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jOHNCHIANG 
@alifornia ~fate @ontroHer 

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

December 1, 2014 

Re: Incorrect Reduction Claim (IRC) 
Health Fee Elimination, 09-4206-I-24 and 10-4206-I-34 
Education Code Section 76355 
Statutes 1984, Chapter 1, 2nd E.S.; Statutes 1987, Chapter 1118 
Fiscal Years 2002-2003, 2003-2004, 2004-2005, and 2005-2006 
Foothill-De Anza Community College District, Claimant 

Dear Ms. Halsey: 

The State Controller's Office (SCO) is transmitting our response to the above-titled IRC. 

The district did not comply with the requirements of the claiming instructions in 
developing its indirect cost rates. The SCO's adjustment to the indirect cost rates based on the 
SCO's F AM-29C methodology is supported by the Commission's decisions on previous IRCs 
(e.g., statement of decision adopted on January 24, 2014, for the San Mateo County and San 
Bernardino community college districts on this same program). The parameters and guidelines, 
which were duly adopted at a Commission hearing, require compliance with the claiming 
instructions. The claiming instructions and related general provisions of the SCO's Mandated 
Cost Manual provide ample notice for claimants to properly claim indirect costs. 

The district offset revenues collected from student health fee rather than by the fee 
amount the district was authorized to impose. The SCO's reduction of reimbursement to the 
extent of fee authority is supported by Education Code section 76355, the Commission decisions 
on previous IRCs, as mentioned above, and the appellate court decision in Clovis Unified School 
District v. Chiang. 

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

LOS ANGELES 901 Corporate Center Drive, Suite 200, Monterey Park, CA 91754 (323) 981-6802 

RECEIVED

Commission on
State Mandates

December 02, 2014

LATE FILING
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Heather Halsey, Executive Director 
December 1, 2014 
Page2 

JLS/sk 

9546 

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

Sin~ere~ 

r.S~ 
/ ~~~ated Cost Audits Bureau 

Division of Audits 

Attachments 
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RESPONSE BY THE STATE CONTROLLER'S OFFICE 
TO THE INCORRECT REDUCTION CLAIMS (IRCs) BY 

FOOTHILL-DE ANZA COMMUNITY COLLEGE DISTRICT 
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1 OFFICE OF THE STATE CONTROLLER 
Division of Audits 

2 3301 C Street, Suite 725 
Sacramento, CA 95816 

3 Telephone No.: (916) 323-5849 

4 

5 BEFORE THE 

6 

7 

8 

9 

10 

11 

12 

13 

COMMISSION ON STATE MANDATES 

STATE OF CALIFORNIA 

INCORRECT REDUCTION CLAIMS ON: 

Health Fee Elimination Program 

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

Nos.: CSM 09-4206-I-24 and 
CSM 10-4206-I-34 

AFFIDAVIT OF BUREAU CHIEF 

14 FOOTHILL-DE ANZA COMMUNITY 
COLLEGE DISTRICT, Claimant 

15 

16 
I, Jim L. Spano, make the following declarations: 

17 
1) I am an employee of the State Controller's Office (SCO) and am over the age of 

18 18 years. 

19 2) I am currently employed as a Bureau Chief, and have been so since April 21, 2000. 

20 

21 

22 

23 

24 

Before that, I was employed as an audit manager for two years and three months. 

3) I am a California Certified Public Accountant. 

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

5) Any attached copies of records are true copies of records, as provided by the Foothill-De 
Anza Community College District or retained at our place of business. 

6) The records include claims for reimbursement, along with any attached supporting 
25 documentation, explanatory letters, or other documents relating to the above-entitled 

Incorrect Reduction Claim. 
1 
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1 7) A field audit of the claims for fiscal year (FY) 2002-03, FY 2003-04, FY 2004-05, and 

2 

3 

4 

5 

6 

FY 2005-06 commenced on September 11, 2008, and ended on November 20, 2008. 

8) The SCO issued a final audit report on May 20, 2009. The SCO issued a revised final 
audit report on August 18, 2010, to account for technical corrections to Finding 3. 

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: /}~Ht I , kl'f 
I 

8 OFFICE OF THE STATE CONTROLLER 

9 

10 

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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STATE CONTROLLER'S OFFICE ANALYSIS AND RESPONSE 
TO THE INCORRECT REDUCTION CLAIMS BY 

FOOTHILL-DE ANZA COMMUNITY COLLEGE DISTRICT 
For Fiscal Year (FY) 2002-03, FY 2003-04, FY 2004-05, and FY 2005-06 

Health Fee Elimination Program 
Chapter 1, Statutes of 1984, 2°d Extraordinary Session; and Chapter 1118, Statutes of 1987 

SUMMARY 

The following is the State Controller's Office's (SCO) response to the Incorrect Reduction Claims (IRCs) 
that the Foothill-De Anza Community College District filed on October 5, 2009, and November 22, 2010. 
The SCO audited the district's claims for costs of the legislatively mandated Health Fee Elimination 
Program for the period of July 1, 2002, through June 30, 2006. The SCO issued its final report on May 
20, 2009 (IRC 09-4206-1-24, Exhibit D). The SCO issued a revised final audit report on August 18, 2010 
(IRC 10-4206-1-34, Exhibit B). 

The district submitted reimbursement claims totaling $2,269,058 ($2,271,058 less a $2,000 penalty for 
filing late claims)-$479,709 for FY 2002-03 ($480,709 less a $1,000 penalty for filing a late claim), 
$537,473 for FY 2003-04, $1,037,466 for FY 2004-05, and $214,410 for FY 2005-06 ($215,410 less a 
$1,000 penalty for filing a late claim) (IRC 09-4206-1-24, Exhibit G). Subsequently, the SCO performed 
an audit for the period of July 1, 2002, through June 30, 2006, and determined that $284,615 is 
unallowable. The costs are unallowable because the district understated reimbursable counseling and 
insurance costs, understated authorized health service fees and other health services revenue, and 
overstated and understated its indirect cost rates. 

In IRC 09-4206-1-24, the district contests Findings 3 and 4 of our final audit report issued May 20, 2009 
(IRC 09-4206-1-24, Exhibit D). The district also alleges that the SCO initiated its audit of FY 2002-03 
and FY 2003-04 beyond the statute of limitations applicable to those fiscal years. In IRC 10-4206-1-34, 
the district amends its position regarding Finding 3 and the statute of limitations, raises a new issue 
regarding the limitation on FY 2005-06 allowable costs, and identifies a non-substantive typographical 
error in the revised final audit report dated August 18, 2010 (IRC 10-4206-1-34, Exhibit B). 

The district states that IRC 10-4206-1-34 incorporates IRC 09-4206-1-24 "in its entirety." Therefore, our 
comments address all district responses from both IRCs. The following table summarizes the audit 
results: 

Actual Costs Allowable Audit 
Cost Elements Claimed Eer Audit Adjustment 

July 1, 2002, through June 30, 2003 

Direct costs: 
Salaries and benefits $ 820,845 $ 1,068,240 $ 247,395 
Services and supplies 395,930 430,805 34,875 

Total direct costs 1,216,775 1,499,045 282,270 
Indirect costs 395,452 249,441 (146,0112 

Total direct and indirect costs 1,612,227 1,748,486 136,259 
Less authorized health service fees {1, 131,5182 {1,269,1622 {137,644) 

Subtotal 480,709 479,324 (1,385) 
Less offsetting savings/reimbursements (12,398) (12,398) 
Less late filing penalty {1,000) {1,0002 

Total program costs $ 479,709 465,926 $ (13,783) 
Less amount paid by the State 1 (432,638) 

Allowable costs claimed in excess of (less than) amount paid $ 33,288 
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Actual Costs Allowable Audit 
Cost Elements Claimed Qer Audit Adjustment 

Jul)'. 1, 2003, through June 30, 2004 

Direct costs: 
Salaries and benefits $ 1,039,659 $ 1,279,571 $ 239,912 
Services and supplies 174,548 209,423 34,875 

Total direct costs 1,214,207 1,488,994 274,787 
Indirect costs 381,990 269,359 {112,631} 

Total direct and indirect costs 1,596,197 1,758,353 162,156 
Less authorized health service fees {1,058,724} {1,195,605} {136,881} 

Subtotal 537,473 562,748 25,275 
Less offsetting savings/reimbursements {37,927} {37,927} 

Total program costs $ 537,473 524,821 $ {12,652} 
Less amount paid by the State 1 

Allowable costs claimed in excess of (less than) amount paid $ 524,821 

Jul)'. 1, 2004, through June 30, 2005 

Direct costs: 
Salaries and benefits $ 1,372,308 $ 1,237,072 $ (135,236) 
Services and supplies 223,354 261,019 37,665 

Total direct costs 1,595,662 1,498,091 (97,571) 
Indirect costs 473,274 537,215 63,941 

Total direct and indirect costs 2,068,936 2,035,306 (33,630) 
Less authorized health service fees (1,031,470) (1,205,450} (173,980) 

Subtotal 1,037,466 829,856 (207,610) 
Less offsetting savings/reimbursements (50,570} (50,570} 

Total program costs $ 1,037,466 779,286 $ {258,180} 
Less amount paid by the State 1 

Allowable costs claimed in excess of (less than) amount paid $ 633,822 

Jul)'. 1, 2005, through June 30, 2006 

Direct costs: 
Salaries and benefits $ 861,398 $ 1,054,794 $ 193,396 
Services and supplies 261,562 297,562 36,000 

Total direct costs 1,122,960 1,352,356 229,396 
Indirect costs 324,535 493,745 169,210 

Total direct and indirect costs 1,447,495 1,846,101 398,606 
Less authorized health service fees (1,213,971} (1,482,261} (268,290} 

Subtotal 233,524 363,840 (130,316) 
Less offsetting savings/reimbursements (18,114) (33,816) (15,702) 
Less late filing penalty (1,000) (1,000) 
Less allowable costs that exceed costs claimed 2 {114,614) {114,614) 

Total program costs $ 214,410 214,410 $ 
Less amount paid by the State 1 

Allowable costs claimed in excess of (less than) amount paid $ 214,410 
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Actual Costs Allowable Audit 
Cost Elements Claimed 2er Audit Adjustment 

Summar)'.: July 1, 2002, through June 30, 2006 

Direct costs: 
Salaries and benefits $ 4,094,210 $ 4,639,677 $ 545,467 
Services and supplies 1,055,394 1,198,809 143,415 

Total direct costs 5,149,604 5,838,486 688,882 
Indirect costs 1,575,251 1,549,760 {25,491) 

Total direct and indirect costs 6,724,855 7,388,246 663,391 
Less authorized health service fees ( 4,435,683) (5,152,478) (716,795) 

Subtotal 2,289,172 2,235,768 (53,404) 
Less offsetting savings/reimbursements (18,114) (134,711) (116,597) 
Less late filing penalty (2,000) (2,000) 
Less allowable costs that exceed costs claimed 2 {114,614} {114,614} 

Total program costs $ 2,269,058 1,984,443 $ {284,615~ 
Less amount paid by the State 1 (432,638) 

Allowable costs claimed in excess of (less than) amount paid $ 1,551,805 

1 Payment information current as of April 19, 2011. 

2 Government Code section 17568 stipulates that the State will not reimburse any claim more than one year after 
the filing deadline specified in the SCO's claiming instructions. That deadline has expired for FY 2005-06. 

I. HEAL TH FEE ELIMINATION PROGRAM CRITERIA 

Parameters and Guidelines - May 25, 1989 

On August 27, 1987, the Commission on State Mandates (Commission) adopted the parameters and 
guidelines for Chapter 1, Statutes of 1984, 2nd Extraordinary Session. The Commission amended the 
parameters and guidelines on May 25, 1989 (IRC 09-4206-1-24, Exhibit B), because of 
Chapter 1118, Statutes of 1987. 

Section VI.B provides the following claim preparation criteria: 

VI. CLAIM PREPARATION 

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

Claimed costs should be supported by the following information: 

1. Employee Salaries and Benefits 

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

2. Services and Supplies 

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

-3-
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3. Allowable Overhead Cost 

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

Section VII defines supporting data as follows: 

VII. SUPPORTING DATA 

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

Section VIII defines offsetting savings and other reimbursements as follows: 

VIII. OFFSETTING SAVINGS AND OTHER REIMBURSEMENTS 

Any offsetting savings the claimant experiences as a direct result of this statute must be deducted 
from the costs claimed. In addition, reimbursement for this mandate received from any source, 
e.g., federal, state, etc., shall be identified and deducted from this claim. This shall include the 
amount ... authorized by Education Code section 72246(a) [now Education Code section 
76355) ... . 

SCO Claiming Instructions 

The SCO annually issues mandated costs claiming instructions, which contain filing instructions for 
mandated cost programs. The September 2003 claiming instructions provide indirect cost claiming 
instructions for FY 2002-03 (Tab 3). The September 2004 claiming instructions provide indirect 
cost claiming instructions for FY 2003-04 (Tab 4). The December 2005 claiming instructions 
provide indirect cost claiming instructions for FY 2004-05 (Tab 5). The December 2006 claiming 
instructions provide indirect cost claiming instructions for FY 2005-06 (Tab 6). The September 
2003 Health Fee Elimination Program claiming instructions (IRC 09-4206-I-24, Exhibit C) are 
substantially similar to the version extant for each fiscal year during the audit period. 

II. DISTRICT OVERSTATED ITS INDIRECT COST RATES CLAIMED 

For FY 2002-03 and FY 2003-04, the district claimed indirect costs based on indirect cost rates that 
it calculated using the principles of Title 2, Code of Federal Regulations, Part 220 (Office of 
Management and Budget Circular A-21). However, the district did not obtain federal approval for its 
indirect cost rate proposals (ICRPs). 

For FY 2004-05 and FY 2005-06, the district claimed indirect costs based on indirect cost rates that 
it prepared using the SCO's FAM-29C methodology. However, the district did not allocate direct 
and indirect costs as specified in the SCO's claiming instructions (Tabs 5 and 6). 

-4-
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SCO Analysis: 

The parameters and guidelines state, "Indirect costs may be claimed in the manner described by the 
State Controller in his claiming instructions." 

For FY 2002-03 and FY 2003-04, the SCO's claiming instructions (Tabs 3 and 4) state: 

A college has the option of using a federally approved rate, utilizing the cost accounting principles 
from Office of Management and Budget Circular A-21 "Cost Principles for Educational Institutions," 
or the Controller's [FAM-29C] methodology .... 

For FY 2004-05 and FY 2005-06, the SCO's claiming instructions (Tabs 5 and 6) state: 

A CCD [community college district] may claim indirect costs using the Controller's methodology 
(FAM-29C) ... If specifically allowed by a mandated program's P's & G's [parameters and 
guidelines], a district may alternately choose to claim indirect costs using either (1) a federally 
approved rate prepared in accordance with Office of Management and Budget (OMB) Circular A-21, 
Cost Principles for Educational Institutions; or (2) a flat 7% rate .... 

. . . In summary, F AM-29C indirect costs include Operation and Maintenance of Plant; Planning, 
Policy Making, and Coordination; General Institutional Support Services (excluding Community 
Relations); and depreciation or use allowance .... 

District's Response - IRC 09-4206-I-24 

PARAMETERS AND GUIDELINES 

No particular indirect cost rate calculation is required by law. The Controller insists that the rate be 
calculated according to the claiming instructions. The parameters and guidelines for the Health Fee 
Elimination mandate state that "[i]ndirect costs may be claimed in the manner described by the State 
Controller in his claiming instructions." (Emphasis added.) The District claimed these indirect costs 
"in the manner" described by the Controller. The correct forms were used and the claimed amounts 
were entered at the correct locations. Further, "may" is not "shall"; the parameters and guidelines do 
not require that indirect costs be claimed in the manner specified by the Controller. In the audit report, 
the Controller asserts that because the parameters and guidelines specifically reference the claiming 
instructions, the claiming instructions thereby become authoritative criteria. Since the Controller's 
claiming instructions were never adopted as law, or regulations pursuant to the Administrative 
Procedure Act, the claiming instructions are a statement of the Controller's interpretation and not law. 

The Controller's interpretation of Section VI of the parameters and guidelines would, in essence, 
subject claimants to underground rulemaking at the direction of the Commission. The Controller's 
claiming instructions are unilaterally created and modified without public notice or comment. The 
Commission would violate the Administrative Procedure Act if it held that the Controller's claiming 
instructions are enforceable as standards or regulations. In fact, until 2005, the Controller regularly 
included a "forward" in the Mandated Cost Manual for Community Colleges (September 30, 2003 
version attached as Exhibit "E") that explicitly stated the claiming instructions were "issued for the 
sole purpose of assisting claimants" and "should not be construed in any manner to be statutes, 
regulations, or standards." 

Neither State law or the parameters and guidelines make compliance with the Controller's claiming 
instructions a condition of reimbursement. The District has followed the parameters and guidelines .... 

EXCESSIVE OR UNREASONABLE 

The audit did not conclude that the District's indirect cost rates were excessive. The Controller is 
authorized to reduce a claim only if it determines the claim to be excessive or unreasonable. Here, the 
District has computed its indirect cost rates using the CCFS-311 report, and the Controller has 
disallowed it without a determination of whether the product of the District's calculation is excessive, 
unreasonable, or inconsistent with cost accounting principles. 

-5-
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The Controller has the burden to show that the indirect cost rate used by the District is excessive or 
unreasonable, pursuant to Government Code Section 17561(d)(2). In response to this assertion, the 
audit report states: 

Government Code section 17 561, subdivision ( d)(2), allows the SCO to audit the district's 
records to verify actual mandate-related costs and reduce any claim that the SCO determines 
is excessive or unreasonable. In addition, section 12410 states, "The Controller shall audit all 
claims against the State, and may audit the disbursement of any State money, for correctness, 
legality, and for sufficient provisions oflaw for payment." 

The audit report then concludes, without any further discussion, that "the district's contention is 
without merit." The Controller has failed to demonstrate how the cited Government Code Sections 
relieve him of the burden to demonstrate that costs are excessive or unreasonable prior to reducing an 
annual reimbursement claim. 

Section 12410 is found in the part of the Government Code that provides a general description of the 
duties of the Controller. It is not specific to the audit of mandate reimbursement claims. It is a well­
settled maxim of statutory interpretation that "[a] specific provision relating to a particular subject will 
govern in respect to that subject, as against a general provision, although the latter, standing alone, 
would be broad enough to include the subject to which the more particular provision relates." 2 The 
audit authority in Section 17561(d)(2) is more specific than the Controller's general audit authority 
contained in Government Code Section 12410. Therefore, the Controller only has the audit authority 
granted by Government Code Section 17561 (d)(2) when auditing mandate reimbursement claims. 

Further, the audit report has not asserted or demonstrated that, if Section 12410 was the applicable 
standard, the audit adjustments were made in accordance with this standard. The District's claim was 
correct, in that it reported the actual costs incurred. There is also no allegation in the audit report that 
the claim was in any way illegal. Finally, the phrase "sufficient provisions of law for payment" refers 
to the requirement that there be adequate appropriations prior to the disbursement of any funds. There 
is no indication that any state funds were disbursed without sufficient appropriations. Thus, even if the 
standards of Section 12410 were applicable to mandate reimbursement audits, the audit report has 
failed to put forth any evidence that these standards are not met. 

There is no indication that the Controller is actually relying on the audit standards put forth in Section 
12410 for the adjustments to the District's reimbursement claims. The audit report claims that the 
Controller did actually determine that the District's costs were excessive, as required by Section 
1756l(d)(2), because the claimed costs were not "proper" since the indirect cost rates used did not 
match the rates derived by the auditors using the Controller's alternative methodology .... 

Neither State law or the parameters and guidelines make compliance with the Controller's claiming 
instructions a condition of reimbursement. The District has followed the parameters and guidelines .... 

2 San Francisco Taxpayers Assn. V. Board o/Supervisors (1992) 2 Cal.41
h 571, 577. Attached as Exhibit "F." 

SCO's Comment-IRC 09-4206-1-24 

Parameters and Guidelines 

The district states, "No particular indirect cost rate calculation is required by law." The district infers 
that it may calculate an indirect cost rate in any manner that it chooses. We disagree with the 
district's interpretation of the parameters and guidelines. The phrase "may be claimed" simply 
permits the district to claim indirect costs. However, if the district chooses to claim indirect costs, 
then the parameters and guidelines require that it comply with the SCO's claiming instructions. If the 
district believes that the program's parameters and guidelines are deficient, it should initiate a 
request to amend the parameters and guidelines pursuant to Government Code section 17557, 
subdivision ( d). However, any such amendment would not apply to this audit period. 

-6-
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The district states that it "claimed these indirect costs 'in the manner' described by the Controller." 
The district did not claim indirect costs in accordance with the SCO's claiming instructions. The 
district prepared its FY 2002-03 and FY 2003-04 indirect cost rates using Title 2, Code of Federal 
Regulations, Part 220 (Office of Management and Budget (OMB) Circular A-21). However, the 
district did not obtain federal approval of those rates. The district prepared its FY 2004-05 and FY 
2005-06 indirect cost rates using the SCO's FAM-29C methodology. However, the district did not 
correctly compute the F AM-29C rates. 

The district believes that the SCO incorrectly interprets the parameters and guidelines. We disagree. 
The parameters and guidelines are clear and unambiguous. They state, "Indirect costs may be 
claimed in the manner described by the State Controller in his claiming instructions [emphasis 
added]. In this case, the parameters and guidelines specifically identify the claiming instructions as 
authoritative criteria for indirect costs. The district also states: 

The Controller's interpretation of Section VI of the parameters and guidelines would, in 
essence, subject claimants to underground rulemaking ... The Controller's claiming instructions 
are unilaterally created and modified without public notice or comment. 

We disagree. Title 2, CCR, Section 1186, allows districts to request that the Commission review the 
SCO's claiming instructions. Section 1186, subdivisions (e) through (h), provides districts an 
opportunity for public comment during the review process. Neither this district nor any other district 
requested that the Commission review the SCO's claiming instructions (i.e., the district did not 
exercise its right for public comment). The district may not now request a review of the claiming 
instructions applicable to the audit period. Title 2, CCR, section 1186, subdivision (j)(2), states, "A 
request for review filed after the initial claiming deadline must be submitted on or before January 15 
following a fiscal year in order to establish eligibility for reimbursement for that fiscal year." 

The district further states, "The Commission would violate the Administrative Procedure Act if it 
held that the Controller's claiming instructions are enforceable as standards or regulations." We 
disagree. The Commission adopted the parameters and guidelines pursuant to Government Code 
section 17557. The parameters and guidelines specifically reference the SCO's claiming instructions 
for claiming indirect costs. Government Code section 17527, subdivision (g), states that in carrying 
out its duties and responsibilities, the Commission shall have the following powers: 

(g) To adopt, promulgate, amend, and rescind rules and regulations, which shall not be subject to the 
review and approval of the Office of Administrative Law pursuant to the provisions of the 
Administrative Procedure Act [emphasis added] .... 

The district also references the Foreword section to the SCO's claiming instructions (IRC 09-4206-
1-24, Exhibit E); however, the district quotes the Foreword section out of context. The Foreword 
section actually states: 

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 [emphasis added], these instructions should not be construed in any manner 
to be statutes, regulations, or standards. 

The parameters and guidelines state that claimants may claim indirect costs in accordance with the 
SCO's claiming instructions. Therefore, the Foreword section does not conflict with our conclusion 
that the SCO's claiming instructions are authoritative in this instance. 
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Finally, the district states: 

Neither State law or the parameters and guidelines make compliance with the Controller's claiming 
instructions a condition of reimbursement. The District has followed the parameters and guidelines. 

We disagree. Government Code section 17564, subdivision (b), states "Claims for direct and indirect 
costs filed pursuant to Section 17561 shall be filed in the manner prescribed in the parameters and 
guidelines [emphasis added] .... " The parameters and guidelines state that claimants may claim 
indirect costs in the manner described in the SCO's claiming instructions. 

Excessive or Unreasonable 

Government Code section 17558.5 requires the district to file a reimbursement claim for actual 
mandate-related costs. Government Code section 17561, subdivision (d)(2), allows the SCO to audit 
the district's records to verify actual mandate-related costs and reduce any claim that the SCO 
determines is excessive or unreasonable. In addition, Government Code section 12410 states, "The 
Controller shall audit all claims against the state, and may audit the disbursement of any state 
money, for correctness, legality, and for sufficient provisions of law for payment." 

The SCO did conclude that the district's claim was excessive. Excessive is defined as "Exceeding 
what is usual, proper, necessary, [emphasis added] or normal." 3 The district's indirect cost rates 
exceeded the proper amount based on the audited indirect cost rates that the SCO calculated 
according to the claiming instructions. 

Further, pursuant to Government Code section 12410, we concluded that the district's claim was 
neither correct nor legal. Correct is defined as "Conforming to an approved or conventional 
standard." 4 Legal is defined as "Conforming to or permitted by law or established rules." 5 The 
district claimed indirect cost rates that did not conform to the SCO's claiming instructions. 

The district states, "Neither State law nor the parameters and guidelines make compliance with the 
Controller's claiming instructions a condition of reimbursement. The District has followed the 
parameters and guidelines." However, the district did not follow the parameters and guidelines. The 
parameters and guidelines state, "Indirect costs may be claimed in the manner described by the State 
Controller in his claiming instructions." The district did not comply with the claiming instructions 
applicable to each fiscal year during the audit period. 

District's Response - IRC 10-4206-I-34 

. . . The indirect cost rates calculated by the District are more consistent from year-to-year and 
recognize capital costs in the fiscal years incurred. The District rates are reasonable and not 
excessive .... 

Because the Controller's method ofutilizing depreciation expenses in lieu ofCCFS-311 capital costs 
is also a reasonable method, the District does not dispute that choice of methods for FY 2004-05 and 
FY 2005-06 and will utilize that method in future annual claims to insure consistency. The District 
still disputes the audit findings for FY 2002-03 and FY 2003-04 because neither capital costs nor 
depreciation expenses are allowed. 

3 Merriam-Webster's Collegiate Dictionary, Tenth Edition© 2001. 
4 Ibid. 
5 Ibid. 
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SCO's Comment 

The district's opinion of "consistency" is irrelevant to the audit issue. In addition, the district did not 
cite any authoritative criteria for its allegation that the "district rates are reasonable and not 
excessive." The district did not obtain the required federal approval for its FY 2002-03 and 
FY 2003-04 indirect cost rates. For FY 2004-05 and FY 2005-06, the district did not allocate direct 
and indirect costs as specified in the SCO's claiming instructions. 

Although the district states that it "does not dispute [the] choice of methods for FY 2004-05 and FY 
2005-06," the district has not withdrawn or modified its comments from IRC 09-4206-1-24 regarding 
"parameters and guidelines" and "excessive or unreasonable." Therefore, our previous comments 
regarding those issues are unchanged. 

III. DISTRICT UNDERSTATED AUTHORIZED HEALTH SERVICE FEES 

For the audit period, the district understated authorized health service fees by $716,795. The district 
believes that it is required to report only actual health service fees received. 

SCO Analysis: 

The parameters and guidelines require districts to deduct authorized health fees from costs claimed. 
For the period of July 1, 2002, through December 31, 2005, Education Code section 76355, 
subdivision ( c ), authorizes health fees for all students except those who: ( 1) depend exclusively on 
prayer for healing; (2) attend a community college under an approved apprenticeship training 
program; or (3) demonstrate financial need. Effective January 1, 2006, only Education Code section 
76355, subdivisions (c)(l) and (2) are applicable. The following table summarizes the authorized fee 
per student for quarter and summer sessions: 

Fiscal Year 

2002-03 
2003-04 
2004-05 
2005-06 

Authorized 
Health Fee Rate 

$9 
$9 

$10 
$11 

Government Code section 17 514 defines "costs mandated by the state" as any increased costs that a 
school district is required to incur. To the extent community college districts can charge a fee, they 
are not required to incur a cost. In addition, Government Code section 17556 states that the 
Commission shall not find costs mandated by the State if the school district has the authority to levy 
fees to pay for the mandated program or increased level of service. 

District's Response - IRC 09-4206-1-24 

The final audit report asserts that the District understated offsetting health service fees by $716,795 for 
the audit period because the District claimed health service fees actually collected, rather than the 
amounts authorized by Education Code Section 76355 .... 

Both the draft and final audit reports state that the auditors used the same data source from the 
California Community College Chancellor's Office to calculate health service fees authorized for each 
of the fiscal years, with different quantitative results. There was no explanation as to how this data, 
which is "extracted" from data reported by the District to the Chancellor's Office, is more reliable or 
relevant that the District's own records. It is even more troubling that the auditors increased this 
finding by $228, 113 from the draft to the final audit report based on "updated" data from the 
Chancellor's Office without explanation of what prompted this change in the enrollment numbers used. 
It would appear that the Chancellor's data is subject to subsequent unilateral modification .... 
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Parameters and Guidelines 

The parameters and guidelines, which control reimbursement under the Health Fee Elimination 
mandate, state: 

Any offsetting savings that the claimant experiences as a direct result of this statute must be 
deducted from the costs claimed. In addition, reimbursement for this mandate received from 
any source, e.g., federal, state, etc., shall be identified and deducted from this claim. This shall 
include the amount of[student fees] as authorized by Education Code Section 72246(a)6. 

In order for the District to "experience" these "offsetting savings" the District must actually have 
collected these fees. Note that the student health fees are named as a potential source of the 
reimbursement received in the preceding sentence. The use of the term "any offsetting savings" further 
illustrates the permissive nature of the fees. Student fees actually collected must be used to offset costs, 
but not student fees that could have been collected and were not. ... 

The audit report claims that the Commission's intent was for claimed costs to be reduced by fees 
authorized, rather than fees received as stated in the parameters and guidelines. It is true that the 
Department of Finance proposed, as part of the amendments that were adopted on May 25, 1989, that a 
sentence be added to the offsetting savings section expressly stating that if no health service fee was 
charged, the claimant would be required to deduct the amount authorized. However, the Commission 
declined to add this requirement and adopted the parameters and guidelines without this language. 

The fact that the Commission staff and the Chancellor's Office agreed with the Department of 
Finance's interpretation does not negate the fact that the Commission adopted parameters and 
guidelines that did not include the additional language. It would be nonsensical ifthe Commission held 
that every proposal that is discussed was somehow implied into the adopted document, because the 
proposals of the various parties are often contradictory. Therefore, it is evident that the Commission 
intends the language of the parameters and guidelines to be construed as written, and only those 
savings that are experienced are to be deducted. 

Education Code Section 17556 [sic] 

The Controller continues to rely on Education Code Section l 7556(d) [sic], while neglecting its 
context and omitting a crucial clause. Section 17556(d) does specify that the Commission on State 
Mandates shall not find costs mandated by the state if the local agency has the authority to levy fees, 
but only if those fees are "sufficient to pay for the mandated program" (emphasis added). Section 
17556 pertains specifically to the Commission's determination on a test claim, and does not concern 
the development of parameters and guidelines or the claiming process. The Commission has already 
found state-mandated costs for this program, and the Controller cannot substitute its judgment for that 
of the Commission through the audit process. 

The two court cases the audit report relies upon (County of Fresno v. California (1991) 53 Cal.3d 482 
and Connell v. Santa Margarita (1997) 59 Cal.App.4th 382) are similarly misplaced. Both cases 
concern the approval of a test claim by the Commission. They do not address the issue of offsetting 
revenue in the reimbursement stages, only whether there is fee authority sufficient to fully fund the 
mandate that would prevent the Commission from finding costs mandated by the state. 

In County of Fresno, the Commission had specifically found that the fee authority was sufficient to 
fully fund the test claim activities and denied the test claim. The court simply agreed to uphold this 
determination because Government Code Section 17556(d) was consistent with the California 
Constitution. The Health Fee Elimination mandate, decided by the Commission, found that the fee 
authority is not sufficient to fully fund the mandate. Thus, County of Fresno is not applicable because 
it concerns the process of deciding a test claim and has no bearing on the annual claim reimbursement 
process. 

Similarly, although a test claim had been approved and parameters and guidelines were adopted, the 
court in Connell focused its determination on whether the initial approval of the test claim had been 
proper. It did not evaluate the parameters and guidelines or the reimbursement process because it found 
that the initial approval of the test claim had been in violation of Section l 7556(d). 

6 Former Education Code Section 72246 was repealed by Chapter 8, Statutes of 1993, and was replaced by 
Education Code Section 76355. 
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SCO's Comment - IRC 09-4206-I-24 

Government Code Section 17514 

The district's response fails to address the unambiguous language of Government Code section 
17 514, which defines "costs mandated by the state" as 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 our comments, we separately address the district's comments regarding the parameters and 
guidelines and Government Code section 17556. However, Government Code section 17514 renders 
the district's comments irrelevant. 

CCCCOData 

Regarding CCCCO enrollment, Board of Governors Grant recipient, and apprenticeship program 
enrollee data, the district states: 

There was no explanation as to how this data, which is "extracted" from data reported by the District 
to the Chancellor's Office, is more reliable or relevant that the District's own records. 

The district's comment is without merit. The district distinguishes between data received from the 
CCCCO versus ''the district's own records." It is the same data. The SCO receives the data from 
CCCCO; this data is extracted directly from data that the district submitted to the CCCCO. Our audit 
report identifies the parameters for the data extracted. The district also states: 

It is even more troubling that the auditors increased this finding by $228,113 from the draft to the 
final audit report based on ''updated" data from the Chancellor's Office without explanation of what 
prompted this change in the enrollment numbers used. It would appear that the Chancellor's data is 
subject to subsequent unilateral modification .... 

The district is incorrect; the CCCCO data is not "subject to unilateral modification." The draft audit 
report used CCCCO data extracted incorrectly by using MIS data element STD7, codes A, B, C, and 
F. As noted in the final report, the correct CCCCO data is based on MIS data element STD7, codes 
A through G. 

Parameters and Guidelines 

We disagree with the district's interpretation of the parameters and guidelines' requirement 
regarding authorized health service fees. The Commission clearly recognized the availability of 
another funding source by including the fees as offsetting savings in the parameters and guidelines. 
The Commission's staff analysis of May 25, 1989 (Tab 7), states the following regarding the 
proposed parameters and guidelines amendments that the Commission adopted that day: 

Staff amended Item "VIII. Offsetting Savings and Other Reimbursements" to reflect the reinstatement 
of [the] fee authority. 

In response to that amendment, the [Department of Finance (DOF)] has proposed the addition of the 
following language to Item VIII. to clarify the impact of the fee authority on claimants' reimbursable 
costs: 

"Ifa claimant does not levy the fee authorized by Education Code Section 72246(a), it shall deduct an 
amount equal to what it would have received had the fee been levied." 

Staff concurs with the DOF proposed language which does not substantively change the scope of Item 
VIII [emphasis added]. 
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Thus, it is clear that the Commission intended that claimants deduct authorized health service fees 
from mandate-reimbursable costs claimed. Furthermore, the staff analysis included an attached letter 
from the CCCCO dated April 3, 1989. In that letter, the CCCCO concurred with the DOF and the 
Commission regarding authorized health service fees. 

The district concludes that the Commission "declined" to add the sentence proposed by the DOF. 
We disagree. The Commission did not revise the proposed parameters and guidelines amendments 
further, as the Commission's staff concluded that DOF' s proposed language did not substantively 
change the scope of staff's proposed language. The Commission, DOF, and CCCCO all agreed with 
the intent to offset authorized health service fees. As noted above, the Commission staff analysis 
agreed with the DOF's proposed language. Commission staff concluded that it was unnecessary to 
revise the proposed parameters and guidelines, as the proposed language did "not substantively 
change the scope ofltem VIII." The Commission's meeting minutes of May 25, 1989 (Tab 8), show 
that the Commission adopted the proposed parameters and guidelines on consent (i.e., the 
Commission concurred with its staffs analysis). The Health Fee Elimination Program amended 
parameters and guidelines were Item 6 on the meeting agenda. The meeting minutes state, "There 
being no discussion or appearances on Items 2, 3, 4, 5, 6, 7, 10, and 12, Member Buenrostro moved 
adoption of the staff recommendation on these items [emphasis added] on the consent calendar ... 
The motion carried." Therefore, no community college districts objected and there was no change to 
the Commission's interpretation regarding authorized health service fees. 

Government Code Section 17556 

The district's response erroneously refers to "Education Code Section 17556," rather than 
Government Code section 17556. The district believes that Government Code section 17556, 
subdivision ( d), applies only when the fee authority is sufficient to offset the "entire" mandated 
costs. We disagree. The Commission recognized that the Health Fee Elimination Program's costs are 
not uniform among districts. Districts provided different levels of service in FY 1986-87 (the "base 
year"). Furthermore, districts provided these services at varying costs. As a result, the fee authority 
may be sufficient to pay for some districts' mandated program costs, while it is insufficient to pay 
the "entire" costs of other districts. Education Code section 76355 (formerly section 72246) 
established a uniform health service fee assessment for students statewide. Therefore, the 
Commission adopted parameters and guidelines that clearly recognize an available funding source 
by identifying the health service fees as offsetting reimbursements. The SCO did not "substitute its 
judgment for that of the Commission through the audit process." To the extent that districts have 
authority to charge a fee, they are not required to incur a mandated cost, as defined by Government 
Code section 17514. We agree that the Commission found state-mandated costs for this program 
through the test claim process; however, the state-mandated costs found are those that are not 
otherwise reimbursable by authorized fees or other offsetting savings and reimbursements. 

The district believes that the audit report's reliance on two court cases is "misplaced." We disagree. 
County of Fresno v. State of California (1991) 53 Cal. 3d 482 (which is also referenced by Connell 
v. Santa Margarita Water District (1997) 59 Cal. App. 4th 382) states, in part: 

Section 6 was included in article XIII B in recognition that article XIII A of the Constitution severely 
restricted the taxing powers of local governments ... Specifically, it was designed to protect the tax 
revenues of local governments from state mandates that would require expenditure of such revenues. 
Thus, although its language broadly declares that the "state shall provide a subvention of funds to 
Reimburse ... local government for the costs [of a state-mandated new] program or higher level of 
service," read in its textual and historical context section 6 of article XIII B requires subvention only 
when the costs in question can be recovered solely from tax revenues. 
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In view of the foregoing analysis, the question of the facial constitutionality of section 17556( d) under 
article XIII B, section 6, can be readily resolved. As noted, the statute provides that "The commission 
shall not find costs mandated by the state ... if, after a hearing, the commission finds that" the local 
government "has the authority to levy service charges, fees, or assessments sufficient to pay for the 
mandated program or increased level of service." Considered within its context, the section effectively 
construes the term "costs" in the constitutional provision as excluding expenses that are recoverable 
from sources other than taxes [emphasis added]. Such a construction is altogether sound. As the 
discussion makes clear, the Constitution requires reimbursement only for those expenses that are 
recoverable solely from taxes [emphasis added]. ... 

Thus, mandated costs exclude expenses that are recoverable from sources other than taxes-in this 
case, the authority to assess health service fees. 

District's Response -IRC 10-4206-I-34 

The district had no additional comments regarding this audit adjustment. 

IV. LIMIT ON AUDITED COSTS 

The SCO's audit report identifies five audit adjustments applicable to FY 2005-06. The audit 
adjustments result in total allowable costs that exceed claimed costs. As a result, the SCO limited 
allowable costs to claimed costs. 

Analysis: 

Government Code section 17560 requires the claimant to submit an annual reimbursement claim for 
costs actually incurred. Government Code section 17568 stipulates that the State will not reimburse 
any claim more than one year after the filing deadline specified in Government Code section 17560. 

District's Response-IRC 10-4206-I-34 

... the revised audit report increases the indirect cost rate amount for FY 2005-06 to $102,915 from 
the previous amount of ($32,050), an increase of $134,965. As a result, the total "allowable costs" 
exceeds the total claimed cost by $114,614. The audit report deducts from its findings of total 
reimbursable "program costs" the $114,614 as "less allowable costs that exceed cost claimed." The 
stated basis for this limitation on allowable costs is Government Code Section 17568 .... 

Section 17561 (and Section 17568 for late claims) pertains to the timely filing of an annual claim in 
order to be eligible for payment, not to the contents of the claim itself. There is no Government Code 
Section cited that prohibits the Controller from reimbursement of audited costs in excess of claimed 
costs. Government Code Section l 756l(d)(2) ... states: 

"[T]he Controller (A) may audit the records of any local agency or school district to verify the 
actual amount of the mandated costs ... and (C) shall adjust the payment to correct for any 
underpayments or overpayments which occurred in previous fiscal years." 

The use of the word "shall" makes the adjustment of both underpayments and overpayments 
mandatory. Thus, the Controller does not have the discretion to unilaterally determine that it will 
require reimbursement for audit adjustments in favor of the State and simply ignore audit adjustments 
in favor of the claimants .... 
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SCO's Comment-IRC 10-4206-I-34 

Government Code section 17560, subdivision (a), states: 

A local agency or school district may, by February 15 following the fiscal year in which costs are 
incurred, file an annual reimbursement claim that details the costs actually incurred for that fiscal year. 

Government Code section 17568 states: 

. . . In no case shall a reimbursement claim be paid that is submitted more than one year after the 
deadline specified in Section 17560. 

Thus, it is irrelevant whether the claimant or an SCO audit identifies additional allowable costs. The 
district may not now file an amended claim for additional allowable costs, because the statutory time 
allowed to file an amended claim has passed. 

The district quotes Government Code section 17561, subdivision (d)(2) out of context by omitting 
language and thereby changing the structure of the statutory language. The statutory language does 
not identify a direct correlation between an SCO audit and previous fiscal year underpayments and 
overpayments. The section actually states: 

(2) In subsequent fiscal years each local agency or school district shall submit its claims as specified 
in Section 17560. The Controller shall pay these claims from funds appropriated therefore except 
as follows: 

(A) The Controller may audit any of the following: 

(i) Records of any local agency or school district to verify the actual amount of the 
mandated costs. 

(ii) The application of a reasonable reimbursement methodology. 
(iii) The application of a legislatively enacted reimbursement methodology under 

Section 17573. 

(B) The Controller may reduce any claim that the Controller determines is excessive or 
unreasonable. 

(C) The Controller shall adjust the payment to correct for any underpayments or overpayments 
that occurred in previous fiscal years. 

The district is responsible for filing its mandated cost claim. The SCO conducted an audit of the 
district's FY 2005-06 mandated cost claim and concluded that the claimed costs are allowable. 
Although we identified additional costs that would be allowable under the mandated program, we 
have no authority to file an amended claim on the district's behalf. 

V. STATUTE OF LIMITATIONS 

The audit scope included FY 2002-03 through FY 2005-06. The district believes that FY 2002-03 
and FY 2003-04 were not subject to audit at the time that the SCO initiated its audit. 

District's Response - IRC 09-4206-I-24 

Statute of Limitations 

January 12, 2005 
January 12, 2008 
September 11, 2008 

FY 2002-03 and FY 2003-04 claimed filed by the District 
FY 2002-03 and FY 2003-04 statute oflimitations for audit expires 
Audit entrance conference for all fiscal years 
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This is not an audit finding. The District alleges that the audit of the FY 2002-03 and FY 2003-04 
annual reimbursement claims commenced after the time limitation for audit had passed. The final audit 
report asserts that initiation of the audit was proper because the initial payment for the FY 2002-03 
claim did not occur until October 25, 2006, and there has been no payment for the FY 2003-04 claim. 
However, the clause in Government Code Section 17558.5 that delays the commencement of the time 
for the Controller to audit to the date of initial payment is void because it is impermissibly vague. 

Prior to January 1, 1994, no statute specifically governed the statute of limitations for audits of 
mandate reimbursement claims. Statutes of 1993, Chapter 906, Section 2, operative January 1, 1994, 
added Government Code Section 17558.5 to establish for the first time a specific statute of limitations 
for audit of mandate reimbursement claims: 

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

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

Statutes of 1995, Chapter 945, Section 13, operative July 1, 1996, repealed and replaced Section 
17558.5, changing only the length of the period oflimitations: 

(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. 

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

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

The amendment is pertinent because this is the first time that the factual issue of the date the audit is 
"initiated" is introduced for mandate programs for which funds are appropriated. This amendment also 
means that it is impossible for the claimant to know when the statute of limitations will expire at the 
time the claim is filed, which is contrary to the purpose of a statute of limitations. It allows the 
Controller's own unilateral delay, or failure to make payments from funds appropriated for the purpose 
of paying the claims, to control the tolling of the statute of limitations, which is also contrary to the 
purpose of a statute of limitations. 
Statutes of 2004, Chapter 890, Section 18, operative January 1, 2005 amended Section 17558.5 to 
state: 

(a) A reimbursement claim for actual costs filed by a local agency or school district pursuant to this 
chapter is subject to the initiation of an audit by the Controller no later than three years after the 
date that the actual reimbursement claim is filed or last amended, whichever is later. However, if 
no funds are appropriated or no payment is made to a claimant for the program for the fiscal year 
for which the claim is filed, the time for the Controller to initiate an audit shall commence to run 
from the date of initial payment of the claim. In any case. an audit shall be completed not later than 
two years after the date that the audit is commenced. 
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The annual reimbursement claims for FY 2002-03 and FY 2003-04 are subject to this version of 
Section 17558.5, which retains the same limitations period as the prior version, but also adds the 
requirement that an audit must be completed within two years of its commencement. 

Section 17558.5 provides that the time limitation for audit "shall commence to run from the date of 
initial payment" if no payment is made. However, this provision is void because it is impermissibly 
vague. At the time a claim is filed, the claimant has no way of knowing when payment will be made or 
how long the records applicable to that claim must be maintained. The current billion-dollar backlog in 
mandate payments, which continues to grow every year, could potentially require claimants to 
maintain detailed supporting documentation for decades. Additionally, it is possible for the Controller 
to unilaterally extend the audit period by withholding payment or directing appropriated funds only to 
those claims that have already been audited. 

Therefore, the only specific and enforceable time limitation to commence an audit is three years from 
the date the claim was filed, and the annual reimbursement claims for FY 2002-03 and FY 2003-04 
were past this time period when the audit was commenced on September 11, 2008 .... 

SCO's Comment- IRC 09-4206-1-24 

The district discusses statutory language effective prior to January 1, 2003; however, that language is 
irrelevant to the claims that are the subject of this Incorrect Reduction Claim. 

