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SUBJECT: FINAL AUDIT REPORT
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Attached is our subject audit report presenting our finding and recommendations resulting from our
audit of Academy Pacific Business & Travel College, Los Angeles, California.

In accordance with the Department’ s Audit Resolution Directive, you have been designated as the
action official responsible for the resolution of the finding and recommendations in this report.

If you have any questions or wish to discuss the contents of this report, please contact me at
(916) 498-6622. Please refer to the above audit control number indl correspondence relating to this
report.
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Regiona Inspector General
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Executive Summary

Academy Pacific Business & Travel College (Academy Pacific), a proprietary institution located in
Los Angeles, Cdlifornia, did not quaify as an eligible institution for participation in the Title IV
Student Financial Assistance Programs. The 1992 reauthorization of the Higher Education Act
(HEA), added a provision to the Act requiring that a proprietary institution must derive at least
15 percent of its revenues from non-Title IV sources to participate in Title IV programs. This
requirement isreferred to as the 85 Percent Rule. That is, no more than 85 percent of a proprietary
school’ s revenues, generated from tuition, fees and other institutional charges for eligible programs,
may be derived from Title IV Programs.

Academy Pacific received only 12.41 percent of its revenues from non-Title IV sources during the
fisca year ended December 31, 1995. Asaresult, the institution was ineligible to participate in the
Title IV programs as of January 1, 1996. Academy Pacific also failed to meet the 85 Percent Rule
initsfisca years ended December 31, 1996 and 1997.

In the notes to its financial statements, Academy Pacific had reported to the U.S. Department of
Education that it met the 85 Percent Rule. However, we found that Academy Pacific had improperly
included amounts for ingtitutional scholarships, institutional matching contributions and institutional
loans when calculating its percentages. These amounts did not represent non-Title IV cash revenue
received by theinstitution. We also concluded that the validity of the institutional scholarships was
guestionable.

We recommend that the Chief Operating Officer for the Office of Student Financial Assistance
Programs (OSFAP) take emergency action to terminate participation of Academy Pacific in the Title
IV programs. The Chief Operating Officer should also require that Academy Pacific return Federal
grants received and ensure that the Department is made whole for Federally-guaranteed and Federal
Direct loans disbursed since January 1, 1996. As of May 31, 1998, Academy Pacific had received
$1,935,364 in grants and disbursed $4,714,324 of loans for periods after the institution became
ineligible.

Academy Pacific did not agree with our finding and recommendations. In its response to the draft
report, the ingtitution explained its rationale for including institutional scholarship and matching
contribution amountsin the 85 Percent Rule calculation. The explanation and information contained
in the Academy Pacific's response did not change our conclusions.
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Audit Results

We concluded that Academy Pacific had not derived 15 percent of its revenues from non-Title IV
sources during its fiscal years ended December 31, 1995, 1996 and 1997. Academy Pacific had
calculated its percentage of revenues from Title IV programs and reported the percentage in its
financid statements. However, the percentage of Title IV revenues was understated because
Academy Pacific had improperly included institutional scholarships, institutional matching
contributions and ingtitutional loan principal as non-Title IV revenue in its 85 Percent Rule
calculation.

Academy Pacific Failed to Meet the 85 Percent Rule

Asof January 1, 1996, Academy Pacific did not qudify as an eligible proprietary institution of higher
education because revenues from Title IV programs exceeded 85 percent of revenues. The 1992
reauthorization of the Higher Education Act (HEA), added a provision to the Act that states “ the
term‘ proprietary ingtitution of higher education’ means a school . . . which has at least 15 percent
of its revenues from sources that are not derived from [HEA, Title IV] funds . . . .”* This
ingtitutional eigibility requirement is codified in Title 34 of the Code of Federal Regulations (CFR),
Section 600.5(a)(8). The regulations also provide the formula for assessing whether an institution
has satisfied the requirement and specify that amounts used in the formula must be received by the
ingtitution during its fiscal year. Specifically, 34 CFR Section 600.5(d)(2)(i), states that “ ...the title
IV, HEA program fundsincluded in the numerator and the revenue included in the denominator are
the amount of title IV, HEA program funds and revenues received by the institution during the
ingtitution’ s last complete fiscal year.”

