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Attached is our subject report presenting our findings and recommendations resulting from our
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In accordance with the Department's Audit Resolution Directive, you have been designated as
the action official responsible for resolution of the findings and recommendations in this report.

If you have any questions, please contact me at 214-880-3031.

Please refer to the above control number in all correspondence relating to this report.
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Statements that management practices need improvement, as well as
other conclusions and recommendations in this report, represent the
opinions of the Office of Inspector General. Determination of corrective
action to be taken will be made by the appropriate Department of
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Mr. Ray Garcia, President

South Texas Vocational Technical Institute — Brownsville
2255 N. Coria

Brownsville, TX 78520

Dear Mr. Garcia:

Enclosed is our audit report entitled SOUTH TEXAS VOCATIONAL TECHNICAL
INSTITUTE — BROWNSVILLE’S ADMINISTRATION OF THE TITLE IV STUDENT
FINANCIAL ASSISTANCE PROGRAMS. The report incorporates the comments you
provided in response to the draft audit report. If you have any additional comments or
information that you believe may have a bearing on the resolution of this audit, you should send
them directly to the following Education Department official, who will consider them before
taking final Departmental action on the audit:

Mr. Greg Woods, Chief Operating Officer
Federal Student Aid

Union Center Plaza

830 1" Street, NE

Room 112G1

Washington, DC 20202

Office of Management and Budget Circular A-50 directs Federal agencies to expedite the
resolution of audits by initiating timely action on the findings and recommendations contained
therein. Therefore, receipt of your comments within 30 days would be greatly appreciated.

In accordance with the Freedom of Information Act (5 U.S.C.§552), reports issued by the Office

of Inspector General are made available, if requested, to members of the press and general public
to the extent information contained therein is not subject to exemptions in the Act.

Please refer to the above audit control number in all correspondence relating to this report.
Sincerely,

Hooe o Domnd

Sherri L. Demmel
Regional Inspector General
for Audit

Attachment

Our mission is to promote the efficiency, effectiveness, and integrity of the Department 's programs and operations
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EXECUTIVE SUMMARY

South Texas Vocational Technical Institute — Brownsville (STVT), located in Brownsville,
Texas, failed to pay required refunds of $51,662 due to the Federal Pell Grant Program from
January 1, 1999, through July 31, 2001. STVT cited continuous cash flow problems as the
reason for the non-payment of refunds. When the Independent Public Accountant (IPA)
performed STVT’s 1999 fiscal year audit, the president of STVT informed the IPA that the
institution had not made refunds since January 1, 1999.

On August 9, 2001, the U.S. Department of Education (“the Department”) and STVT entered
into an agreement that required STVT to pay the $27,024 of refunds that were due during fiscal
year 1999." The agreement did not address the remaining $14,327 of unpaid refunds for fiscal
year 2000. We identified an additional $10,341 in unpaid refunds for the period of September 8,
2000, through July 31, 2001. STVT received $671,392 in funds under Title IV of the Higher
Education Act of 1965, as amended (HEA), during the fiscal year ending December 31, 2000.

STVT did not meet the requirements for an administratively capable institution or a financially
responsible institution. In the institution’s 1999 financial statement audit report, the IPA cited a
“going concern” issue. In addition, the institution failed to submit its financial statement audits
and compliance audit reports for fiscal years 1997 through 2000 in a timely manner. The
institution is currently provisionally certified because it failed to submit audit reports on time.

We recommend that the Chief Operating Officer for Federal Student Aid*—

e Pursue an action to revoke STVT’s provisional certification, under 34 C.F.R. § 668.13(d),
or fine, limit, or suspend STVT under Subpart G of 34 C.F.R. Part 668; and

e Require repayment of all unpaid refunds that have been identified.

If STVT’s provisional certification is not revoked, we also recommend that the Chief Operating
Officer for Federal Student Aid ensure that STVT—

e Remains on the reimbursement method of payment until it returns all unpaid refunds, all
required audit reports have been submitted, and STVT demonstrates that it will comply
with the requirements for repaying refunds and submitting audit reports timely; and

e Submits required irrevocable letters of credit immediately. (If STVT does not submit the
required irrevocable letters of credit immediately, we recommend that the Chief

Operating Officer pursue an action to revoke STVT’s provisional certification, under 34
C.F.R. § 668.13(d).)

In general, STVT concurred with our findings and most of our recommendations. We have
summarized STVT’s comments in this report and included a copy its comments as an appendix
to this report.

' The payment agreement erroneously included a $30 return on credit balance due directly to a
student and not to the Federal Pell Grant Program.
2 Student Financial Assistance (SFA) became Federal Student Aid (FSA) on March 6, 2002.
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AUDIT RESULTS

STVT is not administratively capable and failed to comply with the requirements of financial
responsibility. Except for the issues described in our findings, we concluded that STVT met
other program, institutional and student eligibility requirements reviewed, including
requirements for Title IV disbursements and the “90 Percent Rule.”

