming instructions to assist school districts in claiming mandated 
program reimbursable costs. 

We conducted the audit to determine whether costs claimed represent 
increased costs resulting from the Health Fee Elimination Program for 
the period of July 1, 2001, through June 30,2003. 

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

We conducted this performance audit under the authority of Government 
Code sections 12410, 17558.5, and 17561. We did not audit the district's 
financial statements. We conducted the audit in accordance with 
generally accepted government auditing standards. Those standards 
require that we plan and perform the audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on our audit objectives. We believe that the evidence 
obtained provides a reasonable basis for our findings and conclusions 
based on our audit objectives. 

We limited our review of the district's internal controls to gaining an 
understanding of the transaction flow and claim preparation process as 
necessary to develop appropriate auditing procedures. 

We asked the district's representative to submit a written representation 
letter regarding the district's accounting procedures, financial records, 
and mandated cost claiming procedures as recommended by generally 
accepted government auditing standards. However, the district declined 
our request. 

Our audit disclosed instances of noncompliance with the requirements 
outlined above. These instances are described in the accompanying 
Summary of Program Costs (Schedule 1) and in the Findings and 
Recommendations section of this report. 

For the audit period, Long Beach Community College District claimed 
$516,978 for Health Fee Elimination Program costs. Our audit disclosed 
that $52,956 is allowable and $464,022 is unallowable. 

For the FY 2001-02 claim, the State paid the district $24,892. Our audit 
disclosed that $49,497 is allowable. The State will pay allowable costs 
claimed that exceed the amount paid, totaling $24,605, contingent upon 
available appropriations. 

For the FY 2002-03 claim, the State made no payment to the district. Our 
audit disclosed that $3,459 is allowable. The State will pay that amount, 
contingent upon available appropriations. 
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Long Beach Community College District 

Views of 
Responsible 
Officials 

Restricted Use 

Health Fee Elimination Program 

We issued a draft audit report on February 4, 2005. Irma Ramos, former 
Administrative Dean, Human Resources, responded by letter dated 
February 23, 2005 (Attachment), disagreeing with the audit results. 

Based on the district's response, we eliminated Finding I, totaling 
$9,222, from the draft audit report. Consequently, draft report Findings I 
through 5 were renumbered to Findings I through 4. We issued our 
original final audit report on April 27, 2005. 

On October 27, 2011, the CSM issued a statement of decision in 
response to multiple incorrect reduction claims filed for the Health Fee 
Elimination Program. In its statement of decision, the CSM concluded 
that authorized health service fees may not be offset against the cost of 
athlete physicals. Therefore, we revised our final report to offset 
authorized health service fees against all allowable costs claimed, 
excluding costs attributable to athlete physicals. In addition, we revised 
our final report to correct a mathematical error in our calculation of 
unallowable costs attributable to overstated indirect cost rates. As a 
result, allowable costs increased by $2,607 for the audit period. On 
September 21, 2012, we notified Ann-Marie Gabel, Vice President, 
Administrative Services; John Thompson, Director, Fiscal Services; and 
other district staff of the final audit report revisions. 

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

Original signed by 

JEFFREY V. BROWNFIELD 
Chief, Division of Audits 

October II, 2012 
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Long Beach Community Co/lege District Health Fee Elimination Program 

Revised Schedule 1-
Summary of Program Costs 

July 1, 2001, through June 30,2003 

Actual Costs Allowable Audit 
Cost Elements Claimed per Audit Adjustment 

Julx I, 2001, through June 30,2002 

Athlete physicals: 
Direct costs: 

Salaries and benefits $ 1,927 $ 1,927 $ 
Services and supplies 1,145 1,145 

Total direct costs 3,072 3,072 
Indirect costs 1,099 560 (539} 

Total program costs, athlete physicals 4,171 3,632 (539} 

All other health services: 
Direct costs: 

Salaries and benefits 316,641 316,641 
Services and supplies 97,768 89,348 (8,420} 

Total direct costs 414,409 405,989 (8,420) 
Indirect costs 148,192 74,012 (74,180} 

Total direct and indirect costs 562,601 480,001 (82,600) 
Less authorized health service fees (321,995) (432,828) (110,833) 
Less offsetting savings/reimbursements (837) (837) 
Less cost of services in excess of 

FY 1986-87 services (471} (471} 

Total program costs, all other health services 240,135 45,865 (194,270} 

Total program costs $ 244,306 49,497 $ ~194,809l 
Less amount paid by the State (24,892} 

Allowable costs claimed in excess of (less than) amount paid $ 24,605 

-4-

Reference 1 

Finding 2 

Findings I, 4 

Findings I , 2, 4 

Finding 3 
Finding 4 
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Long Beach Community College District Health Fee Elimination Program 

Revised Schedule 1 (continued) 

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

July I, 2002, through June 30, 2003 

Athlete physicals: 
Direct costs: 

Salaries and benefits $ 1,888 $ 1,888 $ 
Services and supplies 1,045 1,045 

Total direct costs 2,933 2,933 
Indirect costs 995 526 (469} Finding 2 

Total program costs, athlete physicals 3,928 3,459 (469} 

All other health services: 
Direct costs: 

Salaries and benefits 340,221 340,221 
Services and supplies 95,372 86,735 (8,637} Finding I 

Total direct costs 435,593 426,956 (8,637) 
Indirect costs 147,841 76,682 (71,159} Findings I, 2 

Total direct and indirect costs 583,434 503,638 (79,796) 
Less authorized health service fees (313,843) (531,252) (217,409) Finding 3 
Less offsetting savings/reimbursements (847) (847) 
Audit adjustments exceeding claimed costs 28,461 28,461 

Total program costs, all other health services 268,744 (268,744} 

Total program costs $ 272,672 3,459 $ ~269,2l3l 
Less amount paid by the State 

Allowable costs claimed in excess of (less than) amount paid $ 3,459 
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Long Beach Community College District Health Fee Elimination Program 

Revised Schedule 1 (continued) 

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

Summ!!!)': Julx l, 2001, through June 30,2003 

Athlete physicals: 
Direct costs: 

Salaries and benefits $ 3,815 $ 3,815 $ 
Services and supplies 2,190 2,190 

Total direct costs 6,005 6,005 
Indirect costs 2,094 1,086 {1,008) 

Total program costs, athlete physicals 8,099 7,091 {1,008) 

All other health services: 
Direct costs: 

Salaries and benefits 656,862 656,862 
Services and supplies 193,140 176,083 {17,057) 

Total direct costs 850,002 832,945 (17,057) 
Indirect costs 296,033 150,694 (145,339) 

Total direct and indirect costs 1,146,035 983,639 (162,396) 
Less authorized health service fees (635,838) (964,080) (328,242) 
Less offsetting savings/reimbursements (847) (1,684) (837) 
Less cost of services in excess ofFY 1986-87 

services (471) (471) 
Audit adjustments exceeding claimed costs 28,461 28,461 

Total program costs, all other health services 508,879 45,865 {463,014) 

Total program costs $ 516,978 52,956 $ (464,022) 
Less amount paid by the State {24,892) 

Allowable costs claimed in excess of (less than) amount paid $ 28,064 

1 See the Revised Findings and Recommendations section. 
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Long Beach Community College District Health Fee Elimination Program 

Revised Findings and Recommendations 
FINDINGl-
U nallowable services 
and supplies costs 

The district overclaimed services and supplies costs totaling $17,894 
during the audit period. The related unallowable indirect costs totaled 
$6,241, based on claimed indirect cost rates. 

The district overclaimed insurance premiums paid for student basic and 
catastrophic coverage by $11,869, because it included unallowable 
premiums paid for athletic insurance. In addition, the district 
inadvertently claimed $6,025 twice for services and supplies. 

The following table summarizes the audit adjustment. 

Fiscal Year 
2001-02 2002-03 Total 

Student insurance premiums $ (5,857) $ (6,012) $ (11,869) 
Costs claimed twice (3,400) (2,625) (6,025) 

Total direct costs (9,257) (8,637) $ !17,894l 
Indirect cost rate claimed X 35.76% X 33.94% 

Related indirect costs (3,310) (2,931) $ (6,241) 
Total direct costs (from above) (9,257) (8,637) (17,894) 

Audit adjustment $ (12,567) $ (11,568) $ (24,135) 

The program's parameters and guidelines state that the cost of insurance 
is reimbursable for the following activities: (I) on campus accident, 
(2) voluntary, and (3) insurance inquiry/claim administration. 

Education Code section 76355, subdivision (d)(2) (formerly section 
72246, subdivision (2)) states that athletic insurance is not an authorized 
expenditure for health services. 

The parameters and guidelines also state that all costs claimed must be 
traceable to source documentation that shows evidence of the validity of 
such costs. 

Recommendation 

We recommend the district ensure that it claims only costs for health 
services that are reimbursable under the mandate program. In addition, 
the district should ensure that all costs claimed are supported by source 
documentation. 

District's Response 

The District is still investigating the athletic insurance costs to 
determine if the amounts reported in the claim related to basic 
insurance costs for students who also were covered by athletic 
insurance. However, the final audit report need not be delayed for this 
work. 

SCO's Comment 

The finding and recommendation remain unchanged. The district did not 
provide any additional information supporting the allowability of 
insurance costs claimed. 
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Long Beach Community College District 

FINDING2-
0verstated indirect 
cost rates claimed 

Health Fee Elimination Program 

The district overstated its indirect cost rates, thus overstating its indirect 
costs by $140,259 for the audit period. 

The district claimed indirect costs based on indirect cost rate proposals 
(ICRPs) prepared for each fiscal year by an outside consultant. However, 
the district did not obtain federal approval for its ICRPs. We calculated 
indirect cost rates using the methodology allowed by the SCO claiming 
instructions. The calculated indirect costs rates did not support the 
indirect cost rates claimed. The following table summarizes the 
allowable and claimed indirect cost rates: 

Allowable indirect cost rate 
Less claimed indirect cost rate 

Unsupported indirect cost rate 

Fiscal Year 
2001·02 2002-03 
18.23% 

(35.76)% 

(17.53)% 

17.96% 
(33.94)% 

(15.98)% 

Based on these unsupported indirect cost rates, we made the following 
audit adjustments: 

Fiscal Year 
2001-02 2002-03 Total 

Athlete physicals: 
Direct costs claimed $ 3,072 $ 2,933 
Unsupported indirect cost rate X (17.53)% X (15.98)% 

Audit adjustment, athlete physicals (539) (469) 
All other health services: 

Direct costs claimed 414,409 435,593 
Less unallowable costs, 

Finding I (9,257) (8,637) 

Allowable direct costs claimed 405,152 426,956 
Unsupported indirect cost rate X (17.53)% X (15.98)% 

Audit adjustment, all other health 
services (71,023) (68,228) 

Total audit adjustment $ (71,562) $ (68,697l $ (140,259) 

The parameters and guidelines state that indirect costs may be claimed in 
the manner described in the SCO claiming instructions. Those 
instructions require that districts obtain federal approval of ICRPs 
prepared according to Office of Management and Budget (OMB) 
Circular A-21. As an alternative, districts may use form FAM-29C to 
compute indirect cost rates. Form FAM-29C uses total expenditures 
that the district reports to the California Community College 
Chancellor's Office (CCCCO) in its Annual Financial and Budget Report 
(CCFS-311). 

Recommendation 

We recommend that the district claim indirect costs based on indirect 
cost rates computed in accordance with the SCO claiming instructions. 
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Long Beach Community College District 

FINDING3-
Understated 
authorized health fee 
revenues claimed 

Health Fee Elimination Program 

District's Response 

The State Controller asserts that the indirect cost method used by the 
District was inappropriate since it was not a cost study specifically 
approved by the federal government, which is one of the several 
choices allowed by the parameters and guidelines. The parameters and 
guidelines do not require that indirect costs be claimed in the manner 
described by the State Controller. 

The State Controller's claiming instructions were never adopted as 
rules or regulations, and therefore have no force of law. The burden is 
on the State Controller to show, either factually or as a matter of law, 
that the indirect cost rate method used by the District is excessive or 
unreasonable, which is the only mandated cost audit standard in statute 
(Government Code Section 1765l(d) (2). If the State Controller wishes 
to enforce audit standards for mandated cost reimbursement, the State 
Controller should comply with the Administrative Procedures Act. 

SCO's Comment 

In our revised final audit report, we corrected a mathematical error in the 
audit adjustment calculation. The original final audit report incorrectly 
identified the allowable direct costs originally claimed. The corrected 
calculation increased the audit adjustment by $1,166. We also revised the 
recommendation to eliminate reference to ICRPs calculated in 
accordance with OMB Circular A-21. The current claiming instructions 
applicable to the Health Fee Elimination Program do not allow districts 
to claim indirect costs based on indirect cost rates prepared in accordance 
with OMB Circular A-21. 

The parameters and guidelines state that indirect costs may be claimed in 
the manner described in the SCO's claiming instructions. Therefore, the 
specific directions for the indirect cost rate calculation in the claiming 
instructions are an extension of the parameters and guidelines. The 
SCO' s claiming instructions, effective for the audit period, state that 
community college districts have the option of using a federally­
approved rate prepared in accordance with OMB Circular A-21 or the 
SCO's alternate methodology using Form FAM-29C. In this case, the 
district chose to use indirect cost rates that were not approved by a 
federal agency, which is not an option provided by the SCO's claiming 
instructions. 

For the audit period, the district understated authorized health service 
fees by $217,409. The district reported actual revenue received rather 
than health fees the district was authorized to collect. 

The district was unable to retrieve student attendance data from its 
computer system that was used to calculate the net health fee revenues 
reported in its reimbursement claims for the audit period. At the district's 
recommendation, we recalculated authorized health fee revenues using 
the Student Headcount by Enrollment Status for Long Beach Community 
College District report available from the CCCCO's website, as well as 
district-prepared reports indicating the number of students who received 
fee waivers. 
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Long Beach Community College District Health Fee Elimination Program 

Using the student enrollment and exemption data, we calculated the 
health fees the district was authorized to collect, as shown in the 
following table. 

Fiscal Year 2001-02 

Student enrollment 
Less allowable health fee 

exemptions 

Subtotal 
Authorized health fee rate 

Fall Spring 
Semester Semester 

23,157 27,910 

(11,295) (11,206) 

11,862 16,704 
X $ (12) X $ (12) X 

Summer 
Session 

14,823 

(4,819) 

10,004 
$ (9) 

Total 

Authorized health service fees $ (142,344) $ (200,448) $ (90,036) $ ( 432,828) 

Fiscal Year 2002-03 

Student enrollment 
Less allowable health fee 

exemptions 

Subtotal 
Authorized health fee rate X 

29,273 

(I 1,499) 

17,774 
$ (12) 

28,939 16,941 

(11,991) (4,209) 

16,948 12,732 
X $ (12) X $ (9) 

Authorized health service fees $(213,288) $(203,376) $(114,588) $(531,252) 

The following table summarizes the resulting audit adjustment. 

Authorized health service fees 
Less authorized health service fees 

claimed 

Audit adjustment 

Fiscal Year 
2001-02 2002-03 

$ (432,828) $ (531,252) 

321,995 

$ (110,833) 

313,843 

$ (217,409) 

Total 

$ (964,080) 

635,838 

$ (328,242) 

The parameters and guidelines require that the district deduct authorized 
health fees from claimed costs. Education Code section 76355, 
subdivision (c), effective for the audit period, authorizes health fees for 
all students except those students who: (I) depend exclusively on prayer 
for healing; (2) attend a community college under an approved 
apprenticeship training program; or (3) demonstrate financial need. 

Also, Government Code section 17514 states that "costs mandated by the 
State" means any increased costs that a school district is required to 
incur. To the extent that community college districts can charge a fee, 
they are not required to incur a cost. In addition, Government Code 
section 17556 states that the Commission on State Mandates (CSM) shall 
not find costs mandated by the State if the district has the authority to 
levy fees to pay for the mandated program or increased level of service. 

Recommendation 

We recommend that the district: 

• Deduct authorized health service fees from mandate-related costs 
claimed. The district routinely reports student enrollment data to the 
CCCCO. To properly calculate authorized health service fees, we 
recommend that the district identify the number of enrolled students 
based on CCCCO data element STD7, codes A through G. 
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Long Beach Community College District Health Fee Elimination Program 

• IdentifY the number of apprenticeship program enrollees, if any, based 
on data elements SB23, code I, and STD7, codes A through G. 

• Maintain documentation that identifies the number of students 
excluded from the health service fee based on Education Code section 
76355, subdivision (c)(!). 

• Charge students !he aulhorized fee amount for each school term. 

• Waive the health service fee only for those students specified in 
Education Code section 76355, subdivision (c). 

District's Response 

The District reported the actual student health services received, rather 
than utilize an estimate generated by the artificial calculation suggested 
by the parameters and guidelines. The State Controller alleges that 
claimants must compute the total student health fees collectible based 
on the highest "authorized" rate. The State Controller does not provide 
the factual basis for the calculation of the "authorized" rate, nor provide 
any reference to the "authorizing" source, nor the legal right of any 
state entity to "authorize" student health services rates absent 
rulemaking or compliance with the Administrative Procedures Act by 
the "authorizing" state agency. 

Education Code Section 76355, subdivision (a), states that "The 
governing board of a district maintaining a community college !1!fD! 
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 (ee shall be 
mandatory or optional." (Emphasis supplied in both instances) 

The State Controller asserts that the parameters and guidelines require 
that health fees authorized by the Education Code must be deducted 
from the costs claimed. This is a misstatement of the Parameters and 
Guidelines. The Parameters and Guidelines, as last amended on 
May 25, 1989, state that"~ offsetting savings . .. must be deducted 
from the costs claimed ... This shall include the amount of (student 
fees) as authorized by Education Code Section 72246(a)1

." Therefore, 
while student fees actually collected are properly used to offset costs, 
student fees that could have been collected, but were not, are not an 
offset. 

The State Controller also misconstrues the legal meaning of 
Government Code Section 17556, which prohibits the Commission on 
State Mandates from approving test claims when the local government 
agency has authority to charge a fee sufficient to fund the cost of the 
mandate. This Commission determined that the mandate was a new 
program or increased level of service. Even the source of the mandate, 
Education Code Section 76355, at subdivision (e), allows for the 
possibility that the "cost to maintain that level of service" will exceed 
the statutory limit for the student health fees. 
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Long Beach Community College District 

FINDING4-
Understated 
expenditures and 
offsetting 
reimbursements 

Health Fee Elimination Program 

SCO's Comment 

The finding and recommendation remain unchanged. 

As mentioned above, the district was unable to retrieve student 
attendance data from its computer system that was used to calculate the 
net health fee revenues reported in its reimbursement claims for the audit 
period. At the district's recommendation, we recalculated authorized 
health fee revenues using the Student Headcount by Enrollment Status 
for Long Beach Community College District report available from the 
CCCCO's website, as well as district-prepared reports indicating the 
number of students who received fee waivers. 

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

The district underclaimed services and supplies by $837 in FY 2001-02. 
The related indirect costs totaled $153, based on the allowable indirect 
cost rate claimed for that fiscal year. The district also underclaimed 
offsetting revenues received in reimbursement of the $837 expenditure 
noted above. 

The health center expended $837 to provide TB (tuberculosis) tests for 
the health center staff, and this amount was reimbursed by the district. 
The reimbursement was improperly recorded as an offset to expenditures 
(cost applied) rather than recorded as revenue for services rendered. 

The following table summarizes the resulting audit adjustment. 

Underclaimed services and supplies 
Allowable indirect cost rate 
Related indirect costs 
Total underclaimed services and supplies (from above) 
Audit adjustment, total health expenditures 

Audit adjustment, offsetting reimbursements 

Fiscal Year 
2001-02 

$ 837 
X ]8.23% 

!53 
837 

$ 990 

$ (837) 

The parameters and guidelines state that eligible community college 
districts shall be reimbursed for the costs of providing a health services 
program. The parameters and guidelines also require the district to list 
the cost of materials that have been consumed or expended specifically 
for the purpose of this mandate. 
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Long Beach Community College District 

OTHER ISSUE­
Statute of limitations 

Health Fee Elimination Program 

The parameters and guidelines state that reimbursement for this mandate 
received from any source (e.g., federal, state, etc.) shall be identified and 
deducted from this claim. 

Recommendation 

We recommend the district include the expenditure of$837 for providing 
TB tests for the health center staff in the direct costs of providing a 
health services program during FY 2001-02. In addition, the $837 
reimbursement received from the district should be shown as offsetting 
revenue. 