Regarding relevant statutory language, the district states, " ... the clause in Government Code Section 
17558.5 that delays the commencement of the time for the Controller to audit to the date of initial 
payment is void because it is impermissibly vague." We disagree. The district has no authority to 
adjudicate statutory language. Title 2, CCR, section 1185, subdivision (e)(3) states, "If the narrative 
describing the alleged incorrect reduction(s) involves more than discussion of statutes or regulations 
or legal argument and utilizes assertions or representations of fact, such assertions or representations 
shall be supported by testimonial or documentary evidence and shall be submitted with the claim." 
The district presented no evidence to support its assertion that existing statutory language is "void." 

The district also states, " ... it is possible for the Controller to unilaterally extend the audit period by 
withholding payment or directing appropriated funds only to those claims that have already been 
audited." The district's allegation contradicts statutory language. Government Code section 17567 
prohibits the SCO from directing funds to selected claims. It states: 

In the event that the amount appropriated for reimbursement purposes pursuant to Section 17561 is not 
sufficient to pay all of the claims approved by the Controller, the Controller shall prorate claims in 
proportion to the dollar amount of approved claims timely filed and on hand at the time of proration 
[emphasis added]. ... 

In addition, Government Code section 17 561, subdivision ( d) prohibits the SCO from withholding 
payment. It states: 

The Controller shall pay any eligible claim pursuant to this section by October 15 or 60 days after the 
date the appropriation for the claim is effective, whichever is later .... 
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The SCO initiated its audit within the period allowed by Government Code section 17558.5, 
subdivision (a), which states: 

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

For its FY 2002-03 claim, the district first received payment on October 25, 2006. The district did 
not receive a payment for its FY 2003-04 claim prior to our audit. The SCO initiated its audit on 
September 11, 2008. Therefore, the SCO met the requirements of Government Code section 
17558.5, subdivision (a). 

District's Response-IRC 10-4206-I-34 

. . . The District now additionally asserts that the revised audit for all four fiscal years was beyond the 
statute oflimitations when the revised audit was commenced and the revised audit report was issued on 
August 18, 2010. 

The new findings . . . appear to have initiated as a result of the original incorrect reduction claim. . . . 
However, the revised audit was not noticed to the District until the revised audit report was 
published .... Clearly, the Controller did not initiate these new findings during the statutory period 
allowed to initate an audit for all four fiscal years that are the subject of this audit. ... 

SCO's Comment- IRC 10-4206-I-34 

The district infers that the revised audit report introduced "new" findings and that these "new" 
findings resulted from the original incorrect reduction claim. We disagree. The revised report clearly 
states that it corrects the calculation of allowable indirect cost rates, which resulted in a reduction to 
the total audit adjustment. The revisions were unrelated to the district's original incorrect reduction 
claim. The audit issue is unaffected by the corrected calculations. Therefore, we conclude that the 
district's comments related to the statutory audit period, as they relate to the revised audit report, are 
without merit. However, for the purpose of adjudicating this incorrect reduction claim only, the SCO 
does not object if the Commission wishes to invalidate the SCO's revised audit report. In that case, 
the total audit adjustment would increase to $440,752, as shown in the original audit report dated 
May 20, 2009 (IRC 09-4206-1-24, Exhibit D). 

VI. ERRATA 

District's Response-IRC 10-4206-I-34 

On page 5 of the revised audit report, the audit adjustment amount for "indirect costs" for FY 2004-05 
is stated as ($63,941). The correct amount is $63,941. 

SCO's Comment-IRC 10-4206-I-34 

The district identified a non-substantive typographical error in the audit report. The typographical 
error does not affect the total audit adjustment for the audit period. The SCO posted a corrected 
revised audit report to its web site on April 15, 2011. 
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VII. CONCLUSION 

The State Controller's Office audited Foothill-De Anza Community College District's claims for 
costs of the legislatively mandated Health Fee Elimination Program (Chapter 1, Statutes of 1984, 2nd 
Extraordinary Session; and Chapter 1118, Statutes of 1987) for the period of July 1, 2002, through 
June 30, 2006. The district claimed unallowable costs totaling $284,615. The costs are unallowable 
because the district understated reimbursable counseling and insurance costs, understated authorized 
health service fees and other health services revenue, and overstated its indirect cost rates. 

In conclusion, the Commission should find that: ( 1) the SCO initiated its audit of FY 2002-03 and 
FY 2003-04 within the timeframe provided by Government Code section 17558.5, subdivision (a); 
(2) the revised audit report issued August 18, 2010 is not subject to the statute of limitations because 
it merely corrected existing calculations rather than introducing "new" findings, which resulted in a 
reduction to the total audit adjustment; (3) the SCO correctly reduced the district's FY 2002-03 
claim by $13,783; (4) the SCO correctly reduced the district's FY 2003-04 claim by $12,652; (5) the 
SCO correctly reduced the district's FY 2004-05 claim by $258,180; and (6) the SCO correctly 
limited FY 2005-06 allowable costs to $214,410, the total costs claimed by the district. 

VIII. CERTIFICATION 

I hereby certify by my signature below that the statements made in this document are true and 
correct of my own knowledge, or, as to all other matters, I believe them to be true and correct based 
upon information and belief. 

Executed on p e c f>,.,j e,t y~t Sacramento, California, by: 

Division of Audits 
State Controller's Office 
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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 FORM 
INDIRECT COST RATE FOR COMMUNITY COLLEGES FAM-29C 

(01) Claimant (02) Period of Claim 

(03) Expenditures by Activity (04) Allowable Costs 

Activity EDP Total Adjustments Total Indirect Direct 

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

Instructional Administration and 
6000 

Instructional Governance 

Academic Administration 6010 2,941,386 105,348 2,836,038 0 2,836,038 

Course and Curriculum 
6020 21,595 0 21,595 0 21,595 

Develop. 

Academic/Faculty Senate 6030 

Other Instructional 
Administration & Instructional 6090 
Governance 

Instructional Support Services 6100 

• Leaming Center 6110 22,737 863 21,874 0 21,874 

Library 6120 518,220 2,591 515,629 0 515,629 

Media 6130 522,530 115,710 406,820 0 406,820 

Museums and Galleries 6140 0 0 0 0 0 

Academic Information 
6150 

Systems and Tech. 

Other Instructional Support 
6190 

Services 

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

Counseling and Guidance 6300 

Counseling and Guidance 6310 

Matriculation and Student 
6320 

Assessment 

Transfer Programs 6330 

Career Guidance 6340 

Other Student Counseling and 
6390 

Guidance 

Other Student Services 6400 

Disabled Students Programs & 
6420 

Services 

Subtotal $24,201,764 $1,576,523 $22,625,241 $0 $22,625,241 • Revised 9/03 Filing a Claim, Page 12 
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• Table 4 Indirect Cost Rate for Community Colleges (continued) 

MANDATED COST FORM 
INDIRECT COST RATE FOR COMMUNITY COLLEGES FAM-29C 

(01) Claimant (02) Period of Claim 
(03) Expenditures by Activity (04) Allowable Costs 

Activity EDP Total Adjustments Total Indirect Direct 

Extended Opportunity 
6430 

Programs & Services 

Health Services 6440 0 0 0 0 0 

Student Personnel Admin. 6450 289,926 12,953 276,973 0 276,973 

Financial Aid Administration 6460 391,459 20,724 370,735 0 370,735 

Job Placement Services 6470 83,663 0 83,663 0 83,663 

Veterans Services 6480 25,427 0 25,427 0 25,427 

Miscellaneous Student 
6490 0 0 0 0 0 

Services 

Operation & Maintenance of 
6500 

Plant 

• 
Building Maintenance and 

6510 1,079,260 44,039 1,035,221 0 1,035,221 
Repairs 

Custodial Services 6530 1,227,668 33,677 1,193,991 0 1,193,991 

Grounds Maintenance and 
6550 596,257 70,807 525,450 0 525,450 

Repairs 

Utilities 6570 1,236,305 0 1,236,305 0 1,236,305 

Other 6590 3,454 3,454 0 0 0 

Planning, Policy Making, and 
6600 587,817 22,451 565,366 565,366 0 

Coordination 

General Inst. Support Services 6700 

Community Relations 6710 0 0 0 0 0 

Fiscal Operations 6720 634,605 17,270 617,335 553,184 (a) 64, 151 

Human Resources 
6730 

Management 

Noninstructional Staff Benefits 
6740 

& Incentives 

Staff Development 6750 

Staff Diversity 6760 

Logistical Services 6770 

Management Information 
6780 

Systems 

Subtotal $30,357,605 $1,801,898 $28,555,707 $1,118,550 $27,437, 157 • Revised 9/03 Filing a Claim, Page 13 
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• Table 4 Indirect Cost Rate for Community Colleges (continued) 

MANDATED COST FORM 
INDIRECT COST RA TE FOR COMMUNITY COLLEGES FAM-29C 

(01) Claimant (02) Period of Claim 

(03) Expenditures by Activity (04) Allowable Costs 

Activity EDP Total Adjustments Total Indirect Direct 

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

Other General Institutional 
6790 

Support Services 

Community Services 6800 

Community Recreation 6810 703,858 20,509 683,349 0 683,349 

Community Service Classes 6820 423,188 24,826 398,362 0 398,362 

Community Use of Facilities 6830 89,877 10,096 79,781 0 79,781 

Economic Development 6840 

• 
Other Community Svcs. & 

6890 
Economic Development 

Ancillary Services 6900 

Bookstores 6910 0 0 0 0 0 

Child Development Center 6920 89,051 1,206 87,845 0 87,845 

Farm Operations 6930 0 0 0 0 0 

Food Services 6940 0 0 0 0 0 

Parking 6950 420,274 6,857 413,417 0 413,417 

Student Activities 6960 0 0 0 0 0 

Student Housing 6970 0 0 0 0 0 

Other 6990 0 0 0 0 0 

Auxiliary Operations 7000 

Auxiliary Classes 7010 1,124,557 12,401 1,112,156 0 1, 112, 156 

Other Auxiliary Operations 7090 0 0 0 0 0 

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

(05) Total $34,022,728 $2,692,111 $31,330,617 $1,118,550 $30,212,067 

(06) Indirect Cost Rate: (Total Indirect Cost/Total Direct Cost) 3,70233% 

(07) Notes 

(a) Mandated Cost activities designated as direct costs per claim instructions . 
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8. 

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 Parameters and Guidelines 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 Parameters and Guidelines 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 Parameters and Guidelines specify them as allowable. If they are allowable, the 
claiming instructions for the program will specify a basis for the reimbursement. If the 
fixed asset or equipment is also used for purposes other than reimbursable activities for 
a specific mandate, only the prorata portion of the purchase price used to implement 
the reimbursable activities can be claimed. 

0) TravelExpenses 

Travel expenses are normally reimbursable in accordance with travel rules and 
regulations of the local jurisdiction. For some programs, however, the Parameters and 
Guidelines 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, 
number of private auto miles 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. 

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 
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derived by the mandate . 

A community 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. 

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 community 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 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 FORM 
INDIRECT COST RA TE FOR COMMUNITY COLLEGES FAM-29C 

(01) Claimant (02) Period of Claim 

(03) Expenditures by Activity (04) Allowable Costs 

Activity EDP Total Adjustments Total Indirect Direct 

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

Instructional Administration and 
6000 

Instructional Governance 

Academic Administration 6010 2,941,386 105,348 2,836,038 0 2,836,038 

Course and Curriculum 
6020 21,595 0 21,595 0 21,595 

Develop. 

Academic/Faculty Senate 6030 

Other Instructional 
Administration & Instructional 6090 
Governance 

Instructional Support Services 6100 

Leaming Center 6110 22,737 863 21,874 0 21,874 • Library 6120 518,220 2,591 515,629 0 515,629 

Media 6130 522,530 115,710 406,820 0 406,820 

Museums and Galleries 6140 0 0 0 0 0 

Academic Information 
6150 

Systems and Tech. 

Other Instructional Support 
6190 

Services 

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

Counseling and Guidance 6300 

Student Counseling and 
6310 

Guidance 

Matriculation and Student 
6320 

Assessment 

Transfer Programs 6330 

Career Guidance 6340 

Other Student Counseling and 
6390 

Guidance 

Other Student Services 6400 

Disabled Students Programs & 
6420 

Services 

• Subtotal $24,201,764 $1,576,523 $22,625,241 $0 $22,625,241 
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• Table 4 Indirect Cost Rate for Community Colleges (continued) 

MANDATED COST FORM 
INDIRECT COST RA TE FOR COMMUNITY COLLEGES FAM-29C 

(01} Claimant (02} Period of Claim 
(03} Expenditures by Activity (04} Allowable Costs 

Activity EDP Total Adjustments Total Indirect Direct 

Extended Opportunity 
6430 

Programs & Services 

Health Services 6440 0 0 0 0 0 

Student Personnel Admin. 6450 289,926 12,953 276,973 0 276,973 

Financial Aid Administration 6460 391,459 20,724 370,735 0 370,735 

Job Placement Services 6470 83,663 0 83,663 0 83,663 

Veterans Services 6480 25,427 0 25,427 0 25,427 

Miscellaneous Student 
6490 0 0 0 0 0 

Services 

Operation & Maintenance of 
6500 

Plant 

Building Maintenance and 
6510 1,079,260 44,039 1,035,221 72,465 962,756 

Repairs • Custodial Services 6530 1,227,668 33,677 1,193,991 83,579 1,110,412 

Grounds Maintenance and 
6550 596,257 70,807 525,450 36,782 488,668 

Repairs 

Utilities 6570 1,236,305 0 1,236,305 86,541 1,149,764 

Other 6590 3,454 3,454 0 0 0 

Planning, Policy Making, and 
6600 587,817 22,451 565,366 565,366 0 

Coordination 

General Inst. Support Services 6700 

Community Relations 6710 0 0 0 0 0 

Fiscal Operations 6720 634,605 17,270 617,335 553,184 (a) 64, 151 

Human Resources 
6730 

Management 

Noninstructional Staff Benefits 
6740 

& lneentives 

Staff Development 6750 

Staff Diversity 6760 

Logistical Services 6770 

Management Information 
6780 

Systems 

Subtotal 
\ 

$30,357,605 $1,801,898 $28,555,707 $1,397,917 $27,437, 157 
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• Table 4 Indirect Cost Rate for Community Colleges (continued) 

MANDATED COST FORM 
INDIRECT COST RA TE FOR COMMUNITY COLLEGES FAM·29C 

(01) Claimant (02) Period of Claim 

(03) Expenditures by Activity (04) Allowable Costs 

. Activity EDP Total Adjustments Total Indirect Direct 

General Inst Sup. Serv. (cont.) 6700 

Other General Institutional 
6790 

Support Services 

Community Services and 
6800 

Economic Development 

Community Recreation 6810 703,858 20,509 683,349 0 683,349 

Community Service Classes 6820 423,188 24,826 398,362 0 398,362 

Community Use of Facilities 6830 89,877 10,096 79,781 0 79,781 

Economic Development 6840 

Other Community Svcs. & 
6890 

Economic Development 

• Ancillary Services 6900 

Bookstores 6910 0 0 0 0 0 

Child Development Center 6920 89,051 1,206 87,845 0 87,845 

Farm Operations 6930 0 0 0 0 0 

Food Services 6940 0 0 0 0 0 

Parking 6950 420,274 6,857 413,417 0 413,417 

Student and Co-curricular 
6960 0 0 0 0 0 

Activities 

Student Housing 6970 0 0 0 0 0 

Other 6990 0 0 0 0 0 

Auxiliary Operations 7000 

Contract Education 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 $1,397,917 $30,212,067 

(06) Indirect Cost Rate: (Total Indirect Cost/Total Direct Cost) 4.63% 

(07) Notes 

(a) Mandated Cost activities designated as direct costs per claim instructions. 

• (b) 7% of Operation and Maintenance of Plant costs are shown as indirect in accordance with claiming instructions. 
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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 P's & G's for the 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. 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 pro rata 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 P's & G's specify them as allowable. If they are allowable, the parameters and 
guidelines 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 pro rata portion of the purchase price used to implement the 
reimbursable activities can be claimed. 

U) TravelExpenses 

Travel expenses are normally reimbursable in accordance with travel rules and 
regulations of the local jurisdiction. For some programs, however, the P's & G's 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, 
number of private auto miles 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. To be allowable, a cost must be allocable to a particular cost objective. 
Indirect costs must be distributed to benefiting cost objectives on bases which produce an equitable 
result related to the benefits derived by the mandate. 

A CCD may claim indirect costs using the Controller's methodology (FAM-29C) outlined in the 
following paragraphs. If specifically allowed by a mandated program's P's & G's, a district may 
alternately choose to claim indirect costs using either (1) a federally approved rate prepared in 
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accordance with Office of Management and Budget (OMB) Circular A-21, Cost Principles for 
Educational Institutions; or (2) a flat 7% rate. 

The SCO developed FAM-29C to be consistent with OMB Circular A-21, cost accounting principles 
as they apply to mandated cost programs. The objective is to determine an equitable rate to 
allocate administrative support to personnel who performed the mandated cost activities. The 
FAM-29C methodology uses a direct cost base comprised of salary and benefit costs and operating 
expenses. Form FAM-29C provides a consistent indirect cost rate methodology for all CCD's 
mandated cost programs. 

FAM-29C uses total expenditures that districts report in their California Community Colleges Annual 
Financial and Budget Report (CCFS-311), Expenditures by Activity for the General Fund -
Combined. The computation excludes Capital Outlay and Other Outgo in accordance with OMB 
Circular A-21. The indirect cost rate computation includes any depreciation or use allowance 
applicable to district buildings and equipment. Districts calculate depreciation or use allowance 
costs separately from the CCFS-311 report and should calculate them in accordance with OMB 
Circular A-21. 

OMB Circular A-21, Section C.4, states that cost is allocable to a particular cost objective in 
accordance with the relative benefits received. Also, Section E.2.b. states that the overall objective 
of the cost allocation process is to distribute indirect costs to the institution's major functions in 
proportions reasonably consistent with their use of the institution's resources. In addition, Section 
E.2.c. notes that where certain items or categories of expense relate to less than all functions, such 
expenses should be set aside for selective allocation . 

OMB Circular A-21, Section H, describes a simplified method for indirect cost rate calculations. 
However, Section H.1.b. states that the simplified method should not be used where it produces 
results that appear inequitable. As previously noted, FAM-29C strives to equitably allocate 
administrative support costs to personnel that perform mandated cost activities claimed by CCD. 
For example, library costs and department administration expenses,· normally classified fully or 
partly as indirect costs in OMB Circular A-21, are instead classified as direct costs for FAM-29C .. 
These costs do not benefit mandated cost activities. In summary, FAM-29C indirect costs include 
Operation and Maintenance of Plant; Planning, Policy Making, and Coordination; General 
Institutional Support Services (excluding Community Relations); and depreciation or use allowance. 
Community Relations includes fundraising costs, which are unallowable under OMB Circular A-21. 
If the district claims any costs from these indirect accounts as a direct mandate-related costs, the 
same costs should be reclassified as direct on FAM-29C. 

Table 4 presents an example of the FAM-29C methodology . 
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Table 4: Indirect Cost Rate for Communitv Colleaes 
MANDATED COST 

INDIRECT COST RA TE FOR COMMUNITY COLLEGE DISTRICTS 
FORM 

FAM 29-C 
(1) Claimant 

Instruct. Admin. & Instruct. Governance 
Instructional Support Services 

dmissions and Records 
Student Counseling and Guidance 
Other Student Services 
Operation and Maintenance of Plant 
Planning, Policy Making, and Coordination 
General Institutional Support Services 

Community Relations 
Fiscal Operations 
Human Resources Management 
Non-instructional Staff Retirees' Benefits and 
Retirement Incentives 
Staff Development 
Staff Diversity 
Logistical Services 
Management Information Systems 
Other General Institutional Support Services 

Community Services and Economic Development 
nciliary Services 
uxiliary Operations 

Depreciation or Use Allowance - Building 
Depreciation or Use Allowance - Equipment 

otals 

Indirect Cost Rate (A)/(B) 

Revised 12105 

Total Costs 
EDP Per CCFS-311 

599 $ 51 ,792,408 
6000 6,882,034 
6100 4,155,095 
6200 2,104,543 -
6300 4,570,658 
6400 5,426,510 
6500 8,528,585 
6600 5,015,333 
6700 
6710 885,089 
6720 1,891,424 
6730 1,378,288 

6740 1,011,060 
6750 108,655 
6760 30,125 
6770 2,790,091 
6780 2,595,214 
6790 33,155 
6800 340,014 
6900 1,148,730 
7000 

$100,687,011 

(02) Period of Claim 

Less: Capital FAM29-C 
Outlay and Adjusted 

OtherOut o Total Indirect Direct 
$ (230,904) $ 51,561,504 $ 51,561,504 

(216,518) 6,665,516 6,665,516 
(9,348) 4,145,747 4,145,747 
(3,824) 2,100,719 2,100,719 
(1,605) 4,569,053 4,569,053 

(41,046) 5,385,464 5,385,464 
(111,743) 8,416,842 ....... 4,991,673 

• (6,091) 878,998 
(40,854) 1,850,570 
(25,899) 1,352,389 

1,011,060 1,011,060 
(8,782) 99,873 99,873 

30,125 30,125 
(244,746) 2,545,345 2,545,345 
(496,861) 2,098,353 2,098,353 

(4,435) 28,720 28,720 
340,014 

(296) 1,148,434 

$ (1,466,612) $ 99,220,399 $26,752,087 $ 76,795,449 

(B) (A) 

34.84% 
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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 P's & G's for the 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. 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 pro rata 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 P's & G's specify them as allowable. If they are allowable, the parameters and 
guidelines 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 pro rata portion of the purchase price used to implement the 
reimbursable activities can be claimed. 

ij) TravelExpenses 

Travel expenses are normally reimbursable in accordance with travel rules and 
regulations of the local jurisdiction. For some programs, however, the P's & G's 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, 
number of private auto miles 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. To be allowable, a cost must be allocable to a particular cost objective. 
Indirect costs must be distributed to benefiting cost objectives on bases which produce an equitable 
result related to the benefits derived by the mandate. 

A CCD may claim indirect costs using the Controller's methodology (FAM-29C) outlined in the 
following paragraphs. If specifically allowed by a mandated program's P's & G's, a district may 
alternately choose to claim indirect costs using either (1) a federally approved rate prepared in 
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accordance with Office of Management and Budget (OMB) Circular A-21, Cost Principles for 
Educational Institutions; or (2) a flat 7% rate. 

The SCO developed FAM-29C to be consistent with OMB Circular A-21, cost accounting principles 
as they apply to mandated cost programs. The objective is to determine an equitable rate to 
allocate administrative support to personnel who performed the mandated cost activities. The 
FAM-29C methodology uses a direct cost base comprised of salary and benefit costs and operating 
expenses. Form FAM-29C provides a consistent indirect cost rate methodology for all CCD's 
mandated cost programs. 

FAM-29C uses total expenditures that districts report in their California Community Colleges Annual 
Financial and Budget Report (CCFS-311), Expenditures by Activity for the General Fund -
Combined. The computation excludes Capital Outlay and Other Outgo in accordance with OMB 
Circular A-21. The indirect cost rate computation includes any depreciation or use allowance 
applicable to district buildings and equipment. Districts calculate depreciation or use allowance 
costs separately from the CCFS-311 report and should calculate them in accordance with OMB 
Circular A-21. 

OMB Circular A-21, Section C.4, states that cost is allocable to a particular cost objective in 
accordance with the relative benefits received. Also, Section E.2.b. states that the overall objective 
of the cost allocation process is to distribute indirect costs to the institution's major functions in 
proportions reasonably consistent with their use of the institution's resources. In addition, Section 
E.2.c. notes that where certain items or categories of expense relate to less than all functions, such 
expenses should be set aside for selective allocation. 

OMB Circular A-21, Section H, describes a simplified method for indirect cost rate calculations. 
However, Section H.1.b. states that the simplified method should not be used where it produces 
results that appear inequitable. As previously noted, FAM-29C strives to equitably allocate 
administrative support costs to personnel that perform mandated cost activities claimed by CCD. 
For example, library costs and department administration expenses, normally classified fully or 
partly as indirect costs in OMB Circular A-21, are instead classified as direct costs for FAM-29C. 
These costs do not benefit mandated cost activities. In summary, FAM-29C indirect costs include 
Operation and Maintenance of Plant; Planning, Policy Making, and Coordination; General 
Institutional Support Services (excluding.Community Relations); and depreciation or use allowance. 
Community Relations includes fundraising costs, which are unallowable under OMB Circular A-21. 
If the district claims any costs from these indirect accounts as a direct mandate-related costs, the 
same costs should be reclassified as direct on FAM-29C. 

Table 4 presents an example of the FAM-29C methodology . 
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Table 4: Indirect Cost Rate for Communi 

INDIRECT COST RA TE FOR COMMUNITY COLLEGE DISTRICTS 
FORM 

FAM 29-C 
(1) Claimant 

IActivi 
Instructional Activities 
Instruct. Admin. & Instruct. Governance 
Instructional Support Services 

dmissions and Records 
Student Counseling and Guidance 
Other Student Services 
Operation and Maintenance of Plant 
Planning, Policy Making, and Coordination 
General Institutional Support Services 

Community Relations 
Fiscal Operations 
Human Resources Management 
Non-instructional Staff Retirees' Benefits and 
Retirement Incentives 
Staff Development 
Staff Diversity 
Logistical Services 
Management Information Systems 
Other General Institutional Support Services 

Community Services and Economic Development 
nciliary Services 
uxiliary Operations 

Depreciation or Use Allowance - Building 
Depreciation or Use Allowance - Equipment 

Totals 

Indirect Cost Rate (A)/(B) 

Revised 12/06 

Total Costs 
EDP Per CCFS-311 

599 $ 51,792,408 
6000 6,882,034 
6100 4,155,095 
6200 2,104,543 
6300 4,570,658 
6400 5,426,510 
6500 8,528,585 
6600 
6700 

885,089 
6720 1,891,424 
6730 1,378,288 

6740 1,011,060 
6750 108,655 
6760 30,125 
6770 2,790,091 
6780 2,595,214 
6790 33,155 
6800 340,014 
6900 1,148,730 
7000 

$100,687,011 

(8,782) 

(244,746) 
(496,861) 

(4,435) 

(296) 

(02) Period of Claim 

FAM 29-C 
Adjusted 

Total 
$ 51,561,504 

6,665,516 
4,145,747 
2,100,719 
4,569,053 
5,385,464 
8,416,842 
4,991,673 

878,998 
1,850,570 
1,352,389 

1,011,060 
99,873 
30,125 

2,545,345 
2,098,353 

28,720 
340,014 

1,148,434 

Indirect 

1,011,060 
99,873 
30,125 

2,545,345 
2,098,353 

28.720 

$ (1,466,612) $ 99,220,399 $26,752,087 

(A) 

34.84% 

Direct 
$ 51,561,504 

6,665,516 
4,145,747 
2,100,719 
4,569,053 
5,385,464 

$ 76, 795,449 

(B) 
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Hearing: 5/25/89 
File Number: CSM-4206 
Staff: Deborah Fraga-Decker 
WP 0366d 

PROPOSED PARAMETERS ANO GUIDELINES AMENDMENTS 
Chapter 1, Statutes of 1984, 2nd E.S. 

Chapter 1118, Statutes of 1987_,......-­
Health Fee Elimination ,_..., 

Executive Su11111ary 

At its hearing of November 20, 1986, the Comnission on State Mar.dates found 
that Chapter 1, Statutes of 1984, 2nd E.S., imposed state mandated costs upon 
local coR111unity college districts by (1) requiring those comnunity college 
districts which provided health services for which it was authorized to and 
did charge a fee to maintain such health services at the level provided during 
the 1983-84 fiscal year in the 1984-85 fiscal year and each fiscal year 
thereafter and (2) repealing the district's authority to charge a health fee. 
The requirements of this statute would repeal on December 31, 1987, unless 
subsequent legislation was enacted. 

Chapter 1118, Statutes of 1987, was enacted September 24, 1987, and became 
effective January l, 1988. Chapter 1118/87 modified the requirements 
contained in Chapter 1/84, 2nd E.S., to require those collll!unity college 
districts which provided health services in fiscal year 1986-87 to maintain 
such health services in the 1987-88 fiscal year and each fiscal year 
thereafter. Additionally, the language contained in Chapter 1/84, 2nd E.S., 
which repealed the districts' authority to charge a health fee to cover the 
costs of the health services program was allowed to sunset. thereby 
reinstating the districts' authority to charge a fee as specified. Parameters 
and guidelines amendments are appropriate to address the changes contained in. 
Chapter 1118/87 because this statute amended the same Education Code sections 
previously enacted by Chapter 1/84, 2nd E.S., and found to contain a mandate. 

Conmission staff included the Department of Finance suggested non-substantive 
amendment to the staff's proposed parameters and guidelines amendments. The 
Chancellor's Office, the State Controller's Office, and the claimant are in 
agreement with these amendments. Therefore, staff rec011111ends that the 
Comnission adopt the parameters and guidelines amendments as requested by the 
Chancellor's Office and as developed by staff. 

Claimant 

Rio Hondo Conmunity College District 

Requesting Party 

California Colllllunity Colleges Chancellor's Office 
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Chronology 

12/2/85 

7/24/86 

11 /20/86 

1/22/87 

4/9/87 

8/27/87 

l 0/22/87 

9/28/88 

- 2 -

Test Claim filed with CollDllission on State Mandates. 

Test Claim continued at claimant's request. 

Conmission approved mandate. 

Conmission adopted Statement of Decision. 

Claimant submitted proposed parameters and guidelines. 

Commission adopted parameters and guidelines 

Comnission adopted cost estimate 

Mandate funded in CoR1J1ission 1 s Claims Bill, Chapter 1425/88 

Surrmary of Mandate 

Chapter 1/84, 2nd E.S., effective July 1, 1984, repealed Education Code (EC) 
Section 72246 which had authorized conmunity·college districts to charge a 
health fee for the purpose of providing health supervision and services, 
direct and indirect medical and hospitalization services, and operation of 
student health centers. The statute also required that any conmunity college 
district which provided health services for which it w~s authorized to charge 
a fee shall maintain health services at·the level provided during the 1983-84 
fiscal year in the 1984-85 fiscal year and each fiscal year thereafter. 

Prior to the passage of Chapter 1/84, 2nd E.S., the implementation of a health 
services program was at the local co11111unity college district's option. _If 
implemented, the respective comunity college district. had the authority to· 
charge a health fee up to $7.50 per semester for day and evening students, and 
$5 per su11111er session. 

Proposed Amendments 

The Cornnunity Colleges Chancellor's Office (Chancellor's Office) has requested 
parameters and guidelines amendments be made to address the changes in 
mandated activities effectuated by Chapter 1118/87. (Attachment G) In order 
to expedite the process. staff has developed language to accomplish the 
following: {1) change the eligible claimants to those co11111unity college 
districts which provided a health services program in fiscal year 1986-87; and 
(2) change the offsetting savings and other reimbursements to include the 
reinstated authority to charge a health fee. (Attachment B} 

Reconmendations 

The Department of Finance (DOF) proposed one non-substantive amendment to 
clarify the effect of the· fee authority language on the scope of the 
reimbursable costs. With this amendment, the DOF beli~ves the amendments to 
the parameters and guidelines are appropriate for this mandate and reconnends 
the Conmission adopt them. (Attachment C) 

., 
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The Chancellor's Office recolllllends that the Comnission approve the amended 
parameters and guidelines developed by staff with the additional language 
suggested by the DOF. (Attachment D) 

The State Controller's Office (SCO}, upon review of the proposed amendments, 
finds the proposals proper and acceptable. (Attachment E} 

The claimant, in its reconmendation, states its belief that the revisions are 
appropriate and concurs with the proposed changes. (Attachment F) 

Staff Analysis 

Issue l: Eligible Claimants 

The mandate found in Chapter 1/84, 2nd E.S., was for a new program with a 
required maintenance of effort at the fiscal year 1983-84 level. Chapter 
1118/87 superseded that level of service by requiring that co11111unity college 
districts which provided a health services program in fiscal year 1986-87 
maintain that level of effort in fiscal year 1987-88 and each subsequent year 
thereafter. Additionally, this expanded the group of eligible claimants 
because the requirement is no longer imposed on only those conmunity college 
districts which had charged a health fee for the program. At the time of 
enactment of Chapter 1118/87, there were 11 conmunity college districts which 
provided the health services program but had never charged a health fee for 
the service • 

Therefore, staff has amended the language in Item III. 11 Eligible Claimants 11 to 
reflect this change in the scope of the mandate. 

Issue 2: Reimbursement Alternatives 

In response to Chapter 1/84, 2nd E.S., Item VI.B. contained two alternatives 
for claiming reimbursement costs. This gave claimants a choice between 
claiming actual costs for providing the health services program, or funding 
the program as was done prior to the mandate when a health fee could be 
charged. 

The first alternative was in Item VI.B.l. and provided for the use of the 
fonnula which the eligible claimants were authorized to utilize prior to the 
implementation of Chapter 1/84, 2nd E.S.--total eligible enrollment multiplied 
by the health fee charged per student in fiscal year 1983-84. With the sunset 
of the repeal of the health fee authority as contained in Chapter 1/84, 
2nd E.S., claimants can now charge the health fee as was allowed prior to 
fiscal year 1983-84, thereby funding the program as was done prior to the 
mandate. Therefore, this alternative is no longer applicable to this mandate 
and has been deleted by staff. 

The second alternative was in Item VI.B.2. and provided for the c1aiming of 
actual costs involved in maintaining a health services program at the fiscal 
year 1983-84 level. This alternative is now the sole method of reimbursement 
for this mandate. However, it has been amended to reflect that 
Chapter 1118/87 requires a maintenance of effort at the fiscal year 1986-87 
level. 
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Issue 3: Offsetting Savings and Other Reimbursements 

With the sunset of the repeal of the fee authority contained in Chapter 1/84, 
2nd E.S., Education Code (EC) section 72246(a) again provides community 
college districts with the authority to charge a health fee as follows: 

11 72246.(a) The governing board of a district maintaining a community 
college may require co11111unity college students to pay a fee in the total 
amount of not more than seven dollars and fifty cents ($7.50) for each 
semester, and five dollars ($5) for sunmer school, or five dollars ($5) 
for each quarter for health supervision and services, including direct or 
indirect medical and hospitalization services, or the operation of a 
student health center or centers, authorized by Section 72244, or both. 11 

Staff amended Item "VII I. Offsetting Savings and Other Reimbursements11 to 
reflect the reinstatement of this fee authority. 

In response to that amendment, the DOF has proposed the addition of the 
following language to Item VIII. to clarify the impact of the fee authority on 
claimants' reimbursable costs: 

11 1 f a claimant does not levy the fee authorized by Education Code Section 
72246(a), it shall deduct an amount equal to what it would have received 
had the fee been l evi eel. 11 

Staff concurs with the DOF proposed language which does not substantively 
change the scope of Item VIII. 

Issue 4: Editorial Changes 

In preparing the proposed parameters and guidelines amendments. it was not 
necessary for staff to make any of the normal editorial changes as the 
original parameters and guidelines contained the language usually adopted by 
the commission. 

Staff, the DOF, the Chancellor's Office, the SCO, and the claimant are in 
agreement with the recomnended amendments which are shown in Attachment A with 
additions indicated by underlining and deletions by strikeout. 

Staff Reconmendation 

Staff reco11111ends the adoption of the staff's proposed parameters and 
guidelines amendments, which are based on the original parameters and 
guidelines adopted in response to Chapter l/84, 2nd E.S., and amended in 
response to Chapter 1118/87, as well as incorporating the amendment 
reconmended by the DOF. All parties concur with these amendments . 

.. 
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Adopted: 8/27/87 

PARAMETERS AND GUIDELINES 
Chapter 1118, Statutes of 198~7i/l~dl/il$1 

~alth Fee Elimination 

I. SUMMARY OF MANDATE 

CSM Attachment A 

Chapter l, Statutes of 1984, 2nd E.S. repealed Education Code Section 
72246 which had authorized community college districts to charge a 
health fee for the purpose of providing health supervision and services, 
direct and indirect medical and hospitalization services, and operation 
of student health centers. This statute also required that health 
services for which a conmunity college district charged a fee during the 
1983-84 fiscal year had to be maintained at that level in the 1984-85 
fiscal year and every year thereafter. The provisions of this statute 
would automatically repeal on December 31, 1987, which would reinstate 
the coD111unity colleges districts' authority to charge a health fee as 
spec1f1ed. ' 

Chapter 1118, Statutes of 1987, amended Education Code section 72246 to 
require any co11111unity college district that provided health services in 
1986-87 to maintain health services at the level provided during the 
1986-87 fiscal year 1n 1987-88 and each f1scal year thereafter. 

II. COMMISSION ON STATE MANDATES' DECISION 

At its hearing on November 20, 1986, the CoD111ission on State Mandates 
detenni ned that Chapter 1, Statutes of 1984, 2nd E. S. imposed a "new 
program" upon community college districts by requiring any community 
college district which provided health services for which it was 
authorized to charge a fee pursuant to fonner Section 72246 in the 
1983-84 fiscal year to maintain health services at the level provided 
during the 1983-84 fiscal year in the 1984-85 fiscal year and each 
fiscal year thereafter. This maintenance of effort requirement applies 
to all community college districts which levied ~ health services fee in 
the 1983-84 fiscal year, regardless of the extent to which the health 
services fees collected offset the actual costs of providing health 
services at the 1983-84 fiscal year level. 

At its hearing of April 27, 1989, the Colllilission detenni ned that Chapter 
1118, statutes of 1987, amended this maintenance of effort requirement 
to apply to all community college districts which provided health 
serv1ces ln f1scal year 1986-87 and required them to ma1nta1n that level 
in fiscal year 1987-88 and each fiscal year thereafter. 

III. ELIGIBLE CLAIMANTS 

Conununity college districts which provided health services f¢t/f~~in 
198~6-8~7 fiscal year and continue to provide the same services as 
a result-of this mandate are eligible to claim reimbursement of those 
costs • 
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IV. PERIOD OF REIMBURSEMENT 

Chapter 1, Statutes of 1984, 2nd E.S., became effective July 1. 1984. 
Section 17557 of the Government Code states that a test claim must be 
submitted on or before November 30th following a given fiscal year to 
establish for that fiscal year. The test claim for this mandate was 
filed on November 27, 1985; therefore, costs incurred on or after 
July 1, 1984, are reimbursable. Chapter 1118, Statutes of 1987, became 
effective January 1, 1988. Title 2, Ca11fornia Code Of Regulations, 
section 1185.3(a) states that a parameters and gu1delines amendment 
filed before the deadline for in1t1al claims as specif1ed in the 
Claiming Instructions shall apply to all years eligible for 
re1mbursement as defined in the original parameters and guidelines; 
therefore, costs 1 ncurred on or after January 1, 1988, for Cha ter 1118, 

a u es o , are re1m ursa e. 

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

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

V. REIMBURS~~i"1ABLE COSTS 

A. Scope of Mandate 

Eligible colllDunity college districts shall be reimbursed for the 
costs of providing a health services program~ft"0~tlt"e/j~t~¢tfti 
td/1~'/ili/fe~. Only services provided f0r/f~~/in 
198~~-'2. fiscal year may be claimed. 

B. Reimbursable Activities 

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

ACCIDENT REPORTS 

APPOINTMENTS 
College Physician - Surgeon 

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

EXAMINATIONS (Minor Illnesses) 
Recheck Minor Injury 

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

FIRST AID (Major Emergencies) 

FIRST AID (Minor Emergencies) 

FIRST AID KITS (Filled) 

Iff.1UN IZATIONS 
Diptheria/Tetanus 
Measles/Rubella 
Influenza 
Information 

INSURANCE 
On Campus Accident 
Voluntary 
Insurance Inquiry/Claim Administration 
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LABORATORY TESTS DONE 
Inquiry /Interpretation 
Pap Smears 

PHYSICALS 
Employees 
Students 
Athletes 

- 4 -

MEDICATIONS (dispensed OTC for misc. illnesses) 
Antacids 
Antidiarrhial 
Antihistamines 
Aspirin, Tylenol, etc. 
Skin rash preparations 
Mi SC. 
Eye drops 
Ear drops 
Toothache - Oi 1 cloves 
Stingkill 
Midol - Menstrual Cramps 

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

REFERRALS TO OUTSIDE AGENCIES 
Private Medical Doctor 
Health Department 
Clinic 
Dental 
Counseling Centers 
Crisis Centers 
Transitional Living Facilities (Battered/Homeless Women) 
Family Planning Facilities 
Other Health Agencies 

TESTS 
Blood Pressure 
Hearing 
Tuberculosis 

Reading 
Infonnation 

Vision 
Gl ucometer 
Urinalysis 
Hemoglobin 
E.K.G. 
Strep A testing 
P.G. testing 
Mono spot 
Hemacult 
Mi SC. 
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MISCELLANEOUS 
Absence Excuses/PE Waiver 
Allergy Injections 
Banda ids 
Booklets/Pamphlets 
Dressing Change 
Rest 
Suture Removal 
Temperature 
Weigh 
Misc. 
Infonnation 
Report/Fonn 
Wart Removal 

COMMITTEES 
Safety 
Envi romenta 1 
Disaster Planning 

SAFETY DATA SHEETS 
Central file 

X-RAY SERVICES 

COMMUNICABLE DISEASE CONTROL 

BODY FAT MEASUREMENTS 

MINOR SURGERIES 

SELF-ESTEEM GROUPS 

MENTAL HEALTH CRISIS 

AA GROUP 

- 5 -

ADULT CHILDREN OF ALCOHOLICS GROUP 

WORKSHOPS 
Test Anxiety 
Stress Management 
Conmunication Skills 
Weight Loss 
Assertiveness Skills 

VI. CLAIM PREPARATION 

Each claim for reimbursement pursuant to this mandate must be timely 
filed and set forth a list of each item for which reimbursement is 
claimed under this mandate.//i1f~f~1¢1¢7it~i~ti/~iy/¢1if~/¢0tt'/~~~¢r 
0~¢/¢f lt~¢/i1t¢triit11¢,tllf11/V¢¢/i~¢~ritl-t¢~i0~'1i/¢¢17¢¢t¢~/-~r 
't~~;~t1i~dl¢rir011~;ritl¢¢-~t110r1vi11ttt~i11t0,tt1011,t0wrt~1 
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A. Desc·ription of Activity 

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

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

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

4. Show the total number of part-time students enrolled in the su111Der 
program. 

Claimed costs should be supported by the following infonnation: 

~1ter~'t11t11111veet!P~1;;~t1;1i;r1ette~11n11~B11~~1vt~ti111eitl 

11 v;~t~Y1t•11ette~11~1tH,11~~11~~1ttit,r11eitlt~1t~~;~rt 
t"e1HeiJtH!ter11t;t1-r~sri~1 · 

'/./ 

~7ter~i:'l:Ue/U//Actua1 Costs of Claim Year for Providing 
1981.§..-8'2. Fiscal Year Program Level of Service. 

1. Employee Salaries and Benefits 

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

2. Services and Supplies 

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

3. Allowable Overhead Cost 

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

• 
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For auditing purposes, all costs claimed must be traceable to source 
documents and/or worksheets that show evidence of the validity of such 
costs. This would include documentation for the fiscal year 
198~6-817 program to substantiate a maintenance of effort. These 
documents must be kept on file by the agency submitting the claim for a 
period of no less than three years from the date of the final payment of 
the claim pursuant to this mandate, and made available on the request of 
the State Controller or his agent. 

VIII. OFFSETTING SAVINGS AND OTHER REIMBURSEMENTS 

Any offsetting savings the claimant experiences as a direct result of 
this statute must be deducted from the costs claimed. In addition, 
reimbursement for this mandate received from any source, e.g., federal, 
state, etc., shall be identified and deducted from this claim. This 
shall include the amount of $7.50 per full-time student per semeS'fer, 
$5.00 per tul 1-trnie student for summer school, or $5.00 per tul 1-bme 
student per quarter, as authorized by Education Code section 72246(a). 
Th1s shall also include payments (fees) ~iw received from individuals 
other than students who wefeare not covered by f~'/V!.et Education 
Code Section 72246 for healtllServices. 

IX. REQUIRED CERTIFICATION 

0350d 

The following certification must accompany the claim: 

I DO HEREBY CERTIFY under penalty of perjury: 

THAT the foregoing is true and correct: 

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

and 

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

Signature of Authorized Representative Date 

Title Telephone No. 

257



CSM Attachircnt. B . . . .. . ·.; . 

CHANCELLOR'S OFFICE GEORGE OEUKMEJIAN, Gowmor 

CALIFO.RNIA COMMUNITY COLLEGES 
11 f11 NINTH STREET 

•

CRAMENTO, CALIFORNIA 95814 
16) "5·87$2 445-1163 

• 

• 

February 22, 1989 

Mr. ~obert W. Eich 
Executive Director 
Commission on State Mandates 
1130 "K" Street, Suite LLSO 
Sacramento, CA 95814-3927 

Dear Mr. Eich: 

As you know, the Commission on Auqust 27~ 1987 adopted 
Parameters and Guidelines for claiminq reimbursements of 
mandated costs related to community college health 
services. Fees formerly collected by community colleges 
had been eliminated by Chapter 1, Statutes of 1984, 
Second Extraordinary Session. Last.year's mandate claims 
bill (AB 2763) included funding to pay all these claims 
through 1988-89. 

The Governor's partial approval of AB 2763 last September 
included a stipulation that claims for the current year 
would be paid this fiscal year, but prior-year claims 
will be paid in equal installments from the next three 
budget acts. The Governor did not address the fact that 
the ongoing costs of providing the mandated level of 
service will continue to exceed the maximum permissible 
fee of $7.50 per-student per semester. 

On behalf of all eligible community colleqe districts, 
the Chancellor's Office proposes the following chanqes in 
the Parameters and Guidelines: 

o Payment of 1988-89 mandated costs in excess of 
maximum permissible fees. (This amount is payable 
from AB 2763.) 

o Payment of all prior-year claims in installments 
over the next three years. (Funds for these 
payments will be included in the next 3 budget 
acts.) 

o Payment of future-years mandated costs in excess of 
the maximum permissible fees. (No funding has yet 
been provided for these costs.} 
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Mr. Eich 2 1 February 22, 1989 

If you have any questions regarding this proposal, please 
contact Patrick Ryan at (916) 445-1163. 