Academy Pacific’ s receipts from non-Title | V sources were less than 15 percent of its revenues.
The following table summarizes our analysis of revenues for Academy Pacific. The amounts shown
are for Academy Pacific’s fiscal years ending December 31.

This provision was contained in HEA Section 481(b)(6). The 1998 Amendments to the HEA, which were
enacted on October 7, 1998, changed this provision to require that a proprietary institution has at least 10 percent of
revenue from non-Title IV sources.
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Table1l. OIG’sComputation of Academy Pacific’'s Percentage of Non-Title IV Funds. Academy
Pacific did not have sufficient non-Title 1V revenues to meet the 15 percent minimum.

Academy Pacific Business & Travel College
1995 1996 1997
Title 1V Receipts $2,562,241 $2,177,383 $3,157,647
Non-Title |V Receipts $362,968 $284,759 $186,463
Total Revenue (Cash Basis) $2,925,209 $2,462,142 $3,344,110
Non-TitlelV Fundsasa
Percent of Total Revenue 12.41% 11.57% 5.58%

Table 1 shows that the non-Title IV revenues represented less than 15 percent of Academy Pacific’'s
total revenues for 1995, 1996 and 1997. The 85 Percent Rule became effective on July 1, 1995.
Therefore, the ingtitution was indligible to recelve Title 1V funds as of January 1, 1996 (the first day
after itsfiscal year end).

The non-Title 1V receipts shown in Table 1 are comprised of amountsthat Academy Pacific identified
as cash recelved from individual students payments, a Job Training Partnership Act program and a
Vocationa Rehabilitation program. We did not perform audit tests to confirm these receipts. Such
test were not necessary to support our conclusions since the total of the amounts identified were
below the 15 percent level required by the HEA.

Academy Pacific improperly included amounts in its 85 Percent Rule calculations which did not
represent non-Title 1V cash received. When Academy Pacific calculated its percentage of revenues
from Title IV sources, it improperly included its ingtitutional scholarships, ingtitutional matching
contributions, and ingtitutional loan principal as non-Title IV revenues. The inclusion of these items
gave the impression that Academy Pacific met the 85 Percent Rule, when, as noted in the previous
section, they had not met the requirement. The following table shows the amounts that Academy
Pacific included in its computations:
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Table2. Academy Pacific’'s Computation of Percentage of Non-TitleV Funds. Theinclusion
of the institutional scholarships, institutional matching contributions, and institutional loan principal gave the
impression that Academy Pacific met the 85 Percent Rule.

Academy Pacific Business & Travel College
1995 1996 1997

Title 1V Revenue $2,562,241 $2,177,383 $3,157,647
Other Revenue:
Individual Student Payments $ 261,318 $ 188,866 $ 163,460
Scholarships 212,110 106,453 308,586
Institutional Matching Contributions 41,520 27,669 71,263
Intitutional Loan Principal -0- 22,324 64,173
Vocational Rehabilitation Program 101,650 67,700 18,053
Job Training Partnership Act Program -0- 28,193 4,950

Total Other Revenue $ 616,598 $ 441,205 $ 630,485
Total Revenue (Title IV and Other) $3,178,839 $2,618,588 $3,788,132
Other Revenueasa
Percent of Total Revenue 19.40% 16.85% 16.64%

Amounts used in the 85 Percent Rule calculation must represent actual cash received. Inthe
regulations (34 CFR Section 600.5(d)(2)(i)), the Department specified that the amounts to be used
inthe cdculation are Title 1V funds and revenues received by the ingtitution during the fiscal year.
Thus, the regulations required that the amounts used in the formula represent actual amounts
received. The accounting method that recognizes revenues when amounts are received is referred
to as cash-basis accounting.?

When the regulations covering the 85 Percent Rule were issued on April 29, 1994, the Department
clarified that revenues must be reported on a cash-basis method in both the numerator and
denominator of the formula. In the Analysis of Comments and Changes section of the Final Rule,
the Secretary stated that:

“ ... dnceinditutions must report and account for title IV, HEA program funds on a cash basis, the
ingtitution must also account for revenue in the denominator on a cash basis. Under a cash basis
of accounting, the ingtitution reports revenues on the date that the revenues are actually received.”

Also, the Analysis of Comments and Changes section of the Final Rule stated the Department’s
position on including institutional scholarships and institutional loans as revenue.