District's Response 

The State Controller correctly notes that the District reimbursed the 
student health services department for TB tests, and that these amounts 
were offset to expense accounts. The State Controller incorrectly 
concludes that this is improper. Point in fact, it complies with generally 
accepted accounting principles and the financial reporting requirements 
of the California Community College Chancellor's Office. The District 
is complying with financial reporting requirements. However, for 
purposes of mandate cost accounting, which differs from financial 
accounting in many aspects, the State Controller properly reverses the 
offset. 

SCO's Comment 

The finding and recommendation remain unchanged. The district agrees 
with the net audit adjustment. 

The district's response included comments regarding our authority to 
audit costs claimed for FY 2001-02. The district's response and the 
SCO's comment follow. 

District's Response 

The District's Fiscal Year 2001-02 claim was mailed to the State 
Controller on December 6, 2002. The draft audit report is dated 
February 4, 2005. According to Government Code Section 17558.5, 
this claim was subject to audit no later than December 31, 2004. The 
audit was not completed by this date. Therefore, the proposed audit 
adjustments for Fiscal Year 2001-02 are barred by the statute of 
limitations set forth in Government Code Section 17558.5. 

SCO's Comment 

Government Code section 17558.5, subdivision (a), in effect during the 
audit period, states that a district's reimbursement claim is subject to an 
audit no later than two years after the end of the calendar year in which 
the claim is filed or last amended. The claim was filed in December 
2002. The audit was initiated on August 18, 2004, which is prior to the 
statutory deadline of December 2004. 
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Long Beach Community College District 

Attachment­
District's Response to 
Draft Audit Report 

Health Fee Elimination Program 
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CERTIFIED MAIL # 7000 0520 0020 5926 1881 

February 23, 2005 

Mr. Jim L. Spa®, Chief 
COl'ilplial(~~ltS Bulelii!J 
California State Control.ler 
Dlvislqn ot Audits . 
P .0. Box 942850 
Sacramento, CA 94250-5874 

Re: Chapter 1, Sta1utes of 1984 
Health Fee Elimination 
State Controller's Audit 
Fiscal Years: 2001..02 and 2002..03 

DearMr. SPa®: 

This letter is the r!lsponse of the Long Beach Community College District to.the letter to 
President Kehoe from Vincent P. Brown, Chief Op(lratlllg Olf!C&r, State Conlroll.er's 
Office, dated February 4, 2005. and received by the District on February 14, 2005, 
Which enclosed a draft copy of the State Controller's OffiCe audit raport of the Distrlet's 
Health Fee Ellmin811on claims for the period of July 1. 2001 through June 30 .• 2003. 

8ta1Ute of U.mltatiOns 

The Distric:t's Fiscal Year 2001-02 claim was mailed to the .Slate Controller on 
December 6, 2002. The draft audit report is dated February 4, 2005. According to 
Government Code Section 17558.5. this claim was subject to audit no later than 
December 31. 2004. The audit was not completed by this date. Therefore, the 
proposed audit adjustments for Fiscal Year 2001..02 ara ban:ed by the statute of 
limitations set forth in Government Code Section 17558.5. 
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Jim Spano, Chief 2 February 23, 2005 

Finding 1 ·inellglble Health Servlc4la.Pregnancy Teats 

The State Controller's draft audit report states that pregnancy tests were not available 
at the coUege health center in FY 1986-87. The District's Form HFE 2. 1 eocurately 
reflects that pregnancy setviceswere available In FY1986-87. 

The parilmeters and guidelines state at Part Ill Eligible Claimants: 

"Community college districts which provided health se/\lices In 1.986-87 fiscal 
y8ar and continUe to provide the same services as a result of the mandate are 
eligible to claim reimbursement of those costs." 

Education Coda section 71!355, subdivision (e), states: 

'Any community cOllege district thatprOvkled health.secvices In the 1986-87 
fiscal year .shall maintain hea.lth ~s. at tha leveJ pn)vided during the 1986-
87 fiscal year. end each fiScal year thereafter. • 

Pregnancy tasts. are just a part of the whole scope of serv/Cell which may comprisa 
pregnancy seiVices. The State Controller, as the audll agency proposing the 
adjustment, has the bUrden of proving the factual and legal basis for Its adjustment.. 
The State Controller provides no legal basis to conclude that the. absance or Inclusion 
of one type of laboratory test constitutes a diffarent level of service from year to year. 
It would therefore appear that this finding is based upon the wrong standard for review. 

Finding 2 • Unallowable Servlc4ls and Supplies Costa 

The District is still investigating the .athletic Insurance costs to determine if the amounts 
reported in the claim related to basic insurance costs for students who also were 
covered by athletic Insurance. However, the final audit report need not be del11yed for 
this work. 

Finding 3 • Overatatltd lndlrilc1 Costs Claimed 

The State Contro1111r asserts that the indirect cost method usad by the District was 
inappropriate since lt was not a coat study specifk;ally approved by the federal 
government, which Is one of the savers! c:hoil;Os allowed by the parameters end 
guidelines. The parameters and guidelir)es do not require that indirect costs be claimed 
in the manner described by the State Controller, 

The State Controller's claiming instructlons were never adopted as rules or regulations, 
and therefore have no force of law. The burden Is .on the State Controller to show! 
elther factually or as a matter of Jaw, that the indirect cost rate method used by the 
District is excessive or unreasonable, which Is the only mandated cost audit standard in 
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.Jim SJ)ano, Chief 3 February 23, 2005 

statute (Govemment Code Section 17651 (d) (2). If the State Controller wistuls to 
enforce audit standards for mandated cost reimbursement, the State Controller should 
comply with the Administrative Procedures Act. 

Flildlng .. - Undllratatecr Authorized Health Fee Revenues Claimed 

The Dlslrict reported the .actoal student health seMcea raiVed; rather than Utilize an 
I!Silmate.gen818fed by the l!lrtlficial calculatiOn SUggested by the parameters and 
guldellnll$. The State Controller allege$ that Claimairts must compUte the total student 
~ fees coUeqtibje based on .the high8st 'authorlzecf rate. The .State Controller 
does not provide the. faCtual· basis for ll:le. calculali!)n of 11:1e •authorized• rate, nor 
proW1e any ~to 11:1e "authc>ilzing' aource. nor the legal right ohny ~ entity 
IQ 'allthorize· student health serviceS l'1lle8 absent rufemaking or comp~ance With the 
Administrative Procedures Act by the •authorizing' state agency. 

Education Code Section 76355, subdivision (a), states ll:let "The govemlng board of a 
dlstrict.malntaining a community collage 11111v requinl community collage 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 
UIUstrated In subdlvlsion (b) which states 'J[, pursuanfto this section, a fee· is required, 
the governing board of !he district shall deckle the amount of the fee, JfJ!ny, that a 
part-time student is. required to pay. The qqvemlng board !Tltr ~e whether the '" 
shall be msoctstorv or OD!fonol." (Emphasis supplied In both lnstam:es) 

Th& State Conltolll!r asserts. that the parameters and guidelines require that h~th fees 
authorized by th& Education Code must be deducted from the costs claimed. This is a 
misstatement of the Parameters and Guideline$. Th& Parameters and GuideUnes, as 
la$t amended on May 25, 1Q89, state that •&lx offsetting saVings ... must be deducted 
from the ~ts claimed .•. This shaD Include the amo.unt of (student fees) as authorized 
by Education Code section 72246(a)1

." Therefore, whDe studentfees actuaUycoDacted 
are property uSed. to offset C9sls, student fees that could have been collected, but were 
not, are not an offset. 

The State Controller also misconstrues the legal meaning of Government Code Section 
17556, which pmllibits the Commission on State Mandatas from approving test claims 
when the local govarment agency has authority to charge a fee sufficient to fUnd the 
cost of the mandate. The CommissiOn determined that the mandate was a new 
program or Increased level of service. Even the source of the mandate, Education 
Code Section 76355, at subdlllfsion (e), allows for the possibility that the 'cost to 

' 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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.Jim Spano, Chief 4 February 23, 2005 

maintain that level of ISe!Vi<:EI" will exceed the statutory limit for the student health fees. 

As a final defect, the Stata Controller does not demonstrate how reporting actual 
revenues reoeNed faNs to comply with the law, and indeed, why it is not more accurate 
for cost accounting purposes that an estimate determined by the fee calculatlon. 

Finding 5 • Understated Expenditun~~~ and Offsetting Reimbursements 

The State Controller correctly notes that the District reimbursed the.student health 
servk:esdep8/tmen! for TB tests, and that these amounts were offset to expense 
accounts. The State Controller incOOectly Col\dudeslhat this .Is Improper. Point in tact. 
It c;ompliee with Q811M811Y acceplaclaooountlng priilclples and lha financial reportlog 
requlremenlll of the California Cornrnunlty College Chancellor's Office. The Dllitrict is 
complying with ftnan~i reporting requiremerib. However, for. purposes of malldale 
cost accounJjng, wtiich differs from fmancltll lllctol!ntlng In many aspects, the State 
Conlrofter properly reve...-lha offSet. 

0 0 0 

The Dislrict requests that the lllUdlt report be changed to comply with the appropriate 
appllcatloo of the Go\181ment Code concerning audits of mandate claims. 

Sincerely, 

~jlf,J 
Irma Ramos, Administrative Dean 
Long 6-*' Community .College Dill!rict 
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State Controller's Office 
Division of Audits 

Post Office Box 942850 
Sacramento, California 94250-5874 

http://www.sco.ca.gov 
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DECLARATION OF SERVICE BY EMAIL 

 
I, the undersigned, declare as follows: 

I am a resident of the County of Solano and I am over the age of 18 years, and not a party to the 
within action.  My place of employment is 980 Ninth Street, Suite 300, Sacramento, 
California 95814. 

On September 23, 2014, I served the: 

Claimant Comments 
Health Fee Elimination, 05-4206-I-03  
Education Code Section 76355 
Statutes 1984, Chapter 1, 2nd E.S.; Statutes 1987, Chapter 1118 
Fiscal Years 2001-2002 and 2002-2003 
Long Beach 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 September 23, 2014 at Sacramento, 
California. 

             
____________________________ 
Heidi J. Palchik 

      Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA  95814 
(916) 323-3562 
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COMMISSION ON STATE MANDATES

Mailing List
Last Updated: 8/18/14

Claim Number: 05-4206-I-03

Matter: Health Fee Elimination

Claimant: Long Beach Community College District

TO ALL PARTIES, INTERESTED PARTIES, AND INTERESTED PERSONS:
Each commission mailing list is continuously updated as requests are received to include or remove
any party or person on the mailing list. A current mailing list is provided with commission
correspondence, and a copy of the current mailing list is available upon request at any time. Except
as provided otherwise by commission rule, when a party or interested party files any written
material with the commission concerning a claim, it shall simultaneously serve a copy of the written
material on the parties and interested parties to the claim identified on the mailing list provided by
the commission. (Cal. Code Regs., tit. 2, § 1181.3.)

Socorro Aquino, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-7522
SAquino@sco.ca.gov

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
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Phone: (916) 445-0328
Cheryl.ide@dof.ca.gov

Matt Jones, Commission on State Mandates
980 9th Street, Suite 300, Sacramento, CA 95814
Phone: (916) 323-3562
matt.jones@csm.ca.gov

Jill Kanemasu, State Controller's Office
Division of Accounting and Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-9891
jkanemasu@sco.ca.gov

Jay Lal, State Controller's Office (B-08)
Division of Accounting & Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324-0256
JLal@sco.ca.gov

Kathleen Lynch, Department of Finance (A-15)
915 L Street, Suite 1280, 17th Floor, Sacramento, CA 95814
Phone: (916) 445-3274
kathleen.lynch@dof.ca.gov

Yazmin Meza, Department of Finance
915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
Yazmin.meza@dof.ca.gov

Robert Miyashiro, Education Mandated Cost Network
1121 L Street, Suite 1060, Sacramento, CA 95814
Phone: (916) 446-7517
robertm@sscal.com

Andy Nichols, Nichols Consulting
1857 44th Street, Sacramento, CA 95819
Phone: (916) 455-3939
andy@nichols-consulting.com

Christian Osmena, Department of Finance
915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
christian.osmena@dof.ca.gov

Keith Petersen, SixTen & Associates
Claimant Representative
P.O. Box 340430, Sacramento, CA 95834-0430
Phone: (916) 419-7093
kbpsixten@aol.com

Robert Rapoza, Internal Audit Manager, Long Beach Community College District
4901 East Carson Street, Long Beach, CA 90808
Phone: (562) 938-4698
brapoza@lbcc.edu

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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STATE OF CALIFORNIA 

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 

October 3, 2014 

Jim L. Spano 
State Controller's Office 
Division of Audits 
Post Office Box 942850 
Sacramento, California 94250-5874 

And Parties, Interested Parties, and Interested Persons (See Mailing List) 

Re: Request for Additional Information 
Incorrect Reduction Claim 
Health Fee Elimination 05-4206-I-03 
Education Code Section 76355 
Statutes 1984, chapter 1; Statutes 1987, chapter 1118 
Long Beach Community College District, Claimant 

Dear Mr. Spano: 

EDMUND G. BROWN JR., Governor 

Commission staff requests additional information and evidence from the Controller's Office 
regarding Finding 1 of the audit for the above entitled matter. Specifically, the audit identifies a 
reduction totaling $11,869 for fiscal years 2001-2002 and 2002-2003 for athletic insurance 
premiums that were not provided for in the parameters and guidelines. In comments on the draft 
proposed decision, the claimant disputes this finding, and asserts that the Controller has not 
"described how the disallowance was calculated" and that "only the Controller has the 
documentary support to show how these costs were reallocated". 

The evidence in the record does not support this audit finding and the Commission therefore 
requests additional information regarding the evidentiary basis for this reduction. 

Commission staff requests that the Controller provide a response to these questions posed above 
on or before October 20, 2014. 

~ 
Heather Halsey 
Executive Director 

Exhibit G
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DECLARATION OF SERVICE BY EMAIL 

I, the undersigned, declare as follows: 

I am a resident of the County of Yolo 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 October 3, 2014, I served the: 

Request for Additional Information 
Health Fee Elimination, 05-4206-1-03 
Education Code Section 76355 
Statutes 1984, Chapter 1, 2nd E.S.; Statutes 1987, Chapter 1118 
Fiscal Years 2001-2002 and 2002-2003 
Long Beach 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 October 3, 2014 at Sacramento, 
California. 

mmission on State Mandates 
80 Ninth Street, Suite 300 

Sacramento, CA 95814 
(916) 323-3562 
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COMMISSION ON STATE MANDATES

Mailing List
Last Updated: 8/18/14

Claim Number: 05-4206-I-03

Matter: Health Fee Elimination

Claimant: Long Beach Community College District

TO ALL PARTIES, INTERESTED PARTIES, AND INTERESTED PERSONS:
Each commission mailing list is continuously updated as requests are received to include or remove
any party or person on the mailing list. A current mailing list is provided with commission
correspondence, and a copy of the current mailing list is available upon request at any time. Except
as provided otherwise by commission rule, when a party or interested party files any written
material with the commission concerning a claim, it shall simultaneously serve a copy of the written
material on the parties and interested parties to the claim identified on the mailing list provided by
the commission. (Cal. Code Regs., tit. 2, § 1181.3.)

Socorro Aquino, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-7522
SAquino@sco.ca.gov

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
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Phone: (916) 445-0328
Cheryl.ide@dof.ca.gov

Matt Jones, Commission on State Mandates
980 9th Street, Suite 300, Sacramento, CA 95814
Phone: (916) 323-3562
matt.jones@csm.ca.gov

Jill Kanemasu, State Controller's Office
Division of Accounting and Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-9891
jkanemasu@sco.ca.gov

Jay Lal, State Controller's Office (B-08)
Division of Accounting & Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324-0256
JLal@sco.ca.gov

Kathleen Lynch, Department of Finance (A-15)
915 L Street, Suite 1280, 17th Floor, Sacramento, CA 95814
Phone: (916) 445-3274
kathleen.lynch@dof.ca.gov

Yazmin Meza, Department of Finance
915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
Yazmin.meza@dof.ca.gov

Robert Miyashiro, Education Mandated Cost Network
1121 L Street, Suite 1060, Sacramento, CA 95814
Phone: (916) 446-7517
robertm@sscal.com

Andy Nichols, Nichols Consulting
1857 44th Street, Sacramento, CA 95819
Phone: (916) 455-3939
andy@nichols-consulting.com

Christian Osmena, Department of Finance
915 L Street, Sacramento, CA 95814
Phone: (916) 445-0328
christian.osmena@dof.ca.gov

Keith Petersen, SixTen & Associates
Claimant Representative
P.O. Box 340430, Sacramento, CA 95834-0430
Phone: (916) 419-7093
kbpsixten@aol.com

Robert Rapoza, Internal Audit Manager, Long Beach Community College District
4901 East Carson Street, Long Beach, CA 90808
Phone: (562) 938-4698
brapoza@lbcc.edu

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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Description 

STATE CONTROLLER'S OFFICE RESPONSE TO 
TO THE COMMISSION ON ST ATE MANDATES 
REQUEST FOR ADDITIONAL INFORMATION 

DATED OCTOBER 3, 2014 

Incorrect Reduction Claim (IRC) 
Health Fee Elimination, 05-4206-1-08 

Education Code section 76355 
Statutes 1984, Chapter 1, 2°d E.S.; Statutes 1987, Chapter 1118 

For Fiscal Year (FY) 2001-02 and FY 2002-03 
Long Beach Community College District, Claimant 

Table of Contents 

SCO Response to District's Comments 

Declaration ............................................................................................................................... Tab 1 

State Controller's Office Response to Commission's Request for Additional Information .... Tab 2 

Documentation Supporting Adjustment to Athletic Insurance Premiums ............................... Tab 3 
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1 OFFICE OF THE STATE CONTROLLER 
300 Capitol Mall, Suite 1850 

2 Sacramento, CA 94250 

3 
Telephone No.: (916) 445-6854 

4 
BEFORE THE 

5 
COMMISSION ON STATE MANDATES 

6 
STATE OF CALIFORNIA 

7 

8 

9 INCORRECT REDUCTION CLAIM ON: No.: CSM 05-4206-I-3 

10 Health Fee Elimination Program 

11 

12 

Education Code section 76355 
Statutes 1984, chapter 1, 2nd E.S.; 
Statutes 1987, chapter 1118 

AFFIDA VII OF BUREAU CHIEF 

13 Long Beach Community College District, 
Claimant 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

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

I) I am an employee of the State Controller's Office (SCO) and am over the age of 18 
years. 

2) I am currently employed as a bureau chief, and have been so since April 21, 2000. 
Before that, I was employed as an audit manager for two years and three months. 

3) I am a California Certified Public Accountant. 

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

5) Any attached copies of records are true copies of records, as provided by Long Beach 
Community College District or retained at our place of business. 

6) The records include claims for reimbursement, and attached supporting documentation, 
explanatory letters, or other documents relating to the above-entitled Incorrect 
Reduction Claim. 

1 
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2 

3 

4 

5 

6 

7) A field audit was performed of claims filed by Long Beach Community College District for 
fiscal year (FY) 2001-02 and FY 2002-03. 

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. 

7 Date: October 10, 2014 

8 OFFICE OF THE STATE CONTROLLER 

9 

10 
By: 

11 

12 Division of Audits 
State Controller's Office 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
2 
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SUMMARY 

STATE CONTROLLER'S OFFICE RESPONSE TO 
TO THE COMMISSION ON STATE MANDATES 
REQUEST FOR ADDITIONAL INFORMATION 

DATED OCTOBER 3, 2014 

Incorrect Reduction Claim (IRC) 
Health Fee Elimination, 05-4206-I-08 

Education Code section 76355 
Statutes 1984, Chapter 1, 2na E.S.; Statutes 1987, Chapter 1118 

For Fiscal Year (FY) 2001-02 and FY 2002-03 
Long Beach Community College District, Claimant 

The following is the State Controller's Office's (SCO) response to the Commission's October 3, 2014 
Request for Additional information relative to the above-entitled IRC. 

I. Request for Additional Information 

Commission's Request 

Commission staff requests additional information and evidence from the Controller's Office 
regarding Finding I of the audit for the above entitled matter. Specifically, the audit identifies a 
reduction totaling $11,869 for fiscal years 2001-2002 and 2002-2003 for athletic insurance 
premiums that were not provided for in the parameters and guidelines. In comments on the draft 
proposed decision, the claimant disputes this finding, and asserts that the Controller has not 
"described how the disallowance was calculated" and that "only the Controller has the 
documentary support to show how these costs were reallocated", 

The evidence in the record does not support this audit finding and the Commission therefore 
requests additional information regarding the evidentiary basis for this reduction. Commission 
staff requests that the Controller provide a response to these questions posed above on or before 
October 20, 2014. 