Sincerely, 

~ ()JJ'l. d. 1·1fu.At3 
DAVID MERTES 
Chancellor 

DM:PR:mh 

cc: ~borah Fraga-Decker, CSM 
Douglas Burris 
Joseph Newmyer 
Gary Cook 
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·· :~ r ofCalifemlG 

!'tr\emorandum 

iijarch 22, 1989 

Deborah Fraga-Decker 
Program Analyst 
·'.'.011tnission on State Mandates 

Proposed Amendments to Parameter~ and Guidelines for Cla1m No. CSM··4206 -- Chapter 
1, Statutes of 1984, 2nd E.S. and Chapter 1118, Statutes of 1987 -- Health Fee 
E11ininat1on 

?ursuant to your request, the Department of ·Ffnance has revie~d the proposed 
.1mendments to the parameters and gu1delf nes related to comun1ty college heal th 
services. These amendments, which are requested by the Chancellor's. Officet 
reflect the ;mpact that Chapter 1118/87 has on the original parameters adopted by 
the COnmission for Chapter 1/84 on August 27. 1987. Specifically, Chapter 1118/87: 

('} requires districts which were providing health services in 1986-87, ratner 
thari 1983-84, .to ... continue. to __ prov;de .s.uch ser.v1ces .. i.rrespective of 
whether or not a fee was charged ~or the services; and 

(2) allows all districts to aga;n charge a fee of up to $7.SC per student for 
the services. In this regard, we would point out that the proposed 
amendment to "VIII. Offsetting Savings, and Other Reimbursements" could 
be interpreted to require that, 1.if a district elected not to charge fees 
it would not have to deduct anything frOll 1ts claim. We believe that, 
pursuant to Section 17556 {d) of the Government Code, an amoont equal to 
$7.50 per student must be deducted whether or not it is actual1y charged 
since the district has the authority to levy the fee. We· suggest that th@ 
fo 11 owi'ng 1 anguage be added as a second paragraph under "VIII•: 11 If a 
claimant does not levy the fee authorized by Education Code Section 
72246 (a), ft shall deduct an amount equal to what it would hav~ received 
had the fee been 1 ev1 ed ~ 11 

. 

With the amendment described above, we believe the amendments to the parameters and 
guidelines are appropriate for thfs mandate and reco11111end the comrn~ssion adopt them 
lt its April 27, 1989, meeting. 

Any questions regarding this rec0111Rendation should be d1rec~d to James M. Apps or 
Kim Clement of my staff at 324-0043. 

A~~ 
Fred Klass 
Assistant Program Budget Manager 

cc: see second page 

....___ ____ --- .. 
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~c: G1en Beatie, Stat· ~ontro11er's Offi~e 
Pat Ryan, Chancel ,~·s Office, eo.tun1ty College 
Juliet Musso, Legislative Analyst's Office 
Richard Fr~nk, Attorney General 

LR:l 988-2 

--··· 
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;· . !FORNIA COMMUNITY COLLEGES 
·lNTi-1 STREET 
•·rNTO, CAJ.lt~~~ ~5814 
, :-875:2 145-llbJ 

: pril 3, 1989 

~r. Robert W. Eich 
Executive Director 
:ommission on State Mandates 

·c K Street, Suite LLSO 
~cramento, CA 95814 

'-.tte:nti.::.n: Ms. Deborah Fraga-Decker 

.~llbject: CSM 4206 
Amendments to Parameters and Guidelines 
Chapter l, Statues of 1904, 2nd E.S. 
Chapter 110, Statues of 1987 
Health Fee Elimination 

')ear Mr. Eich: . 

csM At tac'1ment n 

. n response to your request of March B, we have rev:i (!Wed th~ !>ropcsed 
language. chanqea n~cessary to amend the existing parameters and 
guidelines to meet the requirements of Chapte~ 1118, Statutes of 1997. 

i'he Department of Finance has also provided us a copy of :~heir 
'l:;g~!;tion to add the following language in part VIII: "I£ a claiman.t 
~oes not. levy the fee aut11orized by Education Code Section 7224.6{ a}, 
it shall deduct an amount equal to what it would have received ~ad the 
""ee been levied." Th:i.s office concurs with their suggestion which is 
consistent with the lnw and with our request of 'ebruary 22. 

'. ·::'.1 the additional languatJe suggested by the Departme11t C•f Financ~, 
.he Chancellor's Office :recommends approval 0£ the a~ne11ded pa:rametE1rs 

and guidelines as drafted for presentation to the Commis!":'ion on 
\pril 27, 1989. 

:~ incerel y, 

I)a.iAd i~ 
:JAVID MERTES 
Cha.ncell.or 

.JM:PR:rnh 

cc: ~Tim Apps, Department of Finance 
Glen Beatie, State Controller's Office 
Richard Frank, Attorney General's Office 
J~liet Muso, Leg:slative Analyst's Office 
Douqlae Burr:i.s 
,Joseph Newmyer 
Cary Cook 

262



• 

• 

• 

GRAY DAVIS 

'1l4mtmIJ.er of tlte jitm af aialtfnmia 
P.O. BOX SM28!SO 

SACIUMENTO, CA 9"'25C>0001 

Ap't'il 3, 1989 

·~· Deborah Fraga-Decker 
Program Analyst 
Commission on State Mandate$ 
1130 K Street, Suite LLSO 
Sacramento, CA 95814 

.; .. :· Ms. Fraga-Decker: 

APR 0 51989 

R:E: Proposed Amendments to P(lrameters and Guidelines~ Chapter 1/84, 2nd 
E.S., and Chapter 1118/87 - Health~ Elimination 

We have reviewed the amendments proposed on the·above subject and fin~ the 
?roposals proper and acceptable. 

However, the Commission may vish to clarify section "VI!I. OFfSETU:NG SAVINGS 
AND OTHJm. REIMBURSEMENTS" that the required offset is the amount received or 
would have received per student in the claim yaar. 

~l you have any questions, please call Glen Beatie at 3-8137. 

s rcerely' 

