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ED-OIG/A09-C0004
Mr. Philip Hawkey

Executive Vice President 

University of La Verne

1950 3rd Street

La Verne, California 91750 

Dear Mr. Hawkey:

This is the Office of Inspector General’s Final Audit Report, entitled University of La Verne’s Compliance with the Higher Education Act’s Prohibition on Incentive Payments Based on Success in Securing Enrollments.  We limited our review to determining whether the institution complied with the Higher Education Act (HEA) and applicable regulations pertaining to the prohibition against incentive payments based on success in securing enrollments.  

We found that the University of La Verne (ULV) violated the statutory prohibition when it paid bonuses to marketing staff at its School of Continuing Education (SCE) for enrollments in academic year 1999‑2000.  ULV’s Merit Pay Plan for academic year 2000-2001 adhered to the statutory prohibition.  After academic year 2000-2001, ULV discontinued using any incentive and merit pay plans for its marketing staff.  ULV concurred with our finding that its Marketing Incentive Plan for academic year 1999-2000 violated the prohibition on incentive payments, but ULV disagreed with our recommendation that it return Title IV funds.  We revised the recommended recovery and other information in the report to reflect the adjusted student counts and Title IV funds provided in ULV’s response to the draft report.

AUDIT RESULTS

ULV’s Marketing Incentive Plan for academic year 1999-2000 violated the HEA provision expressly prohibiting bonus payments based directly or indirectly on success in securing enrollments.  Section 487(a) of the HEA states—

In order to be an eligible institution for the purposes of any program authorized under this title, an institution . . . shall . . . enter into a program participation agreement with the Secretary.  The agreement shall condition the initial and continuing eligibility of an institution to participate in a program upon compliance with the following requirements: 

. . .  (20) The institution will not provide any commission, bonus, or other incentive payment based directly or indirectly on success in securing enrollments or financial aid to any persons or entities engaged in any student recruiting or admission activities or in making decisions regarding the award of student financial assistance . . . .

The regulations at 34 C.F.R. § 668.14(b)(22) codify the statutory prohibition on incentive payments based on securing enrollments.

By entering into a program participation agreement, an institution agrees that . . . [I]t will not provide, nor contract with any entity that provides, any commission, bonus, or other incentive payment based directly or indirectly on success in securing enrollments or financial aid to any persons or entities engaged in any student recruiting or admission activities or in making decisions regarding the awarding of student financial assistance . . . . 

The Marketing Incentive Plan for academic year 1999-2000 established a bonus pool based on the revenue gained from SCE enrollments exceeding a base enrollment quota.  Under the plan, the SCE marketing directors who exceeded their base quota would receive three percent of the bonus pool.  Other SCE staff included in the Marketing Incentive Plan would receive a bonus ranging from 0.3 to 0.8 percent of the bonus pool.  The SCE staff included the academic advisors, campus directors, director of marketing and communications, director of corporate contacts, assistant dean of marketing, and business manager.  ULV’s payroll records for July 2000 showed bonuses totaling $133,954.

Section 487(a) of the HEA prohibits bonus payments based directly or indirectly on success in securing enrollments to persons engaged in any student recruiting or admissions activities.  ULV paid bonuses based on success in securing enrollments to SCE staff included in the Marketing Incentive Plan.  Educational programs offered through SCE are eligible programs for Title IV purposes.  

For violating Section 487(a) of the HEA, ULV is liable for Title IV funds disbursed to the students whose enrollments were included in the bonus calculation. ULV identified 1,116 students who began their enrollment in SCE programs in academic year 1999‑2000, of which 428 students received Title IV funds.  The 428 students received over $6.9 million in Title IV funds from July 1, 1999, through December 4, 2001.  This amount consisted of $395,730 in Federal Pell Grant (Pell) and $6,528,981 in Federal Family Educational Loan (FFEL) funds.

Recommendations

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

1.1
Return to lenders the FFEL funds disbursed to students who began their enrollment in SCE programs in academic year 1999‑2000.  Also, repay the Department for interest and special allowance costs incurred on Federally subsidized loans.  The students identified by ULV received $6,528,981 in FFEL funds from July 1, 1999, through December 4, 2001.

1.2 Return to the Department the Pell funds disbursed to students who began their enrollment in SCE programs in academic year 1999‑2000.  The students identified by ULV received $395,730 in Pell funds from July 1, 1999, through December 4, 2001.

Auditee Comments

ULV concurred with our finding that its Marketing Incentive Plan for academic year 1999-2000 violated the prohibition on incentive payments, but it disagreed with the reported number of SCE staff whose bonuses were in violation