FINDING NO. 1

STVT DOES NOT MEET ADMINISTRATIVE
CAPABILITY REQUIREMENTS

STVT is not administratively capable because it failed to—

e Pay required refunds, and

e Submit timely audited financial statements and compliance reports.
Requirements for Administrative Capability

Federal regulations for administrative capability state—

To begin and to continue to participate in any Title IV, HEA program, an institution
shall demonstrate to the Secretary that the institution is capable of adequately
administering that program under each of the standards established in this section. The
Secretary considers an institution to have that administrative capability if the institution
... [a]dministers the Title IV, HEA programs in accordance with all statutory
provisions of or applicable to Title IV of the HEA, all applicable regulatory provisions
prescribed under that statutory authority, and all applicable special arrangements,

agreements, and limitations entered into under the authority of statutes applicable to
Title IV of the HEA . . .. (34 C.F.R. § 668.16(a))

Federal regulations for the treatment of Title [V funds when a student withdraws (refunds)
state—

When a recipient of title [V grant or loan assistance withdraws from an institution
during a payment period or period of enrollment in which the recipient began
attendance, the institution must determine the amount of title IV grant or loan assistance
. .. that the student earned as of the student’s withdrawal date . . . . (34 C.F.R.

§ 668.22(a)(1))

If the total amount of title IV grant or loan assistance, or both, that the student earned is
less than the amount of title IV grant or loan assistance that was disbursed to the student
or on behalf of the student in the case of a PLUS loan, as of the date of the institution’s
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determination that the student withdrew . . . [t]he difference between these amounts
must be returned to the title IV programs . ... (34 C.F.R. § 668.22(a)(2)(1))

An institution must return the amount of title IV funds for which it is responsible . . . as
soon as possible but no later than 30 days after the date of the institution’s
determination that the student withdrew . ... (34 C.F.R. § 668.22(j)(1))

An institution must determine the withdrawal date for a student who withdraws without
providing notification to the institution no later than 30 days after the end of the earlier
of the—

(1) Payment period or period of enrollment, as appropriate . . . ;

(i1) Academic year in which the student withdrew; or

(ii1) Educational program from which the student withdrew. (34 C.F.R. §
668.22(j)(2))

Federal regulations for compliance audits and audited financial statements state—

The Secretary considers an institution to [be administratively capable] if the institution
... [h]as provided all program and fiscal reports and financial statements required for
compliance with the provisions of this part and the individual program regulations in a
timely manner . ... (34 C.F.R. § 668.16(1))

An institution that participates in any title IV, HEA program must at least annually have
an independent auditor conduct a compliance audit of its administration of that program
and an audit of the institution’s general purpose financial statements. (34 C.F.R.

§ 668.23(a)(2))

[A]n institution must submit annually to the Secretary its compliance audit and its
audited financial statements no later than six months after the last day of the
institution’s fiscal year. (34 C.F.R. § 668.23(a)(4))

STVT Has Not Paid Refunds Since January 1, 1999

During the performance of STVT’s 1999 fiscal year compliance audit, its president informed the
IPA that STVT had not paid refunds from January 1, 1999, through the time of the fieldwork.
Although STVT established procedures and controls to calculate refunds due, STVT failed to
make the required refunds because of cash flow problems. According to STVT’s president, the
institution has had continuous cash flow problems because the institution lost eligibility to
participate in the Federal Family Education Loan Program in September 1996. However,
according to the notes to STVT’s audited financial statements for its 1999 fiscal year, STVT’s
president withdrew $346,086 in cash from the institution and, as of December 31, 1999, owed a
total of $644,891 to the institution.

At the IPA’s request, the institution performed a 100 percent reconstruction of refunds due from
January 1, 1999, through September 7, 2000, which was the ending date of the IPA’s fieldwork.
The 100 percent reconstruction identified $41,351 of unpaid Federal Pell Grant refunds from
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January 1, 1999, through September 7, 2000. The audit report was not submitted to the
Department until January 2001, even though the report was due June 30, 2000.

The Department’s final audit determination letter only addressed $27,024, STV T’s liability for
the amount of refunds due for its 1999 fiscal year. On August 9, 2001, the Department and
STVT entered into an agreement for STVT to pay the 1999 fiscal year refunds ($27,024) and
interest (6% interest, $886) at a rate of $2,326 a month for one year ($27,024 + $886 = $27,910
[rounded to the nearest dollar]), with a down payment of $511. During our audit work, we
verified that STVT had paid the $511 down payment and the first monthly payment of $2,326 to
the Department. The Department did not establish a repayment schedule for STVT’s remaining
$14,327 of unpaid refunds (for the period from January 1, 2000, through September 7, 2000), but
stated that these refunds would be “addressed in the appropriate final audit determination
letters.”