~"-''\1\,1. ~!.¥ 
~~~ Haas, Assistant Chief 
J:ti.Jision of Accounting 

GH/GB:dvl 

SCB1822 
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Dear Deborah: 
. . . . ... : . ',. . :·: .. :~ .. :· .. :-:);,::< .[\.-:.\{ 

We haye reviewed your letter of March 7 to Chanc~l10r)>avi<:l·J'1~l;'~~:~/J;fl~:·( 
the. atta~hed amendments to the hea 1th f~e parameter~. an~ 9µ~.J:l~Ji~~:~.~);:~e 
be11e.ve these revisions to be 11ost appropriate and.contu't" .~-ot·(ll)Y~Wltb·. 
the.- thang~s you have proposed. · · ,: ' .< ~~ ~/ ;_ : : , · 

I "·.: ·.: • ., .:,,·. 

I wo~~ld 11 ke to thank you again for your expertise and helpf~1:~~~~:~(J·.< 
thro1,1ghout this entire process. · '::'.'.;._:.;:::·,:·' : 

Yours trulyt 

111 /, 
ood . 

Vii:·e ;Presi ent 
Adii1ird.Strative· Affa:frs ·· 

TMW:hh 

·.: •. ~ 

:=_.; 

..... , . <~:· : : .. ~r .. ~-=-:~~ ... a· .·~ ... ~ ., •• 

. ,, 

... •· 

.···;~·>" '. .. 
'··:·•'· 

; ,• ' ' r,• ·~ ·1t.,.; 

.. .. ., .. _., of Trust.e•: Iaabelle B. Gonthier • Bill E. Heniandez • Marilee Morian • Ralph S. Pacheco • Hilda Solie 

- --------------------------------' 
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MINUTES 

COMMISSION ON STATE MANDATES 
May 25, l 989 
10:00 a.m. 

State Capitol, Room 437 
Sacramento, California 

?resent were: Chairperson Russell Gould, Chief Deputy Director, Department of 
Finance; Fred R. Buenrostro, Representative of the State Treasurer; D. Robert 
Shuman, Representative of the State Controller; Robert Martinez, Director, 
·Jffice of Planning and Research; and Robert C. Creighton. Public Member. 

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

-~~m 1 Minutes 

~i1ai rperson Gauld asked if there were any corrections or additions to the 
minutes of the Commission's hearing of April 27, 1989. There were no 
corrections or additions . 

7ne minutes were adopted without objection. 

Consent Calendar 

:·:ie following items were on the Co111111ission 1 s consent agenda: 

:·~em 2 Proposed Statement of Decision 
Chapter 406, Statutes of 1988 
Special Election - Bridges 

Item 3 Proposed Statement of Decf s1on 
Chapter 583, Statutes of 1985 
Infectious Waste Enforcement 

Item 4 Proposed Statement of Decis1on 
Chapter 980, Statutes of 1984 
Court Audits 

=~em 5 Proposed Statement of Decision 
Chapter 1286; Statutes of 19e5 
Homeless Mentally Ill 
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Minutes 
Hearing of May 25, 1989 
Page 2 

Item 6 Proposed Parameters and Guidelines Allendment 
Chapter l, Statutes of 1984~ 2nd E.S. 
Chapter 1118, Statutes .of 1987 
Hea 1th Fee El i1111 nation 

Item 7 Proposed Parameters and Guidelines Amendment 
Chapter 8, Statutes of 1988 
Democratic Presf dential Delegates 

Item 10 Proposed Statewide Cost Estimate 
Chapter 498_, Statutes of 1983 
Education Code Section 48260.5 
Notification of·Truancy 

Item 12 Proposed Statewide Cost Estimate 
Chapter 1226, Statutes of 1984 
Chapter 1526, Statutes of 1985 
Investment Reports 

There being no discussion or appearances on Items 2, 3, 4, s. 6, 79 10, and 
12, Member Buenrostro moved adoption of the staff recomnendation on these 
items on the consent calendar. Member Martinez seconded the motion. The 
vote on the .motion was unanimous. The motion carried. 

The following items were continued: 

Item 13 Proposed Statewide Cost Estimate 
Chapter 1335, Statutes of 1986 
Trial ·court Delay Reduction Act 

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

Item 17 Test Claim · 
Chapter 921, Statutes of 1987 
Countywide Tax Rates 

The next itein to be heard by the Conmission was: 

Item 8 Proposed Parameters and 'Guidelines Amendment 
Chapter 961, Statutes of 1975 
Collective Bargain1ng 

.. The party requesting the proposed amendment, Fountain Valley School DistriC:t, 
'did not appear at the hearing. Carol Miller, appearing on behalf of the 
Education Mandated Cost Network, stated that the Network was interested in the 
1S?Ue Of reimbursing a school district for the time the district 
Superintendent spent in, or preparing for, collective bargaining issues • 

215 
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The Cormrission then discussed the issue of reimbursing the Superintendent's 
time as a direct cost to the mandated program or as an indirect cost as 
required by the federal publications OASC-10, and Federal Management Circular 
74-4. Upon conclusion of this discussion, the Commission, staff, and 
Ms. Miller, agreed that the Comnission could deny this proposed amendment by 
the Fountain Valley School District, and Ms. Miller could assist another 
district in an attempt to amend the parameters and guidelines to allow 
reimbursement of the Superintendent's cost relative to collective bargaining 
'l'l!tters. 

Member Creighton then inquired on the 1ssue of holding collective bargaining 
sessions outside of normal working hours and the number of teachers the 
parameters and guidelines reimburse for participating in collective bargaining 
sessions. Ms. Miller stated that because of the classroom disruption that can 
'N!sult from the use of a substitute teacher, bargaining sessions are sometimes 
held outside of nonnal work hours for practical reasons. Ms. Miller also 
stated that the parameters and guidelines permit reimbursement for' five 
substitute teachers. 

Member Martinez moved and Member Buenrostro seconded a motion to adopt the 
-:.t~ff recomendation to deny the proposed amendments to the parameters and 
guidelines. The roll call vote on the motion was unanimous. The motion 
carried. 

Item 9 Proposed Statewide Cost Estimate 
Chapter 498, Statutes of 1983 
Education Code Section 51225.3 
Graduation Requirements 

Carol Miller appeared on behalf of the claimant, Santa Barbara Unified School 
District, Jim Apps and Don Enderton appeared on behalf of the Department of 
~inance, and Rick Knott appeared on behalf nf the San Diego UnifJed School 
District. 

Carol Miller began the discuss1on on this matter by stating her objection to 
the Department of Finance raising issues that were already argued in the 
parameters and guidelines hearings for this mandate. Based on this objection, 
'.ts. Miller requested that the Commf ssfon adopt staff 1 s recomnendation and 
allow the Controller's Office to handle any audit exceptions. 

Jim Apps stated that because school districts did not report funds that have 
been received by them, then the data reported in ·the survey is suspect. 
Therefore. the Depar'bnent of Finance is not convinced -that the cost estimate 
~ased on the data received by the schools is legitimate. 

Discussion continued on the validity of the cost estimate and on the figures 
pres~nted to the Co11111ission for its consideration. 

Member Creighton then made a motion to adopt staff's recommendation. Member 
Shuman seconded the motion. The vote on the motion was: Member Buenrostro, 
~o; Member Creighton, aye; Member Martinez~ no; Member Shuman, aye; and 
Chairperson Gould, no. The motion failed . 
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217 

Chairperson Gould made an alternative motion that staff, the Department of 
Ff nance, and the school districts, conduct a pre-hearing conference and agree 
on an estimate to be presented to the Conmission at a future hearing. Member 
Buenrostro seconded the motion. The roll call vote on the motion was 
unanimous. The motion carded. 

Item 11 Statewide Cost Estimate 
Chapter 815, Statutes of 1979 
Chapter 1327, Statutes of 1984 
Chapter 757, Statutes of 1985 
Short-Doyle Case Management 

Pamela Stone, representing the ·county of Fresno, stated that the county was in 
agreement with the staff proposed statewide cost estimate of $20,000,000 for 
the 1985~86 through 1989-90 fiscal years, and was opposed to the reduction of 
the co.sts estimate befng proposed by the Department of Mental Health's late 
filing. 

Lynn Whetstone, representing the Department of Mental Health. stated that the 
Oepar121tent agrees with the methodology used by Cormnission staff to develop the 
cost estimate, however, the Department questioned the manner in which 
Commission staff extrapolated its survey figures into a statewide estimate • 

. Ms. Whetstone stated that due to the reasons stated in its late filing, the 
Department believes that the cost estimate be reduced to $17,280,000. 

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

Item 14 State Mandates Apportionment System 
Request for Review of Base Year Entitlement 
Chapter 1242, Statutes of 1977 . 
Senior Citizens' Property Tax Posteonement 

Leslie Hobson appeared on behalf of the clafmant, County of Placert and stated · 
agreement with the staff ana1ysi s. 

There ~re no other appearances and no further discussion. 

Member Creighton moved approval of the staff recommendation. Member Shuman 
seconded the motion. The roll call vote was unanimous. The motion carried. 

Item 15 Test Claim 
Chapter 670, Statutes of 1987 
Assigned Judges 

Vicki Wajdak and Pamela Stone appea·red on behalf of the claimant, County of 
Fresno. Beth Mullen appeared on behalf of the Administrative Office of 
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the Courts. Jim Apps appeared on behalf of the Department of Finance. Allan 
Burdick appeared on behalf of the County Supervisors Association of 
California. Pamela Stone restated the claimant's posftion that the revenue 
losses due to this statute were actually increased costs because Fresno is now 
·~quired to compensate its part-time justice court judges for work performed 
~r another county while on assignment. Beth Mullen stated her opposition to 

~his interpretation because Fresno's part-time justice court judge cannot be 
assigned elsewhere until all work reqUired to be performed for Fresno has been 
completed; therefore, Fresno is only required to compensate the judge for its 
own work. 

There followed discussion by the parties and the Conmissfon regarding the 
r.')plicability of the Supreme Court's decisions in Coun1:y of Los A~eles and 
Lucia Ma.r. Chairperson Gould asked Coatission Counsel Gary Ror1ethar this 
statute 1mposed a new program and higher level of service as contemplated by 
these two decisions. Mr. Hori stated that it did meet the definition of new 
~~ogram and higher level of service as contemplated by the Supreme Court. 

~ember Creighton moved to adopt the staff rec0111Dendation to find a mandate on 
counties whose part-time justice court judge is assigned within the home 
county. Member Shuman seconded the motion. The roll call vote was 
unanimous. The motion carried. 

Item 18 Test Claim 
Chapter 1247, Statutes of 1977 
Chapter 797, Statutes of 1980 
Chapter 13731 Statutes of 1980 
Pub1ic Law 9~-372 
Attorney's Fees - Special Education 

Chairperson Gould recused himself from the hearing on this item. 

Clayton Parker, representing the Newport-Mesa Unified School District, 
submitted a late filing on the test claim rebutting the staff analysis. 
?4ember Creighton stated that he had not had an opportunity to revi.ew the late 
~fling and inquired on whether the claim should be heard at this hearing. 
Staff infonaed Member Creighton and Member Buenrostro that fn reviewing the · 
fi11ng before this item was called, the filing appeared to be Slllllllary of the 
-•aimant's position on the staff analysis, and that there appeared to be no 
·:'a.son to continue the item. · 

Mr. Parker stated that Co1'1111ission staff had misstated the events that resulted 
in the claimant having to pay attorneys' fees to a pupil's guardians, and 
because of case law, courts do not have any discretion in awarding attorney's 
~~es. Mr. Parker stated that because state 1egis1at1on has codified the 
federal Education of the Handicapped Act, school districts are subject to the 
?rovf sions of Public Law 94-142 and Public Law 99-372. Member Buenrostro then 
~~quired whether staff was comfortable with discussing the issue of a state 
executi'lle order incorporating federal law • 
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Staff informed the Commission that it was not comfortable discussing this 
issue, and further noted that it appeared that Mr. Parker was basing hf s 
reasoning for finding P.L. 99-372 to be a state mandated program. on the Board 
of Control's finding that Chapter 1247, Statutes of 1977, and Chapter 797, 
Statutes of 1980, were a state mandated program. Staff noted that Board of 
Control's finding is currently the subject of the litigation in Huff v. 
Co111111 ssi on on State Mandates (Sacramento County Superior Court case No. 
352295). 

Member Creighton moved and Member Martinez seconded a motion to continue this 
1tem and have legal counsel and staff review the arguments presented by 
Mr. Parker. The. vote on the motion was unanimous. The motion carried. 

W1th no further items on the agenda, Chairperson Gould adjourned the hearing 
at 11 :45 a.m. 

Executive Director 

RWE:GL~:cm:0224g 
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12/3/2014 Mailing List

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

COMMISSION ON STATE MANDATES

Mailing List
Last Updated: 12/3/14

Claim Number: 09­4206­I­24 and 10­4206­I­34

Matter: Health Fee Elimination

Claimant: Foothill­De Anza 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.)

Kevin McElroy, Foothill­De Anza Community College District
12345 El Monte Road, Los Altos Hills, CA 94022
Phone: (650) 949­6202
mcelroykevin@fhda.edu

Socorro Aquino, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322­7522
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) 322­4320
mdelfin@sco.ca.gov

Donna Ferebee, Department of Finance
915 L Street, Suite 1280, Sacramento, CA 95814
Phone: (916) 445­3274
donna.ferebee@dof.ca.gov

Susan Geanacou, Department of Finance 
915 L Street, Suite 1280, Sacramento, CA 95814
Phone: (916) 445­3274
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
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Phone: (916) 445­0328
ed.hanson@dof.ca.gov

Cheryl Ide, Associate Finance Budget Analyst, Department of Finance
Education Systems Unit, 915 L Street, Sacramento, CA 95814
Phone: (916) 445­0328
Cheryl.ide@dof.ca.gov

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

Jay Lal, State Controller's Office (B­08)
Division of Accounting & Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324­0256
JLal@sco.ca.gov

Kathleen Lynch, Department of Finance (A­15)
915 L Street, Suite 1280, 17th Floor, Sacramento, CA 95814
Phone: (916) 445­3274
kathleen.lynch@dof.ca.gov

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

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

Jameel Naqvi, Analyst, Legislative Analystâ€™s Office
Education Section, 925 L Street, Suite 1000, Sacramento, CA 95814
Phone: (916) 319­8331
Jameel.naqvi@lao.ca.gov

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

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

Arthur Palkowitz, Stutz Artiano Shinoff & Holtz
2488 Historic Decatur Road, Suite 200, San Diego, CA 92106
Phone: (619) 232­3122
apalkowitz@sashlaw.com

Keith Petersen, SixTen & Associates
Claimant Representative

274



12/3/2014 Mailing List

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

P.O. Box 340430, Sacramento, CA 95834­0430
Phone: (916) 419­7093
kbpsixten@aol.com

Sandra Reynolds, Reynolds Consulting Group,Inc.
P.O. Box 894059, Temecula, CA 92589
Phone: (951) 303­3034
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) 324­5919
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) 445­0328
nicolas.schweizer@dof.ca.gov

David Scribner, Max8550
2200 Sunrise Boulevard, Suite 240, Gold River, CA 95670
Phone: (916) 852­8970
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) 323­5849
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) 324­0254
DSpeciale@sco.ca.gov
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Health Fee Elimination, 09-4206-I-24 and 10-4206-I-34 

Draft Proposed Decision 

Hearing Date:  May 27, 2016 
J:\MANDATES\IRC\2009\4206 (Health Fee Elimination)\09-4206-I-24\IRC\DraftPD.docx 
 

ITEM __ 
INCORRECT REDUCTION CLAIM 

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

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

Health Fee Elimination 
Fiscal Years 2002-2003, 2003-2004, 2004-2005, and 2005-2006 

09-4206-I-24 and 10-4206-I-34 
Foothill-DeAnza Community College District, Claimant 

EXECUTIVE SUMMARY 
Overview 
This analysis addresses the consolidated incorrect reduction claims (IRC) filed by Foothill-
DeAnza Community College District (claimant) regarding net reductions of $284,615 made by 
the State Controller’s Office (Controller) to reimbursement claims for costs incurred during 
fiscal years 2002-2003 through 2005-2006 under the Health Fee Elimination program.2     

The following issues are in dispute:  

• The period of limitation applicable to audits by the Controller; 

• The reduction of 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 that 
voluntarily provided health supervision and services, direct and indirect medical and 
hospitalization services, or operation of student health centers to charge almost all students a 
health service fee not to exceed $7.50 for each semester or $5 for each quarter or summer 

                                                 
1 Statutes 1993, chapter 8. 
2 The total net reduction over four years is $284,615, based the Controller offsetting the 
understated health fee revenues against other unclaimed costs, which were not disputed by the 
claimant, and adjustments made to some of the reductions in the revised audit report. 
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session, to fund these services.3  In 1984, the Legislature repealed the community colleges’ fee 
authority for health services.4  However, the Legislature also reenacted section 72246, operative 
on January 1, 1988, to reauthorize the fee, at $7.50 for each semester (or $5 per quarter or 
summer session).5   

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, 1988.6  As a result, community college districts were required to maintain 
health services provided in the 1983-1984 fiscal year without any fee authority for this purpose 
until January 1, 1988.   

In 1987, the Legislature amended former Education Code section 72246, operative 
January 1, 1988, to incorporate and extend the maintenance of effort provisions of former 
Education Code section 72246.5, which became inoperative by its own terms as of  
January 1, 1988.7  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 
session.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 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 

 
 
 
 
 

                                                 
3 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.]. 
4 Statutes 1984, 2nd Extraordinary Session, chapter 1, section 4 [repealing Education Code 
section 72246].   
5  Statutes 1984, 2nd Extraordinary Session, chapter 1, section 4.5. 
6 Education Code section 72246.5 (Stats. 1984, 2d. Ex. Sess., ch. 1, § 4.7). 
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). 
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Procedural History 
On January 12, 2005, claimant’s fiscal year 2002-2003 and 2003-2004 claims were filed.10  On 
December 13, 2005, claimant’s fiscal year 2004-2005 claim was filed.11  On July 2, 2007, 
claimant’s fiscal year 2005-2006 claim was filed.12   

On October 25, 2006, the fiscal year 2002-2003 claim was first paid by the Controller.  The 
fiscal year 2003-2004, 2004-2005, and 2005-2006 claims have not been paid.13   

On September 11, 2008, the audit entrance conference was held.14  On May 20, 2009, the 
Controller issued its audit report.15  On October 5, 2009, the claimant filed IRC 09-4206-I-24.16  
On August 18, 2010, the Controller issued a revised final audit report.17  On November 22, 2010, 
the claimant filed IRC 10-4206-I-34.18  On December 2, 2010, Commission staff issued the 
notice of complete filing and request for comments for 10-4206-I-34 and notice of consolidation 
of 09-4206-I-24 and 10-4206-I-34.  On December 2, 2014, the Controller submitted late 
comments on the consolidated IRCs.19 

Commission staff issued the draft proposed decision on February 10, 2016. 

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 legal conclusions made by the Controller in the 
context of an audit.  The Commission is vested with exclusive authority to adjudicate disputes 

                                                 
10 Exhibit A, IRC 09-4206-I-24, page 18. 
11 Exhibit A, IRC 09-4206-I-24, page 136. 
12 Exhibit A, IRC 09-4206-I-24, page 145. 
13 Exhibit A, IRC 09-4206-I-24, page 72; Exhibit C, Controller’s Late Comments on IRC, page 
22; Exhibit B, IRC 10-4206-I-34, pages 27-28. 
14 Exhibit A, IRC 09-4206-I-24, page 18. 
15 Exhibit A, IRC 09-4206-I-24, page 9. 
16 Exhibit A, IRC 09-4206-I-24, page 1. 
17 Exhibit B, IRC 10-4206-I-34, page 6. 
18 Exhibit B, IRC 10-4206-I-34, page 1. 
19 Exhibit C, Controller’s Late Comments on IRC. 
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over the existence of state-mandated programs within the meaning of article XIII B, section 6.20  
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.”21 

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.22    

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.23  In addition, 
sections 1185.1(f)(3) and 1185.2(c) of the Commission’s regulations require 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.24 

Claims 
The following chart provides a brief summary of the claims and issues raised and staff’s 
recommendation. 

Issue Description Staff Recommendation 

The limitation 
period 
applicable to 
the 
Controller’s 
audits of 
mandate 
reimbursement 
claims. 

The claimant asserts that the fiscal year 
2002-2003 and 2003-2004 claims, were 
filed and filed-as-amended, respectively, on 
January 12, 2005, and that therefore an 
audit entrance conference occurring on 
September 11, 2008 would not constitute 
timely initiation of the audit.  The 
Controller argues that because the claims 
were not paid until October 25, 2006, the 

The audit was timely initiated 
and timely completed – 
Section 17558.5 provides that 
if no payment is made on a 
reimbursement claim, the 
time to initiate an audit 
begins to run when initial 
payment is made:  here, 
October 25, 2006.  Thus the 

                                                 
20 Kinlaw v. State of California (1991) 54 Cal.3d 326, 331-334; Government Code sections 
17551, 17552.  
21 County of Sonoma v. Commission on State Mandates (2000) 84 Cal.App.4th 1264, 1280, citing 
City of San Jose v. State of California (1996) 45 Cal.App.4th 1802, 1817.  
22 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. 
23 Gilbert v. City of Sunnyvale (2005) 130 Cal.App.4th 1264, 1274-1275. 
24 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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three year period did not begin to run until 
that time, pursuant to Government Code 
section 17558.5. 

audit entrance conference 
prior to October 25, 2009 was 
timely.  In addition, section 
17558.5 requires an audit to 
be completed within two 
years.  Here, both the first 
final audit report and the 
revised final audit report were 
completed in less than two 
years from the entrance 
conference held  
September 11, 2008. 

Reductions of 
indirect cost 
rates for fiscal 
years 2002-
2003 and  
2003-2004 
based on 
asserted flaws 
in the 
development of 
indirect cost 
rates. 

The claimant asserts that the Controller 
incorrectly reduced indirect costs claimed 
on grounds that the claimant did not claim 
indirect costs in accordance with the 
claiming instructions.  Claimant argues that 
the claiming instructions are not 
enforceable, and the recalculation of 
indirect costs by the Controller was 
arbitrary and capricious. 

Correct – This reduction 
based on claimant’s failure to 
obtain federal approval for its 
claimed rates developed by 
the OMB circular A-21 
methodology is correct as a 
matter of law, because the 
methodology itself requires 
federal approval.  
Recalculation of indirect 
costs for fiscal years  
2002-2003 and 2003-2004 
pursuant to the state FAM-
29C method is not arbitrary, 
capricious, or entirely lacking 
in evidentiary support.  With 
respect to fiscal years  
2004-2005 and 2005-2006, 
the revised audit report found 
an increase in reimbursement, 
not a reduction, and the 
Commission therefore does 
not have jurisdiction to 
evaluate the propriety of that 
adjustment. 

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.   

Correct – In Clovis Unified 
School District v. Chiang 
(2010) 188 Cal.App.4th 794, 
the court held that to the 
extent a local agency or 
school district “has the 
authority” to charge for the 
mandated program or 
increased level of service, 
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that charge cannot be 
recovered as a state-mandated 
cost.  The claimant is required 
to report fee amounts that it is 
authorized to collect, not just 
the fee amounts it actually 
received. 

Staff Analysis 

A. The Audit Was Timely Initiated and Timely Completed Pursuant to Government 
Code Section 17558.5. 

The claimant argues that the Controller did not timely conduct the audit pursuant to Government 
Code section 17558.5.  Section 17558.5, as applicable to the claim years here at issue, requires a 
valid audit to be initiated no later than three years after the date that the reimbursement claim is 
filed or last amended.  However, the section also provides that 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.”25  “In any case,” section 17558.5 requires the audit to be completed no 
later than two years after it is commenced.26 

1. The Audit Was Timely Initiated Pursuant to Government Code Section 17558.5. 

Government Code section 17558.5 states that if funds are not appropriated or no payment is 
made to the claimant for a given year, section 17558.5 states the “time for the Controller to 
initiate an audit shall commence to run from the date of initial payment of the claim.”27   

Here, the fiscal year 2002-2003 reimbursement claim was amended on or about  
January 12, 2005,28 but was not paid, based on the evidence in the record, until  
October 25, 2006.29  Therefore, the time to initiate an audit, in this case, commenced to run from 
October 25, 2006, and an audit initiated before October 25, 2009 would be timely. 

Based on the evidence in the record, staff finds that the audit in issue was initiated no later than 
September 11, 2008, the date of the entrance conference, and the audit was therefore timely 
initiated. 

 

                                                 
25 Government Code section 17558.5 (as amended, Stats. 2002, ch. 1128 (AB 2834)). 
26 Government Code section 17558.5 (as amended, Stats. 2004, ch. 890 (AB 2856)). 
27 Government Code section 17558.5 (as amended, Stats. 2002, ch. 1128 (AB 2834)). 
28 The Controller’s final audit report states that the amended claim was received on 
January 13, 2004, but the claimant states that it was mailed on January 12, 2004.  Whether the 
filing date for purposes of annual reimbursement claims is measured upon receipt or upon 
dispatch is not necessary to resolve the period of limitation issue in this claim.  (Exhibit A, IRC 
09-4206-I-24, page 72.) 
29 Exhibit A, IRC 09-4206-I-24, pages 19; 72. 
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2. The Audit Was Timely Completed. 

Government Code section 17558.5 also prescribes the time in which an audit must be completed:  
“In any case, an audit shall be completed not later than two years after the date that the audit is 
commenced.”30  Based on the evidence in the record, the first audit report was issued  
May 20, 2009, well within two years of the entrance conference;31 the second was issued  
August 18, 2010, also prior to the expiration of the two year period beginning  
September 11, 2008.   

Based on the foregoing, staff finds that both the first final audit report and the revised final audit 
report were timely completed in accordance with Government Code section 17558.5. 

B. The Controller’s Reduction of Indirect Costs Claimed for Fiscal Years 2002-2003 
and 2003-2004 Is Correct as a Matter of Law, and the Commission Does Not Have 
Jurisdiction Over the Adjustment of Indirect Costs in Favor of the Claimant for 
Fiscal Years 2004-2005 and 2005-2006. 

The Controller’s audit found both an overstatement and an understatement of indirect costs 
during the audit period.  For fiscal years 2002-2003 and 2003-2004, the claimant claimed 
indirect costs based on a rate calculated pursuant to the OMB Circular A-21 method, which was 
authorized under the claiming instructions at that time.  However, the Controller found that the 
claimant did not obtain federal approval for its claimed rate, which is required by the OMB 
Circular.  The Controller therefore reduced the indirect costs and recalculated based on the state 
FAM-29C method, using data available from the claimant’s annual financial and budget 
reporting to the Chancellor’s Office on the CCFS-311.  For fiscal years 2004-2005 and  
2005-2006, the Controller found an understatement of indirect costs, based on the claimant’s 
allocation of direct and indirect costs using the state FAM-29C method.   

Based on the analysis herein, staff finds that the Controller’s reduction of indirect costs for fiscal 
years 2002-2003 and 2003-2004 on the basis of the claimant’s failure to obtain federal approval 
for indirect cost rates developed in accordance with the OMB Circular A-21 method is correct as 
a matter of law, and not arbitrary, capricious, or entirely lacking in evidentiary support.  If a 
claimant chooses to use the OMB Circular A-21 methodology, claimant must obtain federal 
approval for the rate calculated through formal negotiation, an informal correspondence process 
or a simplified method which sets the indirect cost rate using a salaries and wage base.32  The 
end result of the negotiation process is a sponsored agreement in which final approval lies with 
the federal government negotiating the rate and must be supported by “adequate documentation 
to support costs charged to sponsored agreements.”33  Moreover, there is no evidence that the 
Controller’s recalculation in accordance with the FAM-29C methodology described in the 
claiming instructions was arbitrary, capricious, or entirely lacking in evidentiary support.  
Additionally, staff finds that for fiscal years 2004-2005 and 2005-2006 the Controller did not 

                                                 
30 Government Code section 17558.5 (Stats. 2004, ch. 890). 
31 Exhibit A, IRC 09-4206-I-24, page 52. 
32 Exhibit X, OMB Circular A-21, pages 37-39. 
33 Exhibit X, OMB Circular A-21, page 6. 
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reduce, but rather increased, indirect costs claimed, and the Commission therefore does not have 
jurisdiction over this audit adjustment. 

C. The Controller’s Reduction for Understated Offsetting Revenues Is Correct as a 
Matter of Law. 

The Controller determined that the claimant understated its authorized offsetting health fee 
revenues by $716,795 over the four fiscal years at issue.34  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 
“[a]ny offsetting savings that the claimant experiences as a direct result of this statute…”35 

Staff finds that the correct calculation and application of offsetting revenue from student health 
fees has been resolved by the Clovis Unified decision,36 and that a reduction to the extent of fee 
revenue authorized, rather than fee revenue collectible as a practical matter, is correct as a matter 
of law.  Therefore, the Controller’s reduction of reimbursement to the extent of the fee authority 
found in Education Code section 76355, and as applied to all students, not just those from whom 
the claimant is able to collect, is correct as a matter of law. 

Conclusion 
Staff concludes that reductions of indirect costs, based on the claimant’s failure to obtain federal 
approval for the development of its indirect cost rate, and the Controller’s recalculation of 
indirect costs using the method described in the claiming instructions, were correct as a matter of 
law, and not arbitrary, capricious, or entirely lacking in evidentiary support.  The Commission 
further finds that the reduction of costs over the audit period based on understated offsetting 
health fee revenues was correct as a matter of law, and not arbitrary, capricious, or entirely 
lacking in evidentiary support. 

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. 

  

                                                 
34 Exhibit A, IRC 09-4206-I-24, page 66. 
35 Exhibit A, IRC 09-4206-I-24, pages 67-68. 
36 Clovis Unified School Dist. v. Chiang (2010) 188 Cal.App.4th 794. 
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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)37 

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

Fiscal Years 2002-2003, 2003-2004,  
2004-2005, and 2005-2006 

Foothill-DeAnza Community College District, 
Claimant 

Case No.:  09-4206-I-24 and 10-4206-I-34  

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 May 27, 2016) 

 

DECISION 
The Commission on State Mandates (Commission) heard and decided this consolidated incorrect 
reduction claim (IRC) during a regularly scheduled hearing on May 27, 2016.  [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 by a vote of [vote count will be included in the adopted decision] as follows: 

Member Vote 

Ken Alex, Director of the Office of Planning and Research  

Richard Chivaro, Representative of the State Controller  

Mark Hariri, Representative of the State Treasurer, Vice Chairperson  

Sarah Olsen, Public Member  

Eraina Ortega, Representative of the Director of the Department of Finance, Chairperson  

Carmen Ramirez, City Council Member  

Don Saylor, County Supervisor  

 

                                                 
37 Statutes 1993, chapter 8. 
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Summary of the Findings 
This analysis addresses the consolidated IRCs filed by Foothill-DeAnza Community College 
District (claimant) regarding reductions made by the State Controller’s Office (Controller) to 
reimbursement claims for costs incurred during fiscal years 2002-2003 through 2005-2006 under 
the Health Fee Elimination program.  Over the four fiscal years in question, reductions totaling 
$284,615 were made based on understated offsetting health fees authorized to be collected and 
disallowed indirect costs. 

The Commission finds that the audit was both timely initiated and timely completed in 
accordance with Government Code section 17558.5.  Additionally, the Commission concludes 
that reductions of indirect costs claimed, based on the claimant’s failure to obtain federal 
approval for its indirect cost rate calculated pursuant to the federal OMB Circular A-21 method, 
and the Controller’s recalculation of indirect costs using another method authorized by the 
parameters and guidelines and claiming instructions, was correct as a matter of law, and not 
arbitrary, capricious, or entirely lacking in evidentiary support.  The Commission further finds 
that the reduction of costs based on understated offsetting health fee revenues was correct as a 
matter of law, and not arbitrary, capricious, or entirely lacking in evidentiary support.38 

COMMISSION FINDINGS 
I. Chronology 

09/11/2008 The entrance conference for the audit of fiscal years 2002-2003 through 
2005-2006 was held. 

02/06/2009 Controller issued the draft audit report.39 

02/23/2009 Claimant responded by letter to the draft audit report.40 

05/20/2009 Controller issued the final audit report.41 

10/05/2009 Claimant filed IRC 09-4206-I-24.42 

08/18/2010 Controller issued the revised final audit report.43 

11/22/2010 Claimant filed IRC 10-4206-I-34.44 

                                                 
38 The total net reduction for the audit period is only $284,615, because understated indirect costs 
for fiscal years 2004-2005 and 2005-2006, as well as understated student insurance costs and 
understated salaries and benefits, were offset against the overstated indirect costs for fiscal years 
2002-2003 and 2003-2004 and understated health fees for all four years. 
39 Exhibit A, IRC 09-4206-I-24, page 75. 
40 Exhibit A, IRC 09-4206-I-24, page 75. 
41 Exhibit A, IRC 09-4206-I-24, page 52. 
42 Exhibit A, IRC 09-4206-I-24, page 1. 
43 Exhibit B, IRC 10-4206-I-34, page 21. 
44 Exhibit B, IRC 10-4206-I-34, page 1. 
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12/02/2010 Commission staff issued a notice of complete filing, consolidation of  
09-4206-I-24 and 10-4206-I-34, and request for comments. 

12/02/2014 Controller submitted late comments on the consolidated IRCs.45 

02/10/2016 Commission staff issued the draft proposed decision.46 

II. Background 
Health Fee Elimination Program 

Prior to 1984, former Education Code section 72246 authorized community college districts that 
voluntarily provided health supervision and services, direct and indirect medical and 
hospitalization services, or operation of student health centers to charge almost all students a 
health service fee not to exceed $7.50 for each semester or $5 for each quarter or summer 
session, to fund these services.47  In 1984, the Legislature repealed the community colleges’ fee 
authority for health services.48  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 per quarter or summer session).49   

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, 1988.50  As a result, community college districts were required to maintain 
health services provided in the 1983-1984 fiscal year without any fee authority for this purpose 
until January 1, 1988.   

In 1987, the Legislature amended former Education Code section 72246, operative  
January 1, 1988, to incorporate and extend the maintenance of effort provisions of former 
Education Code section 72246.5, which became inoperative by its own terms as of  
January 1, 1988.51  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 
session.52  As a result, beginning January 1, 1988 all community college districts were required 
                                                 
45 Exhibit C, Controller’s Late Comments on IRC. 
46 Exhibit D, Draft Proposed Decision. 
47 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.].  
48 Statutes 1984, 2nd Extraordinary Session, chapter 1, section 4 [repealing Education Code 
section 72246].   
49 Statutes 1984, 2nd Extraordinary Session, chapter 1, section 4.5. 
50 Education Code section 72246.5 (Stats. 1984, 2d. Ex. Sess., ch. 1, § 4.7). 
51 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). 
52 Education Code section 72246 (as amended, Stats. 1987, ch. 1118). 

287



12 
Health Fee Elimination, 09-4206-I-24 and 10-4206-I-34 

Draft Proposed Decision 

to maintain the same level of health services they provided in the 1986-1987 fiscal year each 
year thereafter, with 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.53   

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 amended the parameters and 
guidelines to reflect amendments made by Statutes 1987, 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 costs claimed for fiscal years 2002-2003 through 2005-2006 under 
the Health Fee Elimination program, totaling $284,615, based on the net of overstatements and 
understatements.  The following issues are in dispute:   

• The period of limitation applicable to audits by the Controller. 

• 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. 

III. Positions of the Parties 
Foothill-DeAnza Community College District 

In IRC 09-4206-I-24, the claimant asserts that the Controller incorrectly reduced costs claimed 
for fiscal years 2002-2003 through 2005-2006, totaling $440,752.54  The claimant did not dispute 
the Controller’s findings that the claimant understated counseling-related salaries and benefits, 
and student insurance costs for the audit period, resulting in a net increase in reimbursement of 
$688,882 plus $215,540 in related indirect costs.55  However, the claimant disputes the 
Controller’s reduction of $511,782 in indirect costs, on the ground that indirect costs were not 
correctly calculated consistently with the claiming instructions; and the Controller’s finding that 
the claimant understated authorized offsetting health fee authority, required to be deducted, by 
$716,795 for the audit period.56 

Subsequent to the final audit report and the filing of IRC 09-4206-I-24, the Controller revised 
some of its findings and issued a revised audit report.  The revised audit report adjusted the 
                                                 
53 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.) 
54 Exhibit A, IRC 09-4206-I-24, page 2. 
55 Exhibit A, IRC 09-4206-I-24, pages 10; 60-61. 
56 Exhibit A, IRC 09-4206-I-24, pages 10-18; 63-70. 
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reduction for indirect costs claimed from $511,782 to $241,031.  In response to the revised audit 
report, the claimant filed the second of two consolidated IRCs, which continues to dispute the net 
reduction over the audit period for indirect costs claimed and understated health fee revenues.  
Specifically, claimant disputes the finding that it overstated indirect costs for fiscal years  
2002-2003 and 2003-2004 because it did not obtain federal approval for its indirect cost rate.  
However, the revised audit report finds that the claimant understated indirect costs for fiscal 
years 2004-2005 and 2005-2006, and the claimant responds:  “Because the Controller’s method 
of utilizing depreciation expenses in lieu of CCFS-311 capital costs is also a reasonable method, 
the district does not dispute that choice of methods for [fiscal years] 2004-05 and 2005-06.”57  
With respect to the net reduction, the claimant argues that the claiming instructions are not 
enforceable, and notes that the recalculation for fiscal years 2002-2003 and 2003-2004 excluded 
both capital costs and depreciation expenses.58  Moreover, the claimant argues that the Controller 
did not make findings that the claimant’s rate was excessive or unreasonable.59   

And, claimant argues that the reduction of $716,795 based on understated authorized health 
service fees, is 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 actually receive.60  

Because these adjustments were offset against other underclaimed amounts, the total net 
reduction is actually less than the adjustment made for offsetting revenues, as shown above; the 
total net reduction for the audit period pursuant to the revised audit report, is $284,615. 

Finally, the claimant argues that the Controller’s audit of reimbursement claims for fiscal years 
2002-2003 and 2003-2004 was not timely; that the period of limitation for these claims expired 
on January 12, 2008, based on the filing date of January 12, 2005,61 but the audit entrance 
conference did not occur until September 11, 2008.62  Although the audit report states that the 
audit was timely because initial payment on the claims did not occur until October 25, 2006, the 
claimant argues that this alternative time period, as authorized in Government Code section 
17558.5, is impermissibly vague, and is contrary to the purpose of a statute of limitations.63  

State Controller’s Office 

The Controller determined that the claimant understated counseling-related salaries and benefits 
for the audit period, plus related indirect costs, resulting in a net increase of $717,126.64  In 

                                                 
57 Exhibit B, IRC 10-4206-I-34, pages 8-9.  
58 Exhibit A, IRC 09-4206-I-24, pages 10-14; Exhibit B, IRC 10-4206-I-34, page 8. 
59 Exhibit A, IRC 09-4206-I-24, pages 10-14. 
60 Exhibit A, IRC 09-4206-I-24, pages 14-15. 
61 Exhibit A, IRC 09-4206-I-24, pages 18-19 (Note that the 2002-2003 and 2003-2004 claims 
were filed at the same time). 
62 Exhibit A, IRC 09-4206-I-24, page 18. 
63 Exhibit A, IRC 09-4206-I-24, pages 18-21. 
64 Exhibit A, IRC 09-4206-I-24, page 61. 
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addition, the Controller determined that the claimant understated allowable student insurance 
costs, plus related indirect costs, totaling $187,296 for the audit period.65 

The Controller further asserted that the claimant overstated its indirect costs for fiscal years 
2002-2003 and 2003-2004, finding that the claimant did not obtain federal approval for its 
indirect cost rate developed pursuant to OMB Circular A-21 guidelines, totaling $436,827.  And, 
the Controller found that the claimant understated its indirect costs for fiscal years 2004-2005 
and 2005-2006, based on recalculation pursuant to the Controller’s FAM-29C method, including 
allowable depreciation expenses that were excluded in the prior years.  This resulted in an 
increase of $195,796.66 

The Controller also found that the claimant understated its authorized health service fees for the 
audit period by $716,795.  Using enrollment and exemption data obtained from the California 
Community Colleges Chancellor’s Office, 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.67  The Controller states:  “We agree that community college districts may choose not 
to levy a health service fee or to levy a fee less than the authorized amount…[but] Education 
Code section 76355, subdivision (a) provides districts the authority to levy the fee.”68  The 
Controller concludes that:  “To the extent that districts have authority to charge a fee, they are 
not required to incur a cost.”69  This finding is unchanged in the revised audit report.70 

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 decision to the Controller 
and request that the costs that were incorrectly reduced 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 6.71  
The Commission must also interpret the Government Code and implementing regulations in 
                                                 
65 Exhibit A, IRC 09-4206-I-24, page 62. 
66 Exhibit B, IRC 10-4206-I-34, page 32. 
67 Exhibit A, IRC 09-4206-I-24, page 66. 
68 Exhibit A, IRC 09-4206-I-24, page 69. 
69 Exhibit A, IRC 09-4206-I-24, page 70. 
70 Exhibit B, IRC 10-4206-I-34, pages 35-39. 
71 Kinlaw v. State of California (1991) 54 Cal.3d 326, 331-334; Government Code sections 
17551, 17552. 
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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.”72 

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.73  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.]’ ”74 

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. 75  In addition, sections 
1185.1(f)(3) and 1185.2(c) of the Commission’s regulations require 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.76 

A. The Audit Was Timely Initiated and Timely Completed Pursuant to Government 
Code Section 17558.5. 

The claimant argues that the Controller did not timely conduct the audit pursuant to Government 
Code section 17558.5.  Section 17558.5, as applicable to the claim years here at issue, requires a 
valid audit to be initiated no later than three years after the date that the reimbursement claim is 
filed or last amended.  However, the section also provides that 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, 

                                                 
72 County of Sonoma v. Commission on State Mandates (2000) 84 Cal.App.4th 1264, 1280, citing 
City of San Jose v. State of California (1996) 45 Cal.App.4th 1802, 1817. 
73 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. 
74 American Bd. of Cosmetic Surgery, Inc. v. Medical Bd. of California (2008) 162 Cal.App.4th 
534,547-548. 
75 Gilbert v. City of Sunnyvale (2005) 130 Cal.App.4th 1264, 1274-1275. 
76 Government Code section 17559(b), which provides that a claimant or the state may 
commence a proceeding in accordance with the provisions of section 1094.5 of the Code of Civil 
Procedure to set aside a decision of the Commission on the ground that the Commission’s 
decision is not supported by substantial evidence in the record. 
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the time for the Controller to initiate an audit shall commence to run from the date of initial 
payment of the claim.”77  “In any case,” section 17558.5 requires the audit to be completed no 
later than two years after it is commenced.78 

1. The Audit Was Timely Initiated Pursuant to Government Code Section 17558.5. 

The claimant asserts that the audit of the 2002-2003 and 2003-2004 claim years was not timely 
initiated, based on the date that the claims were “filed or last amended” (January 12, 2005), and 
the date that the audit entrance conference took place (September 11, 2008).  However, the 
Controller points out that the fiscal year 2002-2003 claim was not paid until October 25, 2006, 
and that therefore section 17558.5 provides for a timely audit to be initiated as late as 
October 25, 2009.79 

Government Code section 17558.5 states that “[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 ….”  However, if funds are not appropriated or no payment is made to the 
claimant for a given year, section 17558.5 states the “time for the Controller to initiate an audit 
shall commence to run from the date of initial payment of the claim.”80   

The claimant argues that this provision “is void because it is impermissibly vague,”81 and that 
“the only specific and enforceable time limitation to commence an audit is three years from the 
date the claim was filed.”  The claimant argues that “the annual reimbursement claims for FY 
2002-03 and FY 2003-04 were past this time period when the audit was commenced on 
September 11, 2008.”82   

                                                 
77 Government Code section 17558.5 (as amended, Stats. 2002, ch. 1128 (AB 2834)). 
78 Government Code section 17558.5 (as amended, Stats. 2004, ch. 890 (AB 2856)). 
79 Government Code section 17558.5 (as amended, Statutes 2004, ch. 890 (AB 2856)).  Neither 
the filing date of the subject reimbursement claims, nor the date the audit was commenced, 
controls whether the later-amended version(s) of section 17558.5 are applicable.  See Scheas v. 
Robertson (1951) 38 Cal.2d 119, 126 [“It is settled that the Legislature may enact a statute of 
limitations ‘applicable to existing causes of action or shorten a former limitation period…”]; 
California Employment Stabilization Commission v. Payne (1947) 31 Cal.2d 210, 215 [“…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.  [citation]  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.”]. 
80 Government Code section 17558.5 (as amended, Stats. 2002, ch. 1128 (AB 2834)). 
81 Exhibit A, IRC 09-4206-I-24, page 21. 
82 Exhibit A, IRC 09-4206-I-24, page 21. 
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But article III, section 3.5 of the California Constitution states that an administrative agency has 
no power “[t]o declare a statute unenforceable, or refuse to enforce a statute, on the basis of it 
being unconstitutional unless an appellate court has made a determination that such statute is 
unconstitutional…”83  Here, the fiscal year 2002-2003 reimbursement claim was amended on or 
about January 12, 2004,84 but was not paid, based on the evidence in the record, until  
October 25, 2006.85  Therefore, the time to initiate an audit, in this case, commenced to run from 
October 25, 2006, and an audit initiated before October 25, 2009 would be timely. 

Based on the evidence in the record, the Commission finds that the audit in issue was initiated no 
later than September 11, 2008, the date of the entrance conference, and the audit was therefore 
timely initiated. 

2. The Audit Was Timely Completed. 

Government Code section 17558.5 also prescribes the time in which an audit must be completed:  
“In any case, an audit shall be completed not later than two years after the date that the audit is 
commenced.”86  Based on the evidence in the record, the audit in issue was initiated no later than 
September 11, 2008, the date of the entrance conference.87  And here, there are two final audit 
reports in the record that identify and explain the adjustments in accordance with Government 
Code section 17558.5(c).88  The first audit report was issued May 20, 2009, well within two 
years of the entrance conference;89 the second was issued August 18, 2010, also prior to the 
expiration of the two year period beginning September 11, 2008.   

Based on the foregoing, the Commission finds that both the first final audit report and the revised 
final audit report were timely completed in accordance with Government Code section 17558.5. 

                                                 
83 California Constitution, article III, section 3.5 (added June 6, 1978, by Proposition 5). 
84 The Controller’s final audit report states that the amended claim was received on 
January 13, 2004, but the claimant states that it was mailed on January 12, 2004.  Whether the 
filing date for purposes of annual reimbursement claims is measured upon receipt or upon 
dispatch is not necessary to resolve the period of limitation issue in this claim.  (Exhibit A, IRC 
09-4206-I-24, page 72.) 
85 Exhibit A, IRC 09-4206-I-24, pages 19; 72. 
86 Government Code section 17558.5 (Stats. 2004, ch. 890). 
87 Exhibit A, IRC 09-4206-I-24, pages 18; 72. 
88 Government Code section 17558.5(c) states the following:   

The Controller shall notify the claimant in writing within 30 days after issuance of 
a remittance advice of any adjustment to a claim for reimbursement that results 
from an audit or review.  The notification shall specify the claim components 
adjusted, the amounts adjusted, interest charges on claims adjusted to reduce the 
overall reimbursement to the local agency or school district, and the reason for the 
adjustment.  Remittance advices and other notices of payment actions shall not 
constitute notice of adjustment from an audit or review. 

89 Exhibit A, IRC 09-4206-I-24, page 52. 
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B. The Controller’s Reduction of Indirect Costs Claimed for Fiscal Years 2002-2003 
and 2003-2004 Is Correct as a Matter of Law, and the Commission Does Not Have 
Jurisdiction Over the Adjustment of Indirect Costs in Favor of the Claimant for 
Fiscal Years 2004-2005 and 2005-2006. 

The Controller’s audit found both an overstatement and an understatement of indirect costs 
during the audit period.  For fiscal years 2002-2003 and 2003-2004, the claimant claimed 
indirect costs based on a rate calculated pursuant to the OMB Circular A-21 method, which was 
authorized under the claiming instructions at that time.  However, the Controller found that the 
claimant did not obtain federal approval for its claimed rate, which is required by the OMB 
Circular.  The Controller therefore reduced the indirect costs and recalculated based on the state 
FAM-29C method, using data available from the claimant’s annual financial and budget 
reporting to the Chancellor’s Office on the CCFS-311.  For fiscal years 2004-2005 and  
2005-2006, the Controller found an understatement of indirect costs, based on the claimant’s 
allocation of direct and indirect costs using the state FAM-29C method.   

The claimant disputes the enforceability of the claiming instructions as a whole, arguing that 
“[n]either state law nor the parameters and guidelines make compliance with the Controller’s 
claiming instructions a condition of reimbursement.”90  And, the claimant asserts that the 
Controller has not made a determination that the claimed indirect cost rates were either excessive 
or unreasonable, and that the only available audit standard requires such a determination.91  With 
respect to the understatement found for fiscal years 2004-2005 and 2005-2006, the claimant 
states that because the Controller’s recalculation “is also a reasonable method, the District does 
not dispute that choice…and will utilize that method in future annual claims...”92 

Based on the analysis herein, the Commission finds that the Controller’s reduction of indirect 
costs for fiscal years 2002-2003 and 2003-2004 on the basis of the claimant’s failure to obtain 
federal approval for indirect cost rates developed in accordance with the OMB Circular A-21 
method is correct as a matter of law, and recalculation in accordance with the FAM-29C 
methodology described in the claiming instructions was not arbitrary, capricious, or entirely 
lacking in evidentiary support.  Additionally, the Commission finds that for fiscal years  
2004-2005 and 2005-2006 the Controller did not reduce, but rather increased, indirect costs 
claimed, and the Commission therefore does not have jurisdiction over this audit adjustment. 

1. If a Claimant Chooses to Claim Indirect Costs Using the Federal OMB Circular A-21 
Method, the Claimant Must Obtain Federal Approval for the Claimed Indirect Cost Rates.  

The parameters and guidelines adopted for this program, in addition to identifying the 
reimbursable activities, provide instructions for eligible claimants to prepare reimbursement 
claims for the direct and indirect costs of the program.93  The Commission’s adoption of 
parameters and guidelines is quasi-judicial and, therefore, the parameters and guidelines are final 
and binding on the parties unless set aside by a court pursuant to Government Code section 

                                                 
90 Exhibit A, IRC 09-4206-I-24, page 14. 
91 Ibid. 
92 Exhibit B, IRC 10-4206-I-34, page 9. 
93 Government Code section 17557; California Code of Regulations, title 2, section 1183.7.  
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17559 or amended by the filing of a request pursuant to Government Code section 17557.94  In 
this case, the parameters and guidelines for the Health Fee Elimination program have not been 
challenged, and no party has requested they be amended.  The parameters and guidelines are 
therefore binding and must be applied to the reimbursement claims here.   

Section VI. of the parameters and guidelines provide that “indirect costs may be claimed in the 
manner described by the State Controller in his claiming instructions.”95  Claimant argues that 
the word “may” in the indirect cost language of the parameters and guidelines is permissive, and 
that therefore the parameters and guidelines do not require that indirect costs be claimed in the 
manner described by the Controller.96   

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 in his claiming instructions.”  
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 parameters and guidelines and claim indirect costs in the 
manner described in the Controller’s claiming instructions.   

The claiming instructions specific to the Health Fee Elimination mandate, are found in the 
School Mandated Cost Manual which is revised each year and contains claiming instructions 
applicable to all school and community college mandated programs.  The cost manual issued by 
the Controller’s Office in September 2003 governs the reimbursement claim filed for fiscal year 
2002-2003.97  This cost manual provides two options for claiming indirect costs:  

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. . . . 

                                                 
94 California School Boards Assoc. v. State of California (2009) 171 Cal.App.4th 1183, 1200, 
which stated the following:  “[U]nless a party to a quasi-judicial proceeding challenges the 
agency's adverse findings made in that proceeding, by means of a mandate action in superior 
court, those findings are binding in later civil actions.” [Citation omitted.]  See also, Government 
Code section 17557. 
95 Exhibit A, IRC 09-4206-I-24, page 35. 
96 Exhibit A, IRC 09-4206-I-24, page 11. 
97 Exhibit X, School Mandated Cost Manual excerpt. 
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[¶]   

The [FAM-29C] 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 costs 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. . . .98 

The claiming instructions for fiscal year 2003-2004 were substantially similar.99  

If a claimant chooses to use the OMB Circular A-21 methodology, claimant must obtain federal 
approval for the rate calculated through formal negotiation, an informal correspondence process 
or a simplified method which sets the indirect cost rate using a salaries and wage base.100  The 
end result of the negotiation process is a sponsored agreement in which final approval lies with 
                                                 
98 Exhibit X, School Mandated Cost Manual, issued September 2003, pages 16-17.   
99 Exhibit X, School Mandated Cost Manual, issued September 2004. 
100 Exhibit X, OMB Circular A-21, pages 37-39. 
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the federal government negotiating the rate and must be supported by “adequate documentation 
to support costs charged to sponsored agreements.”101  The OMB Circular A-21 establishes 
principles for determining costs applicable to grants, contracts, and other agreements between the 
federal government and educational institutions.  Section G(11) of the OMB Circular A-21 
governs the determination of indirect cost rates and requires the federal approval of a proposed 
rate by the “cognizant federal agency,” which is normally either the federal Department of 
Health and Human Services or the Department of Defense’s Office of Naval Research.102  Thus, 
a claimant that has received federal approval for their indirect cost rate has negotiated specific 
direct costs with the relevant federal approving agency. 

Here, claimant did not negotiate a particular rate but applied the general principles of the OMB 
Circular A-21 to direct costs it determined to be applicable.  Claimant used the methodology in 
the OMB Circular A-21 for fiscal years 2002-2003 and 2003-2004, and asserts that its indirect 
cost rates are more consistent from year to year, and that the Controller has the burden to show 
that the rates were excessive or unreasonable, “not to recalculate the rate according to its 
unenforceable ministerial preferences.”103  That assertion is in essence a challenge to the 
Controller’s entire claiming instructions as an underground regulation adopted without 
complying with the APA. 

However, the Commission does not need to reach the alleged underground regulation issue for 
the use of the FAM-29C because the claimant failed to obtain federal approval for its use of the 
OMB Circular A-21 methodology as required by the OMB Circular A-21 itself. 

As claimant did not negotiate with a federal agency to determine appropriate direct costs used to 
calculate the indirect costs rate, it cannot be determined whether the claimed rates would have 
received federal approval.  Moreover, federal approval is clearly required by both the claiming 
instructions and the OMB methodology itself, but the Controller has no power to grant federal 
approval for an OMB-calculated rate.    

Thus, the reduction of costs for failure to obtain federal approval is correct as a matter of 
law, and not arbitrary, capricious, or entirely lacking in evidentiary support. 

2. The Controller’s Recalculation of Indirect Costs Is Not Arbitrary, Capricious, or 
Entirely Lacking in Evidentiary Support. 

Here, instead of reducing indirect costs to $0, the Controller recalculated claimant’s 
indirect cost rate by using its own Form FAM-29C, a method of calculating indirect costs 
that the Controller has included in its claiming instructions for many years, and which has 
been incorporated into parameters and guidelines for several state-mandated programs.  
The claiming instructions provide: 

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: 

                                                 
101 Exhibit X, OMB Circular A-21, page 6. 
102 Exhibit X, OMB Circular A-21.  
103 Exhibit A, IRC 10-4206-I-34, page 8; Exhibit A, IRC 09-4206-I-24, page 12. 
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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.104 

Thus, the calculation of indirect costs under Form FAM-29C are similar to the calculation under 
OMB Circular A-21, but not identical.  However, because the OMB method is intended to be 
negotiated with and approved by either the federal Department of Health and Human Services or 
the Department of Defense’s Office of Naval Research,105 the Controller is not in a position to 
unilaterally recalculate and approve indirect costs under the OMB Circular A-21 method. 

As previously stated, the standard of review which the Commission employs to review the 
Controller’s audit provides that the Commission may “not reweigh the evidence or substitute its 
judgment for that of the agency.”106  Thus, the Commission cannot compel the Controller to use 
other auditing procedures in place of the Form FAM-29C and there is no evidence that the 
Controller’s recalculation of indirect costs was arbitrary, capricious, or entirely lacking in 
evidentiary support.   

Accordingly, the Commission finds the reduction of indirect costs for fiscal years 2002-2003 and 
2003-2004, and recalculation by the FAM-29C method, is correct as a matter of law, and not 
arbitrary, capricious, or entirely lacking in evidentiary support.  

                                                 
104 Exhibit X, Excerpt Community Colleges Mandated Cost Manual 09/03, page 16. 
105 Exhibit X, OMB Circular A-21.  
106 American Bd. of Cosmetic Surgery, Inc, v. Medical Board of California (2008) 162 
Cal.App.4th 534, 547-548. 
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3. The Commission Does Not Have Jurisdiction over the Adjustment of Indirect Costs 
Claimed for Fiscal Years 2004-2005 and 2005-2006, Because There Has Been No 
Reduction.  

The claimant challenges the enforceability of the Controller’s claiming instructions with respect 
to indirect cost claiming in both its response to the draft audit report and its IRC narrative.  
Specifically, the claimant argues that “[s]ince the Controller’s claiming instructions were never 
adopted as law, or regulations pursuant to the Administrative Procedure Act, the claiming 
instructions are a statement of the Controller’s interpretation and not law.”  However, as noted 
above, for fiscal years 2004-2005 and 2005-2006, the revised audit found a net increase, rather 
than a reduction, over which the Commission has no jurisdiction in the context of an IRC. 

Government Code section 17551 provides that the Commission “shall hear and decide upon a 
claim by a local agency or school district filed on or after January 1, 1985, that the Controller 
has incorrectly reduced payments to the local agency or school district…” pursuant to an 
audit.107   The plain language of section 17551, which directs the Commission to hear IRCs in 
the first instance, applies only to claims that are reduced.  Here, the revised audit report finds an 
adjustment in favor of the claimant for fiscal years 2004-2005 and 2005-2006.  Without a 
reduction alleged, the Commission does not have jurisdiction to determine whether the 
adjustment is correct. 

C. The Controller’s Reduction for Understated Offsetting Revenues Is Correct as a 
Matter of Law. 

The Controller determined that the claimant understated its authorized health fee revenues by 
$716,795 over the four fiscal years at issue.108  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.  The plain language of Education Code section 76355 
provides authority to collect health fees for all students except those who depend exclusively on 
prayer for healing, those attending a community college under an approved apprenticeship 
training program, or those who demonstrate financial need.109  For the audit period, the 
authorized fee amounts identified by the Chancellor ranged from $9 per student to $11 per 
student.  The Controller states that it “obtained student enrollment and Board of Governors Grant 
(BOGG) recipient data from the CCCCO” and identified exempt students based on the 
information available, and multiplied those enrollment data by the authorized fee amounts for 
each semester during the audit period.110   

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 
“[a]ny offsetting savings that the claimant experiences as a direct result of this statute…”  

                                                 
