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INTRODUCTION AND SCOPE
The mission of the California Bureau of Private Postsecondary Education (BPPE) is to promote and

protect the interests of students and consumers: (i) through the effective and efficient oversight of
California's private postsecondary educational institutions, (ii) through the promotion of competition
that rewards educational quality and employment outcomes, (iii) through proactively combating
unlicensed activity, and (iv) by resolving student complaints in a manner that benefits both the
complaining student and future students.
Given this mission, vision and values, the Bureau provides a valuable consumer protection function . The
execution of which is to be done in a professional culture of excellence. This project aligns with the
values of the Bureau by developing the resources to fully execute this vision. Without adequate financial
resources, the Bureau cannot meet this important vision.
This report summarizes the processes, procedures, and findings of the Bureau's fee audit- specifically
the processes to calculate full cost and then adjustments to the fee schedule to bring alignment of fees
to full cost recovery.
As part of its effort to manage its financial resources wisely, the Bureau engaged Capital Accounting
Partners to conduct a cost of service study. This study is important to the long term sustainability of the
BPPE as it seeks to execute its mandates from the California State Legislature. Often this means fees it
can charge to maintain a strong financial position.
The BPPE has a mandate to be fully self-supporting so it is vital that the fees charged to educational
institutions fully recover the costs of the program .
The scope of this study included the following objectives:
•

Calculate full cost of processing applications for educational institutions;

•

Calculate the costs for supporting services such as:

•

o

Compliance;

o

Complaints;

o

Educational specialists; and

o

Other support functions that may apply; and

Develop revenue and fee projections for 5 years.

The process used for collecting and analyzing the data required active participation by the BPPE's
management and staff. We want to take this opportunity to recognize their participation, time, and
effort to collect the data and discuss the analysis, results, and recommendations.

SUMMARY OF COSTING METHODOLOGIES
DRIVER BASED COSTING MODELS
Developing driver based costing models are a detailed and robust method of calculating the cost of a
specific service. It is based on the principles of activity based costing so it seeks to understand cost at an
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operational leve l. Th is means it relies on understand ing t he t ime staff invest s in core business processes
to process certificates and licenses as well as enforcement and admi nistrat ive services . Graphically, th e
fo llowing figure illust rates t his meth odology.

Hypothetical Illustration of a Driver Based Costing Model

Contributing
Staff/Support Services

BPPE Staff

Process Steps

Fee I license

Process Applications

Support Ucensees
Application

Complaint
DCA & State Overhead

Step 1: Collect Data- This f irst step involves discussions with st aff t o identify t hose posit ions within
each program t hat provide and support direct services. It also involves co llecting program bu dget and
expenditu re data, identifying the sa lary and benefits for each position, and id entifying non-personnel
ex penditures, as well as any program and Burea u overh ea d. Specifica lly, the steps involve th e following:
•

Identifying staff positions- This includes identify ing bot h position t itl es and names.

•

Calculating the number of productive hours- For most of our proj ects, we ca lcu late the actu al
num ber of produ ctive hours. However, at th e requ est ofthe Department we assu med 1776
hou rs.

•

Identifying and allocating non-personnel costs - Costs for mat eri als and supplies are allocated
to t he sa lary and benefits for each posit ion.

•

Assigning any other expenses that are budgeted in other areas - There are often expenses t hat
should be included with t he tot al cost of services. Exam ples of su ch cost s might include
amortized capital expenses fo r vehicles and t echnology.
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•

Identifying core business processes or activities - This step also involves discussions w ith staff
to understand, at an operational level, the work of the operating unit. Core business processes
used to provide services are identified and then defined by th e tasks that are involved.
Processes are also organized by direct and indirect categories:

•

Direct processes and activities - Those processes that directly contribute to the processing of
an application or certificate are first identified. Exa mples of a direct activity are initial data entry
of certificates and certifications.

•

Indirect processes and activities - Those processes that support, but do not directly apply to the
processing of a specific license or certificate. An example of an indirect activity is customer
service or staff training to maintain certifications.

Step 2: Building cost structures- Thi s second step involves significant interaction with staff and the
deve lopment of time estimates for both direct and indirect processes in each program area. Specifically,
this step is at the core of the ana lysis. There are three processes that comprise this step:
•

Gathering time estimates for direct processes- By interviewing staff in individual and group
meetings, an estimate of time was assigned to each servi ce by the process that is indicated. The sum
of all the process steps is the total time that is required to provide that specific se rvice.