2 |n contrast, the accrual basis of accounting recognizes revenue when sales are made or services are
performed, regardless of when cash is received.
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“ An institution is not prohibited from including institutional charges that were paid [emphasis
added] by institutional scholarships and institutional loans as revenue ... provided that the
scholarships and loans are valid and not just part of a schemeto artificially inflate an ingtitution’s
tuition and fee charges For this purpose, the Secretary does not consider institutional loans to be
real unless such loans are routinely repaid by the student borrowers. The Secretary does not
consider ingtitutional scholarshipsto be valid if every student receives such a scholarship so that
no student ever pays the claimed tuition and fee charges...

In this connection, the Secretary will scrutinize institutions that raise their tuition and fee chargesto avoid
the 85 percent rule but can show no actual payment of those additional charges, or payment through
‘artificial’ ingtitutional scholarshipsand loans.”

I nstitutional scholarship amountsincluded in Academy Pacific's calculations do not represent
cash received and the validity of the scholarshipsis questionable. During the enrollment process,
the student sgns aretail installment contract with Academy Pacific. The contract shows the school’s
tuition charges and the student’ s method of payment. Academy Pacific students may pay the tuition
with a combination of anticipated Title IV funds® and non-Title IV funds such as cash payments from
students, the Vocational Rehabilitation Program and the Job Training Partnership Program.  If the
amount of Title IV funds and non-Title IV cash payments are not sufficient to cover the tuition,
Academy Pacific notes on the contract that the balance (unmet need) is covered by an ingtitutional
loan. Academy Pacific defines “unmet need” as the amount of the tuition not covered by anticipated
Title 1V funds and non-Title IV cash payments, including anticipated student cash payments. The
terms of the institutional loan are specified on the retail installment contract. At the time of our
review, 230 students who had enrolled during calendar year 1997 had completed their educational
programs. Of these 230 students, 58 students had an “unmet need.” All 58 students had institutional
loans for the amount of their “unmet need.”

Students with an “unmet need” are informed at the time of enrollment that they may receive an
ingtitutional scholarship in the amount of the ingtitutional loan. A scholarship form is completed that
shows the scholarship amount and the requirement that the student must compl ete their educational
programswith at least a 3.0 grade point average and attend at least 90 percent of classesto be eligible
for the scholarship.

We concluded that Academy Pacific’s ingtitutional scholarships had no value under a cash-basis
method of accounting. When students compl ete their educational programs, Academy Pacific records
acredit in the student accounts for the amount of the indtitutional loans.* These transactions involved
no receipt or disbursement of cash.

3 Funds from Pell Grants, Direct Loans, Federal Family Education Loans (subsidized and unsubsidized),
PLUS Loans, Perkins Loans, Supplemental Educational Opportunity Grants and Federal Work Study.

*1f the student made any payments on the ingtitutional 1oan after graduation school, Academy Pacific credits
the student account for the original amount of the loan and reimburses the student for the payments that they have
made.
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Also, Academy Pacific did not have an externa source of scholarship funds. The cash-basis of
accounting recognizes revenues when cash is received and recognizes expenses when cash is paid
out.> Since the scholarship creditsinvolved no receipt or payment of cash, the scholarship credits had
no value under a cash basis method of accounting. Academy Pacific should not have included
scholarship creditsin its 85 Percent Rule calculations.

We a0 question the vdidity of Academy Pacific's scholarship program. Academy Pacific’s Financia
Aid Adminigtrator informed us that the school has not followed the scholarship policy outlined on the
scholarship form. Since 1994, Academy Pacific's President has authorized a scholarship credit for
al students with an “unmet need” who complete their educational programs, regardiess of the
student’s grade point average and attendance record. Of the 58 students with “unmet need” who
completed their educational programs in calendar year 1997, 38 had met the school’ s scholarship
requirements and recelved a scholarship credit. The remaining 20 student with “unmet need’
completed their programs but did not meet the school’ s scholarship requirements. These 20 students
also received a scholarship credit or were scheduled to receive the credit.® By not following its
policy, Academy Pacific’s scholarship program may no longer be avalid program.