We identified an additional $10,341 in Federal Pell Grant refunds that the institution accurately
computed but failed to return to the Department for the period September 8, 2000, through July
31,2001. In total, for the period January 1, 1999, through July 31, 2001, STVT failed to pay
$51,662 (($41,351 minus $30)' + $10,341) in refunds due to the Federal Pell Grant Program.
STVT Did Not Submit Audit Reports Timely

STVT failed to submit its audit reports for fiscal years 1997 through 2000 timely:

e STVT submitted its audit reports for fiscal years 1997 and 1998 over one year late, at which
time Federal Student Aid required STVT to participate under a provisional certification.

e STVT did not submit its fiscal year 1999 audit reports until December 2000 (financial
statement audit) and January 2001 (compliance audit), which were due June 30, 2000.

e As of the date of this report, STVT had not submitted its fiscal year 2000 audit reports, which
were due June 30, 2001.

Recommendations

We recommend that the Chief Operating Officer for Federal Student Aid—

1.1 Pursue an action to revoke STVT’s provisional certification, under 34 C.F.R. § 668.13(d), or
fine, suspend, or limit STVT under Subpart G of 34 Part 668, based on STVT’s failure to

pay refunds and submit audit reports timely.

1.2 Require repayment of the additional $24,668 in unpaid refunds that were due for the period
from January 1, 2000, through July 31, 2001 ($14,327 + $10,341 = $24,668).

' The $41,351 liability computed by STVT included a $30 return on a credit balance due directly
to one student and not to the Federal Pell Grant Program. The institution is liable to the Federal
Pell Grant Program for $41,321 of the $41,351.
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If STVT’s provisional certification is not revoked, we also recommend that the Chief Operating
Officer for Federal Student Aid—

1.3 Ensure that STVT remains on the reimbursement method of payment until it returns all
unpaid refunds, all required audit reports have been submitted, and STVT demonstrates that
it will comply with the requirements for paying refunds and submitting audit reports timely.

STVT’s Comments on the Draft Report

STVT concurred with the finding. It stated that it had not submitted audit reports timely and that
it owed a total of $51,662 to the Federal Pell Grant Program for the period from January 1, 1999,
through August 31, 2001. STVT also agreed “with the recommendation that the institution
remain on reimbursement method of payment until all unpaid refunds have been submitted in
accordance with agreements reached with the Department.”

Concerning the withdrawal of STVT’s cash by its president, STVT stated, “There is a legitimate
reason concerning the issue of the 1999 cash withdrawal of $346,086.00 by the institute’s
president. These funds were used to satisfy debts related to the school and not for the president’s
personal use.”

STVT stated that it “understands the importance of processing termination calculations and
paying refunds in a timely manner and the institution intends to comply fully with all rules and
regulations to satisfy timely refunds due.” STVT also states that it “understands the importance
of submitting all required audit reports in a timely manner and is making every effort to avoid
the lateness of any audit report in the future.”

STVT did not comment on Recommendation 1.1. STVT also did not provide target dates for
submitting the audit reports that were due on June 30, 2001, or for returning the additional
$24,668 in refunds that were not part of the agreement with the Department.

OIG’s Response to STVT’s Comments

STVT misstated that the liability in our Recommendation 1.2 is for the period from January 1,
2000, through August 31, 2001. The period applicable to the liability in Recommendation 1.2 is
from January 1, 2000, through July 31, 2001. Any refund unpaid by STVT after July 31, 2001,
needs to be addressed separately.

We found no indication during our audit that the funds withdrawn by the president had been used
to satisfy STVT’s debts.

Our recommendation that STVT remain on the reimbursement method of payment is not
contingent upon its return of refunds only. We also recommend that STVT remain on the
reimbursement method of payment until all of its required audit reports have been submitted and
it demonstrates that it will comply with the requirements for paying refunds and submitting audit
reports timely.
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Given STVT’s past performance, STVT’s written statements that it now understands the
importance of payment of refunds and submission of audits do not provide a reliable basis to
conclude that STVT will promptly and independently carry out its refund and audit obligations.
We have made no substantive changes to our recommendations.

FINDING NO. 2

STVT DID NOT COMPLY WITH THE FINANCIAL
RESPONSIBILITY REQUIREMENTS

STVT failed to comply with the requirements of financial responsibility because it—
e Failed to pay required refunds;

e Received a “going concern” note from the IPA for its fiscal year ending December 31, 1999;
and

¢ Did not submit timely audited financial statements and compliance audit reports for its fiscal
years ending December 31, 1997, through 2000.