SCO's Comments 

Our audit report identifies unallowable costs totaling $11,869 for insurance premiums paid by the district 
for athletic insurance ($5,857 for FY 2001-02 and $6,012 for FY 2002-03). 

To determine how insurance premiums were divided, we contacted Marie Rosa Martinelli, Vice-President 
of Student Insurance Company. Student Insurance Company provided student health insurance coverage 
to the district during the audit period. In an email dated September 13, 2004, Ms. Martinelli provided 
information showing how the district's insurance premiums were applied for FY 2001-02 and FY 2002-
03. Based on this information, we prepared a worksheet titled "Audit Review of Student Insurance Costs" 
showing the difference between the claimed and audited amounts for "Basic Student Coverage." The 
audit finding is the difference between the claimed amounts of $56,276 and $57,964, and the audited 
amounts of $50,419 and $51,952 for FY 2001-02 and FY 2002-03 respectively. The audited amounts are 
based on the information provided by Ms. Martinelli. 

-1-
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This response includes our summary of a discussion held with district representatives on September 24, 
2004, when we discussed the audit finding for athletic insurance. We provided a copy of the adjustment 
schedule to the district during the audit, that detailed the audit adjustment. We informed the district that 
the actual student insurance information was obtained from Maria Martinelli. Documentation supporting 
our audit finding is attached (Tab 3). 

C. CERTIFICATION 

1 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 10, 2014, at Sacramento, California, by: 

Division of Audits 
State Controller's Office 

-2-
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Long Beach 

ll'J. .. ! >< "!ZI i 
... . ? 

From: 

To: 

Marie Martinelli [SMTP :marie@studentinsuranceagency.com] 

jchan@sco.ca.gov 

Cc: 

Subject: Long Beach 

Sent: 9/13/04 1:39 PM 

Dear Janny, Please forgive the delay, but this job is so tedious to do that 

I really need Gaby's help to get me through: Hope this helps; let me know 
if I can be of further assistance. 

Sincerely, 

Marie Rosa Martinelli 
(310) 826-5688 

Outgoing mail is certified Virus Free. 
Checked by AVG anti-virus system (http://www.grisoft.com). 
Version: 6.0.760 I Virus Database: 509 - Release Date: 9/10/2004 

,.-'l­
L.Juoc1 .doc 

~·' ·-~,-·,!"' >r' 
Page I of I 

0$ t. b Jv... 
Close I 

Importance: Normal 

http://scowebmail.sconet.ca.gov/exchange/fonns/IPM/NOlE/read.asp?command=open&o... 9/19/2004 
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2001-2002 

TOTAL PREMIUM $84,414 

ci> TOTAL PREMIUM FOR SUMMER AND REGULAR STUDENTS $50,419 

2002-2003 

TOTAL SUMMER AND REGULAR STUDENTS (33,896) (EC STUDENT $1.49 

TOTAL CLASS I SPORTS PREMIUM $14,156 

TOTAL CLASS I SPORTS PLAYERS 140 
(each Class I Sport Players $140.20) 

TOTAL CLASS II SPORTS PREMIUM $19,838 
(each Class II Sport Players $85.14) 
TOTAL CLASS II SPORTS PLAYERS 240 

TOTAL PREMIUM $87,946 

(!} TOTAL PREMIUM FOR SUMMER AND REGULAR STUDENTS $51,952 

TOTAL SUMMER AND REGULAR STUDENTS (34,661) (EC STUDENT $1.50) 

TOTAL CLASS I SPORTS PREMIUM 

TOTAL CLASS I SPORTS PLAYERS 
(each Class I Sport Players $140.20) 

TOTAL CLASS II SPORTS PREMIUM 
(each Class II Sport Players $85.14) 
TOTALCLASSIISPORTSPLAYERS 

$16,263 

116 

$18,731 

220 

' ~, 
' ! 
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STUDENT INSURANCE 
Lie. No. 0386216 Established 1950 

' )- •'1' 
, . . ' 

STUDENT INSURANCE - ALL FOR;!. 
Athletic & Football Cover, 

University Accident & Health lnsuran B1t:J. / 
College Accident & Health Jnsurance"l l '1 

Church Groups & Associations 
Recreation & Club Insurance 

William F Hooper, President 

www.studentinsuranceagency.com E-mail:. SiLega/@studentinsuranceagency.com 

TEL (310) 826-5688 
FAX (310) 826-1601 

' 

11661 San Vicente Boulevard, Suite 200, Los Angeles, Calif"o:n:tla 90049-5103 

PROPOSED CERTIFICATE OF INSURANCE BttlDE:R: 2001-2002 

INSURED: LONG BEACH CITY COLLEGE 
4904 East Carson Street 
Long Beach, CA 90808 

BASIC COVERAGE: 1 Year Incurring Period 
COMPANY: Blue Cross - Plan B 
TYPE/COVERAGE: :?tudents/lntercollegiate Athletes 
PREMIUM: $84,414.00 ., \'.f', ·: 

SUPER CATASTROPHIC COVERAGE: Intercollegiate Athletes 
COMPANY: AIG 
COVERAGE LIMITS: $1,000,000.00 
EFFECTIVE DATE: 8/01/10-8/1/02 

CONTACT: John R. Fylpaa, Ed.D. 
Dean of Student Affairs 
(562) 938-4155 

POLICY NO 
EFFECTIVE DATE: 
8/1/01 -811102 

POLICY NO. 
DEDUCTIBLE: $25,000.00 
PREMIUM $3,010.00 •JI! I 

POLICY NO. 
, DEDUCTIBLE: $50,000.00 

(!}CATASTROPHIC COVERAGE: Students Only 
COMPANY: AIG 
COVERAGE LIMITS: $1,000,000.00 
EFFECTIVE DATE: 8/01/01-8/01/02 

(!) PREMIUM $1,250.00 "/, I 

BASIC COVERAGE LIMITS 

Per Accident Deductibles 

Co-Insurance Percentage 

Per Accident Maximum 

AD&D Benefits 

$ 50.00 
$100.00 
$ 50.00 
100% 

60% 
$25,000.00 
$50,000.00 
$ 500.00 
$ 1,000.00 
$ 1,000.00 
$ 1,000.00 
$ 2,000.00 
$25,000.00 

Loss of Life 
Dismemberment 

Students 
Class I Athletes 
Class II Athletes 
PPO 
Non-PPO 
Athletes 
Students 
Emergency Illness Benefit 
Official Vi sitars 
Dental Maxirnum 
Prosthetic Devices 
Rental ourable Medical Equipment 
Expanded Medical/Intercollegiate Athletes 

$1,500.0D 
(Single: $1, 000.00/Double: $5,000.00) 

BLUE CROSS CLASS I SPORTS: Football, Gymnastics, Skiing (snow), Soccer, Surfing and Wrestling 
Physical Therapy: Limited to 24 visits per calendar year per injuiy; additional visits available if approved by 

Blue Cross. 
NON-PPO: Benefit will not exceed $25.00 per visit. 

Non-Duplication of Benefits Exercised on ALL CL.AIMS. 

THIS IS A BRIEF DESCRIPTION OF BENEFITS. THE MASTER POLICY CONTAINS COMPLETE DETAILS OF THE 
PROVISIONS, LIMITATIONS, EXCLUSIONS AND WILL PREVAIL AT ALL TIMES. 

Associate Member California Community College Association• Associate Member Calilqrnia Associa1ion of School Business Ol!icials 476



/! San Vicente Blvd., Suite 200 
Lo> l).ngeles, CA 90049 

(310) 826-5688 
(310) 826-160 I Fax 

University Accident & Health Insurance 
College Accident & Heal1h Insurance 

Church Groups & Associations 
Recreation & Club Insurance 

lntern.ational Student Insurance 

4jjU Auourn tstva., ::::.une 1ouu 
Sacramento, CA 95841 '. 

(916) 971-2420 

(310) 8.2·6.-160,t: 

www.studentinsuranceagency.com 

Lie No. 0386216 

~I STUDENT 
..-: INSURANCE 

Since 1950 

.. . •. . (;'vl I•/)/, 

( E-mail: SiLega/@studentinsuranceagency.com 

CERTIFICATE OF INSURANCE BINDER: 2002-2003 

INSURED: LONG BEACH CITY COLLEGE 
4901 East Carson Street 
Long Beach, CA 90808 

BASIC COVERAGE: 1 Year Incurring Period 
COMPANY: Blue Cross - Plan B 
TYPE/COVERAGE: Students/Intercollegiate Athletes 
PREMIUM: $86,946.00 !. \ i .; \ 
SUPER CATASTROPHIC COVERAGE: Intercollegiate Athletes 
COMPANY: AIG 
COVERAGE LIMITS: $1,000,000.00 
EFFECTIVE DATE: 8/01 /02-8101103 

CATASTROPHIC COVERAGE: Students Only 
COMPANY: PENDING 
COVERAGE LIMITS: $1,000,000.00 
EFFECTIVE DATES: 8/01/02-8/01/03 

CONTACT: John R. Fylpaa . 
· Dean of Student Affairs 

(562) 938-4155 

POLICY NO. TBD 
EFFECTIVE DATE 
8/01/02-8/01 /03 

(4.o~f' ::f:F 
\\S1 RA 

,!\~(~ 

POLICY NO. TBD 
DEDUCTIBLE: $25,000.00 
PREMIUM: $3,462.00 ) (/, , 

POLICY NO. TBD 
DEDUCTIBLE $50,000.00 

®PREMIUM: $1,438.00 • <j;) 

BASIC COVERAGE LIMITS 

Per Accident Deductibles 

Co-Insurance Percentage 

Per Accident Maximum 

AD&D Benefits 

$ 50.00 
$100.00 
$ 50.00 
100% 
60% 

$25,000.00 
$50,000.00 
$ 500.00 
$ 1,000.00 
$ 1,000.00 
$ 1,000.00 
$ 2,000.00 
$25,000.00 

Loss of Life 
Dismemberment 

Students 
Class I Athletes 
Class II Athletes 
PPO 
Non-PPO 
Athletes 
Students 
Emergency Illness Benefit 
Official Visitors 
Dental Maximum 
Prosthetic Devices 
Rental Durable Medical Equipment 
Expanded Medical/Intercollegiate Athletes 

$1,500.00 
(Single: $1,000.00/Double: $5,000.00) 

BLUE CROSS CLASS I SPORTS; Football, Gymnastics, Skiing (snow), Soccer, Surfing and Wrestling 
Physical Therapy: Limited to 24 visits per calendar year per injury; additional visits available if approved by 

Blue Cross. 
NON-PPO: Benefit will not exceed $25.00 per visit. 

Non-Duplication of Benefits Exercised on ALL CLAIMS. 

THIS IS A BRIEF DESCRIPTION OF BENEFITS. THE MASTER POLICY CONTAINS COMPLETE DETAILS OF THE 
PROVISIONS, LIMITATIONS, EXCLUSIONS AND WILL PREVAIL AT ALL TIMES. 

Associate Member of: California Community Colleges association, California Association of School Business Officials, School Service Membership Association of 
California School Administrators, California Association of Directors of Activities, 

NAFSA (National Association of Foreign Student Advisers) 
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Long Beach Community College District 
Health Fee Elimination Program 
Audit Review of student Insurance Costs 
July 1, 2001 through June 30, 2003 
C05-MCC-0001 

!FIWf Year 2001-02 

!Total 

Per Actual Student Insurance Cove 

Basic coverage ... -Cfasa I attJleteS 
Claaa II athletes 
S-1 

catstrophlc cowrage 

Tolal 
$ 84,414 

3,010 
1250 

$ 88 674 

Tolal 

$ 50,419 
14,156 
19 8;J9 

$ 84 414 

Stud111cnt $ 1,250 

lntef'<:Oflegiate athMrtn 1----1-----11...---;3>;0,;;10;-i 
Subtotal $ 4 260 

Total insuranc. 

Perctalm --­student 

catstrophit coverage 
student 

Total 911Jdent covera""' 

Ptir Audit .... _ 
Studont 

Catstroptllc COWFIQ8 
Sll.ldent 

Total student cove,,. ..... 

--· Bas1c CO\o$rage 

"'"'""' 
SU-I 

cmitroph1c coverage 
S1udent 
Subtotal 

Total overclalmed 

\dJ-ci; 

$ BB 674 

Tobi 

• 56,278 

1 250 

• 57.526 

Total 

' 50,419 

1250 

$ 51669 c;) 

To1'1 

(5,857) 

• . .. 
-

$ -

• {5,857 

\' 

Purpose '\;-, "· :: , ( 't. 
To revleW the student nsurance costs ~lalrned for the audit pertod 

....... 
1. FY 200tl02 and FY 2002103 Health Fee EllminatiOn Program clalms 
2. Actual insurance coverage frOm Marie Rosa Martlnelll, student lll8Urance (310) 826-5688 
3 .. Certlflcate Of Insurance Binder 4 FY 2001/02 & FY 2002J03 . 

..._ 
1. Summartzed the total student Insurance claimed tor the audl: period 

.... 
catastrophic 

Tobi 

IF19C81 Year2002-03 

Pei" Actual Student Insurance cove ...., __ 
....... 
Clan I athletes 
Clan tt athletes 
SU-I 

Catstrophlc coverage 

TolDI 
$ 86,QllS 

3,462 
1438 

$ 91,846 

T .. I 

$ 51,952 
16,263 ! 

18 731 
$ 86948 : 

SbJQent $ t,438 ! 
lntertollegiate athletes;-----11----1-r-'f'"...,~ 
Subtotal $ 4,900 , 

Total Insurance 

..,Claim 

Basic COYerage ..... .. 

Tota.I Insurance 

....... 
catstrophlc coverage 

S1udent 

Total lnaura ......... 

Vnallowable Colts 

Basic C01o1efaQ9 -

$ 91 846 

Tobol 

• 57,964 

1 438 

• 59402 

To1'1 

• 51,952 

1 '38 

• 53390 

Total 

+ d-~ -~-.- (6,012) 

$ f601Z 

• 
$ 16012' 

2. SUmmartzed the actual student coverage based on the additlonal Information provided by the lnsuranC$ company 
3. Compared the claimed amountWilti the audited amount 

con"""'°" 
The district overstated the student Insurance costs: 

I ~m= I: .i;:il ~ ' , , '.1 
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• WIPSection_'_Page_' _ 
Prepared by '.! : Date \ ., ,. "·· 
Reviewed by uf= Date l • {1 l in 

LONG BEACH COMMUNITY COLLEGE DISTRICT - ' 

DATE: August 24, 2004 

AUDITOR: fanny Chan 

Health Fee Elimination Program 
Record of Contacts 

July I, 2001 through June 30, 2003 
COS-MCC-0001 

AGENCY CONT ACT: Marie Rosa Martinelli, Vice President 
Student Insurance Co. 

AGENCY PHONE#: (310) 826-5688 
FAX (310) 826-1601 

DISCUSSED THE FOLLOWING ITEMS: 

E-mailed her for the detailed computation of the student premium for Long Beach 
CCD- student insurance 
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W/P Section :; Page \! 

Prepared by ---.-,-Date ~~l;-,- -: 1 

Reviewed byk Date °ftJ{J JU) 
LONG BEACH COMMUNITY COLLEGE DISTRICT 

HEALTH FEE ELIMINATION PROGRAM 
\f1/2~/o~ PRE-EXIT CONFERENCE - PJ',C1<<,$e<l \J,, / ;Jev11i~<"-. \3-:rrt~ 

July I, 2001 through June 30, 2003 
C05-MCC-OOO I 

4. Health Services - disallowed the costs pertaining to services not available in FY 
86/87. 

FY 2001/02 $(11,690) 
2002/03 ( -7,WS-) 

"Y-t,•< 1 s.-..J, ( -~ ,o:-; C 1 

5. Health Fees - pending additional inf From Toni Dubois, Financial Aid. Our 
preliminary review disclosed that the district under-reported the health fee could have 
been collected. Will e-mail Jennifer the adjustment schedule next week. 

Comments 

1. Salaries - Jennifer is aware of the inconsistency timekeeping records. 

2. Services & Supplies -

Duplicated claiming - $(2,625) and $(3,400) 
9/23/04 discussed with Cindy Baker, supervisor of Fiscal Operations, she agreed 
with the finding. 

Student insurance - $(5,857) and $(6,012) 

Told Jennifer, the actual student insurance information is provided by Maria of 
Student Insurance Co. 

3. Health Services $(11,690) & $(.'7;268) 

Adjustment is based on the 86/87 catalog, 1991 semester report and statistical 
reports. Unallowable percentages are computed by dividing the unallowable 
services (total of visits) over the total visits. The percentages then applied to the total 
audited direct costs. 

i/}, Si-\..') 

4. Indirect costs $76,383) & $('.73;-533) 

Based on our re-calculated indirect cost rates, we computed the adjustment 

5. Health Fees 

Schedule of the adjustment will e-mail Jennifer next week. 
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Chan, Janny 

From: Chan, Janny 
Sent: Wednesday, September 29, 2004 7:32 AM 

'jbartz@lbcc.edu' To: 
Cc: Luna, Art 
Subject: Recap of our 9/24 meeting 

Area discussed: 

I. Salary/benefits - no variance was noted 
Recommendation - better timekeeping records. 

2. Services/Supplies 

Duplicated claiming $(2,625) Family Services of LB 
(3,400) Dr. Uba 

(discussed with Cindy Baker, Fiscal operations, in our previous meeting 
and she agreed with the overclaimed amount) 

Student insurance - overclaimed 
FY 2001/02 $(5,867) 

2002/03 (6,012) 
Copy of the adjustment schedule is provided to the district. 

3. Indirect costs - overclaimed 

FY 2001/02 $(76,383) 
2002/03 (73,533) 

Copy of the audited indirect cost rate schedule is provided to the district. 

4. Health Services - unallowable costs pertaining to services not available in FY 86/87 
FY 2001/02 $(11,690) 

2002/03 ( 7,260) 

I \'I 

c...t~/3/1) 

5. Health Fees - pending additional inf. from Toni Dubois, Financial Aid. Our preliminary review disclosed that 
the district under-reported the health fee that could have been collected. 

6. Management letter - district is requested to type the letter in the district letterhead and 
bring it to the exit conference 

I 
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PURPOSE 

LONG BEACH COIMMUNIIT COLLEGE DISTRICT 
Health Fee Elimination Program 

2rn1 exit - October 14, 2004 
July 1, 2001 through June 30, 2003 

COS-MCC-0001 

To document the issues discussed in this second meeting (The first exit was held on 
October 8, 2004). 

SOURCE 

DISCUSSION 

1. Unallowable health services 

Physical examination costs of athletes - the district provided additional information to 
show that the examination is provided to all students. The audit finding will be 
deleted. 

Glucose and cholesterol testing - the district provided additional information to show 
that the supplies were funded by the Foundation grant, and the services were provided 
by volunteers. The audit finding will be deleted. 

Pregnancy test- the district did not provided other documents to show that the test was 
offered also in FY 86/87. The audit finding is unchanged. 

2. Unallowable services and supplies 

Athletic insurance costs- the district could only provide their own calculation of the 
distribution method between student and athletes. We will apply the information from 
the Student Insurance co. The audit finding is unchanged. 

Other services /supplies - the district agreed with the finding. The audit finding is 
Unchanged. 
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COMMISSION ON STATE MANDATES

Mailing List
Last Updated: 8/18/14

Claim Number: 05-4206-I-03

Matter: Health Fee Elimination

Claimant: Long Beach Community College District

TO ALL PARTIES, INTERESTED PARTIES, AND INTERESTED PERSONS:
Each commission mailing list is continuously updated as requests are received to include or remove
any party or person on the mailing list. A current mailing list is provided with commission
correspondence, and a copy of the current mailing list is available upon request at any time. Except
as provided otherwise by commission rule, when a party or interested party files any written
material with the commission concerning a claim, it shall simultaneously serve a copy of the written
material on the parties and interested parties to the claim identified on the mailing list provided by
the commission. (Cal. Code Regs., tit. 2, § 1181.3.)