Institutional matching contributions do not represent cash received. Ingtitutional matching
contributions are Academy Pacific’s own funds that it was required to make available to students
under the College Work Study (CWS), Supplemental Educational Opportunity Grant (SEOG) and
Perkins Loan programs. These matching contributions are derived from checks being issued from
one of the school’ s accounts and deposited into another school account. The matching contributions
represent cash transfers between institution accounts, but they are not revenue. Revenues are the
inflows of assets resulting from the sale of products or the rendering of services to customers.’
Academy Pacific included institutional matching contributions for the SEOG and Perkins Loan
Programs in its 85 Percent Rule calculation. The matching contributions should not have been
included in the calculation.

I ngtitutional loan principal amounts do not represent cash received. The ingtitutional |oan principal
amounts represent the portion of the loan that the school has earned by providing educational services
to the students. As mentioned earlier, cash-basis accounting recognizes revenue when cash is
received rather than when services are provided. Therefore, the ingtitutional loan principal amounts
should not have been included in the 85 Percent Rule calculation. Amounts actually paid by students
on the school’ s ingtitutional |oans were included in the individual student payments amounts shown
in Table 2.

® Hermanson, Roger H., ed. 1992. Accounting Principles, Homewood, IL: Richard D. Irwin, Inc.

6 Academy Pacific included the scholarship amounts for students who received credit as well as those who
were scheduled to receive credit in the 85 Percent Rule calculation for its fiscal year ended December 31, 1997.

" Hermanson, Roger H., ed. 1992. Accounting Principles, Homewood, IL: Richard D. Irwin, Inc.
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Academy Pacific was ineligible for Title 1V fundsit received since January 1, 1996. Institutions
that fail to satisfy the 85 Percent Rule lose their eligibility to participate in Title IV programs on the
last day of the fiscal year covering the period that the institution failed to meet the requirement.
Becauseit did not meet the 85 Percent Rule for its fiscal year ended December 31, 1995, Academy
Pacific lost its eligibility to participate on January 1, 1996. The following table shows the amounts
of Title IV fundsthat, as of May 31, 1998, Academy Pacific had received sinceits loss of digibility.?

Table 3. Title IV Funds Received By Academy Pacific After January 1, 1996. Academy Pacific
received over $6.6 million in Title IV program funds after it became indligible to participate in those programs.

Academy Pacific Business & Travel College
Title 1V Sources ] ]
Fiscal Year Ended | Fiscal Year Ended January 1 Total
December 31,1996 | December 31,1997 through
May 31, 1998
Pell Grants $552,396 $805,584 $311,332 | $1,669,312
SEOGs 100,278 139,838 25,936 266,052
Total Grants $652,674 $945,422 $337,268 | $1,935,364
Stafford Loans (subsidized) 497,416 980,413 394,019 | 1,871,848
Stafford Loans (unsubsidized) 565,112 872,450 416,810 | 1,854,372
PLUS Loans 171,565 253,449 -0- 425,014
Direct Subsidized Loans 175,815 519 -0- 176,334
Direct PLUS Loans 77,862 -0- 169,318 247,180
Perkins Loans 30,850 101,240 7,487 139,577
Total Loans® $1,518,620 $2,208,071 $987,634 | $4,714,325
Tota Title 1V Funds $2,171,294 $3,153,493 $1,324,902 | $6,649,689

8The grant and loan amounts shown in Table 3 are the total of funds disbursed as shown by Academy Pacific
records.

o Academy Pecific also received Title 1V funds from the Federal Work Study (FWS) program which were not
included in this table.
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Recommendations
We recommend that the Chief Operating Officer for OSFAP:

1. Initiate emergency action to terminate the participation of Academy Pecific in Title IV
programs.

2. Require that Academy Pacific return Pell grant and SEOG funds received after January 1,
1996. Asof May 31, 1998, Academy Pacific’s records showed that those grant funds total
$1,935,364.

3. Ensure that the Department is made whole for loans disbursed by Academy Pacific since
January 1, 1996. The amount recovered to make the Department whole should include the
interest and specid dlowancesincurred on those loans. Academy Pacific records show that,
as of May 31, 1998, the school had disbursed atotal of $4,714,325 of such loans.

Academy Pacific's Comments

In its response to our report, Academy Pacific stated that the institution had made a good faith effort
to comply with the 85 Percent Rule regulations. It noted that nowhere in the Federal regulations are
the words “cash basis” mentioned, except in the Analysis of Comments and Changes section of the
Fina Rule. Academy Pacific expressed its opinion on cash basis accounting and cited accounting
procedures described in Departmental publications from which the Academy concluded that the
Department acknowledged “tuition waivers’ as an exception within cash basis of accounting.

