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ITEM 01-1-2:  CDSS POLICY ON EQUITABLE ESTOPPEL

The California Supreme Court, in Lentz v. McMahon (1989) 49 Cal.3d 393, concluded that equitable estoppel
was an issue that could be raised and decided in administrative hearings. The court in Lentz did not address
specific guidelines regarding when the use of estoppel was appropriate, but did note the following:

That estoppel was an appropriate remedy “against a county’s assertion of purely procedural preconditions and
limitations on benefits, when the county itself is responsible for the procedural default....”

The court left open the question of whether estoppel would apply to circumstances where a
substantively ineligible person is seeking to apply estoppel against the government.

The equitable estoppel work group, consisting of people from AAD and Legal Affairs Division, discussed the
issue of dnalyzing equitable estoppel in cases involving substantive ineligibility and it was concluded that
estoppel would apply in appropriate cases. This approach is consistent with a line of court cases in other
jurisdictions. [See Kramarevcky v. Dept. of Social and Health Services, State of Washington Supreme Court
(1993) 122 W.2d 738, 863 P.2d 535; Frage v. Dept. of Health and Rehabilitative Services, 464 So. 2d 144
(Fla. Dist. Ct. App. 19984); Kruse v. Dept. of Public Aid, 173 1ld. 119, 596 N.E. 2™ 743, (1992)]

In Lentz, citing Canfield v. Prod (1977) 67 Cal. App. 3d 722 and Long Beach v. Mansell [(1970) 3

Cal. 3d 462], the Supreme Court stated the four basic elements of estoppel: (1) the part to be estopped must be
apprised of the facts; (2) he must intend that his conduct shall be acted upon, or must so act that the part
asserting the estoppel had a right to believe it was so intended; (3) the other party must be ignorant of the true
state of facts; and (4) he must rely upon the conduct to his injury.

The court continued: Our cases recognize the correlative principle that estoppel will not be applied against the
government if to do so would effectively nullify “a strong rule of policy, adopted for the benefit of the public”.
County of San Diego v. Cal. Water Co. [(1947) 30 Cal. 2d 817, 829-830}. In Mansell, supra, 3 Cal 3d 462,
we adopted a balancing approach to accommodate these concerns:

“The government may be bound by an equitable estoppel in the same manner as a private party when
the elements requisite to such estoppel against a private party are present, and, in the considered view
of a court of equity, the injustice which would result from a failure to uphold an estoppel is of

sufficient dimension to justify any effect upon public interest or policy which would result from the
raising of an estoppel.”

In reviewing Canfield, the Court noted that “On the burden on

the individual side of the Mansell balance, we note that welfare Iﬂ ThIS ISSUG
benefits...are intended to provide basic means of subsistence to

recipients. Welfare department workers, who purport to advise . CDSS POLICY ON EQUITABLE
and direct recipients, clearly stand in a confidential nature to ESTOPPEL

them.”
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On the “policy” side of the Mansell balance, the interests represented by a statute of limitations are to
encourage timely presentation of claims and prevent windfall benefits.

The “policy” side of the ledger will vary from case to case but, in general, and especially in

overpayment cases, the policy side of the ledger will be the government interest in issuing benefits only

to people who are eligible for benefits and to recoup benefits from those who are not eligible. Welfare and
Institutions Code (W&IC) Section 11004 Subsection (f) requires the recoupment of overpayments for current
and former aid recipients. Additional policy considerations include, but are not limited to protection, care and
assistance to people of the state, (Welfare and Institutions Code 10000) and the mandate that regulations
should be equitably construed (W&IC 11000).

DISCUSSION OF THE ELEMENTS OF ESTOPPEL

It is necessary to follow a sequential evaluation in each case.

ELEMENT 1 !
The party to be estopped must be advised of the facts.

Before this element of estoppel is met, it must be established that the party to be estopped (i.e., the county or
DHS) had all the necessary information to make a correct determination of aid or eligibility in the individual’s
case. i

Question: Was the county advised of the true state of facts?

(a) If the county stipulates or otherwise agrees that it was advised of the facts, note this and proceed to
element 2.

(b) If the county does not take a position, or disagrees that it was informed, make a factual finding. If the
finding is that the county was not informed, deny the case at this point.

(c) If the county agrees that it administratively erred and caused the overpayment, this is nota stipulation
of fact but rather a legal conclusion. Normally, element 1 will still have been met. There are some
instances, however, where the county has mischaracterized the error as county error when the
individual incompletely reported. It would be necessary in such case for the ALJ to make a finding of
fact that the county was not fully aware of all the facts. In that case, elemient 1 would not have been
met.

ELEMENT 2

He must intend that his conduct be acted upon, or must so act that the party asserting the estoppel had a right
to believe it was so intended.