107 Government Code section 17551 (Stats. 2007, ch. 329 (AB 2224)) [emphasis added]. 
108 Exhibit A, IRC 09-4206-I-24, page 66. 
109 Education Code section 76355.   
110 Exhibit A, IRC 09-4206-I-24, page 66. 
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Claimant argues that “[s]tudent fees actually collected must be used to offset costs, but not 
student fees that could have been collected and were not...”111 

The Commission finds that the correct calculation and application of offsetting revenue from 
student health fees has been resolved by the Clovis Unified decision,112 and that a reduction to 
the extent of fee revenue authorized, rather than fee revenue collectible as a practical matter, is 
correct as a matter of law. 

After the claimant filed IRC 09-4206-I-24, 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] 76355.113  (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).114   

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.115  The Chancellor of the California Community Colleges issues a notice to the 
                                                 
111 Exhibit A, IRC 09-4206-I-24, pages 67-68. 
112 Clovis Unified School Dist. v. Chiang (2010) 188 Cal.App.4th 794. 
113 Clovis Unified School Dist., supra, 188 Cal.App.4th 794, 811. 
114 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)]. 
115 See Education Code section 76355 (Stats. 1995, ch. 758 (AB 446)).  The Implicit Price 
Deflator for State and Local Purchase of Goods and Services is a number computed annually 
(and quarterly) by the United States Department of Commerce as part of its statistical series on 
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governing boards of all community colleges when a fee increase is triggered.116  Therefore 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 noted 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.117  

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.’”118  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,”119 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.120  (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.121  In addition, the Clovis decision is binding on the claimant 
under principles of collateral estoppel.122  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 

                                                 
measuring national income and product, and is used to adjust government expenditure data for 
the effect of inflation.   
116 See, e.g., Exhibit X, Memorandum from Chancellor. 
117 Clovis Unified School Dist., supra, 188 Cal.App.4th 794, 812. 
118 Ibid. 
119 Ibid. (Original italics.) 
120 Clovis Unified School Dist., supra, 188 Cal.App.4th 794, 812. 
121 Fenske v. Board of Administration (1980) 103 Cal.App.3d 590, 596. 
122 The petitioners in the Clovis case included Clovis Unified School District, El Camino 
Community College District, Fremont Unified School District, Newport-Mesa Unified School 
District, Norwalk-La Mirada Unified School District, Riverside Unified School District, San 
Mateo Community College District, Santa Monica Community College District, State Center 
Community College District, and Sweetwater Union High School District. 
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proceeding; and (4) the party against whom the earlier decision is asserted had a full and fair 
opportunity to litigate the issue.123  Although the claimant in 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.”124   

With respect to the Chancellor’s opinion of the scope of districts’ fee authority, the Commission 
finds that as the agency responsible for overseeing the community college system, the 
interpretation of the Chancellor of the California Community Colleges office is entitled to great 
weight; the courts have long held that “[a]n agency interpretation of the meaning and legal effect 
of a statute is entitled to consideration and respect by the courts.”125  While the Commission has 
exclusive jurisdiction to determine the existence of a state mandate, and by extension to consider 
whether fee authority is sufficient under Government Code section 17556 to reduce or eliminate 
reimbursement of a mandate, the Commission is, like a court, expected to give deference to an 
agency with expertise in a particular matter.   

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, and as applied to all 
students, not just those from whom the claimant collects, is correct as a matter of law. 

V. Conclusion 
The Commission concludes that reductions of indirect costs, based on the claimant’s failure to 
obtain federal approval for the development of its indirect cost rate, and the Controller’s 
recalculation of indirect costs using the method described in the claiming instructions, were 
correct as a matter of law, and not arbitrary, capricious, or entirely lacking in evidentiary 
support.  The Commission further finds that the reduction of costs over the audit period based on 
understated offsetting health fee authority was correct as a matter of law, and not arbitrary, 
capricious, or entirely lacking in evidentiary support. 

Based on the foregoing, the Commission denies this IRC.   

                                                 
123 Roos v. Red (2006) 130 Cal.App.4th 870, 879-880. 
124 Rodgers v. Sargent Controls & Aerospace (2006) 136 Cal.App.4th 82, 91. 
125 Yamaha Corp. of America v. State Bd. of Equalization, (1998) 19 Cal.4th 1. 
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BETIYT. YEE 
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Heather Halsey, Executive Director 
Commission on State Mandates 
980 Ninth Street, Suite 300 
Sacramento, CA 95814 

Re: Draft Proposed Decision 
Incorrect Reduction Claim 
Health Fee Elimination, 09-4206-1-24 and 10-4206-1-34 
Former Education Code Section 72246 (Renumbered as 76355) 
Statutes 1984, Chapter 1(1983-19842°d Ex. Sess.) (AB2X 1); 
Statutes 1987, Chapter 1118 (AB 2336) 
Fiscal Years 2002-03, 2003-2004, 2004-05, and 2005-06 
Foothill De-Anza Community College District, Claimant 

Dear Ms. Halsey: 

The State Controller's Office (SCO) has reviewed the Commission on State Mandates' 
(Commission) Draft Staff Analysis (DSA) dated February 10, 2016, for the above incorrect 
reduction claim (IRC) filed by Foothill De-Anza Community College District. This letter 
constitutes the Controller's response to the DSA. 

We support the Commission staff decision related to the following: 

• The audit of the district's fiscal year (FY) 2002-03 and FY 2003-04 claims was timely 
initiated and timely completed. 

• Reductions of indirect costs claimed for FY 2002-03 and FY 2003-04 that were based on 
indirect cost rates that the district developed using the OMB Circular A-21 methodology, but 
were not federally approved, are correct as a matter of law. 

• The SCO recalculations of the district's indirect cost rates for all years of the audit period 
using the Form FAM-29C were not arbitrary, capricious, or entirely lacking in evidentiary 
support. 

P.O. Box 942850, Sacramento, CA 94250 + (916) 445-2636 
3301 C Street, Suite 700, Sacramento, CA 95816 + (916) 324-8907 

901 Corporate Center Drive, Suite 200, Monterey Park, CA 91754 + (323) 981-6802 
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Heather Halsey, Executive Director 
February 12, 2016 
Page 2 

• Reductions based on understated offsetting health service fee revenues, totaling $716,795, 
are correct as a matter of law. The SCO calculations of authorized health service fees are not 
arbitrary, capricious, or entirely lacking in evidentiary support. 

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

Sincerely, 

~L. ,Chief /~~~ated Cost Audits Bureau 
Division of Audits 

JLS/as 

16872 
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COMMISSION ON STATE MANDATES

Mailing List
Last Updated: 1/14/16

Claim Number: 09­4206­I­24 and 10­4206­I­34

Matter: Health Fee Elimination

Claimant: Foothill­De Anza 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.)

Kevin McElroy, Foothill­De Anza Community College District
12345 El Monte Road, Los Altos Hills, CA 94022
Phone: (650) 949­6202
mcelroykevin@fhda.edu

Socorro Aquino, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322­7522
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) 322­4320
mdelfin@sco.ca.gov

Donna Ferebee, Department of Finance
915 L Street, Suite 1280, Sacramento, CA 95814
Phone: (916) 445­3274
donna.ferebee@dof.ca.gov

Susan Geanacou, Department of Finance 
915 L Street, Suite 1280, Sacramento, CA 95814
Phone: (916) 445­3274
susan.geanacou@dof.ca.gov

Paul Golaszewski, Legislative Analyst's Office
925 L Street, Suite 1000, Sacramento, CA 95814
Phone: (916) 319­8341
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Paul.Golaszewski@lao.ca.gov

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

Ed Hanson, Department of Finance
Education Systems Unit, 915 L Street, 7th Floor, Sacramento, CA 95814
Phone: (916) 445­0328
ed.hanson@dof.ca.gov

Matt Jones, Commission on State Mandates
980 9th Street, Suite 300, Sacramento, CA 95814
Phone: (916) 323­3562
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) 322­9891
jkanemasu@sco.ca.gov

Dan Kaplan, Fiscal & Policy Analyst, Legislative Analyst's Office 
925 L Street, Suite 1000, Sacramento, CA 95814
Phone: (916) 319­8353
Dan.Kaplan@lao.ca.gov

Anne Kato, State Controller's Office
Division of Accounting and Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324­5919
akato@sco.ca.gov

Jay Lal, State Controller's Office (B­08)
Division of Accounting & Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324­0256
JLal@sco.ca.gov

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

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

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

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

Arthur Palkowitz, Artiano Shinoff & Holtz, APC
2488 Historic Decatur Road, Suite 200, San Diego, CA 92106
Phone: (619) 232­3122
apalkowitz@sashlaw.com

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

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

Carla Shelton, Commission on State Mandates
980 9th Street, Suite 300, Sacramento, CA 95814
Phone: (916) 327­6490
carla.shelton@csm.ca.gov

Jim Spano, Chief, Mandated Cost Audits Bureau, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 323­5849
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) 324­0254
DSpeciale@sco.ca.gov
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COMMISSION ON STATE MANDATES

Mailing List
Last Updated: 1/14/16

Claim Number: 09­4206­I­24 and 10­4206­I­34

Matter: Health Fee Elimination

Claimant: Foothill­De Anza 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.)

Kevin McElroy, Foothill­De Anza Community College District
12345 El Monte Road, Los Altos Hills, CA 94022
Phone: (650) 949­6202
mcelroykevin@fhda.edu

Socorro Aquino, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 322­7522
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) 322­4320
mdelfin@sco.ca.gov

Donna Ferebee, Department of Finance
915 L Street, Suite 1280, Sacramento, CA 95814
Phone: (916) 445­3274
donna.ferebee@dof.ca.gov

Susan Geanacou, Department of Finance 
915 L Street, Suite 1280, Sacramento, CA 95814
Phone: (916) 445­3274
susan.geanacou@dof.ca.gov

Paul Golaszewski, Legislative Analyst's Office
925 L Street, Suite 1000, Sacramento, CA 95814
Phone: (916) 319­8341
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Paul.Golaszewski@lao.ca.gov

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

Ed Hanson, Department of Finance
Education Systems Unit, 915 L Street, 7th Floor, Sacramento, CA 95814
Phone: (916) 445­0328
ed.hanson@dof.ca.gov

Matt Jones, Commission on State Mandates
980 9th Street, Suite 300, Sacramento, CA 95814
Phone: (916) 323­3562
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) 322­9891
jkanemasu@sco.ca.gov

Dan Kaplan, Fiscal & Policy Analyst, Legislative Analyst's Office 
925 L Street, Suite 1000, Sacramento, CA 95814
Phone: (916) 319­8353
Dan.Kaplan@lao.ca.gov

Anne Kato, State Controller's Office
Division of Accounting and Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324­5919
akato@sco.ca.gov

Jay Lal, State Controller's Office (B­08)
Division of Accounting & Reporting, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 324­0256
JLal@sco.ca.gov

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

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

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

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

Arthur Palkowitz, Artiano Shinoff & Holtz, APC
2488 Historic Decatur Road, Suite 200, San Diego, CA 92106
Phone: (619) 232­3122
apalkowitz@sashlaw.com

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

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

Carla Shelton, Commission on State Mandates
980 9th Street, Suite 300, Sacramento, CA 95814
Phone: (916) 327­6490
carla.shelton@csm.ca.gov

Jim Spano, Chief, Mandated Cost Audits Bureau, State Controller's Office
Division of Audits, 3301 C Street, Suite 700, Sacramento, CA 95816
Phone: (916) 323­5849
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) 324­0254
DSpeciale@sco.ca.gov
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CIRCULAR A-21 (Revised 05/10/04) 

CIRCULAR NO. A-21 

Revised 

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS 
SUBJECT:   Cost Principles for Educational Institutions 

1. Purpose.  This Circular establishes principles for
determining costs applicable to grants, contracts, and other 
agreements with educational institutions.  The principles deal 
with the subject of cost determination, and make no attempt to 
identify the circumstances or dictate the extent of agency and 
institutional participation in the financing of a particular 
project.  The principles are designed to provide that the 
Federal Government bear its fair share of total costs, 
determined in accordance with generally accepted accounting 
principles, except where restricted or prohibited by law.  
Agencies are not expected to place additional restrictions on 
individual items of cost.  Provision for profit or other 
increment above cost is outside the scope of this Circular. 

2. Supersession.  The Circular supersedes Federal Management
Circular 73-8, dated December 19, 1973.  FMC 73-8 is revised and 
reissued under its original designation of OMB Circular No.  
A-21. 

3. Applicability.
a. All Federal agencies that sponsor research and

development, training, and other work at educational 
institutions shall apply the provisions of this Circular in 
determining the costs incurred for such work.  The principles 
shall also be used as a guide in the pricing of fixed price or 
lump sum agreements. 

b. In addition, Federally Funded Research and Development
Centers associated with educational institutions shall be 
required to comply with the Cost Accounting Standards, rules and 
regulations issued by the Cost Accounting Standards Board, and 
set forth in 48 CFR part 99; provided that they are subject 
thereto under defense related contracts. 

4. Responsibilities.  The successful application of cost
accounting principles requires development of mutual 
understanding between representatives of educational 
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institutions and of the Federal Government as to their scope, 
implementation, and interpretation. 
 
    5. Attachment.  The principles and related policy guides are 
set forth in the Attachment, "Principles for determining costs 
applicable to grants, contracts, and other agreements with 
educational institutions." 
 
    6. Effective date.  The provisions of this Circular shall be 
effective October 1, 1979, except for subsequent amendments 
incorporated herein for which the effective dates were specified 
in these revisions (47 FR 33658, 51 FR 20908, 51 FR 43487, 56 FR 
50224, 58 FR 39996, 61 FR 20880, 63 FR 29786, 63 FR 57332, 65 FR 
48566 and 69 FR 25970).  Institutions as of the start of their 
first fiscal year beginning after that date shall implement the 
provisions.  Earlier implementation, or a delay in 
implementation of individual provisions, is permitted by mutual 
agreement between an institution and the cognizant Federal 
agency. 
 
    7. Inquiries.  Further information concerning this Circular 
may be obtained by contacting the Office of Federal Financial 
Management, Office of Management and Budget, Washington, DC 
20503, telephone (202) 395-3993. 
 
    Attachment 
 
PRINCIPLES FOR DETERMINING COSTS APPLICABLE TO GRANTS, 
CONTRACTS, AND OTHER AGREEMENTS WITH 
EDUCATIONAL INSTITUTIONS 
 
TABLE OF CONTENTS 
A. Purpose and scope 
    1. Objectives 
    2. Policy guides 
    3. Application 
    4. Inquiries 
 
B. Definition of terms 
    1. Major functions of an institution 
    2. Sponsored agreement 
    3. Allocation 
    4. Facilities and administrative (F&A) costs 
 
C. Basic considerations 
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    1. Composition of total costs 
    2. Factors affecting allowability of costs 
    3. Reasonable costs 
    4. Allocable costs 
    5. Applicable credits 
    6. Costs incurred by State and local governments 
    7. Limitations on allowance of costs 
    8. Collection of unallowable costs 
    9. Adjustment of previously negotiated F&A cost rates 
containing unallowable costs 
    10. Consistency in estimating, accumulating and reporting 
costs 
    11. Consistency in allocating costs incurred for the same 
purpose 
    12. Accounting for unallowable costs 
    13. Cost accounting period 
    14. Disclosure statement 
 
D. Direct costs 
    1. General 
    2. Application to sponsored agreements 
 
E. F&A costs 
    1. General 
    2. Criteria for distribution 
 
F. Identification and assignment of F&A costs 
    1. Definition of Facilities and Administration. 
    2. Depreciation and use allowances 
    3. Interest 
    4. Operation and maintenance expenses 
    5. General administration and general expenses 
    6. Departmental administration expenses 
    7. Sponsored projects administration 
    8. Library expenses 
    9. Student administration and services 
    10. Offset for F&A expenses otherwise provided for by the 
Federal Government 
 
G. Determination and application of F&A cost rate or rates 
    1. F&A cost pools 
    2. The distribution basis 
    3. Negotiated lump sum for F&A costs 
    4. Predetermined rates for F&A costs 
    5. Negotiated fixed rates and carry-forward provisions 
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    6. Provisional and final rates for F&A costs 
    7. Fixed rates for the life of the sponsored agreement 
    8. Limitation on reimbursement of administrative costs 
    9. Alternative method for administrative costs 
    10. Individual rate components 
    11. Negotiation and approval of F&A rate 
    12. Standard format for submission 
 
H. Simplified method for small institutions 
    1. General 
    2. Simplified procedure 
 
I. Reserved 
 
J. General provisions for selected items of cost 

1. Advertising and public relations costs 
2. Advisory councils 
3. Alcoholic beverages 
4. Alumni/ae activities 
5. Audit and related services 
6. Bad debts 
7. Bonding costs 
8. Commencement and convocation costs 
9. Communication costs 
10.  Compensation for personal services 
11.  Contingency provisions 
12.  Deans of faculty and graduate schools 
13.  Defense and prosecution of criminal and civil 

proceedings, claims, appeals and patent infringement 
14.  Depreciation and use allowances 
15.  Donations and contributions 
16.  Employee morale, health, and welfare costs 
17.  Entertainment costs 
18.  Equipment and other capital expenditures 
19.  Fines and penalties 
20.  Fund raising and investment costs 
21.  Gains and losses on depreciable assets 
22.  Goods or services for personal use 
23.  Housing and personal living expenses 
24.  Idle facilities and idle capacity 
25.  Insurance and indemnification 
26.  Interest 
27.  Labor relations costs 
28.  Lobbying 
29.  Losses on other sponsored agreements or contracts 
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30.  Maintenance and repair costs 
31.  Material and supplies costs 
32.  Meetings and conferences 
33.  Memberships, subscriptions and professional activity 

costs 
34.  Patent costs 
35.  Plant and homeland security costs 
36.  Pre-agreement costs 
37.  Professional service costs 
38.  Proposal costs 
39.  Publication and printing costs 
40.  Rearrangement and alteration costs 
41.  Reconversion costs 
42.  Recruiting costs 
43.  Rental costs of buildings and equipment 
44.  Royalties and other costs for use of patents 
45.  Scholarships and student aid costs 
46.  Selling and marketing 
47.  Specialized service facilities 
48.  Student activity costs 
49.  Taxes 
50.  Termination costs applicable to sponsored agreements 
51.  Training costs 
52.  Transportation costs 
53.  Travel costs 
54.  Trustees 
 

K. Certification of charges 
 
    Exhibit A - List of Colleges and Universities Subject to 
Section J.12.h of Circular A-21 
    Exhibit B - Listing of Institutions that are eligible for 
the utility cost adjustment 
    Exhibit C - Examples of "major project" where direct 
charging of administrative or clerical staff salaries may be 
appropriate 
    Appendix A - CASB's Cost Accounting Standards (CAS) 
    Appendix B - CASB's Disclosure Statement (DS-2) 
    Appendix C - Documentation Requirements for Facilities and 
Administrative (F&A) Rate Proposals 
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PRINCIPLES FOR DETERMINING COSTS APPLICABLE TO GRANTS, 
CONTRACTS, AND OTHER AGREEMENTS WITH 
EDUCATIONAL INSTITUTIONS 
 
A. Purpose and scope. 
 
    1. Objectives.  This Attachment provides principles for 
determining the costs applicable to research and development, 
training, and other sponsored work performed by colleges and 
universities under grants, contracts, and other agreements with 
the Federal Government.  These agreements are referred to as 
sponsored agreements. 
 
    2. Policy guides.  The successful application of these cost 
accounting principles requires development of mutual 
understanding between representatives of universities and of the 
Federal Government as to their scope, implementation, and 
interpretation.  It is recognized that -- 
    a. The arrangements for Federal agency and institutional 
participation in the financing of a research, training, or other 
project are properly subject to negotiation between the agency 
and the institution concerned, in accordance with such 
governmentwide criteria or legal requirements as may be 
applicable. 
    b. Each institution, possessing its own unique combination 
of staff, facilities, and experience, should be encouraged to 
conduct research and educational activities in a manner 
consonant with its own academic philosophies and institutional 
objectives. 
    c. The dual role of students engaged in research and the 
resulting benefits to sponsored agreements are fundamental to 
the research effort and shall be recognized in the application 
of these principles. 
    d. Each institution, in the fulfillment of its obligations, 
should employ sound management practices. 
    e. The application of these cost accounting principles 
should require no significant changes in the generally accepted 
accounting practices of colleges and universities.  However, the 
accounting practices of individual colleges and universities 
must support the accumulation of costs as required by the 
principles, and must provide for adequate documentation to 
support costs charged to sponsored agreements. 
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    f. Cognizant Federal agencies involved in negotiating 
facilities and administrative (F&A) cost rates and auditing 
should assure that institutions are generally applying these 
cost accounting principles on a consistent basis.  Where wide 
variations exist in the treatment of a given cost item among 
institutions, the reasonableness and equitableness of such 
treatments should be fully considered during the rate 
negotiations and audit. 
 
    3. Application.  These principles shall be used in 
determining the allowable costs of work performed by colleges 
and universities under sponsored agreements.  The principles 
shall also be used in determining the costs of work performed by 
such institutions under subgrants, cost-reimbursement 
subcontracts, and other awards made to them under sponsored 
agreements.  They also shall be used as a guide in the pricing 
of fixed-price contracts and subcontracts where costs are used 
in determining the appropriate price.  The principles do not 
apply to: 
    a. Arrangements under which Federal financing is in the form 
of loans, scholarships, fellowships, traineeships, or other 
fixed amounts based on such items as education allowance or 
published tuition rates and fees of an institution. 
    b. Capitation awards. 
    c. Other awards under which the institution is not required 
to account to the Federal Government for actual costs incurred. 
    d. Conditional exemptions. 
      (1) OMB authorizes conditional exemption from OMB 
administrative requirements and cost principles circulars for 
certain Federal programs with statutorily-authorized 
consolidated planning and consolidated administrative funding, 
that are identified by a Federal agency and approved by the head 
of the Executive department or establishment.  A Federal agency 
shall consult with OMB during its consideration of whether to 
grant such an exemption. 
      (2) To promote efficiency in State and local program 
administration, when Federal non-entitlement programs with 
common purposes have specific statutorily-authorized 
consolidated planning and consolidated administrative funding 
and where most of the State agency's resources come from 
non-Federal sources, Federal agencies may exempt these covered 
State-administered, non-entitlement grant programs from certain 
OMB grants management requirements.  The exemptions would be 
from all but the allocability of costs provisions of OMB 
Circulars A-87 (Attachment A, subsection C.3), "Cost Principles 
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for State, Local, and Indian Tribal Governments," A-21 (Section 
C, subpart 4), "Cost Principles for Educational Institutions," 
and A-122 (Attachment A, subsection A.4), "Cost Principles for 
Non-Profit Organizations," and from all of the administrative 
requirements provisions of OMB Circular A-110, "Uniform 
Administrative Requirements for Grants and Agreements with 
Institutions of Higher Education, Hospitals, and Other 
Non-Profit Organizations," and the agencies' grants management 
common rule. 
      (3) When a Federal agency provides this flexibility, as a 
prerequisite to a State's exercising this option, a State must 
adopt its own written fiscal and administrative requirements for 
expending and accounting for all funds, which are consistent 
with the provisions of OMB Circular A-87, and extend such 
policies to all subrecipients.  These fiscal and administrative 
requirements must be sufficiently specific to ensure that: funds 
are used in compliance with all applicable Federal statutory and 
regulatory provisions, costs are reasonable and necessary for 
operating these programs, and funds are not be used for general 
expenses required to carry out other responsibilities of a State 
or its subrecipients. 
 
    4. Inquiries.  
    All inquiries from Federal agencies concerning the cost 
principles contained in this Circular, including the 
administration and implementation of the Cost Accounting 
Standards (CAS) (described in Sections C.10 through C.13) and 
disclosure statement (DS-2) requirements, shall be addressed by 
the Office of Management and Budget (OMB), Office of Federal 
Financial Management, in coordination with the Cost Accounting 
Standard Board (CASB) with respect to inquiries concerning CAS.  
Educational institutions' inquiries should be addressed to the 
cognizant agency. 
 
B. Definition of terms. 
    1. Major functions of an institution refers to instruction, 
organized research, other sponsored activities and other 
institutional activities as defined below: 
    a. Instruction means the teaching and training activities of 
an institution.  Except for research training as provided in 
subsection b, this term includes all teaching and training 
activities, whether they are offered for credits toward a degree 
or certificate or on a non-credit basis, and whether they are 
offered through regular academic departments or separate 
divisions, such as a summer school division or an extension 
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division.  Also considered part of this major function are 
departmental research, and, where agreed to, university 
research. 
      (1) Sponsored instruction and training means specific 
instructional or training activity established by grant, 
contract, or cooperative agreement.  For purposes of the cost 
principles, this activity may be considered a major function 
even though an institution's accounting treatment may include it 
in the instruction function. 
      (2) Departmental research means research, development and 
scholarly activities that are not organized research and, 
consequently, are not separately budgeted and accounted for.  
Departmental research, for purposes of this document, is not 
considered as a major function, but as a part of the instruction 
function of the institution. 
    b. Organized research means all research and development 
activities of an institution that are separately budgeted and 
accounted for.  It includes: 
      (1) Sponsored research means all research and development 
activities that are sponsored by Federal and non-Federal 
agencies and organizations.  This term includes activities 
involving the training of individuals in research techniques 
(commonly called research training) where such activities 
utilize the same facilities as other research and development 
activities and where such activities are not included in the 
instruction function. 
      (2) University research means all research and development 
activities that are separately budgeted and accounted for by the 
institution under an internal application of institutional 
funds.  University research, for purposes of this document, 
shall be combined with sponsored research under the function of 
organized research. 
    c. Other sponsored activities means programs and projects 
financed by Federal and non-Federal agencies and organizations 
which involve the performance of work other than instruction and 
organized research.  Examples of such programs and projects are 
health service projects, and community service programs.  
However, when any of these activities are undertaken by the 
institution without outside support, they may be classified as 
other institutional activities. 
    d. Other institutional activities means all activities of an 
institution except: 
      (1) instruction, departmental research, organized 
research, and other sponsored activities, as defined above; 
      (2) F&A cost activities identified in Section F; and 

339



 
 10 

      (3) specialized service facilities described in Section 
J.47.  Other institutional activities include operation of 
residence halls, dining halls, hospitals and clinics, student 
unions, intercollegiate athletics, bookstores, faculty housing, 
student apartments, guest houses, chapels, theaters, public 
museums, and other similar auxiliary enterprises.  This 
definition also includes any other categories of activities, 
costs of which are "unallowable" to sponsored agreements, unless 
otherwise indicated in the agreements. 
    2. Sponsored agreement, for purposes of this Circular, means 
any grant, contract, or other agreement between the institution 
and the Federal Government. 
    3. Allocation means the process of assigning a cost, or a 
group of costs, to one or more cost objective, in reasonable and 
realistic proportion to the benefit provided or other equitable 
relationship.  A cost objective may be a major function of the 
institution, a particular service or project, a sponsored 
agreement, or a F&A cost activity, as described in Section F.  
The process may entail assigning a cost(s) directly to a final 
cost objective or through one or more intermediate cost 
objectives. 
    4. Facilities and administrative (F&A) costs, for the 
purpose of this Circular, means costs that are incurred for 
common or joint objectives and, therefore, cannot be identified 
readily and specifically with a particular sponsored project, an 
instructional activity, or any other institutional activity.  
F&A costs are synonymous with "indirect" costs, as previously 
used in this Circular and as currently used in Appendices A and 
B.  The F&A cost categories are described in Section F.1. 
 
C. Basic considerations. 
    1. Composition of total costs.  The cost of a sponsored 
agreement is comprised of the allowable direct costs incident to 
its performance, plus the allocable portion of the allowable F&A 
costs of the institution, less applicable credits as described 
in subsection 5. 
    2. Factors affecting allowability of costs.  The tests of 
allowability of costs under these principles are: (a) they must 
be reasonable; (b) they must be allocable to sponsored 
agreements under the principles and methods provided herein; (c) 
they must be given consistent treatment through application of 
those generally accepted accounting principles appropriate to 
the circumstances; and (d) they must conform to any limitations 
or exclusions set forth in these principles or in the sponsored 
agreement as to types or amounts of cost items. 
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    3. Reasonable costs.  A cost may be considered reasonable if 
the nature of the goods or services acquired or applied, and the 
amount involved therefore, reflect the action that a prudent 
person would have taken under the circumstances prevailing at 
the time the decision to incur the cost was made.  Major 
considerations involved in the determination of the 
reasonableness of a cost are: (a) whether or not the cost is of 
a type generally recognized as necessary for the operation of 
the institution or the performance of the sponsored agreement; 
(b) the restraints or requirements imposed by such factors as 
arm's-length bargaining, Federal and State laws and regulations, 
and sponsored agreement terms and conditions; (c) whether or not 
the individuals concerned acted with due prudence in the 
circumstances, considering their responsibilities to the 
institution, its employees, its students, the Federal 
Government, and the public at large; and, (d) the extent to 
which the actions taken with respect to the incurrence of the 
cost are consistent with established institutional policies and 
practices applicable to the work of the institution generally, 
including sponsored agreements. 
 
    4. Allocable costs. 
    a. A cost is allocable to a particular cost objective (i.e., 
a specific function, project, sponsored agreement, department, 
or the like) if the goods or services involved are chargeable or 
assignable to such cost objective in accordance with relative 
benefits received or other equitable relationship.  Subject to 
the foregoing, a cost is allocable to a sponsored agreement if 
(1) it is incurred solely to advance the work under the 
sponsored agreement; (2) it benefits both the sponsored 
agreement and other work of the institution, in proportions that 
can be approximated through use of reasonable methods, or (3) it 
is necessary to the overall operation of the institution and, in 
light of the principles provided in this Circular, is deemed to 
be assignable in part to sponsored projects.  Where the purchase 
of equipment or other capital items is specifically authorized 
under a sponsored agreement, the amounts thus authorized for 
such purchases are assignable to the sponsored agreement 
regardless of the use that may subsequently be made of the 
equipment or other capital items involved. 
    b. Any costs allocable to a particular sponsored agreement 
under the standards provided in this Circular may not be shifted 
to other sponsored agreements in order to meet deficiencies 
caused by overruns or other fund considerations, to avoid 
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restrictions imposed by law or by terms of the sponsored 
agreement, or for other reasons of convenience. 
    c. Any costs allocable to activities sponsored by industry, 
foreign governments or other sponsors may not be shifted to 
federally-sponsored agreements. 
    d. Allocation and documentation standard. 
      (1) Cost principles.  The recipient institution is 
responsible for ensuring that costs charged to a sponsored 
agreement are allowable, allocable, and reasonable under these 
cost principles. 
      (2) Internal controls.  The institution's financial 
management system shall ensure that no one person has complete 
control over all aspects of a financial transaction. 
      (3) Direct cost allocation principles.  If a cost benefits 
two or more projects or activities in proportions that can be 
determined without undue effort or cost, the cost should be 
allocated to the projects based on the proportional benefit.  If 
a cost benefits two or more projects or activities in 
proportions that cannot be determined because of the 
interrelationship of the work involved, then, notwithstanding 
subsection b, the costs may be allocated or transferred to 
benefited projects on any reasonable basis, consistent with 
subsections d. (1) and (2). 
      (4) Documentation.  Federal requirements for documentation 
are specified in this Circular, Circular A-110, "Uniform 
Administrative Requirements for Grants and Agreements with 
Institutions of Higher Education, Hospitals, and Other 
Non-Profit Organizations," and specific agency policies on cost 
transfers.  If the institution authorizes the principal 
investigator or other individual to have primary responsibility, 
given the requirements of subsection d. (2), for the management 
of sponsored agreement funds, then the institution's 
documentation requirements for the actions of those individuals 
(e.g., signature or initials of the principal investigator or 
designee or use of a password) will normally be considered 
sufficient. 
 
    5. Applicable credits. 
    a. The term "applicable credits" refers to those receipts or 
negative expenditures that operate to offset or reduce direct or 
F&A cost items.  Typical examples of such transactions are: 
purchase discounts, rebates, or allowances; recoveries or 
indemnities on losses; and adjustments of overpayments or 
erroneous charges.  This term also includes "educational 
discounts" on products or services provided specifically to 
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educational institutions, such as discounts on computer 
equipment, except where the arrangement is clearly and 
explicitly identified as a gift by the vendor. 
    b. In some instances, the amounts received from the Federal 
Government to finance institutional activities or service 
operations should be treated as applicable credits.  
Specifically, the concept of netting such credit items against 
related expenditures should be applied by the institution in 
determining the rates or amounts to be charged to sponsored 
agreements for services rendered whenever the facilities or 
other resources used in providing such services have been 
financed directly, in whole or in part, by Federal funds.  (See 
Sections F.10, J.14, and J.47 for areas of potential application 
in the matter of direct Federal financing.) 
 
    6. Costs incurred by State and local governments.  Costs 
incurred or paid by State or local governments on behalf of 
their colleges and universities for fringe benefit programs, 
such as pension costs and FICA and any other costs specifically 
incurred on behalf of, and in direct benefit to, the 
institutions, are allowable costs of such institutions whether 
or not these costs are recorded in the accounting records of the 
institutions, subject to the following: 
    a. The costs meet the requirements of subsections 1 through 
5. 
    b. The costs are properly supported by cost allocation plans 
in accordance with applicable Federal cost accounting 
principles. 
    c. The costs are not otherwise borne directly or indirectly 
by the Federal Government. 
 
    7. Limitations on allowance of costs.  Sponsored agreements 
may be subject to statutory requirements that limit the 
allowance of costs.  When the maximum amount allowable under a 
limitation is less than the total amount determined in 
accordance with the principles in this Circular, the amount not 
recoverable under a sponsored agreement may not be charged to 
other sponsored agreements. 
 
    8. Collection of unallowable costs, excess costs due to 
noncompliance with cost policies, increased costs due to failure 
to follow a disclosed accounting practice and increased costs 
resulting from a change in cost accounting practice.  The 
following costs shall be refunded (including interest) in 
accordance with applicable Federal agency regulations: 
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    a. Costs specifically identified as unallowable in Section 
J, either directly or indirectly, and charged to the Federal 
Government. 
    b. Excess costs due to failure by the educational 
institution to comply with the cost policies in this Circular. 
    c. Increased costs due to a noncompliant cost accounting 
practice used to estimate, accumulate, or report costs. 
    d. Increased costs resulting from a change in accounting 
practice. 
 
    9. Adjustment of previously negotiated F&A cost rates 
containing unallowable costs.  Negotiated F&A cost rates based 
on a proposal later found to have included costs that (a) are 
unallowable as specified by (i) law or regulation, (ii) Section 
J of this Circular, (iii) terms and conditions of sponsored 
agreements, or (b) are unallowable because they are clearly not 
allocable to sponsored agreements, shall be adjusted, or a 
refund shall be made, in accordance with the requirements of 
this section.  These adjustments or refunds are designed to 
correct the proposals used to establish the rates and do not 
constitute a reopening of the rate negotiation.  The adjustments 
or refunds will be made regardless of the type of rate 
negotiated (predetermined, final, fixed, or provisional). 
    a. For rates covering a future fiscal year of the 
institution, the unallowable costs will be removed from the F&A 
cost pools and the rates appropriately adjusted. 
    b. For rates covering a past period, the Federal share of 
the unallowable costs will be computed for each year involved 
and a cash refund (including interest chargeable in accordance 
with applicable regulations) will be made to the Federal 
Government.  If cash refunds are made for past periods covered 
by provisional or fixed rates, appropriate adjustments will be 
made when the rates are finalized to avoid duplicate recovery of 
the unallowable costs by the Federal Government. 
    c. For rates covering the current period, either a rate 
adjustment or a refund, as described in subsections a and b, 
shall be required by the cognizant agency.  The choice of method 
shall be at the discretion of the cognizant agency, based on its 
judgment as to which method would be most practical. 
    d. The amount or proportion of unallowable costs included in 
each year's rate will be assumed to be the same as the amount or 
proportion of unallowable costs included in the base year 
proposal used to establish the rate. 
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    10. Consistency in estimating, accumulating and reporting 
costs. 
    a. An educational institution's practices used in estimating 
costs in pricing a proposal shall be consistent with the 
educational institution's cost accounting practices used in 
accumulating and reporting costs. 
    b. An educational institution's cost accounting practices 
used in accumulating and reporting actual costs for a sponsored 
agreement shall be consistent with the educational institution's 
practices used in estimating costs in pricing the related 
proposal or application. 
    c. The grouping of homogeneous costs in estimates prepared 
for proposal purposes shall not per se be deemed an inconsistent 
application of cost accounting practices under subsection a when 
such costs are accumulated and reported in greater detail on an 
actual cost basis during performance of the sponsored agreement. 
    d. Appendix A also reflects this requirement, along with the 
purpose, definitions, and techniques for application, all of 
which are authoritative. 
 
    11. Consistency in allocating costs incurred for the same 
purpose. 
    a. All costs incurred for the same purpose, in like 
circumstances, are either direct costs only or F&A costs only 
with respect to final cost objectives.  No final cost objective 
shall have allocated to it as a cost any cost, if other costs 
incurred for the same purpose, in like circumstances, have been 
included as a direct cost of that or any other final cost 
objective.  Further, no final cost objective shall have 
allocated to it as a direct cost any cost, if other costs 
incurred for the same purpose, in like circumstances, have been 
included in any F&A cost pool to be allocated to that or any 
other final cost objective. 
    b. Appendix A reflects this requirement along with its 
purpose, definitions, and techniques for application, 
illustrations and interpretations, all of which are 
authoritative. 
 
    12. Accounting for unallowable costs. 
    a. Costs expressly unallowable or mutually agreed to be 
unallowable, including costs mutually agreed to be unallowable 
directly associated costs, shall be identified and excluded from 
any billing, claim, application, or proposal applicable to a 
sponsored agreement. 
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    b. Costs which specifically become designated as unallowable 
as a result of a written decision furnished by a Federal 
official pursuant to sponsored agreement disputes procedures 
shall be identified if included in or used in the computation of 
any billing, claim, or proposal applicable to a sponsored 
agreement.  This identification requirement applies also to any 
costs incurred for the same purpose under like circumstances as 
the costs specifically identified as unallowable under either 
this subsection or subsection a. 
    c. Costs which, in a Federal official's written decision 
furnished pursuant to sponsored agreement disputes procedures, 
are designated as unallowable directly associated costs of 
unallowable costs covered by either subsection a or b shall be 
accorded the identification required by subsection b. 
    d. The costs of any work project not contractually 
authorized by a sponsored agreement, whether or not related to 
performance of a proposed or existing sponsored agreement, shall 
be accounted for, to the extent appropriate, in a manner which 
permits ready separation from the costs of authorized work 
projects. 
    e. All unallowable costs covered by subsections a through d 
shall be subject to the same cost accounting principles 
governing cost allocability as allowable costs.  In 
circumstances where these unallowable costs normally would be 
part of a regular F&A cost allocation base or bases, they shall 
remain in such base or bases.  Where a directly associated cost 
is part of a category of costs normally included in a F&A cost 
pool that shall be allocated over a base containing the 
unallowable cost with which it is associated, such a directly 
associated cost shall be retained in the F&A cost pool and be 
allocated through the regular allocation process. 
    f. Where the total of the allocable and otherwise allowable 
costs exceeds a limitation-of-cost or ceiling-price provision in 
a sponsored agreement, full direct and F&A cost allocation shall 
be made to the sponsored agreement cost objective, in accordance 
with established cost accounting practices and standards which 
regularly govern a given entity's allocations to sponsored 
agreement cost objectives.  In any determination of a cost 
overrun, the amount thereof shall be identified in terms of the 
excess of allowable costs over the ceiling amount, rather than 
through specific identification of particular cost items or cost 
elements. 
    g. Appendix A reflects this requirement, along with its 
purpose, definitions, techniques for application, and 
illustrations of this standard, all of which are authoritative. 
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    13. Cost accounting period. 
    a. Educational institutions shall use their fiscal year as 
their cost accounting period, except that: 
      (1) Costs of a F&A function which exists for only a part 
of a cost accounting period may be allocated to cost objectives 
of that same part of the period on the basis of data for that 
part of the cost accounting period if the cost is: (i) material 
in amount, (ii) accumulated in a separate F&A cost pool or 
expense pool, and (iii) allocated on the basis of an appropriate 
direct measure of the activity or output of the function during 
that part of the period. 
      (2) An annual period other than the fiscal year may, upon 
mutual agreement with the Federal Government, be used as the 
cost accounting period if the use of such period is an 
established practice of the educational institution and is 
consistently used for managing and controlling revenues and 
disbursements, and appropriate accruals, deferrals or other 
adjustments are made with respect to such annual periods. 
      (3) A transitional cost accounting period other than a 
year shall be used whenever a change of fiscal year occurs. 
    b. An educational institution shall follow consistent 
practices in the selection of the cost accounting period or 
periods in which any types of expense and any types of 
adjustment to expense (including prior-period adjustments) are 
accumulated and allocated. 
    c. The same cost accounting period shall be used for 
accumulating costs in a F&A cost pool as for establishing its 
allocation base, except that the Federal Government and 
educational institution may agree to use a different period for 
establishing an allocation base, provided: 
      (1) The practice is necessary to obtain significant 
administrative convenience, 
      (2) The practice is consistently followed by the 
educational institution, 
      (3) The annual period used is representative of the 
activity of the cost accounting period for which the F&A costs 
to be allocated are accumulated, and 
      (4) The practice can reasonably be estimated to provide a 
distribution to cost objectives of the cost accounting period 
not materially different from that which otherwise would be 
obtained. 
    d. Appendix A reflects this requirement, along with its 
purpose, definitions, techniques for application and 
illustrations, all of which are authoritative. 
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    14. Disclosure Statement. 
    a. Educational institutions that received aggregate 
sponsored agreements totaling $25 million or more subject to 
this Circular during their most recently completed fiscal year 
shall disclose their cost accounting practices by filing a 
Disclosure Statement (DS-2), which is reproduced in Appendix B.  
With the approval of the cognizant agency, an educational 
institution may meet the DS-2 submission by submitting the DS-2 
for each business unit that received $25 million or more in 
sponsored agreements. 
    b. The DS-2 shall be submitted to the cognizant agency with 
a copy to the educational institution's audit cognizant office. 
    c. Educational institutions receiving $25 million or more in 
sponsored agreements that are not required to file a DS-2 
pursuant to 48 CFR 9903.202-1 shall file a DS-2 covering the 
first fiscal year beginning after the publication date of this 
revision, within six months after the end of that fiscal year.  
Extensions beyond the above due date may be granted by the 
cognizant agency on a case-by-case basis. 
    d. Educational institutions are responsible for maintaining 
an accurate DS-2 and complying with disclosed cost accounting 
practices.  Educational institutions must file amendments to the 
DS-2 when disclosed practices are changed to comply with a new 
or modified standard, or when practices are changed for other 
reasons.  Amendments of a DS-2 may be submitted at any time.  If 
the change is expected to have a material impact on the 
educational institution's negotiated F&A cost rates, the 
revision shall be approved by the cognizant agency before it is 
implemented.  Resubmission of a complete, updated DS-2 is 
discouraged except when there are extensive changes to disclosed 
practices. 
    e. Cost and funding adjustments.  Cost adjustments shall be 
made by the cognizant agency if an educational institution fails 
to comply with the cost policies in this Circular or fails to 
consistently follow its established or disclosed cost accounting 
practices when estimating, accumulating or reporting the costs 
of sponsored agreements, if aggregate cost impact on sponsored 
agreements is material.  The cost adjustment shall normally be 
made on an aggregate basis for all affected sponsored agreements 
through an adjustment of the educational institution's future 
F&A costs rates or other means considered appropriate by the 
cognizant agency.  Under the terms of CAS-covered contracts, 
adjustments in the amount of funding provided may also be 
required when the estimated proposal costs were not determined 
in accordance with established cost accounting practices. 
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    f. Overpayments.  Excess amounts paid in the aggregate by 
the Federal Government under sponsored agreements due to a 
noncompliant cost accounting practice used to estimate, 
accumulate, or report costs shall be credited or refunded, as 
deemed appropriate by the cognizant agency.  Interest applicable 
to the excess amounts paid in the aggregate during the period of 
noncompliance shall also be determined and collected in 
accordance with applicable Federal agency regulations. 
    g. Compliant cost accounting practice changes.  Changes from 
one compliant cost accounting practice to another compliant 
practice that are approved by the cognizant agency may require 
cost adjustments if the change has a material effect on 
sponsored agreements and the changes are deemed appropriate by 
the cognizant agency. 
    h. Responsibilities.  The cognizant agency shall: 
      (1) Determine cost adjustments for all sponsored 
agreements in the aggregate on behalf of the Federal Government.  
Actions of the cognizant agency official in making cost 
adjustment determinations shall be coordinated with all affected 
Federal agencies to the extent necessary. 
      (2) Prescribe guidelines and establish internal procedures 
to promptly determine on behalf of the Federal Government that a 
DS-2 adequately discloses the educational institution's cost 
accounting practices and that the disclosed practices are 
compliant with applicable CAS and the requirements of this 
Circular. 
      (3) Distribute to all affected agencies any DS-2 
determination of adequacy and/or noncompliance. 
 
D. Direct costs. 
    1. General.  Direct costs are those costs that can be 
identified specifically with a particular sponsored project, an 
instructional activity, or any other institutional activity, or 
that can be directly assigned to such activities relatively 
easily with a high degree of accuracy.  Costs incurred for the 
same purpose in like circumstances must be treated consistently 
as either direct or F&A costs.  Where an institution treats a 
particular type of cost as a direct cost of sponsored 
agreements, all costs incurred for the same purpose in like 
circumstances shall be treated as direct costs of all activities 
of the institution. 
    2. Application to sponsored agreements.  Identification with 
the sponsored work rather than the nature of the goods and 
services involved is the determining factor in distinguishing 
direct from F&A costs of sponsored agreements.  Typical costs 
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charged directly to a sponsored agreement are the compensation 
of employees for performance of work under the sponsored 
agreement, including related fringe benefit costs to the extent 
they are consistently treated, in like circumstances, by the 
institution as direct rather than F&A costs; the costs of 
materials consumed or expended in the performance of the work; 
and other items of expense incurred for the sponsored agreement, 
including extraordinary utility consumption.  The cost of 
materials supplied from stock or services rendered by 
specialized facilities or other institutional service operations 
may be included as direct costs of sponsored agreements, 
provided such items are consistently treated, in like 
circumstances, by the institution as direct rather than F&A 
costs, and are charged under a recognized method of computing 
actual costs, and conform to generally accepted cost accounting 
practices consistently followed by the institution. 
 
E. F&A costs. 
    1. General.  F&A costs are those that are incurred for 
common or joint objectives and therefore cannot be identified 
readily and specifically with a particular sponsored project, an 
instructional activity, or any other institutional activity.  
See Section F.1 for a discussion of the components of F&A costs. 
    2. Criteria for distribution. 
    a. Base period.  A base period for distribution of F&A costs 
is the period during which the costs are incurred.  The base 
period normally should coincide with the fiscal year established 
by the institution, but in any event the base period should be 
so selected as to avoid inequities in the distribution of costs. 
    b. Need for cost groupings.  The overall objective of the 
F&A cost allocation process is to distribute the F&A costs 
described in Section F to the major functions of the institution 
in proportions reasonably consistent with the nature and extent 
of their use of the institution's resources.  In order to 
achieve this objective, it may be necessary to provide for 
selective distribution by establishing separate groupings of 
cost within one or more of the F&A cost categories referred to 
in subsection 1.  In general, the cost groupings established 
within a category should constitute, in each case, a pool of 
those items of expense that are considered to be of like nature 
in terms of their relative contribution to (or degree of 
remoteness from) the particular cost objectives to which 
distribution is appropriate.  Cost groupings should be 
established considering the general guides provided in 
subsection c.  Each such pool or cost grouping should then be 
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distributed individually to the related cost objectives, using 
the distribution base or method most appropriate in the light of 
the guides set forth in subsection d. 
    c. General considerations on cost groupings.  The extent to 
which separate cost groupings and selective distribution would 
be appropriate at an institution is a matter of judgment to be 
determined on a case-by-case basis.  Typical situations which 
may warrant the establishment of two or more separate cost 
groupings (based on account classification or analysis) within 
an F&A cost category include but are not limited to the 
following: 
      (1) Where certain items or categories of expense relate 
solely to one of the major functions of the institution or to 
less than all functions, such expenses should be set aside as a 
separate cost grouping for direct assignment or selective 
allocation in accordance with the guides provided in subsections 
b and d. 
      (2) Where any types of expense ordinarily treated as 
general administration or departmental administration are 
charged to sponsored agreements as direct costs, expenses 
applicable to other activities of the institution when incurred 
for the same purposes in like circumstances must, through 
separate cost groupings, be excluded from the F&A costs 
allocable to those sponsored agreements and included in the 
direct cost of other activities for cost allocation purposes. 
      (3) Where it is determined that certain expenses are for 
the support of a service unit or facility whose output is 
susceptible of measurement on a workload or other quantitative 
basis, such expenses should be set aside as a separate cost 
grouping for distribution on such basis to organized research, 
instructional, and other activities at the institution or within 
the department. 
      (4) Where activities provide their own purchasing, 
personnel administration, building maintenance or similar 
service, the distribution of general administration and general 
expenses, or operation and maintenance expenses to such 
activities should be accomplished through cost groupings which 
include only that portion of central F&A costs (such as for 
overall management) which are properly allocable to such 
activities. 
      (5) Where the institution elects to treat fringe benefits 
as F&A charges, such costs should be set aside as a separate 
cost grouping for selective distribution to related cost 
objectives. 
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      (6) The number of separate cost groupings within a 
category should be held within practical limits, after taking 
into consideration the materiality of the amounts involved and 
the degree of precision attainable through less selective 
methods of distribution. 
    d. Selection of distribution method. 
      (1) Actual conditions must be taken into account in 
selecting the method or base to be used in distributing 
individual cost groupings.  The essential consideration in 
selecting a base is that it be the one best suited for assigning 
the pool of costs to cost objectives in accordance with benefits 
derived; a traceable cause and effect relationship; or logic and 
reason, where neither benefit nor cause and effect relationship 
is determinable. 
      (2) Where a cost grouping can be identified directly with 
the cost objective benefited, it should be assigned to that cost 
objective. 
      (3) Where the expenses in a cost grouping are more general 
in nature, the distribution may be based on a cost analysis 
study which results in an equitable distribution of the costs.  
Such cost analysis studies may take into consideration weighting 
factors, population, or space occupied if appropriate.  Cost 
analysis studies, however, must (a) be appropriately documented 
in sufficient detail for subsequent review by the cognizant 
Federal agency, (b) distribute the costs to the related cost 
objectives in accordance with the relative benefits derived, (c) 
be statistically sound, (d) be performed specifically at the 
institution at which the results are to be used, and (e) be 
reviewed periodically, but not less frequently than every two 
years, updated if necessary, and used consistently.  Any 
assumptions made in the study must be stated and explained.  The 
use of cost analysis studies and periodic changes in the method 
of cost distribution must be fully justified. 
      (4) If a cost analysis study is not performed, or if the 
study does not result in an equitable distribution of the costs, 
the distribution shall be made in accordance with the 
appropriate base cited in Section F, unless one of the following 
conditions is met: (a) it can be demonstrated that the use of a 
different base would result in a more equitable allocation of 
the costs, or that a more readily available base would not 
increase the costs charged to sponsored agreements, or (b) the 
institution qualifies for, and elects to use, the simplified 
method for computing F&A cost rates described in Section H. 
      (5) Notwithstanding subsection (3), effective July 1, 
1998, a cost analysis or base other than that in Section F shall 
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not be used to distribute utility or student services costs.  
Instead, subsections F.4.c and F.4.d may be used in the recovery 
of utility costs. 
    e. Order of distribution. 
      (1) F&A costs are the broad categories of costs discussed 
in Section F.1. 
      (2) Depreciation and use allowances, operation and 
maintenance expenses, and general administrative and general 
expenses should be allocated in that order to the remaining F&A 
cost categories as well as to the major functions and 
specialized service facilities of the institution.  Other cost 
categories may be allocated in the order determined to be most 
appropriate by the institutions.  When cross allocation of costs 
is made as provided in subsection (3), this order of allocation 
does not apply. 
      (3) Normally an F&A cost category will be considered 
closed once it has been allocated to other cost objectives, and 
costs may not be subsequently allocated to it.  However, a cross 
allocation of costs between two or more F&A cost categories may 
be used if such allocation will result in a more equitable 
allocation of costs.  If a cross allocation is used, an 
appropriate modification to the composition of the F&A cost 
categories described in Section F is required. 
 
F. Identification and assignment of F&A costs. 
    1. Definition of Facilities and Administration.  F&A costs 
are broad categories of costs.  "Facilities" is defined as 
depreciation and use allowances, interest on debt associated 
with certain buildings, equipment and capital improvements, 
operation and maintenance expenses, and library expenses.  
"Administration" is defined as general administration and 
general expenses, departmental administration, sponsored 
projects administration, student administration and services, 
and all other types of expenditures not listed specifically 
under one of the subcategories of Facilities (including cross 
allocations from other pools). 
    2. Depreciation and use allowances. 
    a. The expenses under this heading are the portion of the 
costs of the institution's buildings, capital improvements to 
land and buildings, and equipment which are computed in 
accordance with Section J.14. 
    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
allocated in the following manner: 
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      (1) Depreciation or use allowances on buildings used 
exclusively in the conduct of a single function, and on capital 
improvements and equipment used in such buildings, shall be 
assigned to that function. 
      (2) Depreciation or use allowances on buildings used for 
more than one function, and on capital improvements and 
equipment used in such buildings, shall be allocated to the 
individual functions performed in each building on the basis of 
usable square feet of space, excluding common areas such as 
hallways, stairwells, and rest rooms. 
      (3) Depreciation or use allowances on buildings, capital 
improvements and equipment related to space (e.g., individual 
rooms, laboratories) used jointly by more than one function (as 
determined by the users of the space) shall be treated as 
follows.  The cost of each jointly used unit of space shall be 
allocated to benefiting functions on the basis of:  
      (a) the employee full-time equivalents (FTEs) or salaries 
and wages of those individual functions benefiting from the use 
of that space; or 
      (b) institution-wide employee FTEs or salaries and wages 
applicable to the benefiting major functions (see Section B.1) 
of the institution. 
      (4) Depreciation or use allowances on certain capital 
improvements to land, such as paved parking areas, fences, 
sidewalks, and the like, not included in the cost of buildings, 
shall be allocated to user categories of students and employees 
on a full-time equivalent basis.  The amount allocated to the 
student category shall be assigned to the instruction function 