Academy Pacific stated that, after reading the Analysis section on ingtitutional scholarships and
loans, it concluded that its own scholarships and the principle on its loans met the requirements for
inclusion in the 85 Percent Rule calculations. The Academy explained that since the scholarship and
loan funds are by definition institutional in their source, the commonly accepted procedure of a
“tuition waiver” to post the student’s account seemed logical. As additional support for its position,
Academy Pacific also referred to a statement signed by one of the Department’s Senior Program
Specialist. The Academy stated that its policy of awarding additional scholarships at the end of the
fiscal year is clearly stated in its written scholarship policy.

Academy Pacific explained that its decision to include matching funds for Perkins Loans and SEOG
was made after consulting with its Certified Public Accountant and professional associations.
According to the Academy, all were in agreement that Snce the regulations stated only that the funds
were not to beincluded as Federa revenue, it waslogica that they belonged as school revenue. The
Academy stated that Departmental policies do not contain a statement that matching funds are not
to beincluded at al in the 85 Percent Rule calculation.
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Ol G Response

The Academy Pacific’s comments did not change our position. As we noted earlier, the Federal
regulations specificaly state that the amounts used in the calculation are Title 1V funds and revenues
“recelved by” the ingtitution during the fiscal year. The accounting method that recognizes revenues
when received is the cash basis method.

The SFA publications cited in Academy Pecific’ s response regarding the reporting of tuition waivers
are not applicable to the 85 Percent Rule. Even if the instructions in those publications were
applicable, the scholarship amounts could not be included in the 85 Percent Rule calculation. The
HEA provision which enacted the 85 Percent Rule and the Federal regulations that implemented the
Rule are both explicit — “revenue’ derived from non-Title IV sourcesisto be used in the 85 Percent
Rule calculation. Tuition waivers are not revenue to the institution.

The Financid Accounting Standards Board (FASB) provides a definition of revenue in its Statement
of Financial Accounting Concepts No. 6. The FASB defines revenues as “inflows or other
enhancements of assets of an entity or settlements of its liabilities (or combination of both) from
delivering or producing goods, rendering services, or other activities that constitute the entities
ongoing major or central operations.” The FASB Statement also states that “ Revenues represent
actual or expected cash inflows (or the equivalent) that have occurred or will eventuate as a result
of the entity’ s ongoing major or central operations.” *°

Academy Pacific’s awarding of scholarships (tuition waivers) did not provide inflows of cash or other
assets. Therefore, the scholarships do not meet the FASB’ s definition of revenue. In fact, when
Academy Pacific recorded a scholarship credit in student accounts, the transaction reduced rather
than increased its expected cash inflows (student balances due).

The Andlyss section on ingtitutiona scholarships and loans does not provide justification for including
Academy Pecific’s scholarship creditsasnon-Title 1V revenue. The Academy had no external source
of scholarship funds. The scholarship credits involved no receipt or payment of cash and, thus, had
no value under a cash basis method of accounting. Our conclusion that no value was received by the
institution is further supported by the facts that Academy Pacific did not report the scholarships as
revenue to the Internal Revenue Service on its 1997 tax return. The statement signed by the U.S.
Department of Education official was merely a restatement of a portion of the Analysis section.

Academy Pacific's Scholarship Policy identifies five specific criteria for consideration in the
scholarship program, including a grade average of 3.0 or higher and an attendance percentage of 90
or higher. An Academy Pecific officia informed us that school has not followed the scholarship policy
outlined on the scholarship form. Since 1994, Academy Peacific's President has authorized a
scholarship credit for al students with an “unmet need” who complete their educational programs
regardless of the student’s grade point average or attendance record. At the end of each year the

19 FASB’s Statement of Financial Accounting Standards No. 95 defines “cash equivalents’ as short-term,
highly liquid investments that are both readily convertible to known amounts of cash and so near their maturity that
they present insignificant risk of changes in value because of changes in interest rates.
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school provides a statement to their Independent Public Accountant (IPA) for inclusion in the financia
statements that states that a scholarship will be given to all students who graduated during that year.