Requirements for Financial Responsibility
Federal regulations state—

To begin and to continue to participate in any title IV, HEA program, an institution
must demonstrate to the Secretary that it is financially responsible . ... (34 C.F.R.
§ 668.171(a))

[T]he Secretary considers an institution to be financially responsible if the Secretary
determines that . . . [t]he institution is meeting all of its financial obligations, including
but not limited to . . . [r]efunds that it is required to make under its refund policy . . . .
(34 C.F.R. § 668.171(b)(4)(1))

[T]he Secretary does not consider the institution to be financially responsible if . . . [i]n
the institution’s audited financial statements, the opinion expressed by the auditor was
an adverse, qualified, or disclaimed opinion, or the auditor expressed doubt about the
continued existence of the institution as a going concern . ... (34 C.F.R. §
668.171(d)(1))

If the . . . institution does not submit its financial and compliance audits by the date
permitted and in the manner required under § 668.23, the Secretary may . . . [f]or an
institution that is provisionally certified, take an action against the institution under the
procedures established in § 668.13(d). (34 C.F.R. § 668.171(e)(2))
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An institution demonstrates that it makes required refunds . . . if the auditor or auditors
who conducted the institution’s compliance audits for the institution’s two most
recently completed fiscal years . . . [d]id not note for either of those fiscal years a
material weakness or a reportable condition in the institution’s report on internal
controls that is related to refunds. (34 C.F.R. § 668.173(b)(2))

Upon a finding that an institution . . . is not making its refunds timely . . . the institution
must submit an irrevocable letter of credit, acceptable and payable to the Secretary,
equal to 25 percent of the total amount of title IV, HEA program refunds the institution
made or should have made during its most recently completed fiscal year. (34 C.F.R.

§ 668.173(c))

An institution is not financially responsible if the institution . . . [h]as been cited during
the preceding five years for failure to submit in a timely fashion acceptable compliance
and financial statement audits . . .. (34 C.F.R. § 668.174(a)(3))

STVT Failed the Financial Responsibility Requirements

We identified the following conditions during our review of STVT’s compliance with the
financial responsibility requirements:

e The institution did not pay $51,662 of Federal Pell Grant refunds due to the Department from
January 1, 1999, through July 31, 2001 (see Finding No. 1, under “STVT Has Not Paid
Refunds Since January 1, 1999”).

e The IPA expressed doubt about the continued existence of the institution as a going concern
in the audited financial statements for fiscal year 1999. The IPA expressed this doubt
because the Texas Workforce Commission, the state-licensing agency, suspended STVT’s
license to operate in Texas based on the institution’s failure to meet the state requirements for
a financially responsible institution. The institution appealed the suspension and was
allowed to operate pending the results of the appeal.

e The institution failed to submit its audit reports for fiscal years 1997 through 2000 timely
(see Finding No. 1, under “STVT Did Not Submit Audit Reports Timely”).

The regulations provide two alternative standards under which STVT may continue to participate
in the Title IV programs in spite of its failure to meet financial responsibility requirements. The
regulations at 34 C.F.R. § 668.175(c) provide a letter of credit alternative for participating
institutions:

A participating institution that is not financially responsible . . . qualifies as a financially
responsible institution by submitting an irrevocable letter of credit, that is acceptable
and payable to the Secretary, for an amount determined by the Secretary that is not less
than one-half of the title IV, HEA program funds received by the institution during its
most recently completed fiscal year.
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In addition to the letter of credit alternative, the regulations provide a provisional certification
alternative at 34 C.F.R. § 668.175(f)(1): “The Secretary may permit an institution that is not
financially responsible to participate in the title IV, HEA programs under a provisional
certification . . ..” In addition to other requirements, to participate under this provisional
certification alternative, an institution must—

Submit to the Secretary an irrevocable letter of credit that is acceptable and payable to
the Secretary, for an amount determined by the Secretary that is not less than 10 percent
of the title IV, HEA program funds received by the institution during its most recently
completed fiscal year.... (34 C.F.R. § 668.175(f)(2)(1))

Recommendations
We recommend that the Chief Operating Officer for Federal Student Aid—

2.1 Require STVT to submit immediately an irrevocable letter of credit for 25 percent of the
total amount of Title I'V refunds it should have made during its most recently completed
fiscal year, to comply with the requirements in 34 C.F.R. § 668.173(c). STVT failed to
make any of $18,948 in Federal Pell Grant refunds due during fiscal year 2000 and must
submit an irrevocable letter of credit for $4,737.

2.2 Require STVT to submit immediately an additional irrevocable letter of credit for at least
$67,140, to continue participation under 34 C.F.R. § 668.175(f)(2)(i). STVT received
$671,392 of Title IV for fiscal year 2000, and the lowest whole-dollar amount that is not less
than 10 percent of this amount is $67,140.

2.3 If STVT does not submit the two letters of credit as described in recommendations 2.1 and
2.2, pursue an action to revoke STVT’s provisional certification, under 34 C.F.R. §
668.13(d).

STVT’s Comments on the Draft Report

STVT concurred with the finding that it was not complying with the financial responsibility
requirements. Concerning the recommendations, “STVT concurs with the recommendation to
submit an irrevocable letter of credit for $4,737.00 to comply with the requirements of 34 C.F.R.
§ 668.173 (c) and a $67,140.00 additional irrevocable letter of credit to continue participation
under 34 C.F.R. § 668.175 (A)(2)(1).”