of the institution.  The amount allocated to the employee 
category shall be further allocated to the major functions of 
the institution in proportion to the salaries and wages of all 
employees applicable to those functions. 
    c. Large research facilities.  The following provisions 
apply to large research facilities that are included in F&A rate 
proposals negotiated after January 1, 2000, and on which the 
design and construction begin after July 1, 1998.  Large 
facilities, for this provision, are defined as buildings with 
construction costs of more than $10 million.  The determination 
of the Federal participation (use) percentage in a building is 
based on institution's estimates of building use over its life, 
and is made during the planning phase for the building. 
      (1) When an institution has large research facilities, of 
which 40 percent or more of total assignable space is expected 
for Federal use, the institution must maintain an adequate 
review and approval process to ensure that construction costs 
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are reasonable.  The review process shall address and document 
relevant factors affecting construction costs, such as: 
    - Life cycle costs 
    - Unique research needs 
    - Special building needs 
    - Building site preparation 
    - Environmental consideration 
    - Federal construction code requirements 
    - Competitive procurement practices 
    The approval process shall include review and approval of 
the projects by the institution's Board of Trustees (which can 
also be called Board of Directors, Governors or Regents) or 
other independent entities. 
      (2) For research facilities costing more than $25 million, 
of which 50 percent or more of total assignable space is 
expected for Federal use, the institution must document the 
review steps performed to assure that construction costs are 
reasonable.  The review should include an analysis of 
construction costs and a comparison of these costs with relevant 
construction data, including the National Science Foundation 
data for research facilities based on its biennial survey, 
"Science and Engineering Facilities at Colleges and 
Universities.”  The documentation must be made available for 
review by Federal negotiators, when requested. 
    3. Interest.  Interest on debt associated with certain 
buildings, equipment and capital improvements, as defined in 
Sections J.25, shall be classified as an expenditure under the 
category Facilities.  These costs shall be allocated in the same 
manner as the depreciation or use allowances on the buildings, 
equipment and capital improvements to which the interest 
relates. 
    4. Operation and maintenance expenses. 
    a. The expenses under this heading are those that have been 
incurred for the administration, supervision, operation, 
maintenance, preservation, and protection of the institution's 
physical plant.  They include expenses normally incurred for 
such items as janitorial and utility services; repairs and 
ordinary or normal alterations of buildings, furniture and 
equipment; care of grounds; maintenance and operation of 
buildings and other plant facilities; security; earthquake and 
disaster preparedness; environmental safety; hazardous waste 
disposal; property, liability and all other insurance relating 
to property; space and capital leasing; facility planning and 
management; and, central receiving. The operation and 
maintenance expense category should also include its allocable 
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share of fringe benefit costs, depreciation and use allowances, 
and interest costs. 
    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
allocated in the same manner as described in subsection 2.b for 
depreciation and use allowances. 
    c. For F&A rates negotiated on or after July 1, 1998, an 
institution that previously employed a utility special cost 
study in its most recently negotiated F&A rate proposal in 
accordance with Section E.2.d, may add a utility cost adjustment 
(UCA) of 1.3 percentage points to its negotiated overall F&A 
rate for organized research.  Exhibit B displays the list of 
eligible institutions.  The allocation of utility costs to the 
benefiting functions shall otherwise be made in the same manner 
as described in subsection F.4.b. Beginning on July 1, 2002, 
Federal agencies shall reassess periodically the eligibility of 
institutions to receive the UCA. 
    d. Beginning on July 1, 2002, Federal agencies may receive 
applications for utilization of the UCA from institutions not 
subject to the provisions of subsection F.4.c. 
    5. General administration and general expenses. 
    a. The expenses under this heading are those that have been 
incurred for the general executive and administrative offices of 
educational institutions and other expense of a general 
character which do not relate solely to any major function of 
the institution; i.e., solely to (1) instruction, (2) organized 
research, (3) other sponsored activities, or (4) other 
institutional activities.  The general administration and 
general expense category should also include its allocable share 
of fringe benefit costs, operation and maintenance expense, 
depreciation and use allowances, and interest costs.  Examples 
of general administration and general expenses include: those 
expenses incurred by administrative offices that serve the 
entire university system of which the institution is a part; 
central offices of the institution such as the President's or 
Chancellor's office, the offices for institution-wide financial 
management, business services, budget and planning, personnel 
management, and safety and risk management; the office of the 
General Counsel; and, the operations of the central 
administrative management information systems. General 
administration and general expenses shall not include expenses 
incurred within non-university-wide deans' offices, academic 
departments, organized research units, or similar organizational 
units.  (See subsection 6, Departmental administration 
expenses.) 
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    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
grouped first according to common major functions of the 
institution to which they render services or provide benefits.  
The aggregate expenses of each group shall then be allocated to 
serviced or benefited functions on the modified total cost 
basis.  Modified total costs consist of the same elements as 
those in Section G.2.  When an activity included in this F&A 
cost category provides a service or product to another 
institution or organization, an appropriate adjustment must be 
made to either the expenses or the basis of allocation or both, 
to assure a proper allocation of costs. 
    6. Departmental administration expenses. 
    a. The expenses under this heading are those that have been 
incurred for administrative and supporting services that benefit 
common or joint departmental activities or objectives in 
academic deans' offices, academic departments and divisions, and 
organized research units.  Organized research units include such 
units as institutes, study centers, and research centers.  
Departmental administration expenses are subject to the 
following limitations. 
      (1) Academic deans' offices.  Salaries and operating 
expenses are limited to those attributable to administrative 
functions. 
      (2) Academic departments: 
      (a) Salaries and fringe benefits attributable to the 
administrative work (including bid and proposal preparation) of 
faculty (including department heads), and other professional 
personnel conducting research and/or instruction, shall be 
allowed at a rate of 3.6 percent of modified total direct costs.  
This category does not include professional business or 
professional administrative officers.  This allowance shall be 
added to the computation of the F&A cost rate for major 
functions in Section G; the expenses covered by the allowance 
shall be excluded from the departmental administration cost 
pool.  No documentation is required to support this allowance. 
       (b) Other administrative and supporting expenses incurred 
within academic departments are allowable provided they are 
treated consistently in like circumstances.  This would include 
expenses such as the salaries of secretarial and clerical 
staffs, the salaries of administrative officers and assistants, 
travel, office supplies, stockrooms, and the like. 
      (3) Other fringe benefit costs applicable to the salaries 
and wages included in subsections (1) and (2) are allowable, as 
well as an appropriate share of general administration and 
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general expenses, operation and maintenance expenses, and 
depreciation and/or use allowances. 
      (4) Federal agencies may authorize reimbursement of 
additional costs for department heads and faculty only in 
exceptional cases where an institution can demonstrate undue 
hardship or detriment to project performance. 
    b. The following guidelines apply to the determination of 
departmental administrative costs as direct or F&A costs. 
      (1) In developing the departmental administration cost 
pool, special care should be exercised to ensure that costs 
incurred for the same purpose in like circumstances are treated 
consistently as either direct or F&A costs.  For example, 
salaries of technical staff, laboratory supplies (e.g., 
chemicals), telephone toll charges, animals, animal care costs, 
computer costs, travel costs, and specialized shop costs shall 
be treated as direct cost wherever identifiable to a particular 
cost objective.  Direct charging of these costs may be 
accomplished through specific identification of individual costs 
to benefiting cost objectives, or through recharge centers or 
specialized service facilities, as appropriate under the 
circumstances. 
      (2) The salaries of administrative and clerical staff 
should normally be treated as F&A costs.  Direct charging of 
these costs may be appropriate where a major project or activity 
explicitly budgets for administrative or clerical services and 
individuals involved can be specifically identified with the 
project or activity.  "Major project" is defined as a project 
that requires an extensive amount of administrative or clerical 
support, which is significantly greater than the routine level 
of such services provided by academic departments.  Some 
examples of major projects are described in Exhibit C. 
      (3) Items such as office supplies, postage, local 
telephone costs, and memberships shall normally be treated as 
F&A costs. 
    c. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
allocated as follows: 
      (1) The administrative expenses of the dean's office of 
each college and school shall be allocated to the academic 
departments within that college or school on the modified total 
cost basis. 
      (2) The administrative expenses of each academic 
department, and the department's share of the expenses allocated 
in subsection (1) shall be allocated to the appropriate 
functions of the department on the modified total cost basis. 
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    7. Sponsored projects administration. 
    a. The expenses under this heading are limited to those 
incurred by a separate organization(s) established primarily to 
administer sponsored projects, including such functions as grant 
and contract administration (Federal and non-Federal), special 
security, purchasing, personnel, administration, and editing and 
publishing of research and other reports.  They include the 
salaries and expenses of the head of such organization, 
assistants, and immediate staff, together with the salaries and 
expenses of personnel engaged in supporting activities 
maintained by the organization, such as stock rooms, 
stenographic pools and the like.  This category also includes an 
allocable share of fringe benefit costs, general administration 
and general expenses, operation and maintenance expenses, 
depreciation/use allowances.  Appropriate adjustments will be 
made for services provided to other functions or organizations. 
    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
allocated to the major functions of the institution under which 
the sponsored projects are conducted on the basis of the 
modified total cost of sponsored projects. 
    c. An appropriate adjustment shall be made to eliminate any 
duplicate charges to sponsored agreements when this category 
includes similar or identical activities as those included in 
the general administration and general expense category or other 
F&A cost items, such as accounting, procurement, or personnel 
administration. 
    8. Library expenses. 
    a. The expenses under this heading are those that have been 
incurred for the operation of the library, including the cost of 
books and library materials purchased for the library, less any 
items of library income that qualify as applicable credits under 
Section C.5.  The library expense category should also include 
the fringe benefits applicable to the salaries and wages 
included therein, an appropriate share of general administration 
and general expense, operation and maintenance expense, and 
depreciation and use allowances.  Costs incurred in the 
purchases of rare books (museum-type books) with no value to 
sponsored agreements should not be allocated to them. 
    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses included in this category shall be 
allocated first on the basis of primary categories of users, 
including students, professional employees, and other users. 
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      (1) The student category shall consist of full-time 
equivalent students enrolled at the institution, regardless of 
whether they earn credits toward a degree or certificate. 
      (2) The professional employee category shall consist of 
all faculty members and other professional employees of the 
institution, on a full-time equivalent basis. 
      (3) The other users category shall consist of all other 
users of library facilities. 
    c. Amount allocated in subsection b shall be assigned 
further as follows: 
      (1) The amount in the student category shall be assigned 
to the instruction function of the institution. 
      (2) The amount in the professional employee category shall 
be assigned to the major functions of the institution in 
proportion to the salaries and wages of all faculty members and 
other professional employees applicable to those functions. 
      (3) The amount in the other users category shall be 
assigned to the other institutional activities function of the 
institution. 
    9. Student administration and services. 
    a. The expenses under this heading are those that have been 
incurred for the administration of student affairs and for 
services to students, including expenses of such activities as 
deans of students, admissions, registrar, counseling and 
placement services, student advisers, student health and 
infirmary services, catalogs, and commencements and 
convocations.  The salaries of members of the academic staff 
whose responsibilities to the institution require administrative 
work that benefits sponsored projects may also be included to 
the extent that the portion charged to student administration is 
determined in accordance with Section J.10.  This expense 
category also includes the fringe benefit costs applicable to 
the salaries and wages included therein, an appropriate share of 
general administration and general expenses, operation and 
maintenance, and use allowances and/or depreciation. 
    b. In the absence of the alternatives provided for in 
Section E.2.d, the expenses in this category shall be allocated 
to the instruction function, and subsequently to sponsored 
agreements in that function. 
    10. Offset for F&A expenses otherwise provided for by the 
Federal Government. 
    a. The items to be accumulated under this heading are the 
reimbursements and other payments from the Federal Government 
that are made to the institution to support solely, 
specifically, and directly, in whole or in part, any of the 
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administrative or service activities described in subsections 2 
through 9. 
    b. The items in this group shall be treated as a credit to 
the affected individual F&A cost category before that category 
is allocated to benefiting functions. 
 
G. Determination and application of F&A cost rate or rates. 
    1. F&A cost pools. 
    a. (1) Subject to subsection b, the separate categories of 
F&A costs allocated to each major function of the institution as 
prescribed in Section F shall be aggregated and treated as a 
common pool for that function.  The amount in each pool shall be 
divided by the distribution base described in subsection 2 to 
arrive at a single F&A cost rate for each function. 
      (2) The rate for each function is used to distribute F&A 
costs to individual sponsored agreements of that function.  
Since a common pool is established for each major function of 
the institution, a separate F&A cost rate would be established 
for each of the major functions described in Section B.1 under 
which sponsored agreements are carried out. 
      (3) Each institution's F&A cost rate process must be 
appropriately designed to ensure that Federal sponsors do not in 
any way subsidize the F&A costs of other sponsors, specifically 
activities sponsored by industry and foreign governments.  
Accordingly, each allocation method used to identify and 
allocate the F&A cost pools, as described in Sections E.2 and 
F.2 through F.9, must contain the full amount of the 
institution's modified total costs or other appropriate units of 
measurement used to make the computations.  In addition, the 
final rate distribution base (as defined in subsection 2) for 
each major function (organized research, instruction, etc., as 
described in Section B.1) shall contain all the programs or 
activities that utilize the F&A costs allocated to that major 
function.  At the time a F&A cost proposal is submitted to a 
cognizant Federal agency, each institution must describe the 
process it uses to ensure that Federal funds are not used to 
subsidize industry and foreign government funded programs. 
    b. In some instances a single rate basis for use across the 
board on all work within a major function at an institution may 
not be appropriate.  A single rate for research, for example, 
might not take into account those different environmental 
factors and other conditions which may affect substantially the 
F&A costs applicable to a particular segment of research at the 
institution.  A particular segment of research may be that 
performed under a single sponsored agreement or it may consist 
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of research under a group of sponsored agreements performed in a 
common environment.  The environmental factors are not limited 
to the physical location of the work.  Other important factors 
are the level of the administrative support required, the nature 
of the facilities or other resources employed, the scientific 
disciplines or technical skills involved, the organizational 
arrangements used, or any combination thereof.  Where a 
particular segment of a sponsored agreement is performed within 
an environment which appears to generate a significantly 
different level of F&A costs, provisions should be made for a 
separate F&A cost pool applicable to such work.  The separate 
F&A cost pool should be developed during the regular course of 
the rate determination process and the separate F&A cost rate 
resulting therefrom should be utilized; provided it is 
determined that (1) such F&A cost rate differs significantly 
from that which would have been obtained under subsection a, and 
(2) the volume of work to which such rate would apply is 
material in relation to other sponsored agreements at the 
institution. 
    2. The distribution basis.  F&A costs shall be distributed 
to applicable sponsored agreements and other benefiting 
activities within each major function (see Section B.1) on the 
basis of modified total direct costs, consisting of all salaries 
and wages, fringe benefits, materials and supplies, services, 
travel, and subgrants and subcontracts up to the first $25,000 
of each subgrant or subcontract (regardless of the period 
covered by the subgrant or subcontract).  Equipment, capital 
expenditures, charges for patient care and tuition remission, 
rental costs, scholarships, and fellowships as well as the 
portion of each subgrant and subcontract in excess of $25,000 
shall be excluded from modified total direct costs.  Other items 
may only be excluded where necessary to avoid a serious inequity 
in the distribution of F&A costs.  For this purpose, a F&A cost 
rate should be determined for each of the separate F&A cost 
pools developed pursuant to subsection 1.  The rate in each case 
should be stated as the percentage that the amount of the 
particular F&A cost pool is of the modified total direct costs 
identified with such pool. 
    3. Negotiated lump sum for F&A costs.  A negotiated fixed 
amount in lieu of F&A costs may be appropriate for 
self-contained, off-campus, or primarily subcontracted 
activities where the benefits derived from an institution's F&A 
services cannot be readily determined.  Such negotiated F&A 
costs will be treated as an offset before allocation to 
instruction, organized research, other sponsored activities, and 
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other institutional activities.  The base on which such 
remaining expenses are allocated should be appropriately 
adjusted. 
    4. Predetermined rates for F&A costs.  Public Law 87-638 (76 
Stat. 437) authorizes the use of predetermined rates in 
determining the "indirect costs" (F&A costs in this Circular) 
applicable under research agreements with educational 
institutions.  The stated objectives of the law are to simplify 
the administration of cost-type research and development 
contracts (including grants) with educational institutions, to 
facilitate the preparation of their budgets, and to permit more 
expeditious closeout of such contracts when the work is 
completed.  In view of the potential advantages offered by this 
procedure, negotiation of predetermined rates for F&A costs for 
a period of two to four years should be the norm in those 
situations where the cost experience and other pertinent facts 
available are deemed sufficient to enable the parties involved 
to reach an informed judgment as to the probable level of F&A 
costs during the ensuing accounting periods. 
    5. Negotiated fixed rates and carry-forward provisions.  
When a fixed rate is negotiated in advance for a fiscal year (or 
other time period), the over- or under-recovery for that year 
may be included as an adjustment to the F&A cost for the next 
rate negotiation.  When the rate is negotiated before the 
carry-forward adjustment is determined, the carry-forward amount 
may be applied to the next subsequent rate negotiation.  When 
such adjustments are to be made, each fixed rate negotiated in 
advance for a given period will be computed by applying the 
expected F&A costs allocable to sponsored agreements for the 
forecast period plus or minus the carry-forward adjustment 
(over- or under-recovery) from the prior period, to the forecast 
distribution base.  Unrecovered amounts under lump-sum 
agreements or cost-sharing provisions of prior years shall not 
be carried forward for consideration in the new rate 
negotiation.  There must, however, be an advance understanding 
in each case between the institution and the cognizant Federal 
agency as to whether these differences will be considered in the 
rate negotiation rather than making the determination after the 
differences are known.  Further, institutions electing to use 
this carry-forward provision may not subsequently change without 
prior approval of the cognizant Federal agency.  In the event 
that an institution returns to a postdetermined rate, any over- 
or under-recovery during the period in which negotiated fixed 
rates and carry-forward provisions were followed will be 
included in the subsequent postdetermined rates.  Where multiple 

363



 
 34 

rates are used, the same procedure will be applicable for 
determining each rate. 
    6. Provisional and final rates for F&A costs.  Where the 
cognizant agency determines that cost experience and other 
pertinent facts do not justify the use of predetermined rates, 
or a fixed rate with a carry-forward, or if the parties cannot 
agree on an equitable rate, a provisional rate shall be 
established.  To prevent substantial overpayment or 
underpayment, the provisional rate may be adjusted by the 
cognizant agency during the institution's fiscal year.  
Predetermined or fixed rates may replace provisional rates at 
any time prior to the close of the institution's fiscal year.  
If a provisional rate is not replaced by a predetermined or 
fixed rate prior to the end of the institution's fiscal year, a 
final rate will be established and upward or downward 
adjustments will be made based on the actual allowable costs 
incurred for the period involved. 
    7. Fixed rates for the life of the sponsored agreement. 
    a. Federal agencies shall use the negotiated rates for F&A 
costs in effect at the time of the initial award throughout the 
life of the sponsored agreement.  "Life" for the purpose of this 
subsection means each competitive segment of a project.  A 
competitive segment is a period of years approved by the Federal 
funding agency at the time of the award.  If negotiated rate 
agreements do not extend through the life of the sponsored 
agreement at the time of the initial award, then the negotiated 
rate for the last year of the sponsored agreement shall be 
extended through the end of the life of the sponsored agreement.  
Award levels for sponsored agreements may not be adjusted in 
future years as a result of changes in negotiated rates. 
    b. When an educational institution does not have a 
negotiated rate with the Federal Government at the time of the 
award (because the educational institution is a new grantee or 
the parties cannot reach agreement on a rate), the provisional 
rate used at the time of the award shall be adjusted once a rate 
is negotiated and approved by the cognizant agency. 
    8. Limitation on reimbursement of administrative costs. 
    a. Notwithstanding the provisions of subsection 1.a, the 
administrative costs charged to sponsored agreements awarded or 
amended (including continuation and renewal awards) with 
effective dates beginning on or after the start of the 
institution's first fiscal year which begins on or after October 
1, 1991, shall be limited to 26% of modified total direct costs 
(as defined in subsection 2) for the total of General 
Administration and General Expenses, Departmental 
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Administration, Sponsored Projects Administration, and Student 
Administration and Services (including their allocable share of 
depreciation and/or use allowances, interest costs, operation 
and maintenance expenses, and fringe benefits costs, as provided 
by Sections F.5, F.6, F.7 and F.9) and all other types of 
expenditures not listed specifically under one of the 
subcategories of facilities in Section F. 
    b. Existing F&A cost rates that affect institutions' fiscal 
years which begin on or after October 1, 1991, shall be 
unilaterally amended by the cognizant Federal agency to reflect 
the cost limitation in subsection a. 
    c. Permanent rates established prior to this revision that 
have been amended in accordance with subsection b may be 
renegotiated.  However, no such renegotiated rate may exceed the 
rate which would have been in effect if the agreement had 
remained in effect; nor may the administrative portion of any 
renegotiated rate exceed the limitation in subsection a. 
    d. Institutions should not change their accounting or cost 
allocation methods which were in effect on May 1, 1991, if the 
effect is to: (i) change the charging of a particular type of 
cost from F&A to direct, or (ii) reclassify costs, or increase 
allocations, from the administrative pools identified in 
subsection to the other F&A cost pools or fringe benefits.  
Cognizant Federal agencies are authorized to permit changes 
where an institution's charging practices are at variance with 
acceptable practices followed by a substantial majority of other 
institutions. 
    9. Alternative method for administrative costs. 
    a. Notwithstanding the provisions of subsection 1.a, an 
institution may elect to claim fixed allowance for the 
"Administration" portion of F&A costs.  The allowance could be 
either 24% of modified total direct costs or a percentage equal 
to 95% of the most recently negotiated fixed or predetermined 
rate for the cost pools included under "Administration" as 
defined in Section F.1, whichever is less, provided that no 
accounting or cost allocation changes with the effects described 
in subsection 8.d have occurred.  Under this alternative, no 
cost proposal need be prepared for the "Administration" portion 
of the F&A cost rate nor is further identification or 
documentation of these costs required (see subsection c).  Where 
a negotiated F&A cost agreement includes this alternative, an 
institution shall make no further charges for the expenditure 
categories described in Sections F.5, F.6, F.7 and F.9. 
    b. In negotiations of rates for subsequent periods, an 
institution that has elected the option of subsection a may 
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continue to exercise it at the same rate without further 
identification or documentation of costs, provided that no 
accounting or cost allocation changes with the effects described 
in subsection 8.d have occurred. 
    c. If an institution elects to accept a threshold rate, it 
is not required to perform a detailed analysis of its 
administrative costs.  However, in order to compute the 
facilities components of its F&A cost rate, the institution must 
reconcile its F&A cost proposal to its financial statements and 
make appropriate adjustments and reclassifications to identify 
the costs of each major function as defined in Section B.1, as 
well as to identify and allocate the facilities components.  
Administrative costs that are not identified as such by the 
institution's accounting system (such as those incurred in 
academic departments) will be classified as instructional costs 
for purposes of reconciling F&A cost proposals to financial 
statements and allocating facilities costs. 
    10. Individual rate components.  
    In order to satisfy the requirements of Section J.14 and to 
provide mutually agreed upon information for management 
purposes, each F&A cost rate negotiation or determination shall 
include development of a rate for each F&A cost pool as well as 
the overall F&A cost rate. 
    11. Negotiation and approval of F&A rate. 
    a. Cognizant agency assignments.  "A cognizant agency" means 
the Federal agency responsible for negotiating and approving F&A 
rates for an educational institution on behalf of all Federal 
agencies. 
      (1) Cost negotiation cognizance is assigned to the 
Department of Health and Human Services (HHS) or the Department 
of Defense's Office of Naval Research (DOD), normally depending 
on which of the two agencies (HHS or DOD) provides more funds to 
the educational institution for the most recent three years.  
Information on funding shall be derived from relevant data 
gathered by the National Science Foundation.  In cases where 
neither HHS nor DOD provides Federal funding to an educational 
institution, the cognizant agency assignment shall default to 
HHS.  Notwithstanding the method for cognizance determination 
described above, other arrangements for cognizance of a 
particular educational institution may also be based in part on 
the types of research performed at the educational institution 
and shall be decided based on mutual agreement between HHS and 
DOD. 
      (2) Cognizant assignments as of December 31, 1995, shall 
continue in effect through educational institutions' fiscal 
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years ending during 1997, or the period covered by negotiated 
agreements in effect on December 31, 1995, whichever is later, 
except for those educational institutions with cognizant 
agencies other than HHS or DOD.  Cognizance for these 
educational institutions shall transfer to HHS or DOD at the end 
of the period covered by the current negotiated rate agreement.  
After cognizance is established, it shall continue for a 
five-year period. 
    b. Acceptance of rates.  The negotiated rates shall be 
accepted by all Federal agencies.  Only under special 
circumstances, when required by law or regulation, may an agency 
use a rate different from the negotiated rate for a class of 
sponsored agreements or a single sponsored agreement. 
    c. Correcting deficiencies.  The cognizant agency shall 
negotiate changes needed to correct systems deficiencies 
relating to accountability for sponsored agreements.  Cognizant 
agencies shall address the concerns of other affected agencies, 
as appropriate. 
    d. Resolving questioned costs.  The cognizant agency shall 
conduct any necessary negotiations with an educational 
institution regarding amounts questioned by audit that are due 
the Federal Government related to costs covered by a negotiated 
agreement. 
    e. Reimbursement.  Reimbursement to cognizant agencies for 
work performed under Circular A-21 may be made by reimbursement 
billing under the Economy Act, 31 U.S.C. 1535. 
    f. Procedure for establishing facilities and administrative 
rates.  The cognizant agency shall arrange with the educational 
institution to provide copies of rate proposals to all 
interested agencies.  Agencies wanting such copies should notify 
the cognizant agency.  Rates shall be established by one of the 
following methods: 
      (1) Formal negotiation.  The cognizant agency is 
responsible for negotiating and approving rates for an 
educational institution on behalf of all Federal agencies.  
Non-cognizant Federal agencies, which award sponsored agreements 
to an educational institution, shall notify the cognizant agency 
of specific concerns (i.e., a need to establish special cost 
rates) that could affect the negotiation process.  The cognizant 
agency shall address the concerns of all interested agencies, as 
appropriate.  A pre-negotiation conference may be scheduled 
among all interested agencies, if necessary.  The cognizant 
agency shall then arrange a negotiation conference with the 
educational institution. 
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      (2) Other than formal negotiation.  The cognizant agency 
and educational institution may reach an agreement on rates 
without a formal negotiation conference; for example, through 
correspondence or use of the simplified method described in this 
Circular. 
    g. Formalizing determinations and agreements.  The cognizant 
agency shall formalize all determinations or agreements reached 
with an educational institution and provide copies to other 
agencies having an interest. 
    h. Disputes and disagreements.  Where the cognizant agency 
is unable to reach agreement with an educational institution 
with regard to rates or audit resolution, the appeal system of 
the cognizant agency shall be followed for resolution of the 
disagreement. 
    12. Standard Format for Submission.  For facilities and 
administrative (F&A) rate proposals submitted on or after July 
1, 2001, educational institutions shall use the standard format, 
shown in Appendix C, to submit their F&A rate proposal to the 
cognizant agency.  The cognizant agency may, on an 
institution-by-institution basis, grant exceptions from all or 
portions of Part II of the standard format requirement.  This 
requirement does not apply to educational institutions that use 
the simplified method for calculating F&A rates, as described in 
Section H. 
 
H. Simplified method for small institutions. 
    1. General. 
    a. Where the total direct cost of work covered by Circular 
A-21 at an institution does not exceed $10 million in a fiscal 
year, the use of the simplified procedure described in 
subsections 2 or 3, may be used in determining allowable F&A 
costs.  Under this simplified procedure, the institution's most 
recent annual financial report and immediately available 
supporting information shall be utilized as basis for 
determining the F&A cost rate applicable to all sponsored 
agreements.  The institution may use either the salaries and 
wages (see subsection 2) or modified total direct costs (see 
subsection 3) as distribution basis. 
    b. The simplified procedure should not be used where it 
produces results that appear inequitable to the Federal 
Government or the institution.  In any such case, F&A costs 
should be determined through use of the regular procedure. 
    2. Simplified procedure - Salaries and wages base. 
    a. Establish the total amount of salaries and wages paid to 
all employees of the institution. 
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    b. Establish an F&A cost pool consisting of the expenditures 
(exclusive of capital items and other costs specifically 
identified as unallowable) that customarily are classified under 
the following titles or their equivalents: 
      (1) General administration and general expenses (exclusive 
of costs of student administration and services, student 
activities, student aid, and scholarships). 
      (2) Operation and maintenance of physical plant; and 
depreciation and use allowances; after appropriate adjustment 
for costs applicable to other institutional activities. 
      (3) Library. 
      (4) Department administration expenses, which will be 
computed as 20 percent of the salaries and expenses of deans and 
heads of departments. 
    In those cases where expenditures classified under 
subsection (1) have previously been allocated to other 
institutional activities, they may be included in the F&A cost 
pool.  The total amount of salaries and wages included in the 
F&A cost pool must be separately identified. 
    c. Establish a salary and wage distribution base, determined 
by deducting from the total of salaries and wages as established 
in subsection a the amount of salaries and wages included under 
subsection b. 
    d. Establish the F&A cost rate, determined by dividing the 
amount in the F&A cost pool, subsection b, by the amount of the 
distribution base, subsection c. 
    e. Apply the F&A cost rate to direct salaries and wages for 
individual agreements to determine the amount of F&A costs 
allocable to such agreements. 
    3. Simplified procedure - Modified total direct cost base. 
    a. Establish the total costs incurred by the institution for 
the base period. 
    b. Establish a F&A cost pool consisting of the expenditures 
(exclusive of capital items and other costs specifically 
identified as unallowable) that customarily are classified under 
the following titles or their equivalents: 
      (1) General administration and general expenses (exclusive 
of costs of student administration and services, student 
activities, student aid, and scholarships). 
      (2) Operation and maintenance of physical plant; and 
depreciation and use allowances; after appropriate adjustment 
for costs applicable to other institutional activities. 
      (3) Library. 
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      (4) Department administration expenses, which will be 
computed as 20 percent of the salaries and expenses of deans and 
heads of departments. 
    In those cases where expenditures classified under 
subsection (1) have previously been allocated to other 
institutional activities, they may be included in the F&A cost 
pool.  The modified total direct costs amount included in the 
F&A cost pool must be separately identified. 
    c. Establish a modified total direct cost distribution base, 
as defined in Section G.2, that consists of all institution's 
direct functions. 
    d. Establish the F&A cost rate, determined by dividing the 
amount in the F&A cost pool, subsection b, by the amount of the 
distribution base, subsection c. 
    e. Apply the F&A cost rate to the modified total direct 
costs for individual agreements to determine the amount of F&A 
costs allocable to such agreements. 
 
J. General provisions for selected items of cost. 
 
    Sections 1 through 54 provide principles to be applied in 
establishing the allowability of certain items involved in 
determining cost.  These principles should apply irrespective of 
whether a particular item of cost is properly treated as direct 
cost or F&A cost.  Failure to mention a particular item of cost 
is not intended to imply that it is either allowable or 
unallowable; rather, determination as to allowability in each 
case should be based on the treatment provided for similar or 
related items of cost.  In case of a discrepancy between the 
provisions of a specific sponsored agreement and the provisions 
below, the agreement should govern. 
 
    1. Advertising and public relations costs. 
    a. The term advertising costs means the costs of advertising 
media and corollary administrative costs.  Advertising media 
include magazines, newspapers, radio and television, direct mail, 
exhibits, electronic or computer transmittals, and the like. 
    b. The term public relations includes community relations and 
means those activities dedicated to maintaining the image of the 
institution or maintaining or promoting understanding and favorable 
relations with the community or public at large or any segment of 
the public. 
    c. The only allowable advertising costs are those that are 
solely for: 
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      (1) The recruitment of personnel required for the performance 
by the institution of obligations arising under a sponsored 
agreement (See also subsection b. of section J.42, Recruiting);   
      (2) The procurement of goods and services for the performance 
of a sponsored agreement; 
      (3) The disposal of scrap or surplus materials acquired in 
the performance of a sponsored agreement except when non-Federal 
entities are reimbursed for disposal costs at a predetermined 
amount; or 
      (4) Other specific purposes necessary to meet the 
requirements of the sponsored agreement. 
    d. The only allowable public relations costs are: 
       (1) Costs specifically required by the sponsored agrrement; 
       (2) Costs of communicating with the public and press 
pertaining to specific activities or accomplishments which result 
from performance of sponsored agreements (these costs are 
considered necessary as part of the outreach effort for the 
sponsored agreement); or 
       (3) Costs of conducting general liaison with news media and 
government public relations officers, to the extent that such 
activities are limited to communication and liaison necessary keep 
the public informed on matters of public concern, such as notices 
of Federal contract/grant awards, financial matters, etc. 
    e. Costs identified in subsections c and d if incurred for more 
than one sponsored agreement or for both sponsored work and other 
work of the institution, are allowable to the extent that the 
principles in sections D. (“Direct Costs”) and E. (“F & A Costs”) 
are observed.   
    f. Unallowable advertising and public relations costs include 
the following: 
      (1) All advertising and public relations costs other than as 
specified in subsections 1.c, 1.d and 1.e. 
      (2) Costs of meetings, conventions, convocations, or other 
events related to other activities of the institution, including: 
      (a) Costs of displays, demonstrations, and exhibits; 
      (b) Costs of meeting rooms, hospitality suites, and other 
special facilities used in conjunction with shows and other special 
events; and 
      (c) Salaries and wages of employees engaged in setting up and 
displaying exhibits, making demonstrations, and providing 
briefings; 
      (3) Costs of promotional items and memorabilia, including 
models, gifts, and souvenirs; 
      (4) Costs of advertising and public relations designed solely 
to promote the institution. 
 
    2.  Advisory councils. 
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    Costs incurred by advisory councils or committees are 
allowable as a direct cost where authorized by the Federal 
awarding agency or as an indirect cost where allocable to 
sponsored agreements. 
 
    3. Alcoholic beverages.  
    Costs of alcoholic beverages are unallowable. 
 
    4. Alumni/ae activities.   
    Costs incurred for, or in support of, alumni/ae activities 
and similar services are unallowable. 
 
    5. Audit costs and related services.
    a. The costs of audits required by, and performed in 
accordance with, the Single Audit Act, as implemented by 
Circular A-133, "Audits of States, Local Governments, and Non-
Profit Organizations” are allowable.  Also see 31 USC 7505(b) 
and section ___.230 (“Audit Costs”) of Circular A-133. 
    b. Other audit costs are allowable if included in an 
indirect cost rate proposal , or if specifically approved by the 
awarding agency as a direct cost to an award. 
    c. The cost of  agreed-upon procedures engagements to 
monitor subrecipients who are exempted from A-133 under section 
___.200(d) are allowable, subject to the conditions listed in A-
133, section ___.230 (b)(2). 
 
    6. Bad Debt.   
    Bad debts, including losses (whether actual or estimated) 
arising from uncollectable accounts and other claims, related 
collection costs, and related legal costs, are unallowable. 
 
    7. Bonding costs.
    a. Bonding costs arise when the Federal Government requires 
assurance against financial loss to itself or others by reason 
of the act or default of the institution.  They arise also in 
instances where the institution requires similar assurance.  
Included are such bonds as bid, performance, payment, advance 
payment, infringement, and fidelity bonds.  
    b. Costs of bonding required pursuant to the terms of the 
award are allowable.  
    c. Costs of bonding required by the institution in the 
general conduct of its operations are allowable to the extent 
that such bonding is in accordance with sound business practice 
and the rates and premiums are reasonable under the 
circumstances. 
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     8. Commencement and convocation costs.
    Costs incurred for commencements and convocations are 
unallowable, except as provided for in Section F.9. 
 
     9. Communication costs.   
    Costs incurred for telephone services, local and long 
distance telephone calls, telegrams, postage, messenger, 
electronic or computer transmittal services and the like are 
allowable. 
 
    10. Compensation for personal services.
    a. General.  Compensation for personal services covers all 
amounts paid currently or accrued by the institution for 
services of employees rendered during the period of performance 
under sponsored agreements.  Such amounts include salaries, 
wages, and fringe benefits (see subsection f).  These costs are 
allowable to the extent that the total compensation to 
individual employees conforms to the established policies of the 
institution, consistently applied, and provided that the charges 
for work performed directly on sponsored agreements and for 
other work allocable as F&A costs are determined and supported 
as provided below.  Charges to sponsored agreements may include 
reasonable amounts for activities contributing and intimately 
related to work under the agreements, such as delivering special 
lectures about specific aspects of the ongoing activity, writing 
reports and articles, participating in appropriate seminars, 
consulting with colleagues and graduate students, and attending 
meetings and conferences.  Incidental work (that in excess of 
normal for the individual), for which supplemental compensation 
is paid by an institution under institutional policy, need not 
be included in the payroll distribution systems described below, 
provided such work and compensation are separately identified 
and documented in the financial management system of the 
institution. 
    b. Payroll distribution. 
      (1) General Principles. 
      (a) The distribution of salaries and wages, whether 
treated as direct or F&A costs, will be based on payrolls 
documented in accordance with the generally accepted practices 
of colleges and universities.  Institutions may include in a 
residual category all activities that are not directly charged 
to sponsored agreements, and that need not be distributed to 
more than one activity for purposes of identifying F&A costs and 
the functions to which they are allocable.  The components of 

373



 
 44 

the residual category are not required to be separately 
documented. 
      (b) The apportionment of employees' salaries and wages 
which are chargeable to more than one sponsored agreement or 
other cost objective will be accomplished by methods which will- 
      (1) be in accordance with Sections A.2 and C;  
      (2) produce an equitable distribution of charges for 
employee's activities; and  
      (3) distinguish the employees' direct activities from 
their F&A activities. 
      (c) In the use of any methods for apportioning salaries, 
it is recognized that, in an academic setting, teaching, 
research, service, and administration are often inextricably 
intermingled.  A precise assessment of factors that contribute 
to costs is not always feasible, nor is it expected.  Reliance, 
therefore, is placed on estimates in which a degree of tolerance 
is appropriate. 
       (d) There is no single best method for documenting the 
distribution of charges for personal services.  Methods for 
apportioning salaries and wages, however, must meet the criteria 
specified in subsection b.(2).  Examples of acceptable methods 
are contained in subsection c.  Other methods that meet the 
criteria specified in subsection b.(2) also shall be deemed 
acceptable, if a mutually satisfactory alternative agreement is 
reached. 
      (2) Criteria for Acceptable Methods. 
      (a) The payroll distribution system will  
      (i) be incorporated into the official records of the 
institution;  
      (ii) reasonably reflect the activity for which the 
employee is compensated by the institution; and  
      (iii) encompass both sponsored and all other activities on 
an integrated basis, but may include the use of subsidiary 
records.  (Compensation for incidental work described in 
subsection a need not be included.) 
      (b) The method must recognize the principle of 
after-the-fact confirmation or determination so that costs 
distributed represent actual costs, unless a mutually 
satisfactory alternative agreement is reached.  Direct cost 
activities and F&A cost activities may be confirmed by 
responsible persons with suitable means of verification that the 
work was performed.  Confirmation by the employee is not a 
requirement for either direct or F&A cost activities if other 
responsible persons make appropriate confirmations. 
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      (c) The payroll distribution system will allow 
confirmation of activity allocable to each sponsored agreement 
and each of the categories of activity needed to identify F&A 
costs and the functions to which they are allocable.  The 
activities chargeable to F&A cost categories or the major 
functions of the institution for employees whose salaries must 
be apportioned (see subsection b.(1)b)), if not initially 
identified as separate categories, may be subsequently 
distributed by any reasonable method mutually agreed to, 
including, but not limited to, suitably conducted surveys, 
statistical sampling procedures, or the application of 
negotiated fixed rates. 
      (d) Practices vary among institutions and within 
institutions as to the activity constituting a full workload.  
Therefore, the payroll distribution system may reflect 
categories of activities expressed as a percentage distribution 
of total activities. 
      (e) Direct and F&A charges may be made initially to 
sponsored agreements on the basis of estimates made before 
services are performed.  When such estimates are used, 
significant changes in the corresponding work activity must be 
identified and entered into the payroll distribution system.  
Short-term (such as one or two months) fluctuation between 
workload categories need not be considered as long as the 
distribution of salaries and wages is reasonable over the longer 
term, such as an academic period. 
      (f) The system will provide for independent internal 
evaluations to ensure the system's effectiveness and compliance 
with the above standards. 
      (g) For systems which meet these standards, the 
institution will not be required to provide additional support 
or documentation for the effort actually performed. 
    c. Examples of Acceptable Methods for Payroll Distribution: 
      (1) Plan-Confirmation: Under this method, the distribution 
of salaries and wages of professorial and professional staff 
applicable to sponsored agreements is based on budgeted, 
planned, or assigned work activity, updated to reflect any 
significant changes in work distribution.  A plan-confirmation 
system used for salaries and wages charged directly or 
indirectly to sponsored agreements will meet the following 
standards: 
      (a) A system of budgeted, planned, or assigned work 
activity will be incorporated into the official records of the 
institution and encompass both sponsored and all other 
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activities on an integrated basis.  The system may include the 
use of subsidiary records. 
      (b) The system will reasonably reflect only the activity 
for which the employee is compensated by the institution 
(compensation for incidental work described in subsection a need 
not be included).  Practices vary among institutions and within 
institutions as to the activity constituting a full workload.  
Hence, the system will reflect categories of activities 
expressed as a percentage distribution of total activities.  
(See Section H for treatment of F&A costs under the simplified 
method for small institutions.) 
      (c) The system will reflect activity applicable to each 
sponsored agreement and to each category needed to identify F&A 
costs and the functions to which they are allocable.  The system 
may treat F&A cost activities initially within a residual 
category and subsequently determine them by alternate methods as 
discussed in subsection b.(2)(c). 
      (d) The system will provide for modification of an 
individual's salary or salary distribution commensurate with a 
significant change in the employee's work activity.  Short-term 
(such as one or two months) fluctuation between workload 
categories need not be considered as long as the distribution of 
salaries and wages is reasonable over the longer term, such as 
an academic period.  Whenever it is apparent that a significant 
change in work activity that is directly or indirectly charged 
to sponsored agreements will occur or has occurred, the change 
will be documented over the signature of a responsible official 
and entered into the system. 
      (e) At least annually a statement will be signed by the 
employee, principal investigator, or responsible official(s) 
using suitable means of verification that the work was 
performed, stating that salaries and wages charged to sponsored 
agreements as direct charges, and to residual, F&A cost or other 
categories are reasonable in relation to work performed. 
      (f) The system will provide for independent internal 
evaluation to ensure the system's integrity and compliance with 
the above standards. 
      (g) In the use of this method, an institution shall not be 
required to provide additional support or documentation for the 
effort actually performed. 
       (2) After-the-fact Activity Records: Under this system 
the distribution of salaries and wages by the institution will 
be supported by activity reports as prescribed below. 
      (a) Activity reports will reflect the distribution of 
activity expended by employees covered by the system 
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(compensation for incidental work as described in subsection a 
need not be included). 
      (b) These reports will reflect an after-the-fact reporting 
of the percentage distribution of activity of employees.  
Charges may be made initially on the basis of estimates made 
before the services are performed, provided that such charges 
are promptly adjusted if significant differences are indicated 
by activity records. 
      (c) Reports will reasonably reflect the activities for 
which employees are compensated by the institution.  To confirm 
that the distribution of activity represents a reasonable 
estimate of the work performed by the employee during the 
period, the reports will be signed by the employee, principal 
investigator, or responsible official(s) using suitable means of 
verification that the work was performed. 
      (d) The system will reflect activity applicable to each 
sponsored agreement and to each category needed to identify F&A 
costs and the functions to which they are allocable.  The system 
may treat F&A cost activities initially within a residual 
category and subsequently determine them by alternate methods as 
discussed in subsection b.(2)(c). 
      (e) For professorial and professional staff, the reports 
will be prepared each academic term, but no less frequently than 
every six months.  For other employees, unless alternate 
arrangements are agreed to, the reports will be prepared no less 
frequently than monthly and will coincide with one or more pay 
periods. 
      (f) Where the institution uses time cards or other forms 
of after-the-fact payroll documents as original documentation 
for payroll and payroll charges, such documents shall qualify as 
records for this purpose, provided that they meet the 
requirements in subsections (a) through (e). 
      (3) Multiple Confirmation Records: Under this system, the 
distribution of salaries and wages of professorial and 
professional staff will be supported by records which certify 
separately for direct and F&A cost activities as prescribed 
below. 
      (a) For employees covered by the system, there will be 
direct cost records to reflect the distribution of that activity 
expended which is to be allocable as direct cost to each 
sponsored agreement.  There will also be F&A cost records to 
reflect the distribution of that activity to F&A costs.  These 
records may be kept jointly or separately (but are to be 
certified separately, see below). 

377



 
 48 

      (b) Salary and wage charges may be made initially on the 
basis of estimates made before the services are performed, 
provided that such charges are promptly adjusted if significant 
differences occur. 
      (c) Institutional records will reasonably reflect only the 
activity for which employees are compensated by the institution 
(compensation for incidental work as described in subsection a 
need not be included). 
      (d) The system will reflect activity applicable to each 
sponsored agreement and to each category needed to identify F&A 
costs and the functions to which they are allocable. 
      (e) To confirm that distribution of activity represents a 
reasonable estimate of the work performed by the employee during 
the period, the record for each employee will include:  
      (1) the signature of the employee or of a person having 
direct knowledge of the work, confirming that the record of 
activities allocable as direct costs of each sponsored agreement 
is appropriate; and,  
      (2) the record of F&A costs will include the signature of 
responsible person(s) who use suitable means of verification 
that the work was performed and is consistent with the overall 
distribution of the employee's compensated activities.  These 
signatures may all be on the same document. 
      (f) The reports will be prepared each academic term, but 
no less frequently than every six months. 
      (g) Where the institution uses time cards or other forms 
of after-the-fact payroll documents as original documentation 
for payroll and payroll charges, such documents shall qualify as 
records for this purposes, provided they meet the requirements 
in subsections (a) through (f). 
    d. Salary rates for faculty members.   
      (1) Salary rates for academic year.  Charges for work 
performed on sponsored agreements by faculty members during the 
academic year will be based on the individual faculty member's 
regular compensation for the continuous period which, under the 
policy of the institution concerned, constitutes the basis of 
his salary.  Charges for work performed on sponsored agreements 
during all or any portion of such period are allowable at the 
base salary rate.  In no event will charges to sponsored 
agreements, irrespective of the basis of computation, exceed the 
proportionate share of the base salary for that period.  This 
principle applies to all members of the faculty at an 
institution.  Since intra-university consulting is assumed to be 
undertaken as a university obligation requiring no compensation 
in addition to full-time base salary, the principle also applies 
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to faculty members who function as consultants or otherwise 
contribute to a sponsored agreement conducted by another faculty 
member of the same institution.  However, in unusual cases where 
consultation is across departmental lines or involves a separate 
or remote operation, and the work performed by the consultant is 
in addition to his regular departmental load, any charges for 
such work representing extra compensation above the base salary 
are allowable provided that such consulting arrangements are 
specifically provided for in the agreement or approved in 
writing by the sponsoring agency. 
      (2) Periods outside the academic year. 
      (a) Except as otherwise specified for teaching activity in 
subsection (b), charges for work performed by faculty members on 
sponsored agreements during the summer months or other period 
not included in the base salary period will be determined for 
each faculty member at a rate not in excess of the base salary 
divided by the period to which the base salary relates, and will 
be limited to charges made in accordance with other parts of 
this section.  The base salary period used in computing charges 
for work performed during the summer months will be the number 
of months covered by the faculty member's official academic year 
appointment. 
     (b) Charges for teaching activities performed by faculty 
members on sponsored agreements during the summer months or 
other periods not included in the base salary period will be 
based on the normal policy of the institution governing 
compensation to faculty members for teaching assignments during 
such periods. 
     (3) Part-time faculty.  Charges for work performed on 
sponsored agreements by faculty members having only part-time 
appointments will be determined at a rate not in excess of that 
regularly paid for the part-time assignments.  For example, an 
institution pays $5000 to a faculty member for half-time 
teaching during the academic year.  He devoted one-half of his 
remaining time to a sponsored agreement.  Thus, his additional 
compensation, chargeable by the institution to the agreement, 
would be one-half of $5000, or $2500. 
    e. Noninstitutional professional activities.  Unless an 
arrangement is specifically authorized by a Federal sponsoring 
agency, an institution must follow its institution-wide policies 
and practices concerning the permissible extent of professional 
services that can be provided outside the institution for 
noninstitutional compensation. Where such institution-wide 
policies do not exist or do not adequately define the 
permissible extent of consulting or other noninstitutional 
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activities undertaken for extra outside pay, the Federal 
Government may require that the effort of professional staff 
working on sponsored agreements be allocated between (1) 
institutional activities, and (2) noninstitutional professional 
activities.  If the sponsoring agency considers the extent of 
noninstitutional professional effort excessive, appropriate 
arrangements governing compensation will be negotiated on a 
case-by-case basis. 
    f. Fringe benefits.   
      (1) Fringe benefits in the form of regular compensation 
paid to employees during periods of authorized absences from the 
job, such as for annual leave, sick leave, military leave, and 
the like, are allowable, provided such costs are distributed to 
all institutional activities in proportion to the relative 
amount of time or effort actually devoted by the employees.  See 
subsection 11.f.(4) for treatment of sabbatical leave. 
      (2) Fringe benefits in the form of employer contributions 
or expenses for social security, employee insurance, workmen's 
compensation insurance, tuition or remission of tuition for 
individual employees are allowable, provided such benefits are 
granted in accordance with established educational institutional 
policies, and are distributed to all institutional activities on 
an equitable basis.  Tuition benefits for family members other 
than the employee are unallowable for fiscal years beginning 
after September 30, 1998.  See Section J.45.b, Scholarships and 
student aid costs, for treatment of tuition remission provided 
to students. 
      (3) Rules for pension plan costs are as follows: 
      (a) Costs of the institution's pension plan which are 
incurred in accordance with the established policies of the 
institution are allowable, provided: (i) such policies meet the 
test of reasonableness, (ii) the methods of cost allocation are 
equitable for all activities, (iii) the amount of pension cost 
assigned to each fiscal year is determined in accordance with 
subsection (b), and (iv) the cost assigned to a given fiscal 
year is paid or funded for all plan participants within six 
months after the end of that year. However, increases to normal 
and past service pension costs caused by a delay in funding the 
actuarial liability beyond 30 days after each quarter of the 
year to which such costs are assignable are unallowable. 
      (b) The amount of pension cost assigned to each fiscal 
year shall be determined in accordance with generally accepted 
accounting principles.  Institutions may elect to follow the 
"Cost Accounting Standard for Composition and Measurement of 
Pension Cost" (48 Part 9904-412). 
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      (c) Premiums paid for pension plan termination insurance 
pursuant to the Employee Retirement Income Security Act (ERISA) 
of 1974 (Pub.  L. 93-406) are allowable.  Late payment charges 
on such premiums are unallowable.  Excise taxes on accumulated 
funding deficiencies and prohibited transactions of pension plan 
fiduciaries imposed under ERISA are also unallowable. 
      (4) Rules for sabbatical leave are as follows: 
      (a) Costs of leave of absence by employees for performance 
of graduate work or sabbatical study, travel, or research are 
allowable provided the institution has a uniform policy on 
sabbatical leave for persons engaged in instruction and persons 
engaged in research.  Such costs will be allocated on an 
equitable basis among all related activities of the institution.  
      (b) Where sabbatical leave is included in fringe benefits 
for which a cost is determined for assessment as a direct 
charge, the aggregate amount of such assessments applicable to 