Socorro Aquino, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322-7522
SAquino@sco.ca.gov

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
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FOREWORD

The claiming instructions contained in this manual are issued for the sole purpose of assisting claimants
with the preparation of claims for submission to the State Controller’s Office. These instructions have
been prepared based upon interpretation of the State of California statutes, regulations, and parameters
and guidelines adopted by the Commission on State Mandates. Therefore, unless otherwise specified,
these instructions should not be construed in any manner to be statutes, regulations, or standards.

If you have any questions concerning the enclosed material, write to the address below or call the Local
Reimbursements Section at (916) 324-5729.

State Controller’s Office
Attn:  Local Reimbursements Section
Division of Accounting and Reporting
P.O. Box 942850
Sacramento, CA  94250

Prepared by the State Controller's Office
Updated September 30, 2002
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APPROPRIATIONS FOR THE 2002-03 FISCAL YEAR

Source of State Mandated Cost Appropriations

Schedule Program Amount Appropriated

Chapter 379/02, Item 6110-295-0001

(1) Chapter 448/75 Annual Parent Notification III $3,664,000
(2) Chapter 77/78 Absentee Ballots 01

(3) Chapter 87/86 School Site Discipline Rules 01

(4) Chapter 98/94 Caregiver Affidavits 395,000
(5) Chapter 160/93 School District of Choice 01

(6) Chapter 134/87 Pupil Suspension:  District Employee Reports 1,0002

(7) Chapter 161/93 Intradistrict Attendance 1,000
(8) Chapter 172/86 Interdistrict Attendance 1,000
(9) Chapter 172/86 Interdistrict Attendance:  Parent's Employment 1,000
(10) Chapter 486/75 Mandate Reimbursement Process 1,000
(11) Chapter 498/83 Graduation Requirements 14,204,000
(12) Chapter 498/83 Notification of Truancy 8,150,000
(13) Chapter 498/83 Pupil Expulsion/Expulsion Appeals 2,480,0002

(14) Chapter 624/92 School Bus Safety 04

(15) Chapter 641/86 Open Meetings Act/Brown Act Reform 3,470,000
(16) Chapter 668/78 Pupil Exclusions 396,000
(17) Chapter 781/92 Charter Schools 611,000
(18) Chapter 783/95 Investment Reports 160,000
(19) Chapter 799/80 PERS Increased Death Benefits 788,0003

(20) Chapter 818/91 AIDS Prevention Instruction 3,187,000
(21) Chapter 961/75 Collective Bargaining 41,424,0002

(22) Chapter 965/77 Pupil Classroom Suspension 1,833,000
(23) Chapter 1208/76 Pupil Health Screenings 3,283,000
(24) Chapter 975/95 Physical Performance Tests 1,202,000
(25) Chapter 1423/84 Juvenile Court Notices II 343,000
(26) Chapter 1107/84 Removal of Chemicals 1,331,000
(27) Chapter 1117/89 Law Enforcement Agency Notification 1,543,000
(28) Chapter 1176/77 Immunization Records 3,520,000
(29) Chapter 1184/75 Habitual Truant 1,000
(30) Chapter 1213/91 Collective Bargaining Agreement Disclosures 277,0002

                                                     
1 If AB3005 is chaptered, these programs will be changed to optional mandates with no additional funding.

2 The programs in Schedules (6) and (13) were consolidated into Pupil Suspensions, Expulsions, and Expulsion Appeals and the programs in
schedules (21) and (30) were consolidated into Collective Bargaining.

3 Funds appropriated in Schedules (19) and (35) are for transfer to the Pupil Employees’ Retirement System for reimbursement of costs incurred
pursuant to Chapter 799/80 and Chapter 1398/74.

4 The programs in Schedules (14) and (45) were consolidated into School Bus Safety II. This program has been suspended during the 2002-03
fiscal year, per Budget Act Item 6110-295-0001, Chapter 379/02, Provision 4.5.
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APPROPRIATIONS FOR THE 2002-03 FISCAL YEAR (continued)

Source of State Mandated Cost Appropriations

Schedule Program Amount Appropriated

(31) Chapter 1253/75 Expulsion Transcripts 29,000
(32) Chapter 1284/88 Parent Classroom Visits 1,041,000
(33) Chapter 1306/89 Notification to Teachers of Pupil Expulsion 2,916,000
(34) Chapter 1347/80 Scoliosis Screening 2,291,000
(35) Chapter 1398/74 PERS-Unused Sick Leave Credits 3,261,0003

(36) Chapter 1463/89 School Accountability Report Cards 2,162,000
(37) Chapter 1607/84 School Crimes Reporting 0
(38) Chapter 1659/84 Emergency Procedures:  Earthquake & Disasters 14,542,000
(39) Chapter 1675/84 School Testing Physical Fitness 05

(40) Chapter 778/96 American Government Course Document Requirements 206,000
(41) Chapter 309/95 Pupil Residency Verification Appeals 224,000
(42) Chapter 588/97 Criminal Background Checks 5,202,000
(43) Chapter 410/95 School Crimes Reporting II 06

(44) Chapter 929/97 Annual Parent Notification-Staff Development 1,318,000
(45) Chapter 831/94 School Bus Safety II 06

Total Appropriations, Item 6110-295-001 $125,459,000

Chapter 379/02, Item 6870-295-0001

(1) Chapter       1/84    Health Fee Elimination 1,691,000

TOTAL - Funding for the 2002-03 Fiscal Year $127,150,000

                                                                                                                                                                           

5 No claims shall be filed for Schedule (39) School Testing Physical Fitness as this program is inactive.

6 Schedule (43) School Crimes Reporting II and (45) School Bus Safety II have been suspended during the 2002-03 fiscal year, per Budget Act
Item 6110-295-0001, Chapter 379/02, Provision 4.5.
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REIMBURSABLE STATE MANDATED COST PROGRAMS

Claims for the following State mandated cost programs may be filed with the SCO. For your convenience,
the programs are listed in alphabetical order by program name. An "X" indicates the fiscal year for which a
claim may be filed.

2001-02
Reimburse-
ment Claims

2002-03
Estimated

Claims
School Districts and County Offices of Education

x  x1 Chapter 77/78 Absentee Ballots
x x Chapter 818/91 AIDS Prevention Instruction
x x Chapter 778/96 American Government Course Document Requirements
x x Chapter 448/75 Annual Parent Notification III
x x Chapter 98/94 Caregiver Affidavits
x x Chapter 781/92 Charter Schools
x x Chapter 917/87 COE Fiscal Accountability Reporting
x x Chapter 961/75 Collective Bargaining
x x Chapter 784/95 County Treasury Oversight Committee
x x Chapter 588/97 Criminal Background Checks
x x Chapter 1659/84 Emergency Procedures:  Earthquakes and Disasters
x x Chapter 650/94 Employee Benefits Disclosure
x x Chapter 1253/75 Expulsion of Pupils: Transcript Cost for Appeals
x x Chapter 36/77 Financial and Compliance Audits
x x Chapter 498/83 Graduation Requirements
x x Chapter 1184/75 Habitual Truant
x x Chapter 1120/96 Health Benefits for Survivors of Peace Officers & Firefighters
x x Chapter 1/84 Health Fee Elimination
x x Chapter 1176/77 Immunization Records
x x Chapter 172/86 Interdistrict Attendance Permits
x x Chapter 172/86 Interdistrict Transfer Requests: Parents Employment
x x Chapter 161/93 Intradistrict Attendance
x x Chapter 783/95 Investment Reports
x x Chapter 1423/84 Juvenile Court Notices II
x x Chapter 1117/89 Law Enforcement Agency Notification
x x Chapter 284/98 Law Enforcement College Jurisdiction Agreements
x x Chapter 126/93 Law Enforcement Sexual Harassment Training
x x Chapter 486/75 Mandate Reimbursement Process
x x Chapter 498/83 Notification of Truancy
x x Chapter 1306/89 Notification to Teachers: Pupils Subject to Suspension or

Expulsion
x x Chapter 641/86 Open Meetings Act/Brown Act Reform
x x Chapter 1284/88 Parent Classroom Visits
x x Chapter 465/76 Peace Officers Procedural Bill of Rights
x x Chapter 875/85 Photographic Record of Evidence
x x Chapter 64097 Physical Education Reports
x x Chapter 975/95 Physical Performance Tests
x x Chapter 965/77 Pupil Classroom Suspension:  Counseling
x x Chapter 668/78 Pupil Exclusions
x x Chapter 1208/76 Pupil Health Screenings
x x Chapter 309/95 Pupil Residency Verification and Appeals
x x Chapter 1253/75 Pupil Suspensions, Expulsions, and Expulsion Appeals

                                                     
1 Refer to footnote 1 listed under “Appropriations for the 2002-03 fiscal year.”
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REIMBURSABLE STATE MANDATED COST PROGRAMS (continued)

2001-02
Reimburse-
ment Claims

2002-03
Estimated

Claims
School Districts and County Offices of Education

x x Chapter 1107/84 Removal of Chemicals
x x Chapter 1463/89 School Accountability Report Cards
x N/A Chapter 624/92 School Bus Safety II
x N/A Chapter 1607/84 School Crimes Reporting II
x x Chapter 100/81 School District Fiscal Accountability Reporting
x  x1 Chapter 160/93 School District of Choice:  Transfers and Appeals
x x Chapter 1138/93 School Site Councils and Brown Act Reform
x  x1 Chapter 87/86 Schoolsite Discipline Rules
x x Chapter 1347/80 Scoliosis Screening
x x Chapter 908/96 Sex Offenders:  Disclosure by Law Enforcement Officers
x x Chapter 828/97 Standardized Testing and Reporting

Community College Districts

x  x1 Chapter 77/78 Absentee Ballots
x x Chapter 961/75 Collective Bargaining
x x Chapter 1/84 Health Fee Elimination
x x Chapter 783/95 Investment Reports
x x Chapter 284/98 Law Enforcement College Jurisdiction Agreements
x x Chapter 486/75 Mandate Reimbursement Process
x x Chapter 641/86 Open Meetings Act/Brown Act Reform
x x Chapter 908/96 Sex Offenders:  Disclosure by Law Enforcement Officers
x x Chapter 1249/92 Threats Against Peace Officerss

                                                     
If AB3005 is chaptered, these programs will be changed to optional mandates with no additional funding.
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AUDIT OF COSTS

All claims submitted to the SCO are reviewed to determine if costs are related to the mandate, costs are
reasonable and not excessive, and the claim was prepared in accordance with the claiming instructions. If
any adjustments are made to a claim, a "Notice of Claim Adjustment" will be mailed within 30 days after
payment of the claim. The notice will specify the claim component adjusted, the amount adjusted, and the
reason for the adjustment.

On-site audits will be conducted by the SCO as deemed necessary. Accordingly, documentation to
support actual costs claimed must be retained for a period of two years after the end of the calendar year
in which the reimbursement claim was filed or last amended. Claim documentation shall be made
available to the SCO on request.

RETENTION OF CLAIMING INSTRUCTIONS

For your convenience, the revised claiming instructions in this package have been arranged in
alphabetical order by program name. These revisions should be inserted in the School Mandated Cost
Manual and the old forms they replace should be removed. The instructions should then be retained
permanently for future reference, and the forms should be duplicated to meet your filing requirements.
Annually, updated forms and any other information or instructions claimants may need to file claims, as
well as instructions and forms for all new programs released throughout the year will be placed on the
SCO’s web site at www.sco.ca.gov/ard/local/locreim/index/htm.

If you have any questions concerning mandated cost reimbursements, please write to us at the address
listed for filing claims, send e-mail to bowen@sco.ca.gov, or call the Local Reimbursements Section at
(916) 324-5729.
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FILING A CLAIM
1. Introduction

The law in the State of California provides for the reimbursement of costs incurred by local
agencies and school districts for costs mandated by the State. Costs mandated by the State means
any increased costs which a local agency or school district is required to incur after July 1, 1980, as
a result of any statute enacted after January 1, 1975, or any executive order implementing such
statute which mandates a new program or higher level of service of an existing program.

Estimated claims that show costs to be incurred in the current fiscal year and reimbursement claims
that detail the costs actually incurred for the prior fiscal year may be filed with the State Controller's
Office (SCO). Claims for on-going programs are filed annually by January 15. Claims for new
programs are filed within 120 days from the date claiming instructions are issued for the program. A
penalty is assessed for late claims. The SCO may audit the records of any local agency or school
district to verify the actual amount of mandated costs and may reduce any claim which is excessive
or unreasonable.

When a program has been reimbursed for three or more years, the Commission On State
Mandates (COSM) may approve the program for inclusion in the State Mandates Apportionment
System (SMAS). For programs included in SMAS, the SCO determines the amount of each
claimant's entitlement based on an average of three consecutive fiscal years of actual costs
adjusted by any changes in the implicit price deflator. Claimants with an established entitlement
receive an annual apportionment adjusted by any changes in the implicit price deflator and, under
certain circumstances, by any changes in workload. Claimants with an established entitlement do
not file further claims for the program.

The SCO is authorized to make payments for costs of mandated programs from amounts
appropriated by the State Budget Act, by the State Mandates Claims Fund, or by specific
legislation. In the event the appropriation is insufficient to pay claims in full, claimants will receive
prorated payments in proportion to the dollar amount of approved claims for the program. Balances
of prorated payments will be made when supplementary funds are made available.

The instructions contained in this manual are intended to provide general guidance for filing a
mandated cost claim. Since each mandate is administered separately, it is important to refer to the
specific program for information relating to established policies on eligible reimbursable costs.

2. Types of Claims

A claimant may file a reimbursement claim for mandated costs incurred during the previous fiscal
year or may file an estimated claim for mandated costs to be incurred during the current fiscal year.
For mandates included in SMAS, a claimant who had established a base year entitlement would
automatically be reimbursed by the SCO for the mandate.

All claims received by the SCO will be reviewed to verify costs. Adjustments to the claims will be
made if the amounts claimed are determined to be excessive, improper, or unreasonable. Claims
must be filed with sufficient documentation (if required in claiming instructions) to support the costs
claimed. The types of documentation required to substantiate a claim are identified in the "Cost
Elements of a Claim" section of this manual. The certification on Form FAM-27 must be signed and
dated by the entity's authorized officer in order for the SCO to make payment on the claim.

A. Reimbursement Claim

A reimbursement claim is defined by Government Code Section (GC §) 17522 as any claim for
costs incurred by a local agency or school district and filed with the SCO against an
appropriation made for the purpose of paying the claim.
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•  A claimant may file an annual reimbursement claim by January 15 following the fiscal year
in which costs were incurred for an on-going program. A reimbursement claim must detail
the costs actually incurred for a fiscal year. The claim must include supporting
documentation if required in claiming instruction to substantiate the costs claimed.

•  Prior to January 1, 1990, if a claimant submitted an otherwise valid reimbursement claim
after the deadline, the Controller would have paid the claim in an amount equal to 80
percent of the amount that would have been paid had the claim been timely filed. Any
reimbursement claim submitted more than one year after the deadline would not be paid.

•  After January 1, 1990, the late penalty provision was changed by Chapter 589/89. Any
reimbursement claim with a filing deadline that is after January 1, 1990, will be reduced by
10 percent of the approved costs, but not to exceed $1,000 if it is filed after the deadline.

•  Any reimbursement claim submitted more than one year after the deadline will not be paid.

•  As added by Chapter 643/99, on October 10, 1999, all initial claims for all fiscal years
required to be filed on their initial filing date for a state-mandated local program shall be
considered as one claim for the purpose of computing any late claim penalty.

B. Estimated Claim

An estimated claim is defined by GC § 17522 as any claim filed with the SCO during the fiscal
year in which the mandated costs are to be incurred by the local agency or school district
against an appropriation made to the SCO for the purpose of paying those costs.

•  A claimant may file an estimated claim for mandated costs to be incurred during the fiscal
year. Estimated claims are due by January 15 of the fiscal year in which the costs are to be
incurred or by a date specified in the claiming instructions. After having received payment
for an estimated claim, the claimant must file a reimbursement claim by January 15 of the
following fiscal year. The reimbursement claim must detail the actual costs incurred for the
fiscal year in which the estimated claim was filed. If actual costs are greater than or less
than the estimated claim, the balance is either the amount due to the claimant or due from
the claimant.

C. Entitlement Claim

An entitlement claim is defined by GC § 17522 as any claim filed by a local agency or school
district with the SCO for the sole purpose of establishing or adjusting a base year entitlement
for a mandate that has been included in SMAS. School mandates included in SMAS are listed
in Appendix A.

Once a mandate has been included in SMAS and the claimant has established a base year
entitlement, the claimant will receive automatic payments from the SCO for the mandate. The
automatic apportionment is determined by adjusting the claimant's base year entitlement for
changes in the implicit price deflator of costs of goods and services to governmental agencies,
as determined by the State Department of Finance. For programs approved by the COSM for
inclusion in SMAS on or after January 1, 1988, the payment for each year succeeding the three
year base period is adjusted according to any changes by both the deflator and average daily
attendance. Annual apportionments for programs included in the system are paid on or before
November 30 of each year.

•  A base year entitlement is determined by computing an average of the claimant's costs for
fiscal years 1982-83, 1983-84, 1984-85 or any three consecutive years thereafter. The
amount is first adjusted according to any changes in the deflator. The deflator is applied
separately to each year's costs for the three years, which comprise the base year. The
SCO will perform this computation for each claimant who has filed claims for three
consecutive years. If a claimant has incurred costs for three consecutive years but has not
filed a claim in each of those years, the claimant may file an entitlement claim, form FAM-
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filed a claim in each of those years, the claimant may file an entitlement claim, form FAM-
43, to establish a base year entitlement. An entitlement claim does not result in the
claimant being reimbursed for the costs incurred, but rather entitles the claimant to receive
automatic payments from SMAS.

Claims should be rounded to the nearest dollar. Submit a signed original and one copy of form
FAM-27, Claim for Payment, and all other forms and supporting documents (no copies necessary).
Use the following mailing addresses:

If delivered by
U.S. Postal Service:

If delivered by
Other delivery services:

Office of the State Controller
Attn: Local Reimbursements Section
Division of Accounting and Reporting
P.O. Box 942850
Sacramento, CA  94250

Office of the State Controller
Attn: Local Reimbursements Section
Division of Accounting and Reporting
3301 C Street, Suite 500
Sacramento, CA  95816

3. Minimum Claim Amount

GC Section 17564 provides that no claim shall be filed pursuant to Sections 17551 and 17561,
unless such a claim exceeds two hundred dollars ($200)1, provided that a county superintendent of
schools or county may submit a combined claim on behalf of school districts, direct service districts,
or special districts within their county if the combined claim exceeds $200, even if the individual
school district’s, direct service district’s, or special district’s claims do not each exceed $200. The
county superintendent of schools or the county shall determine if the submission of the combined
claim is economically feasible and shall be responsible for disbursing the funds to each school,
direct service, or special district. These combined claims may be filed only when the county
superintendent of schools or the county is the fiscal agent for the districts. A combined claim must
show the individual claim costs for each eligible district. All subsequent claims based upon the
same mandate shall only be filed in the combined form unless a school district, direct service
district, or special district provides to the county superintendent of schools or county and to the
SCO, at least 180 days prior to the deadline for filing the claim, a written notice of its intent to file a
separate claim.

4. Eligibility of Costs

Unless specified in the statutes, regulations, or parameters and guidelines, the determination of
allowable and unallowable costs for mandates is based on generally accepted accounting
principles. The determination of allowable reimbursable mandated costs for unfunded mandates is
made by the COSM. The SCO determines allowable reimbursable costs, subject to amendment by
the COSM, for mandates funded by special legislation. Unless specified, allowable costs are those
direct and indirect costs, less applicable credits, considered to be eligible for reimbursement. In
order for costs to be allowable and thus eligible for reimbursement, the costs must meet the
following general criteria:

•  The cost is necessary and reasonable for proper and efficient administration of the
mandate and not a general expense required carrying out the overall responsibilities of
government.

•  The cost is allocable to a particular cost objective.

•  The cost is net of any applicable credits that offset or reduce expenses of items
allocable to the mandate.

The SCO has identified certain costs that, for the purpose of claiming mandated costs, are

                                                     
1 If AB3000 is chaptered, the minimum claim amount would be increased from $200 to $1,000.
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unallowable and should not be claimed on the claim forms unless specified as reimbursable under
the program. These expenses include, but are not limited to, subscriptions, depreciation,
memberships, conferences, workshops, and general education.