In addition, STVT stated, “The IPA’s going concern that our state license is suspended is
incorrect based on a memo sent to us from Texas Workforce Commission notifying us of our
status with the state pending our appeal . . . . South Texas Vocational Technical Institute is
legally doing business in the state of Texas.”

STVT did not comment on Recommendation 2.3. STVT also did not provide target dates for
submitting the recommended letters of credit.
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OIG’s Response to STVT’s Comments

STVT is incorrect in stating that the IPA’s going concerns were based on a belief that STVT is
not doing business legally in the State of Texas. As described in our report, the IPA’s concerns
were based on actions by the Texas Workforce Commission to suspend STVT based on STVT’s
failure to meet state requirements for a financially responsible institution. Our report
acknowledges that STVT has been allowed to operate pending the results of its appeal.

BACKGROUND

STVT, incorporated in 1973, is a proprietary school located in Brownsville, Texas. The school
received its initial approval to participate in the Title IV, HEA programs on January 13, 1983.
The Council on Occupational Education accredits the school. The school offers vocational
programs in administrative, medical, and legal administrative assisting, as well as vocational
programs in accounting and computer information sciences.

The school lost eligibility to participate in the Federal Family Education Loan Program in
September 1996, because its cohort default rate for each of the three most recent fiscal years was
greater than 25 percent. Due to the institution’s failure to submit audit reports on a timely basis,
the Department provisionally certified STVT from March 14, 2001, through March 31, 2002.
The Department placed STVT on the reimbursement method of payment, effective October 2,
2001.

During the period January 1, 2000, through December 31, 2000, STVT received $671,392 in
Title IV funds (Federal Pell Grants, Federal Supplemental Educational Opportunity Grants, and
Federal Work-Study).

OBJECTIVE, SCOPE AND METHODOLOGY

The objective of our audit was to determine whether STVT administered selected aspects of the
Title IV, HEA programs according to the HEA and regulations. We reviewed (1) institutional
and program eligibility requirements, and (2) selected administrative and compliance
requirements relating to student eligibility, Title IV disbursements, refunds, and the “90 Percent
Rule.”

To accomplish our objective, we—
e Obtained and reviewed background information about the institution.

e Reviewed STVT’s audited financial statements and compliance audit reports for fiscal
years 1998 and 1999.

e Interviewed current STVT personnel, state licensing agency officials, and Department
officials.
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e Applied statistical sampling techniques by reviewing the files for randomly selected
samples of 1) 25 students from the universe of 269 students who received Title IV funds
from July 1, 2000, through June 30, 2001; 2) 10 students from the universe of 78 students
who had refunds due to the Federal Pell Grant Program from January 1, 1999, through
July 31, 2001, to determine if the institution calculated the refunds correctly; and 3) 10
students from the universe of 119 students who withdrew from January 1, 1999, through
July 31, 2001, to determine if any additional refunds to the Federal Pell Grant Program
were due. The files for all students selected were reviewed for accuracy of refund
computations.

e Obtained and reviewed data applicable to the institution from the Department’s National
Student Loan Data System, Postsecondary Education Participants System, Payment
Management System, and Grants Administration and Payment System.

e Relied on computer-processed data obtained from the above-mentioned systems to
accomplish our audit objective. We performed limited tests of the data, for the universe
of 269 students, to verify reliability by comparing the data to information in STVT’s
student files. Based on the results of these tests, we concluded that the computerized data
was sufficiently reliable to formulate conclusions associated with our audit objective.

e Relied on the data provided by STVT for the universe of 78 students who had refunds
due to the Pell Grant Program from January 1, 1999, through July 31, 2001, and 119
students who withdrew from January 1, 1999, through July 31, 2001. We performed
limited tests of the data to verify reliability by testing the refund calculation of the
students and comparing to STVT student financial assistance records. Based on the
results of these tests, we concluded that the data was sufficiently reliable to formulate
conclusions associated with the objective of our audit.

Our audit of the school’s administration of the Title IV programs initially covered the period July
1, 2000, through June 30, 2001. For our review of refund calculations and refunds not paid by
the school, the audit period was expanded to include the period beginning January 1, 1999,
through July 31, 2001. All work pertaining to the “90 Percent Rule,” under 34 C.F.R.

§ 600.5(a)(8), covered the school’s fiscal year ended December 31, 2000. We performed
fieldwork from August 6 through August 24, 2001, at the institution’s campus in Brownsville,
Texas. Our audit was performed in accordance with generally accepted government auditing
standards appropriate to the scope of the review described above.

STATEMENT ON MANAGEMENT CONTROLS

As part of our review, we assessed the system of management controls, policies, procedures, and
practices applicable to the institution’s administration of the Title IV, HEA programs. We
assessed the level of control risk for determining the nature, extent, and timing of our
substantive tests.
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For the purpose of this report, we assessed and classified the significant controls into the
following categories:

¢ Institutional and program eligibility,
e Student eligibility, and
e (alculation and payment of refunds.