For this element to be established, the county (or DHS) must exhibit some conduct or make a statement with
the intent that the claimant will take an action in reliance on that conduct or statement or must act insucha
way that the claimant would reasonably believe the county or DHS intended the claimant to rely on such
conduct or staternent.

Question: Did the county intend that the claimant rely upon its act or advice?

Notes from the Training Bureau—Issue 01-1-2 page 2



(a)

(b)

(©)

In the case of an aid pending overpayment, this element is not met. The county did not intend that the
claimant rely on the grant issued as being the correct grant. The county was required to issue the aid
solely because the claimant filed a timely hearing request.

The county representative must be acting in her official capacity, and must be the person responsible
for providing correct information about the program. A casual comment made by a county worker at
a party cannot reasonably be relied upon by a recipient. Neither can a recipient successfully claim
that his reliance on a Medi-Cal worker, who has said that he may have $3200 in the bank, misled him

as to AFDC or FS property limits when the Medi-Cal worker was only answering a question about
Medi-Cal properly limits.

An AFDC recipient calls his EW, and is told that the AFDC property limit is $2,000. He receives a
lump-sum payment of $5,000 which he spends down to $1,900. When the county imposes the lump-
sum disqualification, he claims the EW misled him, and that is why he spent down below $2,000.

Since the county never gave any advice as to how lump-sum income would affect eligibility, element
2 is not met. R

ELEMENT 3

The other party (i.e., the claimant) must be ignorant of the true state of facts.

Question: Was the claimant ignorant of the true state of facts?

(2)

(b)

Normally, the individual will not be aware of the true state of facts. However, a finding must still be
made on a case-by-case basis. A finding that someone knew the true state of facts must be supported
by evidence, and not the judge’s conclusion that the claimant “must have” or “should have” known
the facts. Conversely, the judge should explore the claimant’s knowledge and not merely accept
testimony of ignorance of facts where it appears that knowledge of the facts would be expected.

A person who has constructive notice is not ignorant of the true state of facts. For example, ifa
person receives a notice advising him that he is eligible for an AFDC grant of $400, but receives a
check for $560, he is not ignorant of the true state of facts, whether he reads the notice or not, or

whether he misreads or misunderstands the notice. However, if he called his worker and was told that

the $560 was correct, and to ignore the notice, he would be considered unaware of the true state of
facts.

ELEMENT 4

The claimant must rely on the conduct to her injury.

Question: Did the claimant change her position to her detriment? In reliance on county conduct?

Three ways in which detrimental reliance can be established are:

(2)

Loss of Substantive Eligibility

Question: Did the recipient, in relying upon the county conduct, lose the ability to be
substantively eligible for the program at issue? )
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®)

Cases where the person lost an opportunity to be substantively eligible for aid are cases where the
overpayment would in most cases be estopped in its entirety. It will be necessary to make a finding
that the person would have exercised his opportunity. Testimony is sufficient to establish that the
claimant would have exercised the opportunity.

Example 1

A claimant who has $1,500 in a bank account and has reported this to the county, fails to spend this
money below the $1,000 AFDC property limit because the EW never told the claimant of the $1,000
limit. The claimant, who was overpaid due to excess property, relied to her injury by failing to spend
below the $1,000 limit and make herself eligible if she testifies she would have brought her account
below $1,000 had she known of the $1,000 limit.

Example 2

A claimant’s son does not complete high school by age 19. The county aids the claimant’s child until
age 19 and then discontinues the case and charges the claimant with an overpayment for the entire
year between the child’s 18" birthday and 19" birthday. If the claimant can establish that his child
would have completed high school by age 19 by going to summer school or taking extra classes, the
claimant would have relied to his detriment, where the county failed to advise him that such a
requirement existed for AFDC eligibility.

Lost a Valuable Right

Question: Did the recipient otherwise lose a valuable right (e.g., right to a hearing or eligibility
for other benefits such as GA or GR, increased FS benefits, RISP, AFDC Foster Care or
Transitional Child Care) in reliance upon the county action?

In cases where a person lost a valuable right (e.g., the right to apply for or receive the correct amount
of GR, FS or a RISP) the amount of recoverable overpayment would be determined by the amount of
aid the claimant would have received had the county acted properly in the first place.

Example 1

A claimant receives AFDC MAP in July 1991, when he should have received zero

based upon May 1991 income. The claimant testified he would have applied for a RISP had
the county proposed to reduce the grant. The claimant relied to his detriment in not applying
for a RISP, as the county action negated the need for a RISP and precluded such application.
The measure of the injury would be the RISP the claimant could have received if AFDC had
properly been denied and the claimant had applied for a RISP.