5. Cost Elements of a Claim

Claims for reimbursement of mandated costs are comprised of allowable costs that are either direct
or indirect. Because each mandate is unique, the cost element guidelines in this chapter are
provided as a general reference. If the requirements of a specific mandate differ from these cost
guidelines, the requirements outlined under the specific mandate shall take precedence.

A. Direct Costs

A direct cost is a cost that can be identified specifically with a particular program or activity.
Costs that are typically classified as direct costs are:

Table 1    Annual Billable Hours

Days Hours Per Day Total Hours
Gross Hours 365 8 2,920
Weekends 104 8 (832)
Holidays 11 8 (88)
Vacation 14 8 (112)
Sick Leave, Misc. 11 8 (88)
Annual Billable Hours 1,800

•  As illustrated in Table 1, a claimant may use 1,800 hours for a full-time employee. If a
claimant uses an amount less than 1,800 hours as annual billable hours, a computation
of how these hours were computed must be included with the claim.

•  Compensation of employees for time devoted specifically to the execution of the
mandate.

•  Cost of materials acquired, consumed, or expended specifically for the purpose of the
mandate.

•  Services furnished specifically for the mandate by other entities.

(1) Employee Wages, Salaries, and Fringe Benefits

For each of the mandated activities performed, the claimant must list the names of the
employees who worked on the mandate, their job classification, hours worked on the
mandate, and rate of pay. The claimant may, in-lieu of reporting actual compensation and
fringe benefits, use an hourly rate:

(a) Compute a billable hourly rate for salaried employees to include actual fringe benefit
costs. The methodology for converting a salary to a billable hourly rate is to compute
the employee's annual salary and fringe benefits and divide by the annual billable
hours. Annual billable hours equal the gross annual hours less non-work hours.

Table 2    Annual Billable Rate, Salary + Benefits Method

Formula: Description:
[(EAS + Benefits) ÷ ABH] = ABR EAS = Employee's Annual Salary

ABH = Annual Billable Hours
[($26,000 + $7,750)] ÷ 1,800 hrs = $18.75 ABR = Annual Billable Rate
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•  As illustrated in Table 2, if you assume an employee's compensation was $26,000 and
$7,750 for annual salary and fringe benefits, respectively, using the "Salary + Benefits
Method," the annual billable rate would be $18.75.

(b) A claimant may also compute the annual billable rate by using the "Percent of Salary
Method."

Table 3    Annual Billable Rate, Percent of Salary Method

Example:
Step 1:  Fringe Benefits as a Percent of
Salary

Step 2:  Annual Billable Rate

Retirement 15.00 % Formula:
Social Security  6.30 [(EAS x (1 + FBR)) ÷ ABH] = ABR
Health & Dental Insurance  5.25
Workers Compensation  3.25 [($26,000 x (1.2981)) ÷ 1,800 ] = $18.75
Total 29.80 %

Description:
EAS = Employee's Annual Salary ABH = Annual Billable Hours
FBR = Fringe Benefit Rate ABR = Annual Billable Rate

•  As illustrated in Table 3, both methods produce the same annual billable rate.

Reimbursement for personnel services includes, but is not limited to, compensation paid for
salaries, wages and employee fringe benefits. Employee fringe benefits include regular
compensation paid to employees during periods of authorized absences (i.e., annual leave,
sick leave, etc.) and employer's contributions for social security, pension plans, insurance,
workmen's compensation insurance and similar payments. These benefits are eligible for
reimbursement as long as they are distributed equitably to all activities. Whether these
costs are allowable is based on the following presumptions:

•  The amount of compensation is reasonable for the service rendered.

•  The compensation paid and benefits received are appropriately authorized by the
governing board.

•  Amounts charged for personnel services are based on payroll documents that are
supported by time and attendance or equivalent records for individual employees.

•  The methods used to distribute personnel services should produce an equitable
distribution of direct and indirect allowable costs.

For each of the employees included in the claim, the claimant must use reasonable rates
and hours in computing the wage cost. If a person of a higher-level job position performs an
activity which normally would be performed by a lower-level position, reimbursement for
time spent is allowable at the average salary range for the lower-level position. The salary
rate of the person at the higher level position may be claimed if it can be shown that it was
more cost effective in comparison to the performance by a person at the lower-level
position under normal circumstances and conditions. The number of hours charged to an
activity should reflect the time expected to complete the activity under normal
circumstances and conditions. The numbers of hours in excess of normal expected hours
are not reimbursable.
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(2) Materials and Supplies

Only those materials and supplies not included in the overhead rate and used exclusively
for the mandated activity are reimbursable under this cost element. The claimant must list
the materials and supplies that were used to perform the mandated activity, the number of
units consumed, the cost per unit, and the dollar amount claimed as a cost. Material and
supplies purchased to perform a particular mandated activity are expected to be
reasonable in quality, quantity and costs. Purchases in excess of reasonable quality,
quantity and costs are not reimbursable. Materials and supplies that are withdrawn from
inventory must be charged to the mandated activity based upon a recognized method of
pricing, consistently applied.

(3) Contract Services

For each of the activities performed, the claimant must list the name of the consulting firm
that was contracted with to provide the service and describe the specific mandated
activities performed by the consultant. The claimant must also provide the inclusive dates
when the service was performed, the number of hours spent to perform the mandate, and
the consultant's hourly billing rate. The hourly billing rate shall not exceed the rate specified
in the claiming instructions for the mandated program. The consultant's statement, which
includes an itemized list of costs for services performed, must accompany the claim.

(4) Equipment

Equipment purchases and leases (with an option to purchase) are not reimbursable as a
direct cost unless specifically allowed by the claiming instructions for a particular mandate.
Equipment rentals used solely for the mandate is reimbursable to the extent such costs do
not exceed the retail purchase price of the equipment plus a finance charge. For each of
the activities performed, the claimant must identify the equipment that was rented the time
period for which the equipment was rented and the cost of the rental.

(5) Capital Outlays

Capital outlays for land, building, equipment, furniture and fixtures may be claimed only if
the claiming instructions specify them as allowable for the program. If the capital outlays
are allowable, the claiming instructions for the mandated program will specify the basis for
the reimbursement.

(6) Travel Expenses

Travel expenses are normally reimbursable in accordance with travel rules and regulations
of local jurisdictions, except for programs that must be reimbursed in accordance with the
State Board of Control travel standards (Refer to Appendix B, State of California Travel
Expense Guidelines, for current rates). For each activity performed, the claimant must
identify the purpose of the trip, the name and address of the person incurring the expense,
the date and time of departure and return for each trip, a description of each expense
claimed, the cost of commercial transportation or number of private auto miles traveled,
and amount of tolls and parking with receipts over $10.00.

(7) Documentation

It is the responsibility of the claimant to make available to the SCO, upon request,
documentation in the form of general and subsidiary ledgers, purchase orders, invoices,
contracts, canceled warrants, equipment usage records, land deeds, receipts, employee
time sheets, agency travel guidelines, inventory records, and other relevant documents to
support claimed costs. The type of documentation necessary for each claim may differ with
the type of mandate.
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B. Indirect Cost

Indirect costs are: (a) Incurred for a common or joint purpose benefiting more than one cost
objective, and (b) not readily assignable to the cost objectives specifically benefited, without
effort disproportionate to the results achieved. Indirect costs can originate in the department
performing the mandate or in departments that supply the department performing the mandate
with goods, services and facilities. As noted previously, in order for a cost to be allowable, it
must be allocable to a particular cost objective. With respect to indirect costs, this requires that
the cost be distributed to benefiting cost objectives on bases, which produce an equitable result
in relation to the benefits derived by the mandate.

(1) Indirect Costs for Schools

School districts and county superintendents of schools may claim indirect costs incurred for
mandated costs. For fiscal years prior to 1986-87, school districts and county
superintendents of schools may use the Department of Education Form Nos. J41A or J-
73A, respectively, applicable to the fiscal year of the claim. The rate, however, must not be
applied to items of direct costs claimed in complying with the mandate if those same costs
are included in cost centers identified as General Support (i.e., EDP Codes 400, 405, 410
in Column 3). For the 1986-87 and subsequent fiscal years, school districts and county
superintendents of schools may use the Annual Program Cost Data Report, Department of
Education Form Nos. J-380 or J-580, respectively, applicable to the fiscal year of the claim.

The amount of indirect costs the claimant is eligible to claim is computed by multiplying the
rate by direct costs. When applying the rate, multiply the rate by direct costs not included in
total support services EDP No. 422 of the J-380 or J-580. If there are any exceptions to this
general rule for applying the indirect cost rate, they will be found in the individual mandate
instructions.

(2) Indirect Cost Rate for Community Colleges

A college has the option of using a federally approved rate, utilizing the cost accounting
principles from Office of Management and Budget Circular A-21 "Cost Principles for
Educational Institutions," or the Controller's methodology outlined in the following
paragraphs. If the federal rate is used, it must be from the same fiscal year in which the
costs were incurred.

The Controller allows the following methodology for use by community colleges in
computing an indirect cost rate for state mandates. The objective of this computation is to
determine an equitable rate for use in allocating administrative support to personnel that
performed the mandated cost activities claimed by the community college. This
methodology assumes that administrative services are provided to all activities of the
institution in relation to the direct costs incurred in the performance of those activities. Form
FAM-29C has been developed to assist the community college in computing an indirect
cost rate for state mandates. Completion of this form consists of three main steps:

•  The elimination of unallowable costs from the expenses reported on the financial
statements.

•  The segregation of the adjusted expenses between those incurred for direct and
indirect activities.

•  The development of a ratio between the total indirect expenses and total direct
expenses incurred by the community college.
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The computation is based on total expenditures as reported in "California Community
Colleges Annual Financial and Budget Report, Expenditures by Activity (CCFS-311)."
Expenditures classified by activity are segregated by the function they serve. Each function
may include expenses for salaries, fringe benefits, supplies, and capital outlay. OMB
Circular A-21 requires expenditures for capital outlays to be excluded from the indirect cost
rate computation.

Generally, a direct cost is one incurred specifically for one activity, while indirect costs are
of a more general nature and are incurred for the benefit of several activities. As previously
noted, the objective of this computation is to equitably allocate administrative support costs
to personnel that perform mandated cost activities claimed by the college. For the purpose
of this computation we have defined indirect costs to be those costs which provide
administrative support to personnel who perform mandated cost activities. We have defined
direct costs to be those indirect costs that do not provide administrative support to
personnel who perform mandated cost activities and those costs that are directly related to
instructional activities of the college. Accounts that should be classified as indirect costs
are: Planning and Policy Making, Fiscal Operations, General Administrative Services, and
Logistical Services. If any costs included in these accounts are claimed as a mandated
cost, i.e., salaries of employee performing mandated cost activities, the cost should be
reclassified as a direct cost. Accounts in the following groups of accounts should be
classified as direct costs: Instruction, Instructional Administration, Instructional Support
Services, Admissions and Records, Counseling and Guidance, Other Student Services,
Operation and Maintenance of Plant, Community Relations, Staff Services, Non-
instructional Staff-Retirees' Benefits and Retirement Incentives, Community Services,
Ancillary Services and Auxiliary Operations. A college may classify a portion of the
expenses reported in the account Operation and Maintenance of Plant as indirect. The
claimant has the option of using a 7% or a higher expense percentage is allowable if the
college can support its allocation basis.

The rate, derived by determining the ratio of total indirect expenses and total direct
expenses when applied to the direct costs claimed, will result in an equitable distribution of
the college's mandate related indirect costs. An example of the methodology used to
compute an indirect cost rate is presented in Table 4.
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Table 4    Indirect Cost Rate for Community Colleges

MANDATED COST
INDIRECT COST RATE FOR COMMUNITY COLLEGES

FORM
FAM-29C

 (01) Claimant (02) Period of Claim

 (03) Expenditures by Activity (04) Allowable Costs

Activity EDP Total Adjustments Total Indirect Direct

 Subtotal Instruction 599 $19,590,357 $1,339,059 $18,251,298 $0 $18,251,298

 Instructional Administration 6000

Academic Administration 301 2,941,386 105,348 2,836,038 0 2,836,038

 Course Curriculum & Develop. 302 21,595 0 21,595 0 21,595

 Instructional Support Service 6100

Learning Center 311 22,737 863 21,874 0 21,874

Library 312 518,220 2,591 515,629 0 515,629

Media 313 522,530 115,710 406,820 0 406,820

Museums and Galleries 314 0 0 0 0 0

 Admissions and Records 6200 584,939 12,952 571,987 0 571,987

 Counseling and Guidance 6300 1,679,596 54,401 1,625,195 0 1,625,195

 Other Student Services 6400

Financial Aid Administration 321 391,459 20,724 370,735 0 370,735

Health Services 322 0 0 0 0 0

Job Placement Services 323 83,663 0 83,663 0 83,663

Student Personnel Admin. 324 289,926 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 0

 Operation & Maintenance 6500

Building Maintenance 331 1,079,260 44,039 1,035,221 0 1,035,221

Custodial Services 332 1,227,668 33,677 1,193,991 0 1,193,991

Grounds Maintenance 333 596,257 70,807 525,450 0 525,450

Utilities 334 1,236,305 0 1,236,305 0 1,236,305

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 0 0 0 0

Fiscal Operations 342 634,605 17,270 617,335 553,184 (a)  64,151

Subtotal $32,037,201 $1,856,299 $30,180,902 $1,118,550 $29,062,352
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Table 4     Indirect Cost Rate for Community Colleges (continued)

MANDATED COST
INDIRECT COST RATE FOR COMMUNITY COLLEGES

FORM
FAM-29C

 (01) Claimant (02) Period of Claim

 (03) Expenditures by Activity (04) Allowable Costs

Activity EDP Total Adjustments Total Indirect Direct

 General Inst. Sup. Serv. (cont.) 6700

Administrative Services 343 $1,244,248 $219,331 $1,024,917 $933,494 (a)  $91,423

Logistical Services 344 1,650,889 126,935 1,523,954 1,523,954 0

Staff Services 345 0 0 0 0 0

 Noninstr. Staff Benefit & Incent. 346 10,937 0 10,937 0 10,937

 Community Services 6800

Community Recreation 351 703,858 20,509 683,349 0 683,349

Community Service Classes 352 423,188 24,826 398,362 0 398,362

Community Use of Facilities 353 89,877 10,096 79,781 0 79,781

 Ancillary Services 6900

Bookstores 361 0 0 0 0 0

Child Development Center 362 89,051 1,206 87,845 0 87,845

Farm Operations 363 0 0 0 0 0

Food Services 364 0 0 0 0 0

Parking 365 420,274 6,857 413,417 0 413,417

Student Activities 3663 0 0 0 0 0

Student Housing 67 0 0 0 0 0

Other 379 0 0 0 0 0

 Auxiliary Operations 7000

Auxiliary Classes 381 1,124,557 12,401 1,112,156 0 1,112,156

Other Auxiliary Operations 382 0 0 0 0 0

 Physical Property Acquisitions 7100 814,318 814,318 0 0 0

 (05)  Total $38,608,398 $3,092,778 $35,515,620 $3,575,998 $31,939,622

 (06)  Indirect Cost Rate:  (Total Indirect Cost/Total Direct Cost) 11.1961%

 (07)  Notes

 (a)  Mandated Cost activities designated as direct costs per claim instructions.
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C. Offset Against Mandated Claims

As noted previously, allowable costs are defined as those direct and indirect costs, less
applicable credits, considered to be eligible for reimbursement. When all or part of the costs of
a mandated program are specifically reimbursable from local assistance revenue sources (e.g.,
state, federal, foundation, etc.), only that portion of any increased costs payable from school
district funds is eligible for reimbursement under the provisions of GC § 17561.

Example 1:

As illustrated in Table 5, this example shows how the "Offset against State Mandated Claims" is
determined for school districts receiving block grant revenues not based on a formula
allocation. Program costs for each of the situations equals $100,000.

Table 5    Offset Against State Mandates, Example 1

Program
Costs

Actual Local
Assistance
Revenues

State
Mandated

Costs

Offset Against
State Mandated

Claims

Claimable
Mandated

Costs
1. $100,000 $95,000 $2,500 $-0- $2,500
2. 100,000 97,000 2,500 -0- 2,500
3. 100,000 98,000 2,500  500 2,000
4. 100,000 100,000 2,500 2,500 -0-
5. 100,000 * 50,000 2,500 1,250 1,250
6. 100,000 * 49,000 2,500 250 2,250

* School district share is $50,000 of the program cost.

Numbers (1) through (4), in Table 5, show intended funding at 100% from local assistance
revenue sources. Numbers (5) and (6) show cost sharing on a 50/50 basis with the district. In
numbers (1) through (6), included in the program costs of $100,000 are state mandated costs
of $2,500. The offset against state mandated claims is the amount of actual local assistance
revenues which exceeds the difference between program costs and state mandated costs. This
offset cannot exceed the amount of state mandated costs.

In (1), local assistance revenues were less than expected. Local assistance funding was not in
excess of the difference between program costs and state mandated costs. As a result, the
offset against state mandated claims is zero and $2,500 is claimable as mandated costs.

In (4), local assistance revenues were fully realized to cover the entire cost of the program,
including the state mandate activity; therefore, the offset against state mandated claims is
$2,500.

In (5), the district is sharing 50% of the project cost. Since local assistance revenues of $50,000
were fully realized, the offset against state mandated claims is $1,250.

In (6), local assistance revenues were less than the amount expended and the offset against
state mandated claims is $250. Therefore, the claimable mandated costs are $2,250.

Example 2:

As illustrated in Table 6, this example shows how the offset against state mandated claims is
determined for school districts receiving special project funds based on approved actual costs.
Local assistance revenues for special projects must be applied proportionately to approved
costs.
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Table 6    Offset Against State Mandates, Example 2
Program

Costs
Actual Local
Assistance
Revenues

State
Mandated

Costs

Offset Against
State Mandated

Claims

Claimable
Mandated

Costs
1. $100,000 $100,000 $2,500 $2,500 $-0-
2. 100,000 ** 75,000 2,500 1,875 625
3. 100,000 ** 45,000 1,500  1,125 375

** School district share is $25,000 of the program cost.
In (2), the entire program cost was approved. Since the local assistance revenue source covers
75% of the program cost, it also proportionately covered 75% of the $2,500 state mandated
costs, or $1,875.

If in (3) local assistance revenues are less than the amount expected because only $60,000 of
the $100,000 program costs were determined to be valid by the contracting agency, then a
proportionate share of state mandated costs is likewise reduced to $1,500. The offset against
state mandated claims is $1,125. Therefore, the claimable mandated costs are $375.

6. Federal and State Funding Sources

The listing in Appendix C is not inclusive of all funding sources that should be offset against
mandated claims but contains some of the more common ones. State school fund apportionments
and federal aid for education, which are based on average daily attendance and are part of the
general system of financing public schools as well as block grants which do not provide for specific
reimbursement of costs (i.e., allocation formulas not tied to expenditures), should not be included
as reimbursements from local assistance revenue sources.

7. Governing Authority

The costs of salaries and expenses of the governing authority, such as the school superintendent
and governing board, are not reimbursable. These are costs of general government as described
by the federal guideline entitled "Cost Principle and Procedures for Establishing Cost Allocation
Plans and Indirect Cost Rates for Grants and Contracts with the Federal Government," A-87.

8. Payment of Claim by State Controller's Office

All claims submitted to the SCO are reviewed to determine if the claim was prepared in accordance
with the claiming instructions. If any adjustments are made to a claim, the claimant will receive a
"Notice of Claim Adjustments" detailing adjustments made by the SCO.

9. Audit of Claim by State Controller's Office

The SCO has the authority to audit the records of a claimant and may reduce any claim, which is
determined by the SCO to be excessive or unreasonable. The claimant has the responsibility of
retaining, for a period of two years after the end of the calendar year in which the reimbursement
claim is filed or last amended, all supporting documents (books of original entry, general and
subsidiary ledgers, purchase orders, invoices, canceled warrants and payroll records). In those
instances where no funds are appropriated for the program for the fiscal year, which the claim is
made, the time for the SCO to initiate an audit commence to run from the date of initial payment of
the claim. The claimant also has the responsibility of organizing the claim, supporting work papers
and source documents in a manner, which provides the auditor with a clear audit trail from the claim
to supporting documents.
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10. Source Documents

For auditing purposes, all costs claimed must be traceable to source documents and/or worksheets
to show evidence of the validity of claimed costs from the date of initial payment of the claim.
Pursuant to Government Code section 17558.5, subdivision (a), a reimbursement claim for actual
costs filed by a local agency or school district is 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. However, if no
funds are appropriated for the program for the fiscal year for which the claim is made, the time for
the State Controller to initiate an audit shall commence to run from the date of initial payment of the
claim.