•

Assigning indirect time- An annual time estimate is gathered from staff for those indirect or
support processes in which they are involved. These include Bureau as well as program
administration, customer service, and IT.

•

Calculating fully loaded hourly rates and the cost of service- Once the total time for each direct
and indirect service is estimated, the cost of service is calculated by using the fully loaded hourly
rates for each position and/or work unit. The fully loaded hourly rate includes program and Bureau
overhead as well as non-labor cost s.

•

Gathering activity or volume data- A critical element in the analysis is the number of times a given
license or certificate is provided on an annual basis. This is critical data for three reasons:
•

It allows a calcu lated projection of current revenue based on current prices. This is compared
with actual revenue to see if there is a close match as the data shou ld match.

•

It allows for a calculated projection of revenue at full cost. This is compared to actual
expenditures to see if there is a close match as th e data should match.

•

It allows for a calcu lation of total hours consumed. Hours consumed must closely match actual
hours availab le.

If any of the three calculations do not approximate actual numbers, then time estimates and/or volume
data need to be re-evaluated. Th ese are critical quality checks f or costing accuracy.
Step 3: Allocating Enforcement Activities- This third step allocates enforcement and compliance
activities to arrive at the full cost of service for each direct license or application. Thu s, the final cost
layers are brought together to establish the full cost of service. For the BPPE, this is a significant step as
a high percentage of its costs are centered in enforcement and compliance activities .
Step 4 : Set cost recovery policy - Depending on Bureau policies and other considerations, the level of
cost recovery is a decision that should be made for each t ype or group of licenses. For example, the
Bureau might want to subsidize one t ype of li censes with revenues from others .
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Step 5: Set fees
Fees should be based on any cost recovery policy and at a price that will fully recover the Bureau's cost
and provide a sustainable future .
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SUMMARY OF FINDINGS
GENERAL OBSERVATIONS
Based on our analysis the Bureau is not in a sustainable position for the long term. Its revenues are
falling significantly short of its expenses. There may be several reasons for this. Among these reasons
are:
•

Increasing regulatory requirements by the State:

•

Current fees were set when expenses were not well established and were set too low relative to
costs;

•

Fees have not been adjusted to keep up with normal inflationary pressures; and

•

The annual maintenance fee of 0.75% is inadequate to pay for the costs associated with
compliance, inspection, and enforcement.

OPPORTUNITY

Based on our observation the Bureau has an opportunity to secure itself for the long term. Right sizing
its fee structure and aligning its fees with its expenses will help the Bureau to execute its mission.
Without adequate revenues from fees, the mission may be compromised.

SUMMARY OF COSTS
One of the challenges facing the Bureau is the transitory nature of its staffing. We understand that the
Bureau has had several temporary positions, and that many of the current staff are relatively new to the
organization. This presents at least two challenges to the Bureau :
1) Intuitional knowledge of the various processes and procedures become more informal than
formal; and
2)

Processes that move applications through the system become the product of individuals
designing their own work systems rather than formal and systematic ways of completing work.

FiscallG-17 Financial Projections
Based on our understanding of the budget for fiscal 2016-2017 there will be a significant short fall in
revenues relative to expenses. The reserves that are currently in place will be gone.
Graphically, the relationship between expenses and revenues for fiscal2016-2017 can be illustrated in
the following graphic.
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Net Revenue Projection (2016-2017)
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THIS GRAPHIC ILLUSTRATES THE FACT THAT EXPENSES WILL EXCEED REVENUES BY A WIDE MARGIN AND
WILL ELIMINATE CURRENT RESERVES. THERE IS HOWEVER, A ONE TIME LOAN REPAYMENT THAT MAY BE
AVAILABLE.

Reserves
As stated above, the Bureau is cu rrently expending its reserves. Therefore, we are re commending th e
inclusion of additional revenues over and above current expe nditures to rebuild reserves. Based on
discussions with staff, we are recomm ending a target of 6 m onths of operating expenses to be built into
a reserve fund. This w ill be built up over the next five years. This means BPPE will need to recover an
additional $1,389,729 over and above its operating budget for the next five yea rs.

Establishing a Pricing Model
The largest source of revenue fo r the Bureau is the annual ma intena nce fee that is designed to recover
some administrative expenses as well as some of the costs for compliance, enforcement, and
inspect ions. Currently this fee is set at 0.75% of annual gross revenues from California students w ith a
cap at $25,000. We see three challenges with this model :
1) Larger institutions pay a signif icantly lower fee, relative to mid-size instituti ons;
Capital Accounting Partners, LLC
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2)

Some institutions are paying less than $100 per year while still triggering compliance and
inspection requirements; and

3) The fee is only applied to those revenues that are generated from California students, yet the
Bureau' s mandate is to protect all students active in California schools no matter where they
reside.