Note: This does not apply in cases where the claimant received MAP as aid paid pending a
hearing to dispute the suspension of aid. (Daniels v. McMahon, parareg 151-3)
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Example 2

The claimant’s AFDC benefits are erroneously approved, but he was ineligible for

AFDC because he is an ineligible refugee or alien. The household did not receive FS
benefits. The county now seeks to recoup an overpayment. The claimant did not apply for
GR ‘benefits because he was getting AFDC. The claimant lost a valuable right -- the
opportunity to apply for and establish GR eligibility.

Since the CDSS lacks the jurisdiction to review GR eligibility, this case would be remanded
back to the county to determine GR eligibility during the AFDC overpayment months. The
measure of the injury would be the GR grant the claimant could have received if AFDC had
properly been denied and the claimant had immediately applied for GR. The order in this
case would require the county to reduce the AFDC overpayment by the GR the claimant
would have received unless the county establishes that the claimant was not eligible for GR.
There will be no state review in the event the county finds no eligibility for GR. Inno event
can an ALJ order the county to issue GR benefits to the claimant, even if the GR grant would
have been greater than the AFDC grant. v

Example 3

The recipient received $560 in AFDC benefits The claimant received $50 in FS benefits. If
the claimant had received the correct AFDC grant ($0) she would have received $150 in FS
benefits. The claimant “lost” $100 in FS benefits because of the county mistake. The
amount of the injury is $100. This would go to reducing the amount of the AFDC
overpayment, as there is no F'S overissuance, and there is not authority to issue $100 in
additional FS benefits. The computation is set out as an example only. Whenan ALJ hasa
hearing, the case would be remanded to the county to compute the amount of lost FS benefits,
and reduce the overpayment accordingly. This computation, unlike the GR determination,
could be appealed back to CDSS as a compliance-related issue. The ALJ will not order the
county to issue FS benefits to the claimant, but would only order the county to reduce the
AFDC overpayment after the county has completed its recomputation.

The basic theory is that the claimant’s circumstances should be evaluated to determine how much
aid the claimant would have received had no county error been made. The claimant’s recoupable
AFDC overpayment may then be reduced (or in rare cases even eliminated) when all factors are
considered.

Other cases where the claimant adversely changed his position in reliance upon the countv’s
misconduct,

Question: Did the recipient adversely change her position in reliance upon the county conduct
other than in cases where she lost the ability to be substantively eligible or lost a valuable right?
“Adversely refers to whether the claimant incurred a cost without receiving a commensurate gain, or
whether she did some act which she would not have done, or failed to do some act which she would
have done to her detriment, because she relied upon the misinformation from the county. These
situations are different from (a) because here the claimant could not have done anything to make
herself eligible. Either the county could have done something to make the claimant eligible, or
nothing could have been done to make the claimant eligible. Incurring the debt for an overpayment
would not constitute an adverse change of position necessary to meet his element.
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Example 1

The county advises the claimant that she will get AFDC-Foster Care benefits effective

the date children are placed in her home. The claimant accepts children in her home in
reliance on this information, but is approved only for FC benefits some six weeks later after a
court petition is filed. The claimant has incurred out-of-pocket expenses for the FC children
for six weeks. The claimant has neglected her own needs and is now facing an automobile
repossession because money that would have been used for car payments was used for the FC
children. She testifies she never would have taken the children into her home but for the
county advice. The claimant adversely relied upon the county’s misinformation. She changed
her position in accepting the children into her home for six weeks at her own expense. The
county would be required to establish an earlier beginning date of aid.

Example 2

The claimant receives a $1,000 overpayment. During that period he used $600 of the
overpaid funds to purchase a car which he otherwise would not have been able to-afford. In
this case, the claimant did not adversely change his position. He incurred a cost for the car
but received a commensurate gain — namely, the car.

Example 3

The county determines that child “C” has been abused and neglected by his parent.

The county removes the child from the parent’s home and places the child with the claimant’s
grandmother.

The county then fails to file a petition with the court to place “C” with the claimant until eight
months later. The county had promised the claimant it would petition the court to place the
child in the claimant’s home so she could get AFDC-FC benefits on the child’s behalf.

The claimant is ineligible to receive federal AFDC-FC because the county failed to file a .
petition for placement within six months of the time the county removed the child from the
parent’s home. If the claimant testifies that she never would have agreed to have “C” placed
in her home but for the county promise, the claimant would have relied to her detriment in
providing care for “C”. The fourth element of estoppel would have been met. The ALJ
would then balance the equities (element 5) to determine.if estoppel applies in this case. If
estoppel applies, the county would be required to continue to issue AFDC-FC benefits to the
claimant even though she does not meet federal AFDC-FC requirements.