11. Claim Forms and Instructions

A claimant may submit a computer generated report in substitution for Form-1 and Form-2,
provided the format of the report and data fields contained within the report are identical to the
claim forms included with these instructions. The claim forms provided with these instructions
should be duplicated and used by the claimant to file an estimated or reimbursement claim. The
SCO will revise the manual and claim forms as necessary.

A. Form-2, Component/Activity Cost Detail

This form is used to segregate the detail costs by claim component. In some mandates,
specific reimbursable activities have been identified for each component. The expenses
reported on this form must be supported by the official financial records of the claimant and
copies of supporting documentation, as specified in the claiming instructions, must be
submitted with the claims. All supporting documents must be retained for a period of not less
than two years after the calendar year in which the reimbursement claim is filed or last
amended.

B. Form-1, Claim Summary

This form is used to summarize direct costs by component and compute allowable indirect
costs for the mandate. The direct costs summarized on this form are derived from Form-2
and are carried forward to form FAM-27.

Community colleges have the option of using a federally approved rate (i.e., utilizing the cost
accounting principles from the Office of Management and Budget Circular A-21) or form
FAM-29C.

C. Form FAM-27, Claim for Payment

This form contains a certification that must be signed by an authorized representative of the
county. All applicable information from Form-1 must be carried forward onto this form in
order for the SCO to process the claim for payment. An original and one copy of the FAM-27
is required.
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FOREWORD

The claiming instructions contained in this manual are issued for the sole purpose of assisting
claimants with the preparation of claims for submission to the State Controller’s Office. These
instructions have been prepared based upon interpretation of the State of California statutes,
regulations, and parameters and guidelines adopted by the Commission on State Mandates.
Therefore, unless otherwise specified, these instructions should not be construed in any
manner to be statutes, regulations, or standards.

If you have any questions concerning the enclosed material, write to the address below or
call the Local Reimbursements Section at (916) 324-5729, or email to lrsdar@sco.ca.gov.

State Controller’s Office
Attn:  Local Reimbursements Section
Division of Accounting and Reporting
P.O. Box 942850
Sacramento, CA  94250

Prepared by the State Controller's Office
Updated September 30, 2003
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REIMBURSABLE STATE MANDATED COST PROGRAMS

Claims for the following State mandated cost programs may be filed with the SCO. For your convenience,
the programs are listed in alphabetical order by program name. An "X" indicates the fiscal year for which a
claim may be filed.

2002-03
Reimburse-
ment Claims

2003-04
Estimated

Claims
Community College Districts

x x Chapter 77/78 Absentee Ballots
x x Chapter 961/75 Collective Bargaining
x x Chapter 1120/96 Health Benefits for Survivors of Peace Officers & Firefighters
x x Chapter 1/84 Health Fee Elimination
x x Chapter 783/95 Investment Reports
x x Chapter 284/98 Law Enforcement College Jurisdiction Agreements
x x Chapter 126/93 Law Enforcement Sexual Harassment Training
x x Chapter 486/75 Mandate Reimbursement Process
x x Chapter 641/86 Open Meetings Act/Brown Act Reform
x x Chapter 465/76 Peace Officers Procedural Bill of Rights
x x Chapter 875/85 Photographic Record of Evidence
x x Chapter 908/96 Sex Offenders:  Disclosure by Law Enforcement Officers
x x Chapter 1249/92 Threats Against Peace Officers
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APPROPRIATIONS FOR THE 2003-04 FISCAL YEAR

Source of State Mandated Cost Appropriations
Schedule Program Amount Appropriated
Chapter 379/02, Item 6110-295-00011

(1) Chapter 77/78 Absentee Ballots $        0
(2) Chapter 961/75 Collective Bargaining 0
(3) Chapter 1120/96 Health Benefits for Survivors of Peace Officers and Firefighters 0
(4) Chapter 783/95 Investment Reports 0
(5) Chapter 284/98 Law Enforcement College Jurisdiction Agreements 0
(6) Chapter 126/93 Law Enforcement Sexual Harassment Training 0
(7) Chapter 486/75 Mandate Reimbursement Process 0
(8) Chapter 641/86 Open Meetings Act/Brown Act Reform 0
(9) Chapter 465/76 Peace Officers Procedural Bill of Rights 0
(10) Chapter 875/85 Photographic Record of Evidence 0
(11) Chapter 908/96 Sex Offenders:  Disclosure by Law Enforcement Officers 0
(12) Chapter 1249/92 Threats Against Peace Officers 0

Total Appropriations, Item 6110-295-001 $        0
Chapter 379/02, Item 6870-295-0001
(13) Chapter 1/84 Health Fee Elimination 1,000
TOTAL - Funding for the 2003-04 Fiscal Year   $1,000

                                                     
1 Pursuant to provision 5, “The Controller shall not make any payment from this item to reimburse community college districts for claimed costs
of state-mandated education programs.  Reimbursements to community college districts for education mandates shall be paid from the
appropriate item within the community colleges budget.”
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FILING A CLAIM
1. Introduction

The law in the State of California, (Government Code Sections 17500 through 17616), provides for
the reimbursement of costs incurred by school districts for costs mandated by the State. Costs
mandated by the State means any increased costs which a school district is required to incur after
July 1, 1980, as a result of any statute enacted after January 1, 1975, or any executive order
implementing such statute which mandates a new program or higher level of service of an existing
program.

Estimated claims that show costs to be incurred in the current fiscal year and reimbursement claims
that detail the costs actually incurred for the prior fiscal year may be filed with the State Controller's
Office (SCO). Claims for on-going programs are filed annually by January 15. Claims for new
programs are filed within 120 days from the date claiming instructions are issued for the program. A
10 percent penalty, (up to $1,000 for continuing claims, no limit for initial claims), is assessed for
late claims. The SCO may audit the records of any school district to verify the actual amount of
mandated costs and may reduce any claim that is excessive or unreasonable.

When a program has been reimbursed for three or more years, the COSM may approve the
program for inclusion in the State Mandates Apportionment System (SMAS). For programs included
in SMAS, the SCO determines the amount of each claimant's entitlement based on an average of
three consecutive fiscal years of actual costs adjusted by any changes in the Implicit Price Deflator
(IPD). Claimants with an established entitlement receive an annual apportionment adjusted by any
changes in the IPD and, under certain circumstances, by any changes in workload. Claimants with
an established entitlement do not file further claims for the program.

The SCO is authorized to make payments for costs of mandated programs from amounts
appropriated by the State Budget Act, by the State Mandates Claims Fund, or by specific
legislation. In the event the appropriation is insufficient to pay claims in full, claimants will receive
prorated payments in proportion to the dollar amount of approved claims for the program. Balances
of prorated payments will be made when supplementary funds are made available.

The instructions contained in this manual are intended to provide general guidance for filing a
mandated cost claim. Since each mandate is administered separately, it is important to refer to the
specific program for information relating to established policies on eligible reimbursable costs.

2. Types of Claims
There are three types of claims: Reimbursement, Estimated, and Entitlement. A claimant may file a
reimbursement claim for actual mandated costs incurred in the prior fiscal year or may file an
estimated claim for mandated costs to be incurred during the current fiscal year. An entitlement
claim may be filed for the purpose of establishing a base year entitlement amount for mandated
programs included in SMAS.  A claimant who has established a base year entitlement for a
program would receive an automatic annual payment which is reflective of the current costs for the
program.

All claims received by the SCO will be reviewed to verify actual costs. An adjustment of the claim
will be made if the amount claimed is determined to be excessive, improper, or unreasonable. The
claim must be filed with sufficient documentation to support the costs claimed. The types of
documentation required to substantiate a claim are identified in the instructions for the program.
The certification of claim, form FAM-27, must be signed and dated by the entity's authorized officer
in order for the SCO to make payment on the claim.
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A. Reimbursement Claim
A reimbursement claim is defined in GC Section 17522 as any claim filed with the SCO by a
local agency for reimbursement of costs incurred for which an appropriation is made for the
purpose of paying the claim. The claim must include supporting documentation to substantiate
the costs claimed.

Initial reimbursement claims are first-time claims for reimbursement of costs for one or more
prior fiscal years of a program that was previously unfunded. Claims are due 120 days from the
date of issuance of the claiming instructions for the program by the SCO. The first statute that
appropriates funds for the mandated program will specify the fiscal years for which costs are
eligible for reimbursement.

Annual reimbursement claims must be filed by January 15 following the fiscal year in which
costs were incurred for the program. A reimbursement claim must detail the costs actually
incurred in the prior fiscal year.

An actual claim for the 2002-03 fiscal year may be filed by January 15, 2004, without a late
penalty.  Claims filed after the deadline will be reduced by a late penalty of 10%, not to exceed
$1,000.  However, initial reimbursement claims will be reduced by a late penalty of 10% with no
limitation.  In order for a claim to be considered properly filed, it must include any specific
supporting documentation requested in the instructions. Claims filed more than one year after
the deadline or without the requested supporting documentation will not be accepted.

B. Estimated Claim
An estimated claim is defined in GC Section 17522 as any claim filed with the SCO, during the
fiscal year in which the mandated costs are to be incurred by the local agency, against an
appropriation made to the SCO for the purpose of paying those costs.

An estimated claim may be filed in conjunction with an initial reimbursement claim, annual
reimbursement claim, or at other times for estimated costs to be incurred during the current
fiscal year. Annual estimated claims are due January 15 of the fiscal year in which the costs are
to be incurred. Initial estimated claims are due on the date specified in the claiming instructions.
Timely filed estimated claims are paid before those filed after the deadline.

After receiving payment for an estimated claim, the claimant must file a reimbursement claim by
January 15 following the fiscal year in which costs were incurred. If the claimant fails to file a
reimbursement claim, monies received for the estimated claims must be returned to the State.

C. Entitlement Claim

An entitlement claim is defined in GC Section 17522 as any claim filed by a local agency with
the SCO for the sole purpose of establishing or adjusting a base year entitlement for a
mandated program that has been included in SMAS. An entitlement claim should not contain
nonrecurring or initial start-up costs. There is no statutory deadline for the filing of entitlement
claims. However, entitlement claims and supporting documents should be filed by January 15
to permit an orderly processing of claims. When the claims are approved and a base year
entitlement amount is determined, the claimant will receive an apportionment reflective of the
program's current year costs.  School mandates included in SMAS are listed in Section 2,
number 6.

Once a mandate has been included in SMAS and the claimant has established a base year
entitlement, the claimant will receive automatic payments from the SCO for the mandate. The
automatic apportionment is determined by adjusting the claimant's base year entitlement for
changes in the implicit price deflator of costs of goods and services to governmental agencies,
as determined by the State Department of Finance. For programs approved by the COSM for
inclusion in SMAS on or after January 1, 1988, the payment for each year succeeding the three
year base period is adjusted according to any changes by both the deflator and average daily
attendance. Annual apportionments for programs included in the system are paid on or before
November 30 of each year.
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A base year entitlement is determined by computing an average of the claimant's costs for any
three consecutive years after the program has been approved for the SMAS process. The
amount is first adjusted according to any changes in the deflator. The deflator is applied
separately to each year's costs for the three years, which comprise the base year. The SCO
will perform this computation for each claimant who has filed claims for three consecutive
years. If a claimant has incurred costs for three consecutive years but has not filed a claim in
each of those years, the claimant may file an entitlement claim, form FAM-43, to establish a
base year entitlement. An entitlement claim does not result in the claimant being reimbursed for
the costs incurred, but rather entitles the claimant to receive automatic payments from SMAS.

3. Minimum Claim Amount
For initial claims and annual claims filed on or after September 30, 2002, if the total costs for a
given year do not exceed $1,000, no reimbursement shall be allowed except as otherwise allowed
by GC Section 17564. The county shall determine if the submission of a combined claim is
economically feasible and shall be responsible for disbursing the funds to each special district.
Combined claims may be filed only when the county is the fiscal agent for the special districts. A
combined claim must show the individual claim costs for each eligible school district. All
subsequent claims based upon the same mandate shall only be filed in the combined form unless a
special district, provides to the county and to the Controller, at least 180 days prior to the deadline
for filing the claim, a written notice of its intent to file a separate claim.

GC Section 17564(a) provides that no claim shall be filed pursuant to  Sections 17551 and 17561,
unless such a claim exceeds one thousand dollars ($1,000), provided that a county superintendent
of schools may submit a combined claim on behalf of school districts within their county if the
combined claim exceeds $1,000, even if the individual school district’s claim does not each exceed
$1,000. The county superintendent of schools shall determine if the submission of the combined
claim is economically feasible and shall be responsible for disbursing the funds to each school
district. These combined claims may be filed only when the county superintendent of schools is the
fiscal agent for the districts. A combined claim must show the individual claim costs for each eligible
district. All subsequent claims based upon the same mandate shall only be filed in the combined
form unless a school district provides a written notice of its intent to file a separate claim to the
county superintendent of schools and to the SCO at least 180 days prior to the deadline for filing
the claim.

4. Filing Deadline for Claims
Initial reimbursement claims (first-time claims) for reimbursement of costs of a previously unfunded
mandated program must be filed within 120 days from the date of issuance of the program’s
claiming instructions by the SCO. If the initial reimbursement claim is filed after the deadline, but
within one year of the deadline, the approved claim must be reduced by a 10% penalty. A claim
filed more than one year after the deadline cannot be accepted for reimbursement.

Annual reimbursement claims for costs incurred during the previous fiscal year and estimated
claims for costs to be incurred during the current fiscal year must be filed with the SCO and
postmarked on or before January 15.  If the annual or estimated reimbursement claim is filed after
the deadline, but within one year of the deadline, the approved claim must be reduced by a 10%
late penalty, not to exceed $1,000.  Claims must include supporting data to show how the amount
claimed was derived. Without this information, the claim cannot be accepted.

Entitlement claims do not have a filing deadline. However, entitlement claims and supporting
documents should be filed by January 15 to permit an orderly processing of claims.  Entitlement
claims are used to establish a base year entitlement amount for calculating automatic annual
payments.  Entitlement does not result in the claimant being reimbursed for costs incurred, but
rather entitles the claimant to receive automatic payments from SMAS.
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5. Payment of Claims
In order for the SCO to authorize payment of a claim, the Certification of Claim, form FAM-27, must
be properly filled out, signed, and dated by the entity's authorized officer.

Reimbursement and estimated claims are paid within 60 days of the filing deadline for the claim. A
claimant is entitled to receive accrued interest at the pooled money investment account rate if the
payment was made more than 60 days after the claim filing deadline or the actual date of claim
receipt, whichever is later. For an initial claim, interest begins to accrue when the payment is made
more than 365 days after the adoption of the program's statewide cost estimate. The SCO may
withhold up to 20 percent of the amount of an initial claim until the claim is audited to verify the
actual amount of the mandated costs. The 20 percent withheld is not subject to accrued interest.

In the event the amount appropriated by the Legislature is insufficient to pay the approved amount
in full for a program, claimants will receive a prorated payment in proportion to the amount of
approved claims timely filed and on hand at the time of proration.

The SCO reports the amounts of insufficient appropriations to the State Department of Finance, the
Chairperson of the Joint Legislative Budget Committee, and the Chairperson of the respective
committee in each house of the Legislature which considers appropriations in order to assure
appropriation of these funds in the Budget Act. If these funds cannot be appropriated on a timely
basis in the Budget Act, this information is transmitted to the COSM which will include these
amounts in its report to assure that an appropriation sufficient to pay the claims is included in the
next local government claims bill or other appropriation bills. When the supplementary funds are
made available, the balance of the claims will be paid.

Unless specified in the statutes, regulations, or parameters and guidelines, the determination of
allowable and unallowable costs for mandates is based on the Parameters and Guidelines adopted
by the COSM. The determination of allowable reimbursable mandated costs for unfunded
mandates is made by the COSM. The SCO determines allowable reimbursable costs, subject to
amendment by the COSM, for mandates funded by special legislation. Unless specified, allowable
costs are those direct and indirect costs, less applicable credits, considered to be eligible for
reimbursement. In order for costs to be allowable and thus eligible for reimbursement, the costs
must meet the following general criteria:

1. The cost is necessary and reasonable for proper and efficient administration of the mandate
and not a general expense required to carry out the overall responsibilities of government.

2. The cost is allocable to a particular cost objective identified in the Parameters and Guidelines.

3. The cost is net of any applicable credits that offset or reduce expenses of items allocable to the
mandate.

The SCO has identified certain costs that, for the purpose of claiming mandated costs, are
unallowable and should not be claimed on the claim forms unless specified as reimbursable under
the program. These expenses include, but are not limited to, subscriptions, depreciation,
memberships, conferences, workshops general education, and travel costs.

6. State Mandates Apportionment System (SMAS)
Chapter 1534, Statutes of 1985, established SMAS, a method of paying certain mandated
programs as apportionments. This method is utilized whenever a program has been approved for
inclusion in SMAS by the COSM.

When a mandated program has been included in SMAS, the SCO will determine a base year
entitlement amount for each school district that has submitted reimbursement claims, (or
entitlement claims), for three consecutive fiscal years. A base year entitlement amount is
determined by averaging the approved reimbursement claims, (or entitlement claims), for 1982-83,
1983-84, and 1984-85 years or any three consecutive fiscal years thereafter. The amounts are first
adjusted by any change in IPD, which is applied separately to each year's costs for the three years
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that comprise the base period. The base period means the three fiscal years immediately
succeeding the COSM's approval.

Each school district with an established base year entitlement for the program will receive
automatic annual payments from the SCO reflective of the program's current year costs. The
amount of apportionment is adjusted annually for any change in the IPD. If the mandated program
was included in SMAS after January 1, 1988, the annual apportionment is adjusted for any change
in both the IPD and workload.

In the event a school district has incurred costs for three consecutive fiscal years but did not file a
reimbursement claim in one or more of those fiscal years, the school district may file an entitlement
claim for each of those missed years to establish a base year entitlement. An "entitlement claim"
means any claim filed by a county with the SCO for the sole purpose of establishing a base year
entitlement. A base year entitlement shall not include any nonrecurring or initial start-up costs.

Initial apportionments are made on an individual program basis. After the initial year, all
apportionments are made by November 30. The amount to be apportioned is the base year
entitlement adjusted by annual changes in the IPD for the cost of goods and services to
governmental agencies as determined by the State Department of Finance.

In the event the county determines that the amount of apportionment does not accurately reflect
costs incurred to comply with a mandate, the process of adjusting an established base year
entitlement upon which the apportionment is based, is set forth in GC Section 17615.8  and
requires the approval of the COSM.

School Mandates Included In SMAS

Program Name Chapter/Statute Program Number

Immunization Records Ch. 1176/77 32

Pupil Expulsion Transcripts, program #91, Chapter 1253/75 was removed from SMAS for the
2002-03 fiscal year. This program was consolidated with other mandate programs that are
included in Pupil Suspension, Expulsions, and Expulsion Appeals, program #176.

7. Direct Costs
A direct cost is a cost that can be identified specifically with a particular program or activity.  Each
claimed reimbursable cost must be supported by documentation as described in Section 12.  Costs
that are typically classified as direct costs are:

(1) Employee Wages, Salaries, and Fringe Benefits

For each of the mandated activities performed, the claimant must list the names of the
employees who worked on the mandate, their job classification, hours worked on the
mandate, and rate of pay. The claimant may, in-lieu of reporting actual compensation and
fringe benefits, use a productive hourly rate:

(a) Productive Hourly Rate Options

A local agency may use one of the following methods to compute productive hourly rates:

•  Actual annual productive hours for each employee

•  The weighted-average annual productive hours for each job title, or

•  1,800* annual productive hours for all employees

If actual annual productive hours or weighted-average annual productive hours for each job
title is chosen, the claim must include a computation of how these hours were computed.
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*  1,800 annual productive hours excludes the following employee time:
o Paid holidays
o Vacation earned
o Sick leave taken
o Informal time off
o Jury duty
o Military leave taken.

(b) Compute a Productive Hourly Rate

1. Compute a productive hourly rate for salaried employees to include actual fringe benefit
costs. The methodology for converting a salary to a productive hourly rate is to
compute the employee's annual salary and fringe benefits and divide by the annual
productive hours.