In developing a pricing model for the Bureau's fees we had three goals:
1) Better align fees with costs;
2)

Restructure some fees to reflect processing procedures; and

3) Generate enough revenue to fully recovery operating expenditures and enough to begin
rebuilding reserves.

To accomplish these objectives, we reconfigured severa l fees. For example, initial applications have
been split between degree and non-degree programs. In addition, these initial applications have been to
a single program with a separate fee for each additional program.
To create greater alignment with costs, we are recommending several changes to the annual
maintenance fee:
1) Set a minimum fee that is aligned with the annual branch fee;
2) Raise the cap to $40,000 from the current $25,000; and
3) Include all students who benefit from attending a California schoo l regardless of where they
reside.

In working with staff we designed a structure for this that would look like the following:

Revenues from
$0 -$320,000 =
$2,382

Revenues from
$320,000 -$4,000,000
0.75%

Revenues
from
$4,000,000 
$10,000,000

=

Revenues from
$10,000,000 
$25,000,000 =
$35,000

Revenues
>$25,000=
$40,000

=
$30,000,000
I-
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The revenues from each group appears in the follow ing graphic:

REVENUE BREAKDOWN
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• Minuimum ($0-$320,000}

• Percentage (.75%) - ($320,001 - $4.0 m m)

• Flat $30K ($4. mm - $10. mm)

• Flat $35K ($10mm - $25. mm)

• Flat $40,000 ( >$25. mm)

Results of The Pricing Scenario and New Fee Restructure
The pricing model we have established will fully recover current operating expenses and rebuild
reserves. Graphically, this ca n be illustrated in the follow ing manner.
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Revenue Projections
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OBSERVATIONS AND RECOMMENDATIONS
GENERAL OBSERVATIONS
As previo usly stated, the Bureau of Private Post secondary Education is und er recovering its costs by a
significant margin. There may be several reasons for this:

1)

Increasing regulatory requirements by the State are increasing costs;

2)

Current fees were set when expenses were not well established and were set too low relative to
costs;

3)

Fees have not been adjusted to keep up with normal inflationary pressures;

4) The annual maintenance f ee of 0.75% is inadequate to pay for the costs associated with
compliance, inspection, and enforcement; and
5) The stru cture of th e annual maintenan ce f ee inequitably ben efits ve ry small institutions and
very large institutions. Thus the smaller institutions do not pay a fee in alignment with their
costs and larger institutions pay a mu ch smaller fee relative to their revenues.

SPECIFIC RECOMMENDATIONS
IMMEDIATE ACTION IS REQUIRED
In our view, immediate action is required to maintain a strong and robust BPPE regulatory program .
Reserves are being expended to maintain regular operations and this resource will soon be expended .

SET FEES AT FULL COST
In our view user fees should be set at full cost unless there is a compelling rea son not t o. A compelling
reason is often where compliance is more important than revenue. Another reason is where practical
realities will prohibit charging full cost but then other fees need t o be adjusted to recover lost revenues.
ADJUST FEES REGULARLY
One of the most important outcomes of a study of f ees is a policy to adjust fees regularly. Staff generally
receive regular cost of liv ing adjustments and fees should be adjust ed regularly as well.
We understand that the Bureau must receive approval for setting its caps from the State Legislators.
Therefore, our recommendation is to project fees for the next five years using a simple annual
adjustment. Then adjust fees annually for 1-2 years and do another formal cost analysis in five years. We
would further recommend this process be set into policy by the Bureau .
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RECONFIGURE THE ANNUAL MAINTENANCE fEE

The annual maintenance fee shou ld have a minimum fee. In collaboration with staff we determined that
thi s should be aligned with the annual branch fee . In addition, the cap should be raised . Currently, the
largest schoo ls, those w ith revenues greater t han $3,400,000, have t heir annua l fee capped at $25,000.

ESTABLISH A RESERVE POLICY

Another critica l outcome of a stu dy offees is realizing the need for a reserve policy. We find that
reserves are an imperative component of long-term sustainability. In discussing this with staff we set six
months of operating expenses as the most idea l target. Further, we determined that building this up
over the next five years is a reasonable objective. In our view, setting reserve ta rgets shou ld become a
policy of the Bureau .
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APPENDICES
The following table details the results of the fee audit.
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