Because of inherent limitations, a study and evaluation made for the limited purposes described
above would not necessarily disclose all material weaknesses in management controls.
However, our audit disclosed that STVT circumvented established controls and procedures over
the payment of Federal Pell Grant refunds and the timely submission of required financial and
compliance audit reports. These weaknesses are discussed in the AUDIT RESULTS section of
this report.
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S o ut h Texas CERTIFICATE OF APPROVAL
n E c TEXAS WORKFORCE COMMISSION
-
ACCREDITED BY THE
COUNCIL ON
Bnnw"sv“.lla OCCUPATIONAL EDUCATION
February 26, 2002

Sherri Demmel
Regional Inspector General for Audit
U.S. Department of Education

Office of Inspector General
1999 Bryan Street, Suite 2630
Dallas, TX 75201-6718

Dear Ms. Demmel:

This letter is in response to the Draft Audit Report (Control Number ED-OIG/A 06-B0026) of
SOUTH TEXAS VOCATIONAL TECHNICAL INSTITUTE - BROWNSVILLE’S
ADMINISTRATION OF THE TITLE IV STUDENT FINANCIAL ASSISTANCE PROGRAMS
Enclosed please find our report responding to the draft audit we received on January 30, 2002.

If you have any questions regarding this letter or the response and documents provided, please

contact me at (956) 546-0353. -
Sincerely

S

Ray Garcia
Administrator/Owner

Enclosure

2255 N. CORIA BROWNSVILLE, TEXAS 78520 (956) 546-0353
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AUDIT RESULTS/FINDING No. 1

RESPONSE
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FINDING NO. 1
STVT DOES NOT MEET ADMINISTRATIVE CAPABILITY REQUIREMENTS

(4) STVT Has Not Paid Refunds Since January 1, 1999.

APPENDIX

RESPONSE

South Texas Vocational Technical Institute concurs with this finding and agrees that the
institution owes a total of $ 51,662.00 of Federal Pell Grant refund due to the Department
from January 1, 1999 through August 31, 2001.

For the amount of refunds due for the 1999 fiscal year, STVT has entered into agreement
with the Department and payments are being made to satisfy this'arrangement.

(SEE ATTACHMENT # 1)

Refunds due for the 2000 fiscal year and through the IG Audit Report date have not been
included in the above mentioned agreement with the Department because the final
determination letter has not been received by our institution. Upon receiving the final audit
determination letter, the institution will make immediate repayment arrangements with the
Department.

There is a legitimate reason concerning the issue ofthe 1999 cash withdrawal of $346,086.00
by the institute’s president. These funds were used to satisfy debts related to the school and
not for the president’s personal use.

As this draft audit indicates STVT has not been negligent in disclosing refunds due. All
refund calculations through August 31, 2001 have been reviewed by both 1G auditors and the
audit indicate that they have been made correctly and in accordance with required
calculations to satisfy the state rules and regulation, as well as, the Department.

In our plans to correct the issue of refunds, the institute has implemented advising the
students upon enrollment ofthe Return to Title I'V calculations and the possibility of incurring
a debt with the school for any monies STVT must return as unearned by the student due to
termination. This has had a positive result in student’s earning Title IV monies before
dropping from school.

STVT understands the importance of processing termination calculations and paying refunds
in a timely manner and the institution intends to comply fully with all rules and regulations to

satisfy timely refunds due.
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(B) STVT Did Not Submit Audit Reports Timely

RESPONSE

South Texas Vocational Technical Institute concurs with the findings and accepts that the
audit reports for 1997, 1998, 1999, and 2000 have not been submitted in a timely manner.
STVTis experiencing a more positive cash flow and is working with the IPA to submit audits
in a timely manner.

STVT’S corrective measure to avoid submitting late audit reports in the future is to schedule

early IPA visits/audits in order to satisfy the time needed to prepare a final audit due.

RECOMMENDATIONS for finding # 1

South Texas Vocational Technical Institute concurs with the recommendation that the
institution remain on reimbursement method of payment until all unpaid refunds have been

submitted in accordance with agreements reached with the Department.

STVT understands the importance of submitting all required audited reports in a timely

manner and is making every effort to avoid the lateness of any audit report in the future.
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AUDIT RESULTS/FINDING No. 2

RESPONSE
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FINDING NO. 2

STVT DID NOT COMPLY WITH THE FINANCIAL RESPONSIBILITY
REQUIREMENTS.

. The institution did not pay 8 51, 662.00 of Federal Pell Grant refunds due to the Department
fromJanuary 1, 1999 through July 31, 2001.