Table 1    Productive Hourly Rate, Annual Salary + Benefits Method

Formula: Description:
[(EAS + Benefits) ÷ APH] = PHR EAS = Employee's Annual Salary

APH = Annual Productive Hours
[($26,000 + $8,099)] ÷ 1,800 hrs = 18.94 PHR = Productive Hourly Rate

•  As illustrated in Table 1, if you assume an employee's compensation was $26,000
and $8,099 for annual salary and fringe benefits, respectively, using the "Salary +
Benefits Method," the productive hourly rate would be $18.94.  To convert a biweekly
salary to EAS, multiply the biweekly salary by 26.  To convert a monthly salary to
EAS, multiply the monthly salary by 12.  Use the same methodology to convert other
salary periods.

2.  A claimant may also compute the productive hourly rate by using the "Percent of Salary
Method."

Table 2    Productive Hourly Rate, Percent of Salary Method

Example:
Step 1:  Fringe Benefits as a Percent of

Salary
Step 2:  Productive Hourly Rate

Retirement 15.00 % Formula:
Social Security & Medicare  7.65 [(EAS x (1 + FBR)) ÷ APH] = PHR
Health & Dental Insurance  5.25
Workers Compensation  3.25 [($26,000 x (1.3115)) ÷ 1,800 ] = $18.94
Total 31.15 %

Description:
EAS = Employee's Annual Salary APH = Annual Productive Hours
FBR = Fringe Benefit Rate PHR = Productive Hourly Rate

•  As illustrated in Table 3, both methods produce the same productive hourly rate.
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Reimbursement for personnel services includes, but is not limited to, compensation paid
for salaries, wages and employee fringe benefits. Employee fringe benefits include
employer's contributions for social security, pension plans, insurance, workmen's
compensation insurance and similar payments. These benefits are eligible for
reimbursement as long as they are distributed equitably to all activities. Whether these
costs are allowable is based on the following presumptions:

•  The amount of compensation is reasonable for the service rendered.

•  The compensation paid and benefits received are appropriately authorized by the
governing board.

•  Amounts charged for personnel services are based on payroll documents that are
supported by time and attendance or equivalent records for individual employees.

•  The methods used to distribute personnel services should produce an equitable
distribution of direct and indirect allowable costs.

For each of the employees included in the claim, the claimant must use reasonable rates
and hours in computing the wage cost. If a person of a higher-level job position performs
an activity which normally would be performed by a lower-level position, reimbursement
for time spent is allowable at the average salary range for the lower-level position. The
salary rate of the person at the higher level position may be claimed if it can be shown
that it was more cost effective in comparison to the performance by a person at the
lower-level position under normal circumstances and conditions. The number of hours
charged to an activity should reflect the time expected to complete the activity under
normal circumstances and conditions. The numbers of hours in excess of normal
expected hours are not reimbursable.

(c) Calculating an Average Productive Hourly Rate

In those instances where the claiming instructions allow a unit as a basis of claiming
costs, the direct labor component of the unit cost should be expressed as an average
productive hourly rate and can be determined as follows:

Table 4  Calculating an Average Productive Hourly Rate

Time
Spent

Productive
Hourly Rate

Total Cost
by Employee

Employee A 1.25 hrs $6.00 $7.50

Employee B 0.75 hrs 4.50 3.38

Employee C 3.50 hrs 10.00 35.00

Total 5.50 hrs $45.88

Average Productive Hourly Rate is $45.88/5.50 hrs. = $8.34

(d) Employer's Fringe Benefits Contribution

A local agency has the option of claiming actual employer's fringe benefit contributions
or may compute an average fringe benefit cost for the employee's job classification and
claim it as a percentage of direct labor. The same time base should be used for both
salary and fringe benefits when computing a percentage. For example, if health and
dental insurance payments are made annually, use an annual salary. After the
percentage of salary for each fringe benefit is computed, total them.
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For example:

(e) Materials and Supplies

Only actual expenses can be claimed for materials and supplies, which were acquired
and consumed specifically for the purpose of a mandated program. The claimant must
list the materials and supplies that were used to perform the mandated activity, the
number of units consumed, the cost per unit, and the total dollar amount claimed.
Materials and supplies purchased to perform a particular mandated activity are
expected to be reasonable in quality, quantity and cost. Purchases in excess of
reasonable quality, quantity and cost are not reimbursable. Materials and supplies
withdrawn from inventory and charged to the mandated activity must be based on a
recognized method of pricing, consistently applied.  Purchases shall be claimed at the
actual price after deducting discounts, rebates and allowances received by local
agencies.

(f) Calculating a Unit Cost for Materials and Supplies

In those instances where the claiming instructions suggest that a unit cost be
developed for use as a basis of claiming costs mandated by the State, the materials
and supplies component of the unit cost should be expressed as a unit cost of
materials and supplies as shown in Table 1 or Table 2:

Table 1  Calculating A Unit Cost for Materials and Supplies

Supplies Cost Per Unit

Amount of
Supplies Used

Per Activity

Unit Cost
of Supplies
Per Activity

Paper 0.02  4 $0.08
Files 0.10  1 0.10
Envelopes 0.03  2 0.06
Photocopies 0.10  4   0.40

$0.64

Employer's Contribution % of Salary

Retirement 15.00%

Social Security 7.65%

Health and Dental

Insurance
5.25%

Worker's Compensation 0.75%

Total 28.65%
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Table 2  Calculating a Unit Cost for Materials and Supplies

Supplies
Supplies

Used

Unit Cost
of Supplies
Per Activity

Paper ($10.00 for 500 sheet ream)  250 Sheets $5.00
Files ($2.50 for box of 25)  10 Folders 1.00
Envelopes ($3.00 for box of 100)  50 Envelopes 1.50
Photocopies ($0.05 per copy)  40 Copies 2.00

$9.50

If the number of reimbursable instances, is 25, then the unit cost of supplies is $0.38
per reimbursable instance ($9.50 / 25).

(g) Contract Services

The cost of contract services is allowable if the local agency lacks the staff resources or
necessary expertise, or it is economically feasible to hire a contractor to perform the
mandated activity. The claimant must give the name of the contractor; explain the
reason for having to hire a contractor; describe the mandated activities performed; give
the dates when the activities were performed, the number of hours spent performing
the mandate, the hourly billing rate, and the total cost. The hourly billing rate shall not
exceed the rate specified in the claiming instructions for the mandated program. The
contractor's invoice, or statement, which includes an itemized list of costs for activities
performed, must accompany the claim.

(h) Equipment Rental Costs

Equipment purchases and leases (with an option to purchase) are not reimbursable as
a direct cost unless specifically allowed by the claiming instructions for the particular
mandate. Equipment rentals used solely for the mandate are reimbursable to the extent
such costs do not exceed the retail purchase price of the equipment plus a finance
charge. The claimant must explain the purpose and use for the equipment, the time
period for which the equipment was rented and the total cost of the rental. If the
equipment is used for purposes other than reimbursable activities, only the prorata
portion of the rental costs can be claimed.

(i) Capital Outlay

Capital outlays for land, buildings, equipment, furniture and fixtures may be claimed if
the claiming instructions specify them as allowable. If they are allowable, the claiming
instructions for the program will specify a basis for the reimbursement. If the fixed asset
or equipment is also used for purposes other than reimbursable activities for a specific
mandate, only the prorata portion of the purchase price used to implement the
reimbursable activities can be claimed.

(j) Travel Expenses

Travel expenses are normally reimbursable in accordance with travel rules and
regulations of the local jurisdiction. For some programs, however, the claiming
instructions may specify certain limitations on expenses, or that expenses can only be
reimbursed in accordance with the State Board of Control travel standards. When
claiming travel expenses, the claimant must explain the purpose of the trip, identify the
name and address of the persons incurring the expense, the date and time of departure
and return for the trip, description of each expense claimed, the cost of transportation,
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number of private auto mileage traveled, and the cost of tolls and parking with receipts
required for charges over $10.00.

(k) Documentation

It is the responsibility of the claimant to make available to the SCO, upon request,
documentation in the form of general and subsidiary ledgers, purchase orders,
invoices, contracts, canceled warrants, equipment usage records, land deeds, receipts,
employee time sheets, agency travel guidelines, inventory records, and other relevant
documents to support claimed costs. The type of documentation necessary for each
claim may differ with the type of mandate.

8. Indirect Costs
Indirect costs are: (a) Incurred for a common or joint purpose benefiting more than one cost
objective, and (b) not readily assignable to the cost objectives specifically benefited, without effort
disproportionate to the results achieved. Indirect costs can originate in the department performing
the mandate or in departments that supply the department performing the mandate with goods,
services and facilities. As noted previously, in order for a cost to be allowable, it must be allocable
to a particular cost objective. With respect to indirect costs, this requires that the cost be distributed
to benefiting cost objectives on bases, which produce an equitable result in relation to the benefits
derived by the mandate.

A college has the option of using a federally approved rate, utilizing the cost accounting principles
from Office of Management and Budget Circular A-21 "Cost Principles for Educational Institutions,"
or the Controller's methodology outlined in the following paragraphs. If the federal rate is used, it
must be from the same fiscal year in which the costs were incurred.

The Controller allows the following methodology for use by community colleges in computing an
indirect cost rate for state mandates. The objective of this computation is to determine an equitable
rate for use in allocating administrative support to personnel that performed the mandated cost
activities claimed by the community college. This methodology assumes that administrative
services are provided to all activities of the institution in relation to the direct costs incurred in the
performance of those activities. Form FAM-29C has been developed to assist the community
college in computing an indirect cost rate for state mandates. Completion of this form consists of
three main steps:

1. The elimination of unallowable costs from the expenses reported on the financial statements.

2. The segregation of the adjusted expenses between those incurred for direct and indirect
activities.

3. The development of a ratio between the total indirect expenses and the total direct expenses
incurred by the community college.

The computation is based on total expenditures as reported in "California Community Colleges
Annual Financial and Budget Report, Expenditures by Activity (CCFS-311)." Expenditures classified
by activity are segregated by the function they serve. Each function may include expenses for
salaries, fringe benefits, supplies, and capital outlay. OMB Circular A-21 requires expenditures for
capital outlays to be excluded from the indirect cost rate computation.

Generally, a direct cost is one incurred specifically for one activity, while indirect costs are of a more
general nature and are incurred for the benefit of several activities. As previously noted, the
objective of this computation is to equitably allocate administrative support costs to personnel that
perform mandated cost activities claimed by the college. For the purpose of this computation we
have defined indirect costs to be those costs which provide administrative support to personnel who
perform mandated cost activities. We have defined direct costs to be those costs that do not
provide administrative support to personnel who perform mandated cost activities and those costs
that are directly related to instructional activities of the college. Accounts that should be classified
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as indirect costs are: Planning, Policy Making and Coordination, Fiscal Operations, Human
Resources Management, Management Information Systems, Other General Institutional Support
Services, and Logistical Services. If any costs included in these accounts are claimed as a
mandated cost, i.e., salaries of employees performing mandated cost activities, the cost should be
reclassified as a direct cost. Accounts in the following groups of accounts should be classified as
direct costs: Instruction, Instructional Administration, Instructional Support Services, Admissions
and Records, Counseling and Guidance, Other Student Services, Operation and Maintenance of
Plant, Community Relations, Staff Development, Staff Diversity, Non-instructional Staff-Retirees'
Benefits and Retirement Incentives, Community Services, Ancillary Services and Auxiliary
Operations. A college may classify a portion of the expenses reported in the account Operation and
Maintenance of Plant as indirect. The claimant has the option of using a 7% or a higher indirect cost
percentage if the college can support its allocation basis.

The indirect cost rate, derived by determining the ratio of total indirect expenses to total direct
expenses when applied to the direct costs claimed, will result in an equitable distribution of the
college's mandate related indirect costs. An example of the methodology used to compute an
indirect cost rate is presented in Table 4.
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Table 4    Indirect Cost Rate for Community Colleges

MANDATED COST
INDIRECT COST RATE FOR COMMUNITY COLLEGES

FORM
FAM-29C

 (01) Claimant (02) Period of Claim

 (03) Expenditures by Activity (04) Allowable Costs

Activity EDP Total Adjustments Total Indirect Direct

 Subtotal Instruction 599 $19,590,357 $1,339,059 $18,251,298 $0 $18,251,298

 Instructional Administration and
Instructional Governance

6000

Academic Administration 6010 2,941,386 105,348 2,836,038 0 2,836,038

Course and Curriculum
Develop.

6020 21,595 0 21,595 0 21,595

Academic/Faculty Senate 6030

Other Instructional
Administration & Instructional
Governance

6090

 Instructional Support Services 6100

Learning Center 6110 22,737 863 21,874 0 21,874

Library 6120 518,220 2,591 515,629 0 515,629

Media 6130 522,530 115,710 406,820 0 406,820

Museums and Galleries 6140 0 0 0 0 0

Academic Information
Systems and Tech.

6150

Other Instructional Support
Services

6190

 Admissions and Records 6200 584,939 12,952 571,987 0 571,987

 Counseling and Guidance 6300

Counseling and Guidance 6310

Matriculation and Student
Assessment

6320

Transfer Programs 6330

Career Guidance 6340

Other Student Counseling and
Guidance

6390

 Other Student Services 6400

Disabled Students Programs &
Services

6420

Subtotal $24,201,764 $1,576,523 $22,625,241 $0 $22,625,241
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Table 4     Indirect Cost Rate for Community Colleges (continued)

MANDATED COST
INDIRECT COST RATE FOR COMMUNITY COLLEGES

FORM
FAM-29C

 (01) Claimant (02) Period of Claim
 (03) Expenditures by Activity (04) Allowable Costs

Activity EDP Total Adjustments Total Indirect Direct

Extended Opportunity
Programs & Services

6430

Health Services 6440 0 0 0 0 0

Student Personnel Admin. 6450 289,926 12,953 276,973 0 276,973

Financial Aid Administration 6460 391,459 20,724 370,735 0 370,735

Job Placement Services 6470 83,663 0 83,663 0 83,663

Veterans Services 6480 25,427 0 25,427 0 25,427

Miscellaneous Student
Services

6490 0 0 0 0 0

Operation & Maintenance of
Plant

6500

Building Maintenance and
Repairs

6510 1,079,260 44,039 1,035,221 0 1,035,221

Custodial Services 6530 1,227,668 33,677 1,193,991 0 1,193,991

Grounds Maintenance and
Repairs

6550 596,257 70,807 525,450 0 525,450

Utilities 6570 1,236,305 0 1,236,305 0 1,236,305

Other 6590 3,454 3,454 0 0 0

Planning, Policy Making, and
Coordination

6600 587,817 22,451 565,366 565,366 0

 General Inst. Support Services 6700

Community Relations 6710 0 0 0 0 0

Fiscal Operations 6720 634,605 17,270 617,335 553,184 (a)  64,151

Human Resources
Management

6730

Noninstructional Staff Benefits
& Incentives

6740

Staff Development 6750

Staff Diversity 6760

Logistical Services 6770

Management Information
Systems

6780

Subtotal $30,357,605 $1,801,898 $28,555,707 $1,118,550 $27,437,157
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Table 4     Indirect Cost Rate for Community Colleges (continued)

MANDATED COST
INDIRECT COST RATE FOR COMMUNITY COLLEGES

FORM
FAM-29C

 (01) Claimant (02) Period of Claim

 (03) Expenditures by Activity (04) Allowable Costs

Activity EDP Total Adjustments Total Indirect Direct

 General Inst. Sup. Serv. (cont.) 6700

Other General Institutional
Support Services

6790

 Community Services 6800

Community Recreation 6810 703,858 20,509 683,349 0 683,349

Community Service Classes 6820 423,188 24,826 398,362 0 398,362

Community Use of Facilities 6830 89,877 10,096 79,781 0 79,781

Economic Development 6840

Other Community Svcs. &
Economic Development

6890

 Ancillary Services 6900

Bookstores 6910 0 0 0 0 0

Child Development Center 6920 89,051 1,206 87,845 0 87,845

Farm Operations 6930 0 0 0 0 0

Food Services 6940 0 0 0 0 0

Parking 6950 420,274 6,857 413,417 0 413,417

Student Activities 6960 0 0 0 0 0

Student Housing 6970 0 0 0 0 0

Other 6990 0 0 0 0 0

 Auxiliary Operations 7000

Auxiliary Classes 7010 1,124,557 12,401 1,112,156 0 1,112,156

Other Auxiliary Operations 7090 0 0 0 0 0

 Physical Property Acquisitions 7100 814,318 814,318 0 0 0

 (05)  Total $34,022,728 $2,692,111 $31,330,617 $1,118,550 $30,212,067

 (06)  Indirect Cost Rate:  (Total Indirect Cost/Total Direct Cost) 3,70233%

 (07)  Notes

 (a)  Mandated Cost activities designated as direct costs per claim instructions.
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9. Offset Against Mandated Claims
As noted previously, allowable costs are defined as those direct and indirect costs, less
applicable credits, considered to be eligible for reimbursement. When all or part of the costs of a
mandated program are specifically reimbursable from local assistance revenue sources (e.g.,
state, federal, foundation, etc.), only that portion of any increased costs payable from school
district funds is eligible for reimbursement under the provisions of GC Section 17561.

Example 1:

As illustrated in Table 5, this example shows how the "Offset against State Mandated Claims" is
determined for school districts receiving block grant revenues not based on a formula allocation.
Program costs for each of the situations equals $100,000.

Table 5    Offset Against State Mandates, Example 1

Program
Costs

Actual Local
Assistance
Revenues

State
Mandated

Costs

Offset Against
State Mandated

Claims

Claimable
Mandated

Costs
1. $100,000 $95,000 $2,500 $-0- $2,500
2. 100,000 97,000 2,500 -0- 2,500
3. 100,000 98,000 2,500  500 2,000
4. 100,000 100,000 2,500 2,500 -0-
5. 100,000 * 50,000 2,500 1,250 1,250
6. 100,000 * 49,000 2,500 250 2,250

* School district share is $50,000 of the program cost.

Numbers (1) through (4), in Table 5, show intended funding at 100% from local assistance
revenue sources. Numbers (5) and (6) show cost sharing on a 50/50 basis with the district. In
numbers (1) through (6), included in the program costs of $100,000 are state mandated costs of
$2,500. The offset against state mandated claims is the amount of actual local assistance
revenues which exceeds the difference between program costs and state mandated costs. This
offset cannot exceed the amount of state mandated costs.

In (1), local assistance revenues were less than expected. Local assistance funding was not in
excess of the difference between program costs and state mandated costs. As a result, the offset
against state mandated claims is zero and $2,500 is claimable as mandated costs.

In (4), local assistance revenues were fully realized to cover the entire cost of the program,
including the state mandate activity; therefore, the offset against state mandated claims is $2,500,
and claimable costs are $0..

In (5), the district is sharing 50% of the project cost. Since local assistance revenues of $50,000
were fully realized, the offset against state mandated claims is $1,250.

In (6), local assistance revenues were less than the amount expended and the offset against
state mandated claims is $250. Therefore, the claimable mandated costs are $2,250.

Example 2:

As illustrated in Table 6, this example shows how the offset against state mandated claims is
determined for school districts receiving special project funds based on approved actual costs.
Local assistance revenues for special projects must be applied proportionately to approved costs.
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Table 6    Offset Against State Mandates, Example 2
Program

Costs
Actual Local
Assistance
Revenues

State
Mandated

Costs

Offset Against
State Mandated

Claims

Claimable
Mandated

Costs
1. $100,000 $100,000 $2,500 $2,500 $-0-
2. 100,000 ** 75,000 2,500 1,875 625
3. 100,000 ** 45,000 1,500  1,125 375

** School district share is $25,000 of the program cost.
In (2), the entire program cost was approved. Since the local assistance revenue source covers
75% of the program cost, it also proportionately covered 75% of the $2,500 state mandated
costs, or $1,875.

If in (3) local assistance revenues are less than the amount expected because only $60,000 of
the $100,000 program costs were determined to be valid by the contracting agency, then a
proportionate share of state mandated costs is likewise reduced to $1,500. The offset against
state mandated claims is $1,125. Therefore, the claimable mandated costs are $375.

Federal and State Funding Sources

The listing in Appendix C is not inclusive of all funding sources that should be offset against
mandated claims but contains some of the more common ones. State school fund
apportionments and federal aid for education, which are based on average daily attendance and
are part of the general system of financing public schools as well as block grants which do not
provide for specific reimbursement of costs (i.e., allocation formulas not tied to expenditures),
should not be included as reimbursements from local assistance revenue sources.

Governing Authority

The costs of salaries and expenses of the governing authority, such as the school superintendent
and governing board, are not reimbursable. These are costs of general government as described
in the Office of Management and Budget Circular A-87, “Cost Principles for State, Local and
Indian Tribal Governments ".