Thereisno need for Federd regulations covering the 85 Percent Rule to specifically address matching
contributions. Ingtitutional matching contributions do not meet the FASB definition of revenue. The
matching contributions represent solely cash transfers between institutional accounts. The transfers
do not result in inflows of cash or other assets to the institution.
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Other M atters

During our fieldwork, we met with representatives of the Certified Public Accountant (CPA) firm that
reviewed Academy Pacific’ sfinancid statements for fiscal years ended December 31, 1996 and 1997.
Our purpose was to obtain information on the extent of the CPA firm’s review of amounts included
in Academy Pacific's 85 Percent Rule calculation and its basis for concluding that the cal culation was
properly performed by the institution.

The CPA firm representative explained that his review included tracing scholarship amounts used in
the 85 Percent Rule calculation to the institution’s general ledger. The CPA firm believed that it was
proper to include the scholarship amounts since Academy Pacific does not give scholarships to all
students. The CPA firm used information contained in the product available from EDTECH, Inc
(called Toolkit PLUS) for guidance on the requirements of the 85 Percent Rule. The EDTECH
product included the statement that “institutions will use a cash basis of accounting for both Title 1V,
HEA program funds and revenues.” As noted in our report, Academy Pacific’s scholarships had no
value under cash-basis accounting.
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Background

Academy Pacific Busness & Travel College (Academy Pacific) was founded in 1948 and currently
operates as a proprietary ingtitution located in Los Angeles, California. Academy Pacific is accredited
by the Accrediting Commission of Career Schools and Colleges of Technology. The ingtitution offers
vocational programs in Flight Attendant and Travel-Tourism Management.

During the period January 1, 1995 through May 31, 1998, Academy Pacific received about
$9.2 millionin Title IV funds from the following programs: Pell Grant Program, Federal Supplemental
Educational Opportunity Grant Program, Federal Family Education Loan Program, William D. Ford
Federa Direct Loan Program and Federal Perkins Loan Program. Academy Pacific also participated
in the Federal Work Study Program.
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Purpose and M ethodology

The objective of our audit was to determine whether Academy Pacific derived at least 15 percent of
its revenues from non-Title IV sources and properly reported its 85 Percent Rule percentage in its
financial statements and if applicable, to the U.S. Department of Education.

To accomplish our objective, we obtained background information about the institution. We reviewed
selected Academy Pecific’'s student files and Departmental records. We reviewed Academy Pacific’'s
corporate financia statements and the most recent Student Financial Assistance (SFA) audit reports
prepared by its Certified Public Accountant. We also conducted interviews with Academy Pacific
officials and staff. Additionally, we confirmed that the institution used the 85 Percent Rule formula
specified in the regulations and reported its 85 Percent Rule percentage in its financial statements.

To achieve our audit objective, we performed an analysis of and used information extracted from
Academy Pacific's student account ledgers which are maintained on a computerized database.
Information from student account ledgers that we used as a basis for an audit conclusion was
confirmed with other sources, such asingtitutiona bank statements and student records. We used data
extracted from the Department’ s National Student Loan Data System (NSLDS) and reports generated
from the Department’s Postsecondary Education Participants System (PEPS) for background
information purposes.

Our audit covered the institution’s fiscal year ending December 31, 1997. After determining that
Academy Pacific did not meet the 85 Percent Rule in fiscal year 1997, we expanded our scope to
include the fiscal years ended December 31, 1995 and 1996. We performed fieldwork at Academy
Pecific from May 14, 1998 through June 5, 1998. Additional work was completed in the Long Beach
office through July 1, 1998. Our audit was performed in accordance with generaly accepted
government auditing standards appropriate to the scope of the review described above.
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Statement on M anagement Controls

As part of the review, we assessed Academy Pacific’'s management control structure, as well asits
policies, procedures, and practices applicable to the scope of the audit. The purpose of our review
was to assess the level of control risk for determining the nature, extent, and timing of our substantive
tests. For the purpose of this report, we assessed management controls related to the institution’s
caculation and reporting of its percentage of revenues from non-Title IV sources as required by the
85 Percent Rule.