See Response to Finding # 1 (A)

. The IPA expressed doubt about the continued existence of the institution as a going concern
in the audited financial statements for fiscal year 1999. The IPA expressed this doubt
because the Texas Workforce Commission, the state-licensing agency, suspended STVT’s
license to operated in Texas based on the institution’s failure to meet the state requirements
for a financially responsible institution. The institution appealed the suspension and was

allowed to operate pending the results of the appeal.

RESPONSE

The IPA’s going concern that our state license is suspended is incorrect based on a memo sent
to us from Texas Workforce Commission notifying us of our status with the state pending our
appeal (SEE ATTACHMENT # 2)

South Texas Vocational Technical Institute is legally doing business in the state of Texas.

. The institution failed to submit its audit reports for fiscal years 1997 through 2000
timely.

See Response to Finding # 2 (B)
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RECOMMENDATION for finding # 2

STVT concurs with the recommendation to submit an irrevocable letter of credit for
$4,737.00 to comply with the requirements in 34CFR 668.173 (c) and a $ 67,140.00

additional irrevocable letter of credit to continue participation under 34CFR 668.175
(A2)D-
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ATTACHMENT # 1
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UNITED STATES DEPARTMENT OF EDUCATION

OFFICE OF THE CHIEF FINANCIAL OFFICER

SEP -5 2001
Certificd Mail

Mr. Ray Garcia

President

South Texas Vocational Technical Institute
2255 North Coria

Brownsville, Texas 78520-8779

Re: Short—Term Payment Agreement

Dear Mr. Garcia:

Enclosed for your records please find an executed copy of the Short-"Term Payment
Agreement. The $510.86 down payment was received August 28 at St. Louis and
credited to your account. Also, please check to be sure that the first monthly payment of
$2,325.86 due on September 1% was mailed timely.

If you have any questions. please call Dave Concannon on (202) 401-0458.

Sincerely,

Nancy 1. glund Supervisor
Debt Management Group

Enclosure

400 MARYLAND AVE., S.W. WASHINGTON, D.C. 20202-4300
www.ed.gov

Our mission is to ensure equal access to education and to promote educational excellence throughout the Nation.
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UNITED STATES DEPARTMENT OF EDUCATION

OFFICE OF THE CHIEF FINANCIAL OFFICER

SHORT-TERM PAYMENT AGREEMENT

This Agreement is entered nto between (1) R G Educational Services Inc. D/B/A South
Texas Vocational Technical Institute of Brownsville, Texas (“Debtor”™) and (2) the United
States Department of Education (“Iiducation™). The Debtor and 1'ducation hereby agree
that the Debtor owes Education $27.024.00 and undertakes to repay this debt arising from
outstanding monctary exceptions in accordance with the terms and conditions set forth in
this Agreement. The debt was established as a result of Education’s FFinal Audit
Determination Letter, Audit Control Numbers 06-1999-16564 and 06-1998-04254, dated
February 21,2001, !

Fhe Debtor shall pay the debt to Fducation with a down payment of $510.86, due upon
stgning. for back interest accrued to the start of the term of this Agreement and then in
twelve (12) equal monthly installments of $2,325.86 each, commencing September 2001
and cnding August 2002, Payments are due and payable on the first day of each month.
Interest will accrue at the rate of six (6) percent per annum on the outstanding principal
balance of the debt beginning August 1, 2001, The debtor may prepay any amount of
principal without penalty. An administrative charge of $200.00 and penalty charge at the
rate of six (0) pereent per annum will be assessed if payments are not received timely 1n
accordance with the terms of this Agreement.

The Debtor shall make payments pursuant to this Agreement with {unds that are not

restricted by Federal law. The Debtor shall make cach payment by check payable to the

U.S. Department of Education and include the identification “ syl ;. d
Y o cach payment. The Debtor shall send payments to the following

address:

U.S. Department of Education
P.O. Box 952226
St. Louis, MO 63195-2226

I payment is not received in accordance with this Agreement, Education may collect the
amount due and payable by administrative offset against any payments due the Debtor
from the Federal Government. This debt may also be referred to the Department of the
Treasury for further action as authorized by the Debt Collection Improvement Act of
1996. The Debtor shall be responsible for any legal fees and costs incurred by the
FFederal Government with cffecting such a recovery.

400 MARYLAND AVE., S.W. WASHINGTON, D.C. 20202-4300
www.ed.gov

Our mission is to ensure equal access to education and to promote educational excellence throughout the Nation.
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Page 2 - Short-Term Payment Agreement

If the Debtor makes a general assignment for the benefit of creditors or files a petition in
bankruptey. or if a petition in bankruptey is filed against the Debtor or a receiver is
appointed to administer the Debtor’s property or assets. then the principal balance and
accrued interest under this Agreement are immediately due and payable without notice.
The Debtor waives presentment for payment, notice of non-payment, protest and
dishonor.