10.  Notice of Claim Adjustment
All claims submitted to the SCO are reviewed to determine if the claim was prepared in
accordance with the claiming instructions. If any adjustments are made to a claim, the claimant
will receive a "Notice of Claim Adjustments" detailing adjustments made by the SCO.

11. Audit of Costs
All claims submitted to the State Controller’s Office (SCO) are reviewed to determine if costs are
related to the mandate, are reasonable and not excessive, and the claim was prepared in
accordance with the SCO’s claiming instrucitons and the Parameters and Guidelines (P’s & G’s)
adopted by the Commission on State Mandates (COSM). If any adjustments are made to a claim,
a "Notice of Claim Adjustment" specifying the claim component adjusted, the amount adjusted,
and the reason for the adjustment, will be mailed within 30 days after payment of the claim.

Pursuant to Government Code (GC) Section 17558.5, subdivision (a), a reimbursement claim for
actual costs filed by a local agency or school district pursuant to this chapter is subject to the
initiation of an audit by the Controller no later than three years after the date that the actual
reimbursement claim is filed or last amended, whichever is later. However, if no funds are
appropriated or no payment is made to a claimant for the program for the fiscal year for which the
claim is filed, the time for the Controller to initiate an audit shall commence to run from the date of
initial payment of the claim. All documents used to support the reimbursable activities, must be
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retained during the period subject to audit. If an audit has been initiated by the Controller during
the period subject to audit, the retention period is extended until the ultimate resolution of any
audit findings.

On-site audits will be conducted by the SCO as deemed necessary. Accordingly, all
documentation to support actual costs claimed must be retained for a period of three years after
the end of the calendar year in which the reimbursement claim was filed or amended regardless
of the year of costs incurred. When no funds are appropriated for initial claims at the time the
claim is filed, supporting documents must be retained for three years from the date of initial
payment of the claim. Claim documentation shall be made available to the SCO on request.

12. Source Documents

To be eligible for mandated cost reimbursement for any fiscal year, only actual costs may be
claimed.  Actual costs are those costs actually incurred to implement the mandated activities.
Actual costs must be traceable and supported by source documents that show the validity of such
costs, when they were incurred, and their relationship to the reimbursable activities.  A source
document is a document created at or near the same time the actual cost was incurred for the
event or activity in question.  Source documents may include, but are not limited to, employee
time records or time logs, sign-in sheets, invoices, and receipts.

Evidence corroborating the source documents may include, but is not limited to, worksheets, cost
allocation reports (system generated), purchase orders, contracts, agendas, training packets, and
declarations.  Declarations must include a certification or declaration stating, “I certify under
penalty of perjury under the laws of the State of California that the foregoing is true and correct
based upon personal knowledge.”  Evidence corroborating the source documents may include
data relevant to the reimbursable activities otherwise in compliance with local, state, and federal
government requirements.  However, corroborating documents cannot be substituted for source
documents.

13. Claim Forms and Instructions

A claimant may submit a computer generated report in substitution for Form-1 and Form-2,
provided the format of the report and data fields contained within the report are identical to the
claim forms included with these instructions. The claim forms provided with these instructions
should be duplicated and used by the claimant to file an estimated or reimbursement claim. The
SCO will revise the manual and claim forms as necessary.

A. Form-2, Component/Activity Cost Detail

This form is used to segregate the detail costs by claim component. In some mandates,
specific reimbursable activities have been identified for each component. The expenses
reported on this form must be supported by the official financial records of the claimant and
copies of supporting documentation, as specified in the claiming instructions, must be
submitted with the claims. All supporting documents must be retained for a period of not less
than three years after the reimbursement claim was filed or last amended.

B. Form-1, Claim Summary

This form is used to summarize direct costs by component and compute allowable indirect
costs for the mandate. The direct costs summarized on this form are derived from Form-2
and are carried forward to form FAM-27.
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Community colleges have the option of using a federally approved rate (i.e., utilizing the cost
accounting principles from the Office of Management and Budget Circular A-21) or form
FAM-29C.

C. Form FAM-27, Claim for Payment

This form contains a certification that must be signed by an authorized officer of the county.
All applicable information from Form-1 must be carried forward onto this form in order for the
SCO to process the claim for payment. An original and one copy of the FAM-27 is required.

Claims should be rounded to the nearest dollar. Submit a signed original and one copy of
form FAM-27, Claim for Payment, and all other forms and supporting documents (To
expedite the payment process, please sign the form FAM-27 with blue ink, and attach a
copy of the form FAM-27 to the top of the claim package.) Use the following mailing
addresses:

If delivered by
U.S. Postal Service:

If delivered by
Other delivery services:

Office of the State Controller
Attn: Local Reimbursements Section
Division of Accounting and Reporting
P.O. Box 942850
Sacramento, CA  94250

Office of the State Controller
Attn: Local Reimbursements Section
Division of Accounting and Reporting
3301 C Street, Suite 500
Sacramento, CA  95816

14. RETENTION OF CLAIMING INSTRUCTIONS

For your convenience, the revised claiming instructions in this package have been arranged in
alphabetical order by program name. These revisions should be inserted in the School Mandated
Cost Manual and the old forms they replace should be removed. The instructions should then be
retained permanently for future reference, and the forms should be duplicated to meet your filing
requirements. Annually, updated forms and any other information or instructions claimants may
need to file claims, as well as instructions and forms for all new programs released throughout the
year will be placed on the SCO’s web site at www.sco.ca.gov/ard/local/locreim/index/shtml.

If you have any questions concerning mandated cost reimbursements, please write to us at the
address listed for filing claims, send e-mail to lrsdar@sco.ca.gov, or call the Local
Reimbursements Section at (916) 324-5729.

All claims submitted to the SCO are reviewed to determine if costs are related to the mandate,
are reasonable and not excessive, and the claim was prepared in accordance with the SCO’s
claiming instructions and the COSM’s P’s and G’s. If any adjustments are made to a claim, a
"Notice of Claim Adjustment" specifying the claim component adjusted, the amount adjusted, and
the reason for the adjustment, will be mailed within 30 days after payment of the claim.

On-site audits will be conducted by the SCO as deemed necessary. Pursuant to GC Section
17558.5, subdivision (a), a reimbursement claim for actual costs filed by a school district is
subject to audit by the State Controller no later than three years after the date the actual
reimbursement claim was filed or last amended, whichever is later. However, if no funds were
appropriated or no payment was made to a claimant for the program for the fiscal year for which
the claim was filed, the time for the Controller to initiate an audit shall commence to run from the
date of initial payment of the claim. Therefore, all documentation to support actual costs claimed
must be retained for the same period, and shall be made available to the SCO on request.
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• HEALTH FEE ELIMINATION 

• 

• 

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

Chapter 1, Statutes of 1984, 2nd E.S., repealed Education Code§ 72246 \\tlich authorized 
community college disbicts 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 distrtcts that charged 
a fee in the 1983/84 fiscal year to maintain that level of health services in the 1984185 
fiscal year and each fiscal year thereafter. The provisions of this statute \\Ould 
automatically repeal on December 31, 1987, \\tlich \\Ould reinstate the community college 
districts' authority to charge a health fee as specified. 

Chapter 1118, Statutes of 1987 amended Education Code§ 72246 to require any 
community college disbict that provided health services in the 1986187 fiscal year to 
maintain health services at that level in the 1986187 fiscal year and each fiscal year 
thereafter. Chapter 8, Statutes of 1993, has revised the numbering of§ 72246 to§ 76355. 

2. Eligible Claimants 

3. 

4. 

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

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. 

Types of Claims 

A. Reimbursement and Estimated Claims 

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

B. Minimum Claim· 

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

5. Filing Deadline 

( 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 VIAth the State 
Controller's Office and postmarked by November 30, of the fiscal year in \\tlich costs 
are to be incurred. Timely filed estimated claims VIAii 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 folloVIAng fiscal year regardless 
\\tlether the payment was more or less than the actual costs. If the local agency 
fails to file a reimbursement claim, monies received must be returned to the 
State. If no estimated claim was filed, the local agency may file a reimbursement 

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 YI.1th the State 
Controller's Office and postmarked by November 30 followng the fiscal year in v.tlich 
costs were incurred. If the claim is filed after the deadline but by November 30 of the 
succeeding fiscal year, the approved claim must be reduced by a late penalty of 10%, 
not to exceed $1,000. Claims filed more than one year after the deadline Yl.111 not be 
accepted. 

6. Reimbursable Components 

Eligible claimants Yl.111 be reimbursed for health service costs at the level of service 
provided in the 1986/87 fiscal year. The reimbursement Yl.111 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 YI.1th the summer of 1997, the fees are: 

$11.00 per semester 

$8.00 for summer school or 

$8.00 for each quarter 

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

7. Reimbursement Limitations 

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

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

8. Claiming Forms and Instructions 

The diagram "Illustration of Claim Forms" provides a graphical presentation of forms 
required to be filed YI.1th 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 wthin the report are identical to the claim forms included in these 
instructions. The claim forms provided YI.1th these instructions should be duplicated and 
used by the claimant to file estimated and reimbursement claims. The State Controller's 

• 

• 

Office Yl.111 revise the manual and claim forms as necessary. In such instances, new • 
replacement forms Yl.111 be mailed to claimants. 

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

This form is used to list the health services the community college provided during the 
1986187 fiscal year and the fiscal year of the reimbursement claim. 

B. Form HFE-1.1, Claim Summary 

This form is used to compute the allowable increased costs an individual college of 
the community college district has incurred to comply \\4th 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 
\\4th the claim. The amount sh<>Wl on line (13) of this form is carried 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 cldimable 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 

Revised 9/97 

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

Form HFE-2 

Health 
Services 

Form HFE-1.1 
Component/ 
Activity 

Cost Detail 

Form HFE-1.0 

Claim Summary 

FAM-27 

Claim 

for Payment 

Illustration of Claim Forms 

Forms HFE-1.1, Claim Summary 

Complete a separate form HFE-1.1 for each 
college for which costs are claimed by the 
community college district. 
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iX:if '<~fa.\ . ·:;;;;: "' ... ~. 
' ' ' 

CLAIM FOR PAYMENT 
(19) Program Number CXXJ29 

Pursuant to Government Code Section 17561 (:!>) Date File I I 
HEALTH FEE ELIMINATION (21) LRS Input I I • 

L 
(01) Claimart Identification Number Reimbursement Claim Data 

A (02) Mailing Address (22) HFE-1.0, (04)(b) 
B 
E 
L Claimant Name (23) 

H County of Location (24) 
E 
R Street Address or P. o .. Box (25) 
E 

City State Zip Code (26) 

"'" 
Type of Claim Estimated Claim Reimbursement Claim (27) 

(03) Estimated D (a:!) Reimbursement D (28) 

(04) Combined D (10) Combined D (29) 

(ClS) Amended D (11) Amended D (3J) 

Fiscal Year of (06) (12) (31) 

Cost 19_/19_ 19_/19_ 

Total Claimed (07) (13) (32) 

Amount 

Less: 10% Late Penalty, not to exceed (14) (33) 

$1000 

Less: Estimated Claim Payment Received (15) (34) • 
Net Claimed Amount (16) (35) 

Due from State .... c1n 
(36) 

Due to State (18) (37) 

(38) CERTIFICATION OF CLAIM 

In accordance wth the provisions of Government Code 17561, I certify that I am the person authorized by the local agency to file 
clains wth the state of C.llfomla for costs mandated by Chapter 1, statutes of 1984 and Chapter 1118, statutes of 1987; and certify 
under penalty of perjury that I have not violated any of the provisions of Government Code Sections 1090 to 1096, Inclusive. 

I further certify that there was no application other than from the claimant, nor any grant or payment received, for reimbursement of 
costs claimed herein; and such costs are for a new program or Increased level of services of an existing program mandated by 
Chapter 1, statutes of 1984 and Chapter 1118, Statutes of 1987. 

The amounts for Estimated Claim and/or Reimbursement Claim are hereby claimed from the state for payment of estimated and/or 
actual costs for the mandated program of Chapter 1, Statutes of 1984 and Chapter 1118, statutes of 1987, set forth on the attached 
statements. 

Signature of Authorized Represertative Date 

• Type or Prirt Name Title 

(39) Name of Cortact Person for Claim Telephone Number 

LLLI I I I LLI I I I I I LI I I LLI LLLJ I I I I I I I I I Ext. LI I I I 
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(01) Leave blank. 

HEALTH FEE ELIMINATION 

Certification Claim Form 

Instructions 

FORM 

FAM-27 

(02) A set of mailing labels with the claimant's l.D. number and address has been enclosed with the claiming instructions. The 
mailing labels are designed to speed processing and prevent common errors that delay payment. Affix a label in the place 
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. 

(03) If filing an original estimated claim, enter an ·x:o 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. 

(as) If filing an amended or combined claim, enter an "X' in the box on line (as) 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 estimate exceeds the previous fiscal year's actual costs by more than 10%, complete 
form HFE-1.0 and enter the amount from line (04)(b). 

(06) Enter the same amount as shown in line (07). 

(a:l) If filing an original reimbursement claim, enter an "X' in the box on line (a:l) 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 )'ear are being claimed, 
complete a separate form FAM-27 for each fiscal year. 

(13) Enterthe amount of reimbursement claim from form HFE-1.0, line (04)(b). 

(14) If the reimbursement claim is filed after November 3J following the fiscal )'ear in which costs were incurred, the claim must be 
reduced by 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 you are filing a reimbursement claim and have previously filed an estimated claim for the same fiscal )'ear, enter the amount 
received fdr the estimated 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 (37) Reimbursement Claim Data. Bring forward the cost information as specified on the left-hand column of line (22) for the 
reimbursement claim (e.g., HFE-1.0, (04)(b), means the information is located on form HFE-1.0, line (04)(b). Enterthe 
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 cost percentage should be shown as a whole number and without the percent symbol (i.e., 7.548% should be 
shown as 8). The claim cannot be Processed for cayment unless this data bloc!< is correct and complete. 

(38) Read the statement "Certification of Claim.• If the statement is true, the claim must be dated, signed by the agency's 
authorized representative and must include the person's name and title, typed or printed. Claims cannot be caid unless 
accomcanied by a sjaned certification. 

(39) Enter the name of the person and telephone number that this office should contact if additional information is required. 

SUBMIT A SIGNED ORIGINAL AND A COPY OF FORM FAM-27, AND A COPY OF ALL OTHER FORMS AND SUPPORTING 
DOCUMENTS TO: 

Address, If delivered by: 
U.S. Postal Sentlce 

OFFICE OF THE STATE CONTROLLER 
ATTN: Local Reimbursement Section 
Division of Accounting and Reporting 
P.O. Box 942860 
Sacramento, CA 94250 

Chapters 1/84 and 1118/87 

Address, If delivered by: 
Other delivery service 

OFFICE OF THE STATE CONTROLLER 
ATTN: Local Reimbursement Section 
Division of Accounting and Reporting 
3301 C Street, Suite 501 
Sacramento, CA 95816 

Form FAM-27 (Revised 9/97) 

• 

• 

• 
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State Controller's Office 

(01) Claimant 

MANDATED COSTS 

HEALTH FEE ELIMINATION 

CLAIM SUMMARY 

(02) Type of Claim 
Reimbursement 

Estimated 

School Mandated Cost Manual 

FORM 

HFE-1.0 

Fiscal Year 

19_/19_ 

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

1. 

2. 

3. 

4. 

5. 

6. 

7 . 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20. 

21 . 

(04) Total Amount Claimed 

Revised 9/97 

(a) 
• Name of College 

(b) 
Claimed 
Amount 

[Line (3.1b) +line (3.2b) +line (3.3b) + .. .line (3.21b)) 

Chapters 1/84 and 1118/87 
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School Mandated Cost Manual 

HEALTH FEE ELIMINATION 

CLAIM SUMMARY 

Instructions 

State Controller's Office 

FORM 

HFE-1.0 

(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 E$timated, 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 college district which have increased 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 (3.1 b) + line (3.2b) ... + • 
(3.21b). 

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

• MANDATED COSTS FORM 
HEAL TH FEE ELIMINATION HFE-1.1 

CLAIM SUMMARY 

(01) Claimant (02) Type of Claim Fiscal Year 

Reimbursement c:::::J 
Estimated c:::::J 19_/19_ 

(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 

C=:J C=:J C=:J 
Direct Cost Indirect Cost Total 

(05) Cost of health services for the fiscal year of claim 

(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 (06)) 

• (08) Complete columns (a) through (g) to provide detail data for health fees 

(a) (b) (c) (d) (e) (f) (g) 
Student Health 

Period for which health 
Number of Number of Unit Cost for Full-time Unit Cost for Part-time Fees That 
Full-time Part-time Full-time Student Part-time Student Could Have 

fees were collected Students Students Student per Health Fees Student per Health Fees Been 
Educ. Code (a) x (c) Educ. Code Collected 

§ 76355 § 76355 (b) x (e) (d) + (f) 

1. Per fall semester 

2. Per spring semester 

3. Per summer session 

4. Per first quarter 

5. Per second quarter 

6. Per third quarter 

(09) Total health fee that could have been collected (Line (8.1 g) + (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 Chapters 1 /84 and 1118/87 
541



School Mandated Cost Manual State Controller's Office 

HEAL TH FEE ELIMINATION 

CLAIM SUMMARY 

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. 

FORM 

HFE-1.1 

(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. 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, ifthe 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 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 methodology outlined in "Filing a Claim" of the 
Mandated Cost Manual for Schools. 

(06) Enter the direct cost, indirect cost, and total cost of health servic~s that are in excess of the level provided 
in the 1986/87 fiscal year. 

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

(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 (8.6g)]. 

(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, etc.,). 
Submit a schedule of detailed reimbursements with the claim. 

(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 

HEALTH ELIMINATION FEE 

HEALTH SERVICES 

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

(03) Place an "X" in columns (a) and/or (b), as applicable, to indicate which health services 
were provided by student health service fees for the indicated fiscal years. 

Accident Reports 

Appointments 
College Physician, surgeon 
Dermatology, family practice 
Internal Medicine 
Outside Physician 
Dental Services 
Outside Labs, (X-ray, etc.) 
Psychologist, full services 
Cancel/Change Appointments 
Registered Nurse 
Check Appointments 

Assessment, Intervention and Counseling 
Birth Control 
Lab Reports 
Nutrition 
Test Results, office 
Venereal Disease 
Communicable Disease 
Upper Respiratory Infection 
Eyes, Nose and Throat 
EyeNision 
Dermatology/Allergy 
Gynecology/Pregnancy Service 
Neuralgic 
Orthopedic 
Genito/Urinary 
Dental 
Gastro-lntestinal 
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 Deficiency Syndrome 

(a) 
FY 

1986/87 

FORM 

HFE-2 

(b) 
FY 

of Claim 

Revised 9/93 Chapter 1/84 and 1118/87, Page 1 
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State Controller's Office School Mandated Cost Manual 

MANDATED COSTS 

HEAL TH ELIMINATION FEE 

HEALTH SERVICES 

FORM 

HFE-2 

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

(03) Place an "X" In column (a) and/or (b), as applicable, to indicate which health services were 
provided by student health service fees for the indicated fiscal years. 

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 
Athletes 

Medications 
Antacids 
Antidiarrheal 
Aspirin, Tylenol, Etc 
Skin Rash Preparations 
Eye Drops 
Ear Drops 
Toothache, oil cloves 
Sting kill 
Midol, Menstrual Cramps 
Other, list 

Parking Cards/Elevator Keys 
Tokens 
Return Card/Key 
Parking Inquiry 
Elevator Passes 
Temporary Handicapped Parking Permits 

Chapter 1/84 and 1118/87, Page 2 

(a) 
FY 

1986/87 

(b) 
FY 

of Claim 

Revised 9/93 

• 

• 

• 
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State Controller's Office School Mandated Cost Manual 

MANDATED COSTS 

HEALTH ELIMINATION FEE 

HEALTH SERVICES 

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

(03) Place an "X" in columns (a) and/or (b), as applicable, to indicate which health services 
were provided by student health service fees for the Indicated fiscal years. 

Referrals to Outside Agencies 
Private Medical Doctor 
Health Department 
Clinic 

Tests 

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 

(a) 
FY 

1986/87 

FORM 

HFE·2 

(b) 
FY 

of Claim 

Revised 9/93 Chapter 1/84 and 1118/87, Page 3 545
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