ELEMENT 5
BALANCING THE INTERESTS (GOVERNMENTAL AGENCIES)

Before a case is granted, this element must always be discussed, because the estoppel is being asserted against
the government (i.e., the county, CDSS, or CDHS). To do this the ALJ must:

(a) Determine the nature of the detriment to the individual, considering the amount of the overpayment,
the hardship involved, and other specific facts and compare to —

(b) The public policy in recouping overpayments, the charge to the state treasury, compliance with state
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and federal laws and the intent of the programs, and consider the following:

The degree of culpability or negligence of the agency or its representatives in their conduct or advice,
and the seriousness of the impact or effect of such conduct or advice upon the claimant.

The balancing must be done on a case-by-case basis, taking into consideration all factors including the
degree of negligence (was the county error one of commission or omission, how long did the error
last, the seriousness of the harm to the recipient, whether the recipient contributed in some way to the
error, and other factors).

In the case of Collins v. Woods, (1984) 158 Cal.App.3d 439, 204 Cal.Rptr. 650, a California Court of
Appeals referring to changes to former Welfare and Institutions Code Section 11004(c) said the
following: “The amended statute, on the other hand, imposed a new responsibility on all recipients to
repay all overpayments through grant adjustment.” The court discussed shifting to the recipient the
burden of assuring correct payments.

It is the position of the Department that by placing the burden on recipients to assure correct payments, the
claimant should be on notice that the county may not have issued the correct grant in all cases. The claimant’s
reliance on the county conduct must be reasonable.

Thus, for example, if the claimant receives the maximum aid payment of $607 for three persons when he had
$0 income and still received MAP of $607 when he had $1500 monthly income for several months, the ALJ
should question the claimant to determine if he realized he should not have received the MAP of $607. Even
if the claimant was ignorant of the true state of facts (element 3), the reasonableness of the claimant’s reliance
on the county issuance of the full $607 is a factor to consider in balancing.

ADDITONAL EXAMPLES (Nonoverpayment situations)

Estoppel issues arise in non-overpayment cases also, most notably in foster care cases. (See the examples
given previously on pages 6 and 7.)

Another example of the application of estoppel in a non-overpayment case is as follows: The claimant applies
for Medi-Cal in August 1993 for his daughter. He reports the correct date of birth for the child, who is over
one year of age. The county erroneously issues the claimant a Notice of Action advising him that the daughter
is eligible for a zero SOC for September 1993 as part of a program for babies up to one year old. The claimant
calls the county and is assured that his daughter is eligible for the zero SOC program. Relying on that
assurance, the claimant takes his daughter to a pediatrician and incurs $230 in costs, when he could have
obtained the equivaient services at a comniunity facility at a much lower cost. The county discovers its error,
and informs the claimant that the correct September SOC is $360 and issues an MC 1778 form for September
1993 obligating the claimant to pay $360.

The requisite elements of estoppel are met. The claimant incurred injury because he changed his position and
lost the opportunity to obtain medical services at the lower cost. After balancing, an estoppel grant would be
appropriate.

SUMMARY
Lo The elements are to be evaluated sequentially.
2. If any element is not met, the analysis will stop and the claim will be denied.
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3. Most cases will involve the collection of overpayments or overissuances. However, estoppel can also
be applied in other cases. For example, a new and earlier beginning date of aid may be established
under estoppel principles. But, in the FS Program, the only thing that may be estopped is the
collection of the overissuance. This is because the FS Program is solely federally funded, and
eligibility requirements are strictly governed by federal law. Thus, the state cannot establish
eligibility for benefits. However, the collection of FS overissuances has been broadly delegated to the
states, so the state can equitably preclude collection of an overissuance. [See Vang v. Healy, 92 Daily
Journal D.A.R. 13973; and Vang v. Healy, Memorandum and Order, Sacramento County Superior
Court No, 370072, April 5, 1993].

The CDSS is appealing Vang to the State Court of Appeal. Vang has been stayed pending appeal.
The State Hearings Division has decided that despite such stay, it will begin implementing Vang in
state hearings. If a judge grants estoppel in a FS case, he/she would order the county to cease
collection of the FS overissuance and include the language “unless and until the CDSS notifies the
county that estoppel does not apply in FS cases.” This would occur if Fang is reversed on appeal.

4. Once estoppel is at issue in an AFDC administrative error overpayment case, THE ALJ MUST DO
THE FOLLOWING:

() Ask the claimant if he received FS benefits.

(b) If total ineligibility for AFDC exists, ask whether the claimant would have applied for GA or
GR.

(© Ask the claimant if he would have applied for a RISP or Foster Care benefits where
appropriate.

(d) When the AU has been determined to be ineligible for AFDC and received an overpayment
due to increased earnings or hours of employment, ask if the claimant had child care costs. If
so, this may require a remand to the county to determine whether lost TCC benefits will
reduce the overpayment.
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