% g7l J-xX/-€/

Ray'Gar’éia, President Date
South Texas Vocational Technical Institute

%MW Y W _ A

Nancy I ({/cwglund, Supe({vism Date
DPebt Maragement Group

Office of the Chicef Financial Officer

U.S. Department of Education
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BACK INTEREST SCHEDULE

South Texas Vo-Tech
Brownsville, Texas

AMOUNT: $27,024.00
ACCRUAL INTEREST

DATE: ~ 07-Apr-01 RATE: 6.00%
# OF DATE MONTHLY INTEREST
DAYS INTEREST ~ BALANCE
23 APRIL 102.17 10217
31 MAY 137.71 239.88
30 JUNFE 133.27 373.15
31 JULY 137.71 510.86
PREPARED 06-Aug-01 03:39 PM
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ATTACHMENT # 2
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APPENDIX

M w

i Ray @arcia

Promz  Michael De Lang, Proprietary Schools, 512/936-3104
Bete:  February 19, 2002

Re:  Certficates of Approved Renewal

= = - o e 4B, . L £ 3 = e i o i o

This is the explanation of our legal counsel of the status of certificates dunng the renewal prucess.

I a proprietary school whose Centificate of Approval is about to expire fies a proper apriication fo
rerewal, the school's existing certificate does not expirs until the school has had a full opportunity «:
renew it If a school's centificate appears from iis face to have expired, the certiicate may stii be valid ii
the seheol has an application for renewal pending, The Texas Workforoe Commission can verify the
siatus of a schoof's certificate under the cirmumstances described above.  You should Gl or ewaai
Rosalind Gamble at rosalind garmble@twe state.beus or (512) 936.3114 for information. about the
status of a school's cerificate. I issues were nat resolved until afler the expiration date, the effectiv
date of the renewal cettificate will reflect the date the issues were resolved. :

This is governed by the Administrative Procedure Act, which is found in Chapter 2001 of the Texar
Govemment Code, specifically, §2001.054. Licenses.

Fleass cail me i you have any questions,

s ot e T ..-*

Fax Transmitial Memo t ggapage_a £ B

ve: $1 vgnt £ I sedo | From: (mggﬁ.ﬁgﬁ%
Atoie T Gov Covs Co. N 1 72) A
Dept.; l Phone # J—
'y 31 t “
Fax {CE@ ol q 14 6’ 5 Fan¥ s ;—g}; o

& Page §
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APPENDIX

§ 2001.054, Licenses

(@) The provisions of this chapter conceming contested cases apply to the grant, denial, or mnewal of 3
license that is required to be preceded by natice and opporunity for hegring.

{b) I & license holder makes tmely and sufficient application for the renewal of a ficense o1 for A new
hicense for an activity of a continuing nature, the existing icense does not expire until the application
has been finally determined by the state agency. If the application is denied or the temms of the new
icense are imited, the existing license does not expire until the last day for seeking review of the
agency order or a iater date fixed by order of the reviewing coust

(€} A revocation, suspension, annulment, or withdrawal of 3 license is not effective unkss, before
institutiors of state agency proceedings:

(1) he agency gives notice by personal service or by registered or certified mail to the licenss holder of
facts or conduct alleged to warrant the intended action; and

{2) the license holder is given an opportunity to show compliance with all requirements of ‘aw for the
retention of the license. '

(d) A iicense described in Subsection (3) remains valid uniess it expires without timely apgication for
renewadl, is amended, revoked, suspended, anmuied, of withdrawn, or the denial of + renewal
appiication becomes final. The term or duration of a license described in Subsection (a) is 10 ed during
the period the license is subjected to judicial review, However, the term or duration of a license is not
tolied i, during judicial review, the licensee engages in the activity for which the license was issuec.
Added by Acts 1993, 73rd Leg., ch. 268, § 1, eff. Sepi. 1, 1993. Amended by Acts 1995, 74th Leg.. ch.
589, 8 1, off Sept 1, 1995,

B Fage 2
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Auditee ED Action Official

Mr. Ray Garcia, President Mr. Greg Woods

South Texas Vocational Technical Chief Operating Officer
Institute — Brownsville Federal Student Aid

2255 N. Coria
Brownsville, TX 78520

Other ED Officials/Staff (electronic copy)

Audit Liaison Officer Press Secretary

Case Management Division Office of Public Affairs

Federal Student Aid

Correspondence Control Assistant General Counsel

Office of General Counsel Office of the General Counsel

Assistant Secretary Deputy Secretary

Office of Legislation and Office of the Deputy Secretary
Congressional Affairs

Assistant Secretary Chief of Staff

Office of Intergovernmental Office of the Secretary

and Interagency Affairs

Director Under Secretary
Financial Improvement and Office of the Under Secretary
Post Audit Operations

Office of the Chief Financial Officer

Post Audit Group Supervisor Director

Financial Improvement and Office of Public Affairs
Post Audit Operations

Office of the Chief Financial Officer

Indirect Cost Group Supervisor
Financial Improvement and

Post Audit Operations
Office of the Chief Financial Officer

Otbhers (electronic copy)

The Council on Occupational Education
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