all work of the institution during the base period must be 
reasonable in relation to the institution's actual experience 
under its sabbatical leave policy. 
      (5) Fringe benefits may be assigned to cost objectives by 
identifying specific benefits to specific individual employees 
or by allocating on the basis of institution-wide salaries and 
wages of the employees receiving the benefits.  When the 
allocation method is used, separate allocations must be made to 
selective groupings of employees, unless the institution 
demonstrates that costs in relationship to salaries and wages do 
not differ significantly for different groups of employees.  
Fringe benefits shall be treated in the same manner as the 
salaries and wages of the employees receiving the benefits.  The 
benefits related to salaries and wages treated as direct costs 
shall also be treated as direct costs; the benefits related to 
salaries and wages treated as F&A costs shall be treated as F&A 
costs. 
    g. Institution-furnished automobiles.  
    That portion of the cost of institution-furnished 
automobiles that relates to personal use by employees (including 
transportation to and from work) is unallowable regardless of 
whether the cost is reported as taxable income to the employees. 
    h.  Severance pay.   
      (1) Severance pay is compensation in addition to regular 
salary and wages which is paid by an institution to employees 
whose services are being terminated.  Costs of severance pay are 
allowable only to the extent that such payments are required by 
law, by employer-employee agreement, by established policy that 
constitutes in effect an implied agreement on the institution's 
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part, or by circumstances of the particular employment.   
      (2) Severance payments that are due to normal recurring 
turnover and which otherwise meet the conditions of subsection 
(1) may be allowed provided the actual costs of such severance 
payments are regarded as expenses applicable to the current 
fiscal year and are equitably distributed among the 
institution's activities during that period.   
      (3) Severance payments that are due to abnormal or mass 
terminations are of such conjectural nature that allowability 
must be determined on a case-by-case basis.  However, the 
Federal Government recognizes its obligation to participate, to 
the extent of its fair share, in any specific payment.   
      (4) Costs incurred in excess of the institution's normal 
severance pay policy applicable to all persons employed by the 
institution upon termination of employment are unallowable. 
 
    11. Contingency provisions.  
    Contributions to a contingency reserve or any similar 
provision made for events the occurrence of which cannot be 
foretold with certainty as to time, intensity, or with an 
assurance of their happening, are unallowable, except as noted 
in the cost principles in this circular regarding self-
insurance, pensions, severance and post-retirement health costs. 
 
    12. Deans of faculty and graduate schools.  
    The salaries and expenses of deans of faculty and graduate 
schools, or their equivalents, and their staffs, are allowable. 
 
    13. Defense and prosecution of criminal and civil 
proceedings, claims, appeals and patent infringement.
    a. Definitions. 
    "Conviction," as used herein, means a judgment or conviction 
of a criminal offense by any court of competent jurisdiction, 
whether entered upon verdict or a plea, including a conviction 
due to a plea of nolo contendere. 
    "Costs," include, but are not limited to, administrative and 
clerical expenses; the cost of legal services, whether performed 
by in-house or private counsel; the costs of the services of 
accountants, consultants, or others retained by the institution 
to assist it; costs of employees, officers and trustees, and any 
similar costs incurred before, during, and after commencement of 
a judicial or administrative proceeding that bears a direct 
relationship to the proceedings. 
    "Fraud," as used herein, means – 
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      (1) acts of fraud or corruption or attempts to defraud the 
Federal Government or to corrupt its agents; 
      (2) acts that constitute a cause for debarment or 
suspension (as specified in agency regulations), and (3) acts 
which violate the False Claims Act, 31 U.S.C., sections 
3729-3731, or the Anti-kickback Act, 41 U.S.C., sections 51 and 
54. 
    "Penalty," does not include restitution, reimbursement, or 
compensatory damages. 
    "Proceeding," includes an investigation. 
    b. (1) Except as otherwise described herein, costs incurred 
in connection with any criminal, civil or administrative 
proceeding (including filing of a false certification) commenced 
by the Federal Government, or a State, local or foreign 
government, are not allowable if the proceeding  
      (a) relates to a violation of, or failure to comply with, 
a Federal, State, local or foreign statute or regulation, by the 
institution (including its agents and employees); and  
      (b) results in any of the following dispositions: 
      (i) In a criminal proceeding, a conviction. 
      (ii) In a civil or administrative proceeding involving an 
allegation of fraud or similar misconduct, a determination of 
institutional liability. 
      (iii) In the case of any civil or administrative 
proceeding, the imposition of a monetary penalty. 
      (iv) A final decision by an appropriate Federal official 
to debar or suspend the institution, to rescind or void an 
award, or to terminate an award for default by reason of a 
violation or failure to comply with a law or regulation. 
      (v) A disposition by consent or compromise, if the action 
could have resulted in any of the dispositions described in 
subsections (i) through (iv). 
      (2) If more than one proceeding involves the same alleged 
misconduct, the costs of all such proceedings shall be 
unallowable if any one of them results in one of the 
dispositions shown in subsection b. 
    c. If a proceeding referred to in subsection b. is commenced 
by the Federal Government and is resolved by consent or 
compromise pursuant to an agreement entered into by the 
institution and the Federal Government, then the costs incurred 
by the institution in connection with such proceedings that are 
otherwise not allowable under subsection b. may be allowed to 
the extent specifically provided in such agreement. 
    d. If a proceeding referred to in subsection b. is commenced 
by a State, local or foreign government, the authorized Federal 
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official may allow the costs incurred by the institution for 
such proceedings, if such authorized official determines that 
the costs were incurred as a result of – 
      (1) a specific term or condition of a federally-sponsored 
agreement; or  
      (2) specific written direction of an authorized official 
of the sponsoring agency. 
    e. Costs incurred in connection with proceedings described 
in subsection b, but which are not made unallowable by that 
subsection, may be allowed by the Federal Government, but only 
to the extent that: 
      (1) The costs are reasonable in relation to the activities 
required to deal with the proceeding and the underlying cause of 
action; 
      (2) Payment of the costs incurred, as allowable and 
allocable costs, is not prohibited by any other provision(s) of 
the sponsored agreement; 
      (3) The costs are not otherwise recovered from the Federal 
Government or a third party, either directly as a result of the 
proceeding or otherwise; and, 
      (4) The percentage of costs allowed does not exceed the 
percentage determined by an authorized Federal official to be 
appropriate considering the complexity of procurement 
litigation, generally accepted principles governing the award of 
legal fees in civil actions involving the United States as a 
party, and such other factors as may be appropriate.  Such 
percentage shall not exceed 80 percent.  However, if an 
agreement reached under subsection c has explicitly considered 
this 80 percent limitation and permitted a higher percentage, 
then the full amount of costs resulting from that agreement 
shall be allowable. 
    f. Costs incurred by the institution in connection with the 
defense of suits brought by its employees or ex-employees under 
section 2 of the Major Fraud Act of 1988 (Pub.  L. 100-700), 
including the cost of all relief necessary to make such employee 
whole, where the institution was found liable or settled, are 
unallowable. 
    g. Costs of legal, accounting, and consultant services, and 
related costs, incurred in connection with defense against 
Federal Government claims or appeals, or the prosecution of 
claims or appeals against the Federal Government, are 
unallowable. 
    h. Costs of legal, accounting, and consultant services, and 
related costs, incurred in connection with patent infringement 
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litigation, are unallowable unless otherwise provided for in the 
sponsored agreements. 
    i. Costs, which may be unallowable under this section, 
including directly associated costs, shall be segregated and 
accounted for by the institution separately.  During the 
pendency of any proceeding covered by subsections b and f, the 
Federal Government shall generally withhold payment of such 
costs.  However, if in the best interests of the Federal 
Government, the Federal Government may provide for conditional 
payment upon provision of adequate security, or other adequate 
assurance, and agreement by the institution to repay all 
unallowable costs, plus interest, if the costs are subsequently 
determined to be unallowable. 
 
    14. Depreciation and use allowances.  
    a. Institutions may be compensated for the use of their 
buildings, capital improvements, and equipment, provided that 
they are used, needed in the institutions' activities, and 
properly allocable to sponsored agreements.  Such compensation 
shall be made by computing either depreciation or use allowance.  
Use allowances are the means of providing such compensation when 
depreciation or other equivalent costs are not computed.  The 
allocation for depreciation or use allowance shall be made in 
accordance with Section F.2.  Depreciation and use allowances 
are computed applying the following rules: 
    b. The computation of depreciation or use allowances shall 
be based on the acquisition cost of the assets involved.  The 
acquisition cost of an asset donated to the institution by a 
third party shall be its fair market value at the time of the 
donation.  
    c. For this purpose, the acquisition cost will exclude: 
      (1) the cost of land;  
      (2) any portion of the cost of buildings and equipment 
borne by or donated by the Federal Government, irrespective of 
where title was originally vested or where it is presently 
located; and 
      (3) any portion of the cost of buildings and equipment 
contributed by or for the institution where law or agreement 
prohibits recovery. 
    d. In the use of the depreciation method, the following 
shall be observed:  
      (1) The period of useful service (useful life) established 
in each case for usable capital assets must take into 
consideration such factors as type of construction, nature of 
the equipment, technological developments in the particular 
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area, and the renewal and replacement policies followed for the 
individual items or classes of assets involved. 
      (2) The depreciation method used to charge the cost of an 
asset (or group of assets) to accounting periods shall reflect 
the pattern of consumption of the asset during its useful life.  
In the absence of clear evidence indicating that the expected 
consumption of the asset will be significantly greater in the 
early portions than in the later portions of its useful life, 
the straight-line method shall be presumed to be the appropriate 
method. 
    Depreciation methods once used shall not be changed unless 
approved in advance by the cognizant Federal agency.  The 
depreciation methods used to calculate the depreciation amounts 
for F&A rate purposes shall be the same methods used by the 
institution for its financial statements.  This requirement does 
not apply to those institutions (e.g., public institutions of 
higher education) which are not required to record depreciation 
by applicable generally accepted accounting principles (GAAP). 
      (3) Where the depreciation method is introduced to replace 
the use allowance method, depreciation shall be computed as if 
the asset had been depreciated over its entire life (i.e., from 
the date the asset was acquired and ready for use to the date of 
disposal or withdrawal from service).  The aggregate amount of 
use allowances and depreciation attributable to an asset 
(including imputed depreciation applicable to periods prior to 
the conversion to the use allowance method as well as 
depreciation after the conversion) may be less than, and in no 
case, greater than the total acquisition cost of the asset.  
      (4) The entire building, including the shell and all 
components, may be treated as a single asset and depreciated 
over a single useful life.  A building may also be divided into 
multiple components.  Each component item may then be 
depreciated over its estimated useful life.  The building 
components shall be grouped into three general components of a 
building: building shell (including construction and design 
costs), building services systems (e.g., elevators, HVAC, 
plumbing system and heating and air-conditioning system) and 
fixed equipment (e.g., sterilizers, casework, fume hoods, cold 
rooms and glassware/washers).  In exceptional cases, a Federal 
cognizant agency may authorize a institution to use more than 
these three groupings.  When a institution elects to depreciate 
its buildings by its components, the same depreciation methods 
must be used for F&A purposes and financial statement purposes, 
as described in subsection d.2.  
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      (5) Where the depreciation method is used for a particular 
class of assets, no depreciation may be allowed on any such 
assets that have outlived their depreciable lives.  (See also 
subsection e.(3)) 
    e. Under the use allowance method, the following shall be 
observed:  
      (1) The use allowance for buildings and improvements 
(including improvements such as paved parking areas, fences, and 
sidewalks) shall be computed at an annual rate not exceeding two 
percent of acquisition cost.  
    The use allowance for equipment shall be computed at an 
annual rate not exceeding six and two-thirds percent of 
acquisition cost.  Use allowance recovery is limited to the 
acquisition cost of the assets.  For donated assets, use 
allowance recovery is limited to the fair market value of the 
assets at the time of donation.  
      (2) In contrast to the depreciation method, the entire 
building must be treated as a single asset without separating 
its "shell" from other building components under the use 
allowance method.  The entire building must be treated as a 
single asset, and the two-percent use allowance limitation must 
be applied to all parts of the building.  
    The two-percent limitation, however, need not be applied to 
equipment or other assets that are merely attached or fastened 
to the building but not permanently fixed and are used as 
furnishings, decorations or for specialized purposes (e.g., 
dentist chairs and dental treatment units, counters, laboratory 
benches bolted to the floor, dishwashers, modular furniture, and 
carpeting).  Such equipment and assets will be considered as not 
being permanently fixed to the building if they can be removed 
without the need for costly or extensive alterations or repairs 
to the building to make the space usable for other purposes.  
Equipment and assets that meet these criteria will be subject to 
the 6 2/3 percent equipment use allowance.  
      (3) A reasonable use allowance may be negotiated for any 
assets that are considered to be fully depreciated, after taking 
into consideration the amount of depreciation previously charged 
to the Federal Government, the estimated useful life remaining 
at the time of negotiation, the effect of any increased 
maintenance charges, decreased efficiency due to age, and any 
other factors pertinent to the utilization of the asset for the 
purpose contemplated.  
      (4) Notwithstanding subsection e.(3), once a institution 
converts from one cost recovery methodology to another, 
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acquisition costs not recovered may not be used in the 
calculation of the use allowance in subsection e.(3).  
    f. Except as otherwise provided in subsections b. through 
e., a combination of the depreciation and use allowance methods 
may not be used, in like circumstances, for a single class of 
assets (e.g., buildings, office equipment, and computer 
equipment).  
    g. Charges for use allowances or depreciation must be 
supported by adequate property records, and physical inventories 
must be taken at least once every two years to ensure that the 
assets exist and are usable, used, and needed.  Statistical 
sampling techniques may be used in taking these inventories.  In 
addition, when the depreciation method is used, adequate 
depreciation records showing the amount of depreciation taken 
each period must also be maintained.  
    h. This section applies to the largest college and 
university recipients of Federal research and development funds 
as displayed in Exhibit A, List of Colleges and Universities 
Subject to Section J.14.h of Circular A-21.  
      (1) Institutions shall expend currently, or reserve for 
expenditure within the next five years, the portion of F&A cost 
payments made for depreciation or use allowances under sponsored 
research agreements, consistent with Section F.2, to acquire or 
improve research facilities.  This provision applies only to 
Federal agreements, which reimburse F&A costs at a full 
negotiated rate.  These funds may only be used for (a) 
liquidation of the principal of debts incurred to acquire assets 
that are used directly for organized research activities, or (b) 
payments to acquire, repair, renovate, or improve buildings or 
equipment directly used for organized research.  For buildings 
or equipment not exclusively used for organized research 
activity, only appropriately proportionate amounts will be 
considered to have been expended for research facilities.  
      (2) An assurance that an amount equal to the Federal 
reimbursements has been appropriately expended or reserved to 
acquire or improve research facilities shall be submitted as 
part of each F&A cost proposal submitted to the cognizant 
Federal agency which is based on costs incurred on or after 
October 1, 1991.  This assurance will cover the cumulative 
amounts of funds received and expended during the period 
beginning after the period covered by the previous assurance and 
ending with the fiscal year on which the proposal is based.  The 
assurance shall also cover any amounts reserved from a prior 
period in which the funds received exceeded the amounts 
expended. 
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    15. Donations and contributions.
    a.  Contributions or Donations rendered.   
    Contributions or donations,  including cash, property, and 
services, made by the institution, regardless of the recipient, 
are unallowable. 
    b. Donated services received.  
    Donated or volunteer services may be furnished to a 
institution by professional and technical personnel, 
consultants, and other skilled and unskilled labor.  The value 
of these services is not reimbursable either as a direct or F&A 
cost.  However, the value of donated services may be used to 
meet cost sharing or matching requirements in accordance with 
Circular A-110. 
    c. Donated property.  
    The value of donated property is not reimbursable either as 
a direct or F&A cost, except that depreciation or use allowances 
on donated assets are permitted in accordance with Section J.14.  
The value of donated property may be used to meet cost sharing 
or matching requirements, in accordance with Circular A-110. 
 
    16. Employee morale, health, and welfare costs and costs.  
    a. The costs of employee information publications, health or 
first-aid clinics and/or infirmaries, recreational activities, 
employee counseling services, and any other expenses incurred in 
accordance with the institution's  established practice or 
custom for the improvement of working conditions, employer-
employee relations, employee morale, and employee performance 
are allowable. 
    b. Such costs will be equitably apportioned to all 
activities of the institution.  Income generated from any of 
these activities will be credited to the cost thereof unless 
such income has been irrevocably set over to employee welfare 
organizations. 
    c. Losses resulting from operating food services are 
allowable only if the institution’s objective is to operate such 
services on a break-even basis.  Losses sustained because of 
operating objectives other than the above are allowable only (a) 
where the institution can demonstrate unusual circumstances, and 
(b) with the approval of the cognizant Federal agency. 
 
    17. Entertainment costs.   
     Costs of entertainment, including amusement, diversion, and 
social activities and any costs directly associated with such 
costs (such as tickets to shows or sports events, meals, 
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lodging, rentals, transportation, and gratuities) are 
unallowable. 
 
    18. Equipment and other capital expenditures.
    a. For purposes of this subsection, the following 
definitions apply: 
      (1) "Capital Expenditures” means expenditures for the 
acquisition cost of capital assets (equipment, buildings, and 
land), or expenditures to make improvements to capital assets 
that materially increase their value or useful life.  
Acquisition cost means the cost of the asset including the cost 
to put it in place.  Acquisition cost for equipment, for 
example, means the net invoice price of the equipment, including 
the cost of any modifications, attachments, accessories, or 
auxiliary apparatus necessary to make it usable for the purpose 
for which it is acquired.  Ancillary charges, such as taxes, 
duty, protective in transit insurance, freight, and installation 
may be included in, or excluded from the acquisition cost in 
accordance with the institution's regular accounting practices. 
      (2) "Equipment" means an article of nonexpendable, 
tangible personal property having a useful life of more than one 
year and an acquisition cost which equals or exceeds the lesser 
of the capitalization level established by the institution for 
financial statement purposes, or $5000. 
      (3) "Special purpose equipment" means equipment which is 
used only for research, medical, scientific, or other technical 
activities.  Examples of special purpose equipment include 
microscopes, x-ray machines, surgical instruments, and 
spectrometers. 
      (4) "General purpose equipment" means equipment, which is 
not limited to research, medical, scientific or other technical 
activities.  Examples include office equipment and furnishings, 
modular offices, telephone networks, information technology 
equipment and systems, air conditioning equipment, reproduction 
and printing equipment, and motor vehicles. 
    b. The following rules of allowability shall apply to 
equipment and other capital expenditures:  
      (1) Capital expenditures for general purpose equipment, 
buildings, and land are unallowable as direct charges, except 
where approved in advance by the awarding agency. 
      (2) Capital expenditures for special purpose equipment are 
allowable as direct costs, provided that items with a unit cost 
of $5000 or more have the prior approval of the awarding agency. 
      (3) Capital expenditures for improvements to land, 
buildings, or equipment which materially increase their value or 

390



 
 61 

useful life are unallowable as a direct cost except with the 
prior approval of the awarding agency.  
      (4) When approved as a direct charge pursuant to 
subsections J.18.b(1) through (3)above, capital expenditures 
will be charged in the period in which the expenditure is 
incurred, or as otherwise determined appropriate by and 
negotiated with the awarding agency.   
      (5) Equipment and other capital expenditures are 
unallowable as indirect costs.  However, see section J.14, 
Depreciation and use allowances, for rules on the allowability 
of use allowances or depreciation on buildings, capital 
improvements, and equipment.  Also, see section J.43, Rental 
costs of buildings and equipment, for rules on the allowability 
of rental costs for land, buildings, and equipment.  
      (6) The unamortized portion of any equipment written off 
as a result of a change in capitalization levels may be 
recovered by continuing to claim the otherwise allowable use 
allowances or depreciation on the equipment, or by amortizing 
the amount to be written off over a period of years negotiated 
with the cognizant agency. 
 
    19. Fines and penalties.  
    Costs resulting from violations of, or failure of the 
institution to comply with, Federal, State, and local or foreign 
laws and regulations are unallowable, except when incurred as a 
result of compliance with specific provisions of the sponsored 
agreement, or instructions in writing from the authorized 
official of the sponsoring agency authorizing in advance such 
payments. 
 
    20. Fund raising and investment costs.
    a. Costs of organized fund raising, including financial 
campaigns, endowment drives, solicitation of gifts and bequests, 
and similar expenses incurred solely to raise capital or obtain 
contributions, are unallowable. 
 
 b. Costs of investment counsel and staff and similar 
expenses incurred solely to enhance income form investments are 
unallowable. 
 
 c. Costs related to the physical custody and control of 
monies and securities are allowable. 
 
    21. Gain and losses on depreciable assets.
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    a. (1) Gains and losses on the sale, retirement, or other 
disposition of depreciable property shall be included in the 
year in which they occur as credits or charges to the asset cost 
grouping(s) in which the property was included.  The amount of 
the gain or loss to be included as a credit or charge to the 
appropriate asset cost grouping(s) shall be the difference 
between the amount realized on the property and the 
undepreciated basis of the property. 
      (2) Gains and losses on the disposition of depreciable 
property shall not be recognized as a separate credit or charge 
under the following conditions: 
      (a) The gain or loss is processed through a depreciation 
account and is reflected in the depreciation allowable under 
Section J.14. 
     (b) The property is given in exchange as part of the 
purchase price of a similar item and the gain or loss is taken 
into account in determining the depreciation cost basis of the 
new item. 
     (c) A loss results from the failure to maintain permissible 
insurance, except as otherwise provided in Section J.25. 
     (d) Compensation for the use of the property was provided 
through use allowances in lieu of depreciation. 
    b. Gains or losses of any nature arising from the sale or 
exchange of property other than the property covered in 
subsection a shall be excluded in computing sponsored agreement 
costs. 
    c. When assets acquired with Federal funds, in part or 
wholly, are disposed of, the distribution of the proceeds shall 
be made in accordance with Circular A-110, "Uniform 
Administrative Requirements for Grants and Agreements with 
Institutions of Higher Education, Hospitals, and Other 
Non-Profit Organizations." 
 
    22. Goods or services for personal use.  
    Costs of goods or services for personal use of the 
institution's employees are unallowable regardless of whether 
the cost is reported as taxable income to the employees. 
 
    23. Housing and personal living expenses.
    a. Costs of housing (e.g., depreciation, maintenance, 
utilities, furnishings, rent, etc.), housing allowances and 
personal living expenses for/of the institution's officers are 
unallowable regardless of whether the cost is reported as 
taxable income to the employees. 
    b. The term "officers" includes current and past officers. 
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24. Idle facilities and idle capacity. 
a. As used in this section the following terms have the 

meanings set forth below:  
(1) "Facilities" means land and buildings or any portion 

thereof, equipment individually or collectively, or any other 
tangible capital asset, wherever located, and whether owned or 
leased by the institution. 

(2) "Idle facilities" means completely unused facilities 
that are excess to the institution's current needs.  

(3) "Idle capacity" means the unused capacity of partially 
used facilities.  It is the difference between:  

(a) that which a facility could achieve under 100 percent 
operating time on a one-shift basis less operating interruptions 
resulting from time lost for repairs, setups, unsatisfactory 
materials, and other normal delays; and  

(b) the extent to which the facility was actually used to 
meet demands during the accounting period.  A multi-shift basis 
should be used if it can be shown that this amount of usage 
would normally be expected for the type of facility involved.  

(4) "Cost of idle facilities or idle capacity" means costs 
such as maintenance, repair, housing, rent, and other related 
costs, e.g., insurance, interest, property taxes and 
depreciation or use allowances.  

 
b. The costs of idle facilities are unallowable except to 

the extent that:  
(1) They are necessary to meet fluctuations in workload; or  
(2) Although not necessary to meet fluctuations in 

workload, they were necessary when acquired and are now idle 
because of changes in program requirements, efforts to achieve 
more economical operations, reorganization, termination, or 
other causes which could not have been reasonably foreseen.  
Under the exception stated in this subsection, costs of idle 
facilities are allowable for a reasonable period of time, 
ordinarily not to exceed one year, depending on the initiative 
taken to use, lease, or dispose of such facilities. 

 
c. The costs of idle capacity are normal costs of doing 

business and are a factor in the normal fluctuations of usage or 
indirect cost rates from period to period.  Such costs are 
allowable, provided that the capacity is reasonably anticipated 
to be necessary or was originally reasonable and is not subject 
to reduction or elimination by use on other sponsored 
agreements, subletting, renting, or sale, in accordance with 
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sound business, economic, or security practices.  Widespread 
idle capacity throughout an entire facility or among a group of 
assets having substantially the same function may be considered 
idle facilities. 

 
    25. Insurance and indemnification.
    a. Costs of insurance required or approved, and maintained, 
pursuant to the sponsored agreement, are allowable. 
    b. Costs of other insurance maintained by the institution in 
connection with the general conduct of its activities, are 
allowable subject to the following limitations:  
      (1) types and extent and cost of coverage must be in 
accordance with sound institutional practice;  
      (2) costs of insurance or of any contributions to any 
reserve covering the risk of loss of or damage to 
federally-owned property are unallowable, except to the extent 
that the Federal Government has specifically required or 
approved such costs; and  
      (3) costs of insurance on the lives of officers or 
trustees are unallowable except where such insurance is part of 
an employee plan which is not unduly restricted. 
    c. Contributions to a reserve for a self-insurance program 
are allowable, to the extent that the types of coverage, extent 
of coverage, and the rates and premiums would have been allowed 
had insurance been purchased to cover the risks. 
    d. Actual losses which could have been covered by 
permissible insurance (whether through purchased insurance or 
self-insurance) are unallowable, unless expressly provided for 
in the sponsored agreement, except that costs incurred because 
of losses not covered under existing deductible clauses for 
insurance coverage provided in keeping with sound management 
practice as well as minor losses not covered by insurance, such 
as spoilage, breakage and disappearance of small hand tools, 
which occur in the ordinary course of operations, are allowable. 
    e. Indemnification includes securing the institution against 
liabilities to third persons and other losses not compensated by 
insurance or otherwise.  The Federal Government is obligated to 
indemnify the institution only to the extent expressly provided 
for in the sponsored agreement, except as provided in subsection 
d. 
    f. Insurance against defects.  Costs of insurance with 
respect to any costs incurred to correct defects in the 
institution's materials or workmanship are unallowable. 
    g. Medical liability (malpractice) insurance is an allowable 
cost of research programs only to the extent that the research 
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involves human subjects.  Medical liability insurance costs 
shall be treated as a direct cost and shall be assigned to 
individual projects based on the manner in which the insurer 
allocates the risk to the population covered by the insurance. 
 
    26. Interest.
    a. Costs incurred for interest on borrowed capital, 
temporary use of endowment funds, or the use of the 
institution’s own funds, however represented, are unallowable.  
However, interest on debt incurred after July 1, 1982 to acquire 
buildings, major reconstruction and remodeling, or the 
acquisition or fabrication of capital equipment costing $10,000 
or more, is allowable.  
    b. Interest on debt incurred after May 8, 1996 to acquire or 
replace capital assets (including construction, renovations, 
alterations, equipment, land, and capital assets acquired 
through capital leases) acquired after that date and used in 
support of sponsored agreements is allowable, subject to the 
following conditions: 
      (1) For facilities costing over $500,000, the institution 
shall prepare, prior to acquisition or replacement of the 
facility, a lease-purchase analysis in accordance with the 
provisions of Sec___.30 through____.37 of OMB Circular A-110, 
which shows that a financed purchase, including a capital lease 
is less costly to the institution than other operating lease 
alternatives, on a net present value basis.  Discount rates used 
shall be equal to the institution's anticipated interest rates 
and shall be no higher than the fair market rate available to 
the institution from an unrelated ("arm's length") third-party.  
The lease-purchase analysis shall include a comparison of the 
net present value of the projected total cost comparisons of 
both alternatives over the period the asset is expected to be 
used by the institution.  The cost comparisons associated with 
purchasing the facility shall include the estimated purchase 
price, anticipated operating and maintenance costs (including 
property taxes, if applicable) not included in the debt 
financing, less any estimated asset salvage value at the end of 
the defined period.  The cost comparison for a capital lease 
shall include the estimated total lease payments, any estimated 
bargain purchase option, operating and maintenance costs, and 
taxes not included in the capital leasing arrangement, less any 
estimated credits due under the lease at the end of the defined 
period.  Projected operating lease costs shall be based on the 
anticipated cost of leasing comparable facilities at fair market 
rates under rental agreements that would be renewed or 
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reestablished over the period defined above, and any expected 
maintenance costs and allowable property taxes to be borne by 
the institution directly or as part of the lease arrangement.  
      (2) The actual interest cost claimed is predicated upon 
interest rates that are no higher than the fair market rate 
available to the institution from an unrelated (arm's length) 
third party. 
      (3) Investment earnings, including interest income on bond 
or loan principal, pending payment of the construction or 
acquisition costs, are used to offset allowable interest cost.  
Arbitrage earnings reportable to the Internal Revenue Service 
are not required to be offset against allowable interest costs.  
      (4) Reimbursements are limited to the least costly 
alternative based on the total cost analysis required under 
subsection (1).  For example, if an operating lease is 
determined to be less costly than purchasing through debt 
financing, then reimbursement is limited to the amount 
determined if leasing had been used.  In all cases where a 
lease-purchase analysis is required to be performed, Federal 
reimbursement shall be based upon the least expensive 
alternative. 
      (5) For debt arrangements over $1 million, unless the 
institution makes an initial equity contribution to the asset 
purchase of 25 percent or more, the institution shall reduce 
claims for interest expense by an amount equal to imputed 
interest earnings on excess cash flow, which is to be calculated 
as follows.  Annually, non-Federal entities shall prepare a 
cumulative (from the inception of the project) report of monthly 
cash flows that includes inflows and outflows, regardless of the 
funding source.  Inflows consist of depreciation expense, 
amortization of capitalized construction interest, and annual 
interest cost.  For cash flow calculations, the annual inflow 
figures shall be divided by the number of months in the year 
(i.e., usually 12) that the building is in service for monthly 
amounts.  Outflows consist of initial equity contributions, debt 
principal payments (less the pro rata share attributable to the 
unallowable costs of land) and interest payments.  Where 
cumulative inflows exceed cumulative outflows, interest shall be 
calculated on the excess inflows for that period and be treated 
as a reduction to allowable interest cost.  The rate of interest 
to be used to compute earnings on excess cash flows shall be the 
three-month Treasury bill closing rate as of the last business 
day of that month.  
      (6) Substantial relocation of federally-sponsored 
activities from a facility financed by indebtedness, the cost of 
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which was funded in whole or part through Federal 
reimbursements, to another facility prior to the expiration of a 
period of 20 years requires notice to the cognizant agency.  The 
extent of the relocation, the amount of the Federal 
participation in the financing, and the depreciation and 
interest charged to date may require negotiation and/or downward 
adjustments of replacement space charged to Federal programs in 
the future. 
      (7) The allowable costs to acquire facilities and 
equipment are limited to a fair market value available to the 
institution from an unrelated (arm's length) third party. 
    c. Institutions are also subject to the following 
conditions: 
      (1) Interest on debt incurred to finance or refinance 
assets re-acquired after the applicable effective dates 
stipulated above is unallowable. 
      (2) Interest attributable to fully depreciated assets is 
unallowable. 
    d. The following definitions are to be used for purposes of 
this section: 
      (1) “Re-acquired” assets means assets held by the 
institution prior to the applicable effective dates stipulated 
above that have again come to be held by the institution, 
whether through repurchase or refinancing.  It does not include 
assets acquired to replace older assets. 
      (2) "Initial equity contribution" means the amount or 
value of contributions made by non-Federal entities for the 
acquisition of the asset prior to occupancy of facilities.  
      (3) "Asset costs" means the capitalizable costs of an 
asset, including construction costs, acquisition costs, and 
other such costs capitalized in accordance with Generally 
Accepted Accounting Principles (GAAP). 
 
    27. Labor relations costs.  
    Costs incurred in maintaining satisfactory relations between 
the institution and its employees, including costs of labor 
management committees, employees' publications, and other 
related activities, are allowable. 
 
    28. Lobbying.  
    Reference is made to the common rule published at 55 FR 6736 
(2/26/90), and OMB's governmentwide guidance, amendments to 
OMB's governmentwide guidance, and OMB's clarification notices 
published at 54 FR 52306 (12/20/89), 61 FR 1412 (1/19/96), 55 FR 
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24540 (6/15/90) and 57 FR 1772 (1/15/92), respectively.  In 
addition, the following restrictions shall apply: 
    a. Notwithstanding other provisions of this Circular, costs 
associated with the following activities are unallowable: 
      (1) Attempts to influence the outcomes of any Federal, 
State, or local election, referendum, initiative, or similar 
procedure, through in kind or cash contributions, endorsements, 
publicity, or similar activity; 
      (2) Establishing, administering, contributing to, or 
paying the expenses of a political party, campaign, political 
action committee, or other organization established for the 
purpose of influencing the outcomes of elections; 
      (3) Any attempt to influence – 
      (i) the introduction of Federal or State legislation;  
      (ii) the enactment or modification of any pending Federal 
or State legislation through communication with any member or 
employee of the Congress or State legislature, including efforts 
to influence State or local officials to engage in similar 
lobbying activity; or  
      (iii) any government official or employee in connection 
with a decision to sign or veto enrolled legislation; 
      (4) Any attempt to influence – 
      (i) the introduction of Federal or State legislation; or  
      (ii) the enactment or modification of any pending Federal 
or State legislation by preparing, distributing, or using 
publicity or propaganda, or by urging members of the general 
public, or any segment thereof, to contribute to or participate 
in any mass demonstration, march, rally, fund raising drive, 
lobbying campaign or letter writing or telephone campaign; or 
      (5) Legislative liaison activities, including attendance 
at legislative sessions or committee hearings, gathering 
information regarding legislation, and analyzing the effect of 
legislation, when such activities are carried on in support of 
or in knowing preparation for an effort to engage in unallowable 
lobbying. 
    b. The following activities are excepted from the coverage 
of subsection a: 
      (1) Technical and factual presentations on topics directly 
related to the performance of a grant, contract, or other 
agreement (through hearing testimony, statements, or letters to 
the Congress or a State legislature, or subdivision, member, or 
cognizant staff member thereof), in response to a documented 
request (including a Congressional Record notice requesting 
testimony or statements for the record at a regularly scheduled 
hearing) made by the recipient member, legislative body or 
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subdivision, or a cognizant staff member thereof, provided such 
information is readily obtainable and can be readily put in 
deliverable form, and further provided that costs under this 
section for travel, lodging or meals are unallowable unless 
incurred to offer testimony at a regularly scheduled 
Congressional hearing pursuant to a written request for such 
presentation made by the Chairman or Ranking Minority Member of 
the Committee or Subcommittee conducting such hearings; 
      (2) Any lobbying made unallowable by subsection a.(3) to 
influence State legislation in order to directly reduce the 
cost, or to avoid material impairment of the institution's 
authority to perform the grant, contract, or other agreement; or 
      (3) Any activity specifically authorized by statute to be 
undertaken with funds from the grant, contract, or other 
agreement. 
    c. When an institution seeks reimbursement for F&A costs, 
total lobbying costs shall be separately identified in the F&A 
cost rate proposal, and thereafter treated as other unallowable 
activity costs in accordance with the procedures of Section 
B.1.d. 
    d. Institutions shall submit as part of their annual F&A 
cost rate proposal a certification that the requirements and 
standards of this section have been complied with. 
    e. Institutions shall maintain adequate records to 
demonstrate that the determination of costs as being allowable 
or unallowable pursuant to this section complies with the 
requirements of this Circular. 
    f. Time logs, calendars, or similar records shall not be 
required to be created for purposes of complying with this 
section during any particular calendar month when:  
      (1) the employee engages in lobbying (as defined in 
subsections a and b) 25 percent or less of the employee's 
compensated hours of employment during that calendar month; and 
      (2) within the preceding five-year period, the institution 
has not materially misstated allowable or unallowable costs of 
any nature, including legislative lobbying costs.  When 
conditions (1) and (2) are met, institutions are not required to 
establish records to support the allowability of claimed costs 
in addition to records already required or maintained.  Also, 
when conditions (1) and (2) are met, the absence of time logs, 
calendars, or similar records will not serve as a basis for 
disallowing costs by contesting estimates of lobbying time spent 
by employees during a calendar month. 
    g. Agencies shall establish procedures for resolving in 
advance, in consultation with OMB, any significant questions or 
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disagreements concerning the interpretation or application of 
this section.  Any such advance resolutions shall be binding in 
any subsequent settlements, audits, or investigations with 
respect to that grant or contract for purposes of interpretation 
of this Circular, provided, however, that this shall not be 
construed to prevent a contractor or grantee from contesting the 
lawfulness of such a determination. 
    h. Executive lobbying costs.  
    Costs incurred in attempting to improperly influence either 
directly or indirectly, an employee or officer of the Executive 
Branch of the Federal Government to give consideration or to act 
regarding a sponsored agreement or a regulatory matter are 
unallowable.  Improper influence means any influence that 
induces or tends to induce a Federal employee or officer to give 
consideration or to act regarding a federally-sponsored 
agreement or regulatory matter on any basis other than the 
merits of the matter. 
 
    29. Losses on other sponsored agreements or contracts.  
    Any excess of costs over income under any other sponsored 
agreement or contract of any nature is unallowable.  This 
includes, but is not limited to, the institution's contributed 
portion by reason of cost-sharing agreements or any 
under-recoveries through negotiation of flat amounts for F&A 
costs. 
 
    30. Maintenance and repair costs.  
    Costs incurred for necessary maintenance, repair, or upkeep 
of buildings and equipment (including Federal property unless 
otherwise provided for) which neither add to the permanent value 
of the property nor appreciably prolong its intended life, but 
keep it in an efficient operating condition, are allowable.  
Costs incurred for improvements which add to the permanent value 
of the buildings and equipment or appreciably prolong their 
intended life shall be treated as capital expenditures (see 
section 18.a(1)). 
 
    31. Material and supplies costs.  
    a. Costs incurred for materials, supplies, and fabricated 
parts necessary to carry out a sponsored agreement are 
allowable. 
    b. Purchased materials and supplies shall be charged at 
their actual prices, net of applicable credits.  Withdrawals 
from general stores or stockrooms should be charged at their 
actual net cost under any recognized method of pricing inventory  
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withdrawals, consistently applied.  Incoming transportation 
charges are a proper part of materials and supplies costs. 
    c. Only materials and supplies actually used for the 
performance of a sponsored agreement may be charged as direct 
costs. 
    d. Where federally-donated or furnished materials are used 
in performing the sponsored agreement, such materials will be 
used without charge. 
 
    32. Meetings and Conferences.
    Costs of meetings and conferences, the primary purpose of 
which is the dissemination of technical information, are 
allowable.  This includes costs of meals, transportation, rental 
of facilities, speakers' fees, and other items incidental to 
such meetings or conferences.  But see section J.17, 
Entertainment costs. 
 
    33. Memberships, subscriptions and professional activity 
costs.
    a. Costs of the institution’s membership in business, 
technical, and professional organizations are allowable.  
    b. Costs of the institution’s subscriptions to business, 
professional, and technical periodicals are allowable.  
    c. Costs of membership in any civic or community 
organization are unallowable.  
    d. Costs of membership in any country club or social or 
dining club or organization are unallowable. 
 
    34. Patent costs.  
    a. The following costs relating to patent and copyright 
matters are allowable:   
      (1) cost of preparing disclosures, reports, and other 
documents required by the sponsored agreement and of searching 
the art to the extent necessary to make such disclosures;  
      (2) cost of preparing documents and any other patent costs 
in connection with the filing and prosecution of a United States 
patent application where title or royalty-free license is 
required by the Federal Government to be conveyed to the Federal 
Government; and  
      (3) general counseling services relating to patent and 
copyright matters, such as advice on patent and copyright laws, 
regulations, clauses, and employee agreements (but see sections 
J.37, Professional service costs, and J.44, Royalties and other 
costs for use of patents).  
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    b. The following costs related to patent and copyright 
matter are unallowable:  
      (i) Cost of preparing disclosures, reports, and other 
documents and of searching the art to the extent necessary to 
make disclosures not required by the award  
      (ii) Costs in connection with  filing and prosecuting any 
foreign patent application, or  any United States patent 
application, where the sponsored agreement award does not 
require conveying title or a royalty-free license to the Federal 
Government, (but see section J.44, Royalties and other costs for 
use of patents). 
 
    35. Plant and homeland security costs.
    Necessary and reasonable expenses incurred for routine and 
homeland security to protect facilities, personnel, and work 
products are allowable.  Such costs include, but are not limited 
to, wages and uniforms of personnel engaged in security 
activities; equipment; barriers; contractual security services; 
consultants; etc.  Capital expenditures for homeland and plant 
security purposes are subject to section J.18, Equipment and 
other capital expenditures, of this Circular. 
 
    36. Preagreement costs.  Costs incurred prior to the 
effective date of the sponsored agreement, whether or not they 
would have been allowable thereunder if incurred after such 
date, are unallowable unless approved by the sponsoring agency. 
 
    37. Professional service costs.
    a. Costs of professional and consultant services rendered by 
persons who are members of a particular profession or possess a 
special skill, and who are not officers or employees of the 
institution, are allowable, subject to subparagraphs b and c 
when reasonable in relation to the services rendered and when 
not contingent upon recovery of the costs from the Federal 
Government.  In addition, legal and related services are limited 
under section J.13. 
    b. In determining the allowability of costs in a particular 
case, no single factor or any special combination of factors is 
necessarily determinative.  However, the following factors are 
relevant:  
      (1) The nature and scope of the service rendered in 
relation to the service required.  
      (2) The necessity of contracting for the service, 
considering the institution's capability in the particular 
area.  
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       (3) The past pattern of such costs, particularly in the 
years prior to sponsored agreements.  
       (4) The impact on the institution's business (i.e., what 
new problems have arisen). 
       (5) Whether the proportion of Federal work to the 
institution's total business is such as to influence the  
institution in favor of incurring the cost, particularly where 
the services rendered are not of a continuing nature and have 
little relationship to work under Federal grants and contracts.  
       (6) Whether the service can be performed more 
economically by direct employment rather than contracting.  
       (7) The qualifications of the individual or concern 
rendering the service and the customary fees charged, especially 
on non-sponsored agreements.  
       (8)  Adequacy of the contractual agreement for the 
service (e.g., description of the service, estimate of time 
required, rate of compensation, and termination provisions).  
    c. In addition to the factors in subparagraph b, retainer 
fees to be allowable must be supported by evidence of bona fide 
services available or rendered. 
 
    38. Proposal costs.  
    Proposal costs are the costs of preparing bids or proposals 
on potential federally and non-federally-funded sponsored 
agreements or projects, including the development of data 
necessary to support the institution's bids or proposals.  
Proposal costs of the current accounting period of both 
successful and unsuccessful bids and proposals normally should 
be treated as F&A costs and allocated currently to all 
activities of the institution, and no proposal costs of past 
accounting periods will be allocable to the current period.  
However, the institution's established practices may be to treat 
proposal costs by some other recognized method.  Regardless of 
the method used, the results obtained may be accepted only if 
found to be reasonable and equitable. 
 
    39. Publication and printing costs.
    a. Publication costs include the costs of printing 
(including the processes of composition, plate-making, press 
work, binding, and the end products produced by such processes), 
distribution, promotion, mailing, and general handling.  
Publication costs also include page charges in professional 
publications.  
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    b. If these costs are not identifiable with a particular 
cost objective, they should be allocated as indirect costs to 
all benefiting activities of the institution. 
    c. Page charges for professional journal publications are 
allowable as a necessary part of research costs where: 
      (1) The research papers report work supported by the 
Federal Government: and  
      (2) The charges are levied impartially on all research 
papers published by the journal, whether or not by federally-
sponsored authors. 
 
    40. Rearrangement and alteration costs.  
     Costs incurred for ordinary or normal rearrangement and 
alteration of facilities are allowable.  Special arrangement and 
alteration costs incurred specifically for the project are 
allowable with the prior approval of the sponsoring agency. 
 
    41. Reconversion costs.  
    Costs incurred in the restoration or rehabilitation of the 
institution's facilities to approximately the same condition 
existing immediately prior to commencement of a sponsored 
agreement, fair wear and tear excepted, are allowable. 
 
    42. Recruiting costs.
    a. Subject to subsections b, c, and d, and provided that the 
size of the staff recruited and maintained is in keeping with 
workload requirements, costs of "help wanted" advertising, 
operating costs of an employment office necessary to secure and 
maintain an adequate staff, costs of operating an aptitude and 
educational testing program, travel costs of employees while 
engaged in recruiting personnel, travel costs of applicants for 
interviews for prospective employment, and relocation costs 
incurred incident to recruitment of new employees, are allowable 
to the extent that such costs are incurred pursuant to a 
well-managed recruitment program. Where the institution uses 
employment agencies, costs not in excess of standard commercial 
rates for such services are allowable. 
    b. In publications, costs of help wanted advertising that 
includes color, includes advertising material for other than 
recruitment purposes, or is excessive in size (taking into 
consideration recruitment purposes for which intended and normal 
institutional practices in this respect), are unallowable. 
    c. Costs of help wanted advertising, special emoluments, 
fringe benefits, and salary allowances incurred to attract 
professional personnel from other institutions that do not meet 
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the test of reasonableness or do not conform with the 
established practices of the institution, are unallowable. 
    d. Where relocation costs incurred incident to recruitment 
of a new employee have been allowed either as an allocable 
direct or F&A cost, and the newly hired employee resigns for 
reasons within his control within 12 months after hire, the 
institution will be required to refund or credit such relocation 
costs to the Federal Government. 
 
    43. Rental costs of buildings and equipment.
    a. Subject to the limitations described in subsections b. 
through d. of this section, rental costs are allowable to the 
extent that the rates are reasonable in light of such factors 
as: rental costs of comparable property, if any; market 
conditions in the area; alternatives available; and, the type, 
life expectancy, condition, and value of the property leased.  
Rental arrangements should be reviewed periodically to determine 
if circumstances have changed and other options are available. 
    b. Rental costs under “sale and lease back” arrangements are 
allowable only up to the amount that would be allowed had the 
institution continued to own the property.  This amount would 
include expenses such as depreciation or use allowance, 
maintenance, taxes, and insurance. 
    c. Rental costs under "less-than-arms-length" leases are 
allowable only up to the amount (as explained in subsection b) 
that would be allowed had title to the property vested in the 
institution.  For this purpose, a less-than-arms-length lease is 
one under which one party to the lease agreement is able to 
control or substantially influence the actions of the other.  
Such leases include, but are not limited to those between -–  
      (1) divisions of a institution;  
      (2) non-Federal entities under common control through 
common officers, directors, or members; and  
      (3) a institution and a director, trustee, officer, or key 
employee of the institution or his immediate family, either 
directly or through corporations, trusts, or similar 
arrangements in which they hold a controlling interest.  For 
example, a institution may establish a separate corporation for 
the sole purpose of owning property and leasing it back to the 
institution.  
    d. Rental costs under leases which are required to be 
treated as capital leases under GAAP are allowable only up to 
the amount (as explained in subsection b) that would be allowed 
had the institution purchased the property on the date the lease 
agreement was executed.  The provisions of Financial Accounting 
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Standards Board Statement 13, Accounting for Leases, shall be 
used to determine whether a lease is a capital lease.  Interest 
costs related to capital leases are allowable to the extent they 
meet the criteria in section J.26.  Unallowable costs include 
amounts paid for profit, management fees, and taxes that would 
not have been incurred had the institution purchased the 
facility. 
 
    44. Royalties and other costs for use of patents.  
    a. Royalties on a patent or copyright or amortization of the 
cost of acquiring by purchase a copyright, patent, or rights 
thereto, necessary for the proper performance of the award are 
allowable unless:  
      (1) The Federal Government has a license or the right to 
free use of the patent or copyright.  
      (2) The patent or copyright has been adjudicated to be 
invalid, or has been administratively determined to be invalid.  
      (3) The patent or copyright is considered to be 
unenforceable.  
      (4) The patent or copyright is expired.  
    b. Special care should be exercised in determining 
reasonableness where the royalties may have been arrived at as a 
result of less-than-arm's-length bargaining, e.g.:  
      (1) Royalties paid to persons, including corporations, 
affiliated with the institution.  
      (2) Royalties paid to unaffiliated parties, including 
corporations, under an agreement entered into in contemplation 
that a sponsored agreement award would be made.  
      (3) Royalties paid under an agreement entered into after 
an award is made to a institution.  
    c. In any case involving a patent or copyright formerly 
owned by the institution, the amount of royalty allowed should 
not exceed the cost which would have been allowed had the 
institution retained title thereto. 
 
    45. Scholarships and student aid costs. 
    a. Costs of scholarships, fellowships, and other programs of 
student aid are allowable only when the purpose of the sponsored 
agreement is to provide training to selected participants and 
the charge is approved by the sponsoring agency.  However, 
tuition remission and other forms of compensation paid as, or in 
lieu of, wages to students performing necessary work are 
allowable provided that --  
      (1) The individual is conducting activities necessary to 
the sponsored agreement;  
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     (2) Tuition remission and other support are provided in 
accordance with established educational institutional policy and 
consistently provided in a like manner to students in return for 
similar activities conducted in nonsponsored as well as 
sponsored activities; and 
      (3) During the academic period, the student is enrolled in 
an advanced degree program at the institution or affiliated 
institution and the activities of the student in relation to the 
Federally-sponsored research project are related to the degree 
program; 
      (4) the tuition or other payments are reasonable 
compensation for the work performed and are conditioned 
explicitly upon the performance of necessary work; and  
      (5) it is the institution's practice to similarly 
compensate students in nonsponsored as well as sponsored 
activities.  
    b. Charges for tuition remission and other forms of 
compensation paid to students as, or in lieu of, salaries and 
wages shall be subject to the reporting requirements stipulated 
in Section J.10, and shall be treated as direct or F&A cost in 
accordance with the actual work being performed.  Tuition 
remission may be charged on an average rate basis. 
 
    46. Selling and marketing.  
    Costs of selling and marketing any products or services of 
the institution are unallowable (unless allowed under subsection 
J.1 as allowable public relations costs or under subsection J.38 
as allowable proposal costs). 
 
    47. Specialized service facilities.
    a. The costs of services provided by highly complex or 
specialized facilities operated by the institution,  
such as computers, wind tunnels, and reactors are allowable, 
provided the charges for the services meet the conditions of 
either subsection 47.b. or 47.c. and, in addition, take into 
account any items of income or Federal financing that qualify as 
applicable credits under subsection C.5. of this Circular. 
    b. The costs of such services, when material, must be 
charged directly to applicable awards based on actual usage of 
the services on the basis of a schedule of rates or established 
methodology that  
      (1) does not discriminate against federally-supported 
activities of the institution, including usage by the 
institution for internal purposes, and  
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      (2) is designed to recover only the aggregate costs of the 
services.  The costs of each service shall consist normally of 
both its direct costs and its allocable share of all F&A costs.  
Rates shall be adjusted at least biennially, and shall take into 
consideration over/under applied costs of the previous 
period(s).   
    c. Where the costs incurred for a service are not material, 
they may be allocated as F&A costs. 
    d. Under some extraordinary circumstances, where it is in 
the best interest of the Federal Government and the institution 
to establish alternative costing arrangements, such arrangements 
may be worked out with the cognizant Federal agency. 
 
    48. Student activity costs.  
    Costs incurred for intramural activities, student 
publications, student clubs, and other student activities, are 
unallowable, unless specifically provided for in the sponsored 
agreements. 
 
    49. Taxes.
    a. In general, taxes which the institution is required to 
pay and which are paid or accrued in accordance with generally 
accepted accounting principles are allowable.  Payments made to 
local governments in lieu of taxes which are commensurate with 
the local government services received are allowable, except 
for--  
      (1) taxes from which exemptions are available to the 
institution directly or which are available to the institution 
based on an exemption afforded the Federal Government, and in 
the latter case when the sponsoring agency makes available the 
necessary exemption certificates; and  
      (2) special assessments on land which represent capital 
improvements. 
    b. Any refund of taxes, interest, or penalties, and any 
payment to the institution of interest thereon, attributable to 
taxes, interest, or penalties which were allowed as sponsored 
agreement costs, will be credited or paid to the Federal 
Government in the manner directed by the Federal Government.  
However, any interest actually paid or credited to an 
institution incident to a refund of tax, interest, and penalty 
will be paid or credited to the Federal Government only to the 
extent that such interest accrued over the period during which 
the institution has been reimbursed by the Federal Government 
for the taxes, interest, and penalties. 
 

408



 
 79 

    50. Termination costs applicable to sponsored agreements.
    Termination of awards generally gives rise to the incurrence 
of costs, or the need for special treatment of costs, which 
would not have arisen had the sponsored agreement not been 
terminated.  Cost principles covering these items are set forth 