Because of inherent limitations, a sudy and evaluation made for the limited purposes described above
would not necessarily disclose al material weaknesses in the control structure. However, our
assessment disclosed weaknesses in the procedures used to calculate the percentage. These
weaknesses are discussed in the Audit Results section of this report.
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Attachment
Academy Pacific’'s Response
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cooshnled that eur In-tinational Sehlershipa and mﬁ:uﬁaulePrhﬁph.mﬂﬂnmﬂmdwmm
Ty Enatitiiomal acholarships and instictiona! Ioend s revende i the ey mbssakor of the fraction cantained
imEaa, 8003 (Y (3", Sinree these S are by deFnilEen instfoutinnal inibais wurcc,me pemmsanky
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The Federa] Student i Handbook ehearly states that instittieal fimds may bein the farmale
My of iticsor fons™ saeluss i ibe cascof FSEOKS matebing fieds. (99809 Handbuekp. 123
s, itsuctions poolgnedin The Fisas] Dperntiors Repart for 1997-98 imd Apglication 1o Pasticiaa
ar 105-iH] izt sehrols tecomvert hafiian wiivers ta 2 castrvalws for seporing gucpiess, {FISAR
BRepart Instractins Boaks p.34 and 36.)

In Eight o the fact Kt appctmting procodars sk edne avoeptons wiis th cash bacs of
¢cpising, ard that the Diepartnoent of Education bas yet b dofine their imerptitation of the tems “tsd™
and “paid” inibe eémlect afibe 5% Bule, Acsdarny Pactfic madea grod B7ih decisiar ta ilude these
Rt i iEv cafmulation.

Aradey Pacfie's risadur: of swarding shilkhips todiigike sy dus gt forgrie: the aneued
fhat the etudants owist theinsttution The révins had bom oo ized a5 e studest coropleted the
couLrs, Simee the schalarship is avemded by thoinsition itenaly riiber than fremn cutdidesoures,
there ws s Bchficash recrived, Thedetemining sved that detatea thereageibon ol revmaes s whet
Ve setglarshie weas awenstded, Wil the Tnspector General sopart questiins e "validity” nfoane of the
seliclanships avmled, our pofiny aFssafing additioeal fimds 741k end of the fscal yows dsJearty stuted
in-or wriften schofarskip poficy which wasade evailable-biibe mudiors, Asslecy Pacafieds anawares
arry Dhigartment of Edutssiem schobarship policies which wa Eavevioloed,

Acarkery PariFe inchdrd e InstHlzanal naetching fucds for Perkiva and FSEQG i our BS/E5
calrulating, (B did ot icchade matebing flinda for FCW as imliof i your repart. With s cacifi it
et the Dreganimect o Bucatian, thia deeiion wes based egain on goselaion with our CEA aad prafes-
sioma] amsoeiatins. Allwere i agpeomet thel s b mpaltions stared anfy that the fimds werenet 1o
b mchued st Faderad rovenige, twas guice] thak thesy belonyed as schor! revegat, The instititien's
mteling ennbibetian smeant fegreseits achaal cash ceceipts and {herefior: ghotd beinchaded in the e
w3, Iratitnionad mosebing coetribut ons are mequined by the Tide LY A pragrms. el ddnd 1o
slatenient in Dcpt, ¢§TEdweabion policies that dhe funds enenot to bepsportod st all, zs s ot states

Subpequent ta your st at Acedemy Pacie, wehwve bet iade aam ofastarificationed e
355 Tude by ChurylLeibervitz, Seriar Pragram Spesialistfor the Department of Bdcation’s Divis of
Puolrey Drovclupmens, that isstitutional boans e to e Mohuded mthe derenztor “in {beyear thoy ere
made™ Inieder to-comply with i spolicy elarification, Juley Parbc hasrecalalaed oor £3/13
figpmes Bor theyears 1955, 1436, and 1997 md armicedudad here as Exhibel #1.

Wi et that your oegackzation isirportnt for the prabection of Hudemts aanst umserupalas
achoals, Yiw carefilinyestigatiom f arganizatians suehas gurs isthoefunt gpgreciabed. i Mol 12,
iy o i3 et with et Congreasmoen, Mayor, Chamber of Comtoerce Ioadens, sl taher digrilar-
e e iftiedh anmbverssty sinder the mme pedgerent Thooughtl thest Yoars oo mehoot L boen andited
precodicalty by allthe repuilstory institudons dod has rematned & compliance.
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Mfasha Toy
Presdent
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