below.  They are to be used in conjunction with the other 
provisions of this Circular in termination situations.  
    a. The cost of items reasonably usable on the institution's 
other work shall not be allowable unless the institution submits 
evidence that it would not retain such items at cost without 
sustaining a loss.  In deciding whether such items are 
reasonably usable on other work of the institution, the awarding 
agency should consider the institution's plans and orders for 
current and scheduled activity.  
    Contemporaneous purchases of common items by the institution 
shall be regarded as evidence that such items are reasonably 
usable on the institution's other work.  Any acceptance of 
common items as allocable to the terminated portion of the  
sponsored agreement shall be limited to the extent that the 
quantities of such items on hand, in transit, and on order are 
in excess of the reasonable quantitative requirements of other 
work.  
    b. If in a particular case, despite all reasonable efforts 
by the institution, certain costs cannot be discontinued 
immediately after the effective date of termination, such costs 
are generally allowable within the limitations set forth in this 
Circular, except that any such costs continuing after 
termination due to the negligent or willful failure of the 
institution to discontinue such costs shall be unallowable.  
    c. Loss of useful value of special tooling, machinery, and 
equipment is generally allowable if:  
      (1) Such special tooling, special machinery, or equipment 
is not reasonably capable of use in the other work of the 
institution,  
      (2) The interest of the Federal Government is protected by 
transfer of title or by other means deemed appropriate by the 
awarding agency, and  
      (3) The loss of useful value for any one terminated 
sponsored agreement is limited to that portion of the 
acquisition cost which bears the same ratio to the total 
acquisition cost as the terminated portion of the sponsored 
agreement bears to the entire terminated sponsored agreement 
award and other sponsored agreements for which the special 
tooling, machinery, or equipment was acquired.  
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    d. Rental costs under unexpired leases are generally 
allowable where clearly shown to have been reasonably necessary 
for the performance of the terminated sponsored agreement less 
the residual value of such leases, if: 
      (1) the amount of such rental claimed does not exceed the 
reasonable use value of the property leased for the period of 
the sponsored agreement and such further period as may be 
reasonable, and  
      (2) the institution makes all reasonable efforts to 
terminate, assign, settle, or otherwise reduce the cost of such 
lease.  There also may be included the cost of alterations of 
such leased property, provided such alterations were necessary 
for the performance of the sponsored agreement, and of 
reasonable restoration required by the provisions of the lease.  
    e. Settlement expenses including the following are generally 
allowable: 
      (1) Accounting, legal, clerical, and similar costs 
reasonably necessary for:  
      (a) The preparation and presentation to the awarding 
agency of settlement claims and supporting data with respect to 
the terminated portion of the sponsored agreement, unless the 
termination is for default (see Subpart. __.61 of Circular A-
110); and  
      (b) The termination and settlement of subawards.  
      (2) Reasonable costs for the storage, transportation, 
protection, and disposition of property provided by the Federal 
Government or acquired or produced for the sponsord agreement, 
except when institutions are reimbursed for disposals at a 
predetermined amount in accordance with Subparts ___.32 through 
___.37 of Circular A-110.  
      (3) F&A costs related to salaries and wages incurred as 
settlement expenses in subsections b.(1) and (2).  Normally, 
such F&A costs shall be limited to fringe benefits, occupancy 
cost, and immediate supervision.  
    f. Claims under subawards, including the allocable portion 
of claims which are common to the sponsored agreement and to 
other work of the institution, are generally allowable. 
    An appropriate share of the institution's F&A costs may be 
allocated to the amount of settlements with subcontractors 
and/or subgrantees, provided that the amount allocated is 
otherwise consistent with the basic guidelines contained in 
section E, F&A costs.  The F&A costs so allocated shall exclude 
the same and similar costs claimed directly or indirectly as 
settlement expenses. 
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    51. Training costs.
    The cost of training provided for employee development is 
allowable. 
 
    52. Transportation costs.  
    Costs incurred for freight, express, cartage, postage, and 
other transportation services relating either to goods 
purchased, in process, or delivered, are allowable.  When such 
costs can readily be identified with the items involved, they 
may be charged directly as transportation costs or added to the 
cost of such items.  Where identification with the materials 
received cannot readily be made, inbound transportation cost may 
be charged to the appropriate F&A cost accounts if the 
institution follows a consistent, equitable procedure in this 
respect.  Outbound freight, if reimbursable under the terms of 
the sponsored agreement, should be treated as a direct cost. 
 
    53. Travel costs.
    a. General.  
    Travel costs are the expenses for transportation, lodging, 
subsistence, and related items incurred by employees who are in 
travel status on official business of the institution.  Such 
costs may be charged on an actual cost basis, on a per diem or 
mileage basis in lieu of actual costs incurred, or on a 
combination of the two, provided the method used is applied to 
an entire trip and not to selected days of the trip, and results 
in charges consistent with those normally allowed in like 
circumstances in the institution’s non-federally-sponsored 
activities.   
    b. Lodging and subsistence.  
    Costs incurred by employees and officers for travel, 
including costs of lodging, other subsistence, and incidental 
expenses, shall be considered reasonable and allowable only to 
the extent such costs do not exceed charges normally allowed by 
the institution in its regular operations as the result of the 
institution’s written travel policy.  In the absence of an 
acceptable, written institution policy regarding travel costs, 
the rates and amounts established under subchapter I of Chapter 
57, Title 5, United States Code (“Travel and Subsistence 
Expenses; Mileage Allowances”), or by the Administrator of 
General Services, or by the President (or his or her designee) 
pursuant to any provisions of such subchapter shall apply to 
travel under sponsored agreements (48 CFR 31.205-46(a)). 
    c. Commercial air travel.  
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      (1) Airfare costs in excess of the customary standard 
commercial airfare (coach or equivalent), Federal Government 
contract airfare (where authorized and available), or the lowest 
commercial discount airfare are unallowable except when such 
accommodations would:   
      (a) require circuitous routing;  
      (b) require travel during unreasonable hours; (c) 
excessively prolong travel;  
      (d) result in additional costs that would offset the 
transportation savings; or  
      (e) offer accommodations not reasonably adequate for the 
traveler’s medical needs.  The institution must justify and 
document these conditions on a case-by-case basis in order for 
the use of first-class airfare to be allowable in such cases. 
      (2) Unless a pattern of avoidance is detected, the Federal 
Government will generally not question a institution's 
determinations that customary standard airfare or other discount 
airfare is unavailable for specific trips if the institution can 
demonstrate either of the following:   
      (a) that such airfare was not available in the specific 
case; or  
      (b) that it is the institution’s overall practice to make 
routine use of such airfare. 
    d. Air travel by other than commercial carrier.  
    Costs of travel by institution-owned, -leased, or -chartered 
aircraft include the cost of lease, charter, operation 
(including personnel costs), maintenance, depreciation, 
insurance, and other related costs.  The portion of such costs 
that exceeds the cost of allowable commercial air travel, as 
provided for in subsection 53.c., is unallowable. 
 
    54. Trustees.
     Travel and subsistence costs of trustees (or directors) are 
allowable.  The costs are subject to restrictions regarding 
lodging, subsistence and air travel costs provided in Section 
53. 
 
K. Certification of charges. 
 
    1. To assure that expenditures for sponsored agreements are 
proper and in accordance with the agreement documents and 
approved project budgets, the annual and/or final fiscal reports 
or vouchers requesting payment under the agreements will include 
a certification, signed by an authorized official of the 
university, which reads essentially as follows: "I certify that 
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all expenditures reported (or payment requested) are for 
appropriate purposes and in accordance with the provisions of 
the application and award documents." 
 
    2. Certification of F&A costs. 
 
    a. Policy. 
 
      (1) No proposal to establish F&A cost rates shall be 
acceptable unless such costs have been certified by the 
educational institution using the Certificate of F&A Costs set 
forth in subsection b. The certificate must be signed on behalf 
of the institution by an individual at a level no lower than 
vice president or chief financial officer of the institution 
that submits the proposal. 
 
      (2) No F&A cost rate shall be binding upon the Federal 
Government if the most recent required proposal from the 
institution has not been certified. Where it is necessary to 
establish F&A cost rates, and the institution has not submitted 
a certified proposal for establishing such rates in accordance 
with the requirements of this section, the Federal Government 
shall unilaterally establish such rates. Such rates may be based 
upon audited historical data or such other data that have been 
furnished to the cognizant Federal agency and for which it can 
be demonstrated that all unallowable costs have been excluded. 
When F&A cost rates are unilaterally established by the Federal 
Government because of failure of the institution to submit a 
certified proposal for establishing such rates in accordance 
with this section, the rates established will be set at a level 
low enough to ensure that potentially unallowable costs will not 
be reimbursed. 
 
    b. Certificate. The certificate required by this section 
shall be in the following form: 
 
    Certificate of F&A Costs 
    This is to certify that to the best of my knowledge and 
belief: 
 
      (1) I have reviewed the F&A cost proposal submitted 
herewith; 
 
      (2) All costs included in this proposal [identify date] to 
establish billing or final F&A costs rate for [identify period 
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covered by rate] are allowable in accordance with the 
requirements of the Federal agreement(s) to which they apply and 
with the cost principles applicable to those agreements. 
 
      (3) This proposal does not include any costs which are 
unallowable under applicable cost principles such as (without 
limitation): advertising and public relations costs, 
contributions and donations, entertainment costs, fines and 
penalties, lobbying costs, and defense of fraud proceedings; and 
 
      (4) All costs included in this proposal are properly 
allocable to Federal agreements on the basis of a beneficial or 
causal relationship between the expenses incurred and the 
agreements to which they are allocated in accordance with 
applicable requirements. 
 
    For educational institutions that are required to file a DS-
2 in accordance with Section C.14, the following statement shall 
be added to the "Certificate of F&A Costs": 
 
      (5) The rate proposal is prepared using the same cost 
accounting practices that are disclosed in the DS-2, including 
its amendments and revisions, filed with and approved by the 
cognizant agency. 
 
    I declare under penalty of perjury that the foregoing is 
true and correct. 
 
    Institution: ____________________________________________ 
 
    Signature: ____________________________________________ 
 
    Name of Official: _______________________________________ 
 
    Title: ________________________________________________ 
 
    Date of Execution: ______________________________________ 
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    Exhibit A -- List of Colleges and Universities Subject to 
Section J.12.h of Circular A-21. 
 
    1. Johns Hopkins University 
    2. Stanford University 
    3. Massachusetts Institute of Technology 
    4. University of Washington 
    5. University of California-Los Angeles 
    6. University of Michigan 
    7. University of California-San Diego 
    8. University of California-San Francisco 
    9. University of Wisconsin-Madison 
    10. Columbia University 
    11. Yale University 
    12. Harvard University 
    13. Cornell University 
    14. University of Pennsylvania 
    15. University of California-Berkeley 
    16. University of Minnesota 
    17. Pennsylvania State University 
    18. University of Southern California 
    19. Duke University 
    20. Washington University 
    21. University of Colorado 
    22. University of Illinois-Urbana 
    23. University of Rochester 
    24. University of North Carolina-Chapel Hill 
    25. University of Pittsburgh 
    26. University of Chicago 
    27. University of Texas-Austin 
    28. University of Arizona 
    29. New York University 
    30. University of Iowa 
    31. Ohio State University 
    32. University of Alabama-Birmingham 
    33. Case Western Reserve 
    34. Baylor College of Medicine 
    35. California Institute of Technology 
    36. Yeshiva University 
    37. University of Massachusetts 
    38. Vanderbilt University 
    39. Purdue University 
    40. University of Utah 
    41. Georgia Institute of Technology 
    42. University of Maryland-College Park 
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    43. University of Miami 
    44. University of California-Davis 
    45. Boston University 
    46. University of Florida 
    47. Carnegie-Mellon University 
    48. Northwestern University 
    49. Indiana University 
    50. Michigan State University 
    51. University of Virginia 
    52. University of Texas-SW Medical Center 
    53. University of California-Irvine 
    54. Princeton University 
    55. Tulane University of Louisiana 
    56. Emory University 
    57. University of Georgia 
    58. Texas A&M University-all campuses 
    59. New Mexico State University 
    60. North Carolina State University-Raleigh 
    61. University of Illinois-Chicago 
    62. Utah State University 
    63. Virginia Commonwealth University 
    64. Oregon State University 
    65. SUNY-Stony Brook 
    66. University of Cincinnati 
    67. CUNY-Mount Sinai School of Medicine 
    68. University of Connecticut 
    69. Louisiana State University 
    70. Tufts University 
    71. University of California-Santa Barbara 
    72. University of Hawaii-Manoa 
    73. Rutgers State University of New Jersey 
    74. Colorado State University 
    75. Rockefeller University 
    76. University of Maryland-Baltimore 
    77. Virginia Polytechnic Institute & State University 
    78. SUNY-Buffalo 
    79. Brown University 
    80. University of Medicine & Dentistry of New Jersey 
    81. University of Texas-Health Science Center San Antonio 
    82. University of Vermont 
    83. University of Texas-Health Science Center Houston 
    84. Florida State University 
    85. University of Texas-MD Anderson Cancer Center 
    86. University of Kentucky 
    87. Wake Forest University 
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    88. Wayne State University 
    89. Iowa State University of Science & Technology 
    90. University of New Mexico 
    91. Georgetown University 
    92. Dartmouth College 
    93. University of Kansas 
    94. Oregon Health Sciences University 
    95. University of Texas-Medical Branch-Galveston 
    96. University of Missouri-Columbia 
    97. Temple University 
    98. George Washington University 
    99. University of Dayton 

417



 
 88 

    Exhibit B -- Listing of institutions that are eligible for 
the utility cost adjustment. 
 
    1. Baylor University 
    2. Boston College 
    3. Boston University 
    4. California Institute of Technology 
    5. Carnegie-Mellon University 
    6. Case Western University 
    7. Columbia University 
    8. Cornell University (Endowed) 
    9. Cornell University (Statutory) 
    10. Cornell University (Medical) 
    11. Dayton University 
    12. Emory University 
    13. George Washington University (Medical) 
    14. Georgetown University 
    15. Harvard Medical School 
    16. Harvard University (Main Campus) 
    17. Harvard University (School of Public Health) 
    18. Johns Hopkins University 
    19. Massachusetts Institute of Technology 
    20. Medical University of South Carolina 
    21. Mount Sinai School of Medicine 
    22. New York University (except New York University Medical 
Center) 
    23. New York University Medical Center 
    24. North Carolina State University 
    25. Northeastern University 
    26. Northwestern University 
    27. Oregon Health Sciences University 
    28. Oregon State University 
    29. Rice University 
    30. Rockefeller University 
    31. Stanford University 
    32. Tufts University 
    33. Tulane University 
    34. Vanderbilt University 
    35. Virginia Commonwealth University 
    36. Virginia Polytechnic Institute and State University 
    37. University of Arizona 
    38. University of CA, Berkeley 
    39. University of CA, Irvine 
    40. University of CA, Los Angeles 
    41. University of CA, San Diego 

418



 
 89 

    42. University of CA, San Francisco 
    43. University of Chicago 
    44. University of Cincinnati 
    45. University of Colorado, Health Sciences Center 
    46. University of Connecticut, Health Sciences Center 
    47. University of Health Science and The Chicago Medical 
School 
    48. University of Illinois, Urbana 
    49. University of Massachusetts, Medical Center 
    50. University of Medicine & Dentistry of New Jersey 
    51. University of Michigan 
    52. University of Pennsylvania 
    53. University of Pittsburgh 
    54. University of Rochester 
    55. University of Southern California 
    56. University of Tennessee, Knoxville 
    57. University of Texas, Galveston 
    58. University of Texas, Austin 
    60. University of Texas Southwestern Medical Center 
    61. University of Virginia 
    62. University of Vermont & State Agriculture College 
    63. University of Washington 
    64. Washington University 
    65. Yale University 
    66. Yeshiva University 
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    Exhibit C -- Examples of "major project" where direct 
charging of administrative or clerical staff salaries may be 
appropriate. 
 
        * Large, complex programs such as General Clinical 
Research Centers, Primate Centers, Program Projects, 
environmental research centers, engineering research centers, 
and other grants and contracts that entail assembling and 
managing teams of investigators from a number of institutions. 
 
        * Projects which involve extensive data accumulation, 
analysis and entry, surveying, tabulation, cataloging, searching 
literature, and reporting (such as epidemiological studies, 
clinical trials, and retrospective clinical records studies). 
 
        * Projects that require making travel and meeting 
arrangements for large numbers of participants, such as 
conferences and seminars. 
 
        * Projects whose principal focus is the preparation and 
production of manuals and large reports, books and monographs 
(excluding routine progress and technical reports). 
 
        * Projects that are geographically inaccessible to 
normal departmental administrative services, such as research 
vessels, radio astronomy projects, and other research fields 
sites that are remote from campus. 
 
        * Individual projects requiring project-specific 
database management; individualized graphics or manuscript 
preparation; human or animal protocols; and multiple project-
related investigator coordination and communications. 
 
    These examples are not exhaustive nor are they intended to 
imply that direct charging of administrative or clerical 
salaries would always be appropriate for the situations 
illustrated in the examples. For instance, the examples would be 
appropriate when the costs of such activities are incurred in 
unlike circumstances, i.e., the actual activities charged direct 
are not the same as the actual activities normally included in 
the institution's facilities and administrative (F&A) cost pools 
or, if the same, the indirect activity costs are immaterial in 
amount. It would be inappropriate to charge the cost of such 
activities directly to specific sponsored agreements if, in 
similar circumstances, the costs of performing the same type of 
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activity for other sponsored agreements were included as 
allocable costs in the institution's F&A cost pools. Application 
of negotiated predetermined F&A cost rates may also be 
inappropriate if such activity costs charged directly were not 
provided for in the allocation base that was used to determine 
the predetermined F&A cost rates. 
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    Appendix A Part 99005 -- Cost Accounting Standards for 
Educational Institutions. 
 
    CAS 9905.501 -- Consistency in estimating, accumulating and 
reporting costs by educational institutions. 
 
    Purpose 
 
    The purpose of this standard is to ensure that each 
educational institution's practices used in estimating costs for 
a proposal are consistent with cost accounting practices used by 
the educational institution in accumulating and reporting costs. 
Consistency in the application of cost accounting practices is 
necessary to enhance the likelihood that comparable transactions 
are treated alike. With respect to individual sponsored 
agreements, the consistent application of cost accounting 
practices will facilitate the preparation of reliable cost 
estimates used in pricing a proposal and their comparison with 
the costs of performance of the resulting sponsored agreement. 
Such comparisons provide one important basis for financial 
control over costs during sponsored agreement performance and 
aid in establishing accountability for costs in the manner 
agreed to by both parties at the time of agreement. The 
comparisons also provide an improved basis for evaluating 
estimating capabilities. 
 
    Definitions 
 
    (a)  The following are definitions of terms which are 
prominent in this standard. 
 
    (1)  Accumulating costs means the collecting of cost data in 
an organized manner, such as through a system of accounts. 
 
    (2)  Actual cost means an amount determined on the basis of 
cost incurred (as distinguished from forecasted cost), including 
standard cost properly adjusted for applicable variance. 
 
    (3)  Estimating costs means the process of forecasting a 
future result in terms of cost, based upon information available 
at the time. 
 
    (4)  Indirect cost pool means a grouping of incurred costs 
identified with two or more objectives but not identified 
specifically with any final cost objective. 
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    (5)  Pricing means the process of establishing the amount or 
amounts to be paid in return for goods or services. 
 
    (6)  Proposal means any offer or other submission used as a 
basis for pricing a sponsored agreement, sponsored agreement 
modification or termination settlement or for securing payments 
thereunder. 
 
    (7)  Reporting costs means the providing of cost information 
to others. 
 
    Fundamental Requirement 
 
    An educational institution's practices used in estimating 
costs in pricing a proposal shall be consistent with the 
educational institution's cost accounting practices used in 
accumulating and reporting costs. 
 
    An educational institution's cost accounting practices used 
in accumulating and reporting actual costs for a sponsored 
agreement shall be consistent with the educational institution's 
practices used in estimating costs in the related proposal or 
application. 
 
    The grouping of homogeneous costs in estimates prepared for 
proposal purposes shall not per se be deemed an inconsistent 
application of cost accounting practices of this paragraph when 
such costs are accumulated in reported in greater detail on an 
actual costs basis during performance of the sponsored 
agreement. 
 
    Techniques for application 
 
    (a)  The standard allows grouping of homogeneous costs in 
order to cover those cases where it is not practicable to 
estimate sponsored agreement costs by individual cost element. 
However, costs estimated for proposal purposes shall be 
presented in such a manner and in such detail that any 
significant cost can be compared with the actual cost 
accumulated and reported therefor. In any event, the cost 
accounting practices used in estimating costs in pricing a 
proposal and in accumulating and reporting costs on the 
resulting sponsored agreement shall be consistent with respect 
to: 
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    (1)  The classification of elements of cost as direct or 
indirect; (2) the indirect cost pools to which each element of 
cost is charged or proposed to be charged; and (3) the methods 
of allocating indirect costs to the sponsored agreement. 
 
    (b)  Adherence to the requirement of this standard shall be 
determined as of the date of award of the sponsored agreement, 
unless the sponsored agreement has submitted cost or pricing 
data pursuant to 10 U.S.C. 2306(a) or 41 U.S.C. 254(d) (Pub. L. 
87-653), in which case adherence to the requirement of this 
standard shall be determined as of the date of final agreement 
on price, as shown on the signed certificate of current cost or 
pricing data. Notwithstanding 9905.501-40(b), changes in 
established cost accounting practices during sponsored agreement 
performance may be made in accordance with Part 9903 (48 CFR 
9903). 
 
    (c) The standard does not prescribe the amount of detail 
required in accumulating and reporting costs. The basic 
requirement which must be met, however, is that for any 
significant amount of estimated cost, the sponsored agreement 
must be able to accumulate and report actual cost at a level 
which permits sufficient and meaningful comparison with its 
estimates. The amount of detail required may vary considerably 
depending on how the proposed costs were estimated, the data 
presented in justification or lack thereof, and the significance 
of each situation. Accordingly, it is neither appropriate nor 
practical to prescribe a single set of accounting practices 
which would be consistent in all situations with the practices 
of estimating costs. Therefore, the amount of accounting and 
statistical detail to be required and maintained in accounting 
for estimated costs has been and continues to be a matter to be 
decided by Government procurement authorities on the basis of 
the individual facts and circumstances. 
 
    CAS 9905.502 -- Consistency in allocating costs incurred for 
the same purpose by educational institutions. 
 
    Purpose 
 
    The purpose of this standard is to require that each type of 
cost is allocated only once and on only one basis to any 
sponsored agreement or other cost objective. The criteria for 
determining the allocation of costs to a sponsored agreement or 
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other cost objective should be the same for all similar 
objectives. Adherence to these cost accounting concepts is 
necessary to guard against the overcharging of some cost 
objectives and to prevent double counting. Double counting 
occurs most commonly when cost items are allocated directly to a 
cost objective without eliminating like cost items from indirect 
cost pools which are allocated to that cost objective. 
 
    Definitions 
 
    (a)  The following are definitions of terms which are 
prominent in this standard. 
 
    (1)  Allocate means to assign an item of cost, or a group of 
items of cost, to one or more cost objectives. This term 
includes both direct assignment of cost and the reassignment of 
a share from an indirect cost pool. 
 
    (2)  Cost objective means a function, organizational 
subdivision, sponsored agreement, or other work unit for which 
cost data are desired and for which provision is made to 
accumulate and measure the cost of processes, products, jobs, 
capitalized projects, etc. 
 
    (3)  Direct cost means any cost which is identified 
specifically with a particular final cost objective. Direct 
costs are not limited to items which are incorporated in the end 
product as material or labor. Costs identified specifically with 
a sponsored agreement are direct costs of that sponsored 
agreement. All costs identified specifically with other final 
cost objectives of the educational institution are direct costs 
of those cost objectives. 
 
    (4)  Final cost objective means a cost objective which has 
allocated to it both direct and indirect costs, and in the 
educational institution's accumulation system, is one of the 
final accumulation points. 
 
    (5)  Indirect cost means any cost not directly identified 
with a single final cost objective, but identified with two or 
more final cost objectives or with at least one intermediate 
cost objective. 
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    (6)  Indirect cost pool means a grouping of incurred costs 
identified with two or more cost objectives but not identified 
with any final cost objective. 
 
    (7)  Intermediate cost objective means a cost objective that 
is used to accumulate indirect costs or service center costs 
that are subsequently allocated to one or more indirect cost 
pools and/or final cost objectives. 
 
    Fundamental Requirement 
 
    All costs incurred for the same purpose, in like 
circumstances, are either direct costs only or indirect costs 
only with respect to final cost objectives.  No final cost 
objective shall have allocated to it as an indirect cost any 
cost, if other costs incurred for the same purpose, in like 
circumstances, have been included as a direct cost of that or 
any other final cost objective.  Further, no final cost 
objective shall have allocated to it as a direct cost any cost, 
if other costs incurred for the same purpose, in like 
circumstances, have been included in any indirect cost pool to 
be allocated to that or any other final cost objective. 
 
    Techniques for application 
 
     (a)  The Fundamental Requirement is stated in terms of cost 
incurred and is equally applicable to estimates of costs to be 
incurred as used in sponsored agreement proposals. 
 
    (b)  The Disclosure Statement to be submitted by the 
educational institution will require that the educational 
institution set forth its cost accounting practices with regard 
to the distinction between direct and indirect costs.  In 
addition, for those types of cost which are sometimes accounted 
for as direct and sometimes accounted for as indirect, the 
educational institution will set forth in its Disclosure 
Statement the specific criteria and circumstances for making 
such distinctions. In essence, the Disclosure Statement 
submitted by the educational institution, by distinguishing 
between direct and indirect costs, and by describing the 
criteria and circumstances for allocating those items which are 
sometimes direct and sometimes indirect, will be determinative 
as to whether or not costs are incurred for the same purpose.  
Disclosure Statement as used herein refers to the statement 
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required to be submitted by educational institutions in Section 
C.14. 
 
     (c)  In the event that an educational institution has not 
submitted a Disclosure Statement, the determination of whether 
specific costs are directly allocable to sponsored agreements 
shall be based upon the educational institution's cost 
accounting practices used at the time of sponsored agreement 
proposal. 
 
    (d)  Whenever costs which serve the same purpose cannot 
equitably be indirectly allocated to one or more final cost 
objectives in accordance with the educational institution's 
disclosed accounting practices, the educational institution may 
either (1) use a method for reassigning all such costs which 
would provide an equitable distribution to all final cost 
objectives, or (2) directly assign all such costs to final cost 
objectives with which they are specifically identified. In the 
event the educational institution decides to make a change for 
either purpose, the Disclosure Statement shall be amended to 
reflect the revised accounting practices involved. 
 
    (e)  Any direct cost of minor dollar amount may be treated 
as an indirect cost for reasons of practicality where the 
accounting treatment for such cost is consistently applied to 
all final cost objectives, provided that such treatment produces 
results which are substantially the same as the results which 
would have been obtained if such cost had been treated as a 
direct cost. 
 
    Illustrations 
    (a)  Illustrations of costs which are incurred for the same 
purpose: 
 
    (1)  An educational institution normally allocates all 
travel as an indirect cost and previously disclosed this 
accounting practice to the Government.  For purposes of a new 
proposal, the educational institution intends to allocate the 
travel costs of personnel whose time is accounted for as direct 
labor directly to the sponsored agreement.  Since travel costs 
of personnel whose time is accounted for as direct labor working 
on other sponsored agreements are costs which are incurred for 
the same purpose, these costs may no longer be included within 
indirect cost pools for purposes of allocation to any covered 
Government sponsored agreement.  The educational institution's 
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Disclosure Statement must be amended for the proposed changes in 
accounting practices. 
 
    (2)  An educational institution normally allocates  
purchasing activity costs indirectly and allocates this cost to 
instruction and research on the basis of modified total costs. A 
proposal for a new sponsored agreement requires a 
disproportionate amount of subcontract administration to be 
performed by the purchasing activity.  The educational 
institution prefers to continue to allocate purchasing activity 
costs indirectly. In order to equitably allocate the total 
purchasing activity costs, the educational institution may use a 
method for allocating all such costs which would provide an 
equitable distribution to all applicable indirect cost pools. 
For example, the educational institution may use the number of 
transactions processed rather than its former allocation base of 
modified total costs. The educational institution's Disclosure 
Statement must be amended for the proposed changes in accounting 
practices. 
 
    (b)  Illustrations of costs which are not incurred for the 
same purpose: 
 
    (1)  An educational institution normally allocates special 
test equipment costs directly to sponsored agreements. The costs 
of general purpose test equipment are normally included in the 
indirect cost pool which is allocated to sponsored agreements. 
Both of these accounting practices were previously disclosed to 
the Government. Since both types of costs involved were not 
incurred for the same purpose in accordance with the criteria 
set forth in the educational institution's Disclosure Statement, 
the allocation of general purpose test equipment costs from the 
indirect cost pool to the sponsored agreement, in addition to 
the directly allocated special test equipment costs, is not 
considered a violation of the standard. 
 
    (2)  An educational institution proposes to perform a 
sponsored agreement which will require three firemen on 24-hour 
duty at a fixed-post to provide protection against damage to 
highly inflammable materials used on the sponsored agreement. 
The educational institution presently has a firefighting force 
of 10 employees for general protection of its facilities. The 
educational institution's costs for these latter firemen are 
treated as indirect costs and allocated to all sponsored 
agreements; however, it wants to allocate the three fixed-post 
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firemen directly to the particular sponsored agreement requiring 
them and also allocate a portion of the cost of the general 
firefighting force to the same sponsored agreement.  The 
educational institution may do so but only on condition that its 
disclosed practices indicate that the costs of the separate 
classes of firemen serve different purposes and that it is the 
educational institution's practice to allocate the general 
firefighting force indirectly and to allocate fixed-post firemen 
directly. 
 
    Interpretation 
 
    (a)  Consistency in Allocating Costs Incurred for the Same 
Purpose by Educational Institutions, provides, in this standard, 
that " * * * no final cost objective shall have allocated to it 
as a direct cost any cost, if other costs incurred for the same 
purpose, in like circumstances, have been included in any 
indirect cost pool to be allocated to that or any other final 
cost objective." 
 
    (b)  This interpretation deals with the way this standard 
applies to the treatment of costs incurred in preparing, 
submitting, and supporting proposals. In essence, it is 
addressed to whether or not, under the standard, all such costs 
are incurred for the same purpose, in like circumstances. 
 
    (c)  Under this standard, costs incurred in preparing, 
submitting, and supporting proposals pursuant to a specific 
requirement of an existing sponsored agreement are considered to 
have been incurred in different circumstances from the 
circumstances under which costs are incurred in preparing 
proposals which do not result from such specific requirement. 
The circumstances are different because the costs of preparing 
proposals specifically required by the provisions of an existing 
sponsored agreement relate only to that sponsored agreement 
while other proposal costs relate to all work of the educational 
institution. 
 
    (d)  This interpretation does not preclude the allocation, 
as indirect costs, of costs incurred in preparing all proposals. 
The cost accounting practices used by the educational 
institution, however, must be followed consistently and the 
method used to reallocate such costs, of course, must provide an 
equitable distribution to all final cost objectives. 
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    CAS 9905.505 -- Accounting for unallowable costs -- 
Educational institutions. 
 
    Purpose 
 
    (a)  The purpose of this standard is to facilitate the 
negotiation, audit, administration and settlement of sponsored 
agreements by establishing guidelines covering (1) 
identification of costs specifically described as unallowable, 
at the time such costs first become defined or authoritatively 
designated as unallowable, and (2) the cost accounting treatment 
to be accorded such identified unallowable costs in order to 
promote the consistent application of sound cost accounting 
principles covering all incurred costs. The standard is 
predicated on the proposition that costs incurred in carrying on 
the activities of an educational institution -- regardless of 
the allowability of such costs under Government sponsored 
agreements -- are allocable to the cost objectives with which 
they are identified on the basis of their beneficial or causal 
relationships. 
 
    (b)  This standard does not govern the allowability of 
costs. This is a function of the appropriate procurement or 
reviewing authority. 
    Definitions 
 
    (a)  The following are definitions of terms which are 
prominent in this standard. 
 
    (1)  Directly associated cost means any cost which is 
generated solely as a result of the incurrence of another cost, 
and which would not have been incurred had the other cost not 
been incurred. 
 
    (2)  Expressly unallowable cost means a particular item or 
type of cost which, under the express provisions of an 
applicable law, regulation, or sponsored agreement, is 
specifically named and stated to be unallowable. 
 
    (3)  Indirect cost means any cost not directly identified 
with a single final cost objective, but identified with two or 
more final cost objectives or with at least one intermediate 
cost objective. 
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    (4)  Unallowable cost means any cost which, under the 
provisions of any pertinent law, regulation, or sponsored 
agreement, cannot be included in prices, cost reimbursements, or 
settlements under a Government sponsored agreement to which it 
is allocable. 
 
    Fundamental requirement 
 
    (a) Costs expressly unallowable or mutually agreed to be 
unallowable, including costs mutually agreed to be unallowable 
directly associated costs, shall be identified and excluded from 
any billing, claim, application, or proposal applicable to a 
Government sponsored agreement. 
 
    (b) Costs which specifically become designated as 
unallowable as a result of a written decision furnished by a 
Federal official pursuant to sponsored agreement disputes 
procedures shall be identified if included in or used in the 
computation of any billing, claim, or proposal applicable to a 
sponsored agreement. This identification requirement applies 
also to any costs incurred for the same purpose under like 
circumstances as the costs specifically identified as 
unallowable under either this paragraph or paragraph (a) of this 
subsection. 
 
    (c) Costs which, in a Federal official's written decision 
furnished pursuant to disputes procedures, are designated as 
unallowable directly associated costs of unallowable costs 
covered by either paragraph (a) or (b) of this subsection shall 
be accorded the identification required by paragraph b. of this 
subsection. 
 
    (d) The costs of any work project not contractually 
authorized, whether or not related to performance of a proposed 
or existing contract, shall be accounted for, to the extent 
appropriate, in a manner which permits ready separation from the 
costs of authorized work projects. 
 
    (e) All unallowable costs covered by paragraphs (a) through 
(d) of this subsection shall be subject to the same cost 
accounting principles governing cost allocability as allowable 
costs. In circumstances where these unallowable costs normally 
would be part of a regular indirect-cost allocation base or 
bases, they shall remain in such base or bases. Where a directly 
associated cost is part of a category of costs normally included 
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in an indirect-cost pool that will be allocated over a base 
containing the unallowable cost with which it is associated, 
such a directly associated cost shall be retained in the 
indirect-cost pool and be allocated through the regular 
allocation process. 
 
    (f) Where the total of the allocable and otherwise allowable 
costs exceeds a limitation-of-cost or ceiling-price provision in 
a sponsored agreement, full direct and indirect cost allocation 
shall be made to the cost objective, in accordance with 
established cost accounting practices and Standards which 
regularly govern a given entity's allocations to Government 
sponsored agreement cost objectives. In any determination of 
unallowable cost overrun, the amount thereof shall be identified 
in terms of the excess of allowable costs over the ceiling 
amount, rather than through specific identification of 
particular cost items or cost elements. 
 
    Techniques for application 
 
    (a)  The detail and depth of records required as backup 
support for proposals, billings, or claims shall be that which 
is adequate to establish and maintain visibility of identified 
unallowable costs (including directly associated costs), their 
accounting status in terms of their allocability to sponsored 
agreement cost objectives, and the cost accounting treatment 
which has been accorded such costs. Adherence to this cost 
accounting principle does not require that allocation of 
unallowable costs to final cost objectives be made in the 
detailed cost accounting records. It does require that 
unallowable costs be given appropriate consideration in any cost 
accounting determinations governing the content of allocation 
bases used for distributing indirect costs to cost objectives. 
Unallowable costs involved in the determination of rates used 
for standard costs, or for indirect-cost bidding or billing, 
need be identified only at the time rates are proposed, 
established, revised or adjusted. 
 
    (b)  The visibility requirement of paragraph (a) of this 
subsection, may be satisfied by any form of cost identification 
which is adequate for purposes of sponsored agreement cost 
determination and verification. The standard does not require 
such cost identification for purposes which are not relevant to 
the determination of Government sponsored agreement cost. Thus, 
to provide visibility for incurred costs, acceptable alternative 
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practices would include (1) the segregation of unallowable costs 
in separate accounts maintained for this purpose in the regular 
books of account, (2) the development and maintenance of 
separate accounting records or workpapers, or (3) the use of any 
less formal cost accounting techniques which establishes and 
maintains adequate cost identification to permit audit 
verification of the accounting recognition given unallowable 
costs. Educational institutions may satisfy the visibility 
requirements for estimated costs either (1) by designation and 
description (in backup data, workpapers, etc.) of the amounts 
and types of any unallowable costs which have specifically been 
identified and recognized in making the estimates, or (2) by 
description of any other estimating technique employed to 
provide appropriate recognition of any unallowable costs 
pertinent to the estimates. 
    (c)  Specific identification of unallowable costs is not 
required in circumstances where, based upon considerations of 
materiality, the Government and the educational institution 
reach agreement on an alternate method that satisfies the 
purpose of the standard. 
 
    Illustrations 
 
    (a)  An auditor recommends disallowance of certain direct 
labor and direct material costs, for which a billing has been 
submitted under a sponsored agreement, on the basis that these 
particular costs were not required for performance and were not 
authorized by the sponsored agreement. The Federal officer 
issues a written decision which supports the auditor's position 
that the questioned costs are unallowable. Following receipt of 
the Federal officer's decision, the educational institution must 
clearly identify the disallowed direct labor and direct material 
costs in the educational institution's accounting records and 
reports covering any subsequent submission which includes such 
costs. Also, if the educational institution's base for 
allocation of any indirect cost pool relevant to the subject 
sponsored agreement consists of direct labor, direct material, 
total prime cost, total cost input, etc., the educational 
institution must include the disallowed direct labor and 
material costs in its allocation base for such pool. Had the 
Federal officer's decision been against the auditor, the 
educational institution would not, of course, have been required 
to account separately for the costs questioned by the auditor. 
 

433



 
 104 

    (b)  An educational institution incurs, and separately 
identifies, as a part of a service center or expense pool, 
certain costs which are expressly unallowable under the existing 
and currently effective regulations. If the costs of the service 
center or indirect expense pool are regularly a part of the 
educational institution's base for allocation of general 
administration and general expenses (GA&GE) or other indirect 
expenses, the educational institution must allocate the GA&GE or 
other indirect expenses to sponsored agreements and other final 
cost objectives by means of a base which includes the identified 
unallowable indirect costs. 
 
    (c)  An auditor recommends disallowance of certain indirect 
costs. The educational institution claims that the costs in 
question are allowable under the provisions of Office Of 
Management and Budget Circular A-21, Cost Principles For 
Educational Institutions; the auditor disagrees. The issue is 
referred to the Federal officer for resolution pursuant to the 
sponsored agreement disputes clause. The Federal officer issues 
a written decision supporting the auditor's position that the 
total costs questioned are unallowable under the Circular. 
Following receipt of the Federal officer's decision, the 
educational institution must identify the disallowed costs and 
specific other costs incurred for the same purpose in like 
circumstances in any subsequent estimating, cost accumulation or 
reporting for Government sponsored agreements, in which such 
costs are included. If the Federal officer's decision had 
supported the educational institution's contention, the costs 
questioned by the auditor would have been allowable and the 
educational institution would not have been required to provide 
special identification. 
 
    (d)  An educational institution incurred certain unallowable 
costs that were charged indirectly as general administration and 
general expenses (GA&GE). In the educational institution's 
proposals for final indirect cost rates to be applied in 
determining allowable sponsored agreement costs, the educational 
institution identified and excluded the expressly unallowable 
costs. In addition, during the course of negotiation of indirect 
cost rates to be used for bidding and billing purposes, the 
educational institution agreed to classify as unallowable cost, 
various directly associated costs of the identifiable 
unallowable costs. On the basis of negotiations and agreements 
between the educational institution and the Federal officer's 
authorized representatives, indirect cost rates were 
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established, based on the net balance of allowable GA&GE. 
Application of the rates negotiated to proposals, and to 
billings, for covered sponsored agreements constitutes 
compliance with the standard. 
 
    (e)  An employee, whose salary, travel, and subsistence 
expenses are charged regularly to the general administration and 
general expenses (GA&GE) pool, takes several business associates 
on what is clearly a business entertainment trip. The 
entertainment costs of such trips is expressly unallowable 
because it constitutes entertainment expense prohibited by OMB 
Circular A-21, and is separately identified by the educational 
institution. The educational institution does not regularly 
include its GA&GE in any indirect-expense allocation base. In 
these circumstances, the employee's travel and subsistence 
expenses would be directly associated costs for identification 
with the unallowable entertainment expense. However, unless this 
type of activity constituted a significant part of the 
employee's regular duties and responsibilities on which his 
salary was based, no part of the employee's salary would be 
required to be identified as a directly associated cost of the 
unallowable entertainment expense. 
 
    CAS 9905.506 -- Cost accounting period -- Educational 
institutions. 
 
    Purpose 
 
    The purpose of this standard is to provide criteria for the 
selection of the time periods to be used as cost accounting 
periods for sponsored agreement cost estimating, accumulating, 
and reporting. This standard will reduce the effects of 
variations in the flow of costs within each cost accounting 
period. It will also enhance objectivity, consistency, and 
verifiability, and promote uniformity and comparability in 
sponsored agreement cost measurements. 
 
    Definitions 
 
    (a)  The following are definitions of terms which are 
prominent in this standard. 
 
    (1)  Allocate means to assign an item of cost, or a group of 
items of cost, to one or more cost objectives. This term 
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includes both direct assignment of cost and the reassignment of 
a share from an indirect cost pool. 
 
    (2)  Cost Objective means a function, organizational 
subdivision, sponsored agreement, or other work unit for which 
cost data are desired and for which provision is made to 
accumulate and measure the cost of processes, products, jobs, 
capitalized projects, etc. 
    (3)  Fiscal year means the accounting period for which 
annual financial statements are regularly prepared, generally a 
period of 12 months, 52 weeks, or 53 weeks. 
 
    (4)  Indirect cost pool means a grouping of incurred costs 
identified with two or more cost objectives but not identified 
specifically with any final cost objective. 
 
    Fundamental requirement 
 
    Educational institutions shall use their fiscal year as 
their cost accounting period, except that: 
 
    Costs of an indirect function which exists for only a part 
of a cost accounting period may be allocated to cost objectives 
of that same part of the period. 
 
    An annual period other than the fiscal year may be used as 
the cost accounting period if its use is an established practice 
of the educational institution. 
 
    A transitional cost accounting period other than a year 
shall be used whenever a change of fiscal year occurs. 
 
    An educational institution shall follow consistent practices 
in the selection of the cost accounting period or periods in 
which any types of expense and any types of adjustment to 
expense (including prior-period adjustments) are accumulated and 
allocated. 
 
    The same cost accounting period shall be used for 
accumulating costs in an indirect cost pool as for establishing 
its allocation base, except that the contracting parties may 
agree to use a different period for establishing an allocation 
base. 
 
    Techniques for application 

436



 
 107 

 
    (a)  The cost of an indirect function which exists for only 
a part of a cost accounting period may be allocated on the basis 
of data for that part of the cost accounting period if the cost 
is (1) material in amount, (2) accumulated in a separate 
indirect cost pool or expense pool, and (3) allocated on the 
basis of an appropriate direct measure of the activity or output 
of the function during that part of the period. 
 
    (b)  The practices required by this standard shall include 
appropriate practices for deferrals, accruals, and other 
adjustments to be used in identifying the cost accounting 
periods among which any types of expense and any types of 
adjustment to expense are distributed. If an expense, such as 
insurance or employee leave, is identified with a fixed, 
recurring, annual period which is different from the educational 
institution's cost accounting period, the standard permits 
continued use of that different period. Such expenses shall be 
distributed to cost accounting periods in accordance with the 
educational institution's established practices for accruals, 
deferrals, and other adjustments. 
    (c)  Indirect cost allocation rates, based on estimates, 
which are used for the purpose of expediting the closing of 
sponsored agreements which are terminated or completed prior to 
the end of a cost accounting period need not be those finally 
determined or negotiated for that cost accounting period. They 
shall, however, be developed to represent a full cost accounting 
period, except as provided in paragraph (a) of this subsection. 
 
    (d)  An educational institution may, upon mutual agreement 
with the Government, use as its cost accounting period a fixed 
annual period other than its fiscal year, if the use of such a 
period is an established practice of the educational institution 
and is consistently used for managing and controlling revenues 
and disbursements, and appropriate accruals, deferrals or other 
adjustments are made with respect to such annual periods. 
 
    (e)  The parties may agree to use an annual period which 
does not coincide precisely with the cost accounting period for 
developing the data used in establishing an allocation base: 
Provided, 
 
    (1)  The practice is necessary to obtain significant 
administrative convenience, (2) the practice is consistently 
followed by the educational institution, (3) the annual period 
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used is representative of the activity of the cost accounting 
period for which the indirect costs to be allocated are 
accumulated, and (4) the practice can reasonably be estimated to 
provide a distribution to cost objectives of the cost accounting 
period not materially different from that which otherwise would 
be obtained. 
 
    (f)  When a transitional cost accounting period is required, 
educational institution may select any one of the following: (1) 
the period, less than a year in length, extending from the end 
of its previous cost accounting period to the beginning of its 
next regular cost accounting period, (2) a period in excess of a 
year, but not longer than 15 months, obtained by combining the 
period described in subparagraph (f)(1) of this subsection with 
the previous cost accounting period, or (3) a period in excess 
of a year, but not longer than 15 months, obtained by combining 
the period described in subparagraph (f)(1) of this subsection 
with the next regular cost accounting period. A change in the 
educational institution's cost accounting period is a change in 
accounting practices for which an adjustment in the sponsored 
agreement price may be required. 
 
    Illustrations 
 
    (a)  An educational institution allocates indirect expenses 
for Organized Research on the basis of a modified total direct 
cost base. In a proposal for a sponsored agreement, it estimates 
the allocable expenses based solely on the estimated amount of 
indirect costs allocated to Organized Research and the amount of 
the modified total direct cost base estimated to be incurred 
during the 8 months in which performance is scheduled to be 
commenced and completed.  Such a proposal would be in violation 
of the requirements of this standard that the calculation of the 
amounts of both the indirect cost pools and the allocation bases 
be based on the educational institution's cost accounting 
period. 
 
    (b)  An educational institution whose cost accounting period 
is the calendar year, installs a computer service center to 
begin operations on May 1. The operating expense related to the 
new service center is expected to be material in amount, will be 
accumulated in an intermediate cost objective, and will be 
allocated to the benefitting cost objectives on the basis of 
measured usage. The total operating expenses of the computer 
service center for the 8-month part of the cost accounting 
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period may be allocated to the benefitting cost objectives of 
that same 8-month period. 
 
    (c)  An educational institution changes its fiscal year from 
a calendar year to the 12-month period ending May 31. For 
financial reporting purposes, it has a 5-month transitional 
"fiscal year." The same 5-month period must be used as the 
transitional cost accounting period; it may not be combined, 
because the transitional period would be longer than 15 months. 
The new fiscal year must be adopted thereafter as its regular 
cost accounting period.  The change in its cost accounting 
period is a change in accounting practices; adjustments of the 
sponsored agreement prices may thereafter be required. 
 
    (d)  Financial reports are prepared on a calendar year basis 
on a university-wide basis. However, the contracting segment 
does all internal financial planning, budgeting, and internal 
reporting on the basis of a twelve month period ended June 30. 
The contracting parties agree to use the period ended 
June&nbsp30 and they agree to overhead rates on the June 30 
basis. They also agree on a technique for prorating fiscal year 
assignment of the university's central system office expenses 
between such June 30 periods. This practice is permitted by the 
standard. 
 
    (e)  Most financial accounts and sponsored agreement cost 
records are maintained on the basis of a fiscal year which ends 
November 30 each year. However, employee vacation allowances are 
regularly managed on the basis of a "vacation year" which ends 
September 30 each year. Vacation expenses are estimated 
uniformly during each "vacation year." Adjustments are made each 
October to adjust the accrued liability to actual, and the 
estimating rates are modified to the extent deemed appropriate. 
This use of a separate annual period for determining the amounts 
of vacation expense is permitted. 
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FOREWORD 
 
These claiming instructions are issued to help claimants prepare claims for submission to the 
State Controller’s Office (SCO). These instructions are based upon SCO’s interpretation of the 
State of California statutes, regulations, and parameters and guidelines adopted by the 
Commission on State Mandates (COSM). 

Following are important provisions of statutory changes resulting from AB 2856, effective 
January 1, 2005, and information on SCO adopted Time Study Guidelines. 

AB 2856 (Chapter 890, Statutes of 2004) 

1. Government Code (GC) Section 17517.5 defines “cost savings authorized by the state” as 
any decreased costs that a local agency or school district realizes as a result of any statute 
enacted or any executive order adopted that permits or requires the discontinuance of, or a 
reduction in, the level of service of an existing program that was mandated before January 
1, 1975. 

2. GC Sections 17557(b), (d), and (f) allow the COSM, when adopting parameters and 
guidelines, to adopt a reasonable reimbursement methodology that balances accuracy and 
simplicity.  GC Section 17518.5 further defines and provides specific conditions for 
reasonable reimbursement methodologies. 

3. GC Section 17551(c) specifies that test claims shall be filed not later than 12 months 
following the effective date of a statute or executive order, or within 12 months of incurring 
increased costs as a result of a statute or executive order, whichever is later.  

4. GC Section 17557(d) specifies the effective date for an amendment to parameters and 
guidelines. A parameters and guidelines amendment submitted within 90 days of the 
claiming deadline for initial claims, as specified in the claiming instructions pursuant to 
Section 17561, shall apply to all years eligible for reimbursement as defined in the original 
parameters and guidelines. A parameters and guidelines amendment filed more than 90 
days after the claiming deadline for initial claims, as specified in the claiming instructions 
pursuant to Section 17561, and on or before January 15 following a fiscal year, shall 
establish reimbursement eligibility for that fiscal year.  

5. GC Section 17558.5(a) requires the SCO to complete a reimbursement claim audit no later 
than two years after the date that SCO starts the audit.   

Previously, the GC only stated: (1) the SCO may initiate an audit no later than three years 
after the date that the actual reimbursement claim is filed or last amended, whichever is 
later; and (2) if no payment is made to the claimant, the time period to initiate an audit 
commences from the date of initial payment of the claim. These provisions remain in effect. 

6. GC Section 17558.5(b) allows the SCO to conduct a field review of any claim after the claim 
has been submitted, before the claim is reimbursed. 

Time Study Guidelines 

1. The SCO has approved Time Study Guidelines. A time study is one method of determining 
a reasonable reimbursement methodology discussed in AB 2856. The guidelines specify 
that a time study is appropriate when an activity is a task repetitive in nature. Time studies 
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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 Parameters and Guidelines 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 Parameters and Guidelines 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 Parameters and Guidelines 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 Parameters and 
Guidelines 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, 
number of private auto miles 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 
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derived by the mandate. 

A community 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. 

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 community 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 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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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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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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Memorandum      
 

 

April 3, 2012      Fiscal Services Memo 12-01 
                   Via E-mail Only 
   

 
To:       Chief Business Officers 
  Chief Student Services Officers 
  Health Services Program Directors 
  Financial Aid Officers 
  Admissions and Records Officers 
   
From:  Frederick E. Harris, Assistant Vice Chancellor 
  College Finance and Facilities Planning 

 
Subject:  Student Health Fee 

 
Education Code Section 76355 provides the governing board of a community college 
district the option of increasing the student health services fee by the same percentage as 
the increase in the Implicit Price Deflator for State and Local Government Purchase of 
Goods and Services.  Whenever that calculation produces an increase of one dollar above 
the existing fee, the fee may be increased by $1.00. 

 
Based on calculations by the Financial, Economic, and Demographic Unit in the 
Department of Finance, the Implicit Price Deflator Index has now increased enough since 
the last fee increase of 2011 to support a one dollar increase in the student health fees.  
Effective with the Summer Session of 2012, districts may begin charging a maximum fee 
of $19.00 per semester, $16.00 for summer session, $16.00 for each intersession of at 
least four weeks, or $16.00 for each quarter. 

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

 
The governing board operating a health services program must have rules that exempt the 
following students from any health services fee: 
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• Students who depend exclusively upon prayer for healing in accordance with the 
teachings of a bona fide religious sect, denomination, or organization. 

• Students who are attending a community college under an approved apprenticeship 
training program. 
 

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

 
If you have any questions about the fee increase, please contact Michael Yarber at 
916.327.6818 or myarber@cccco.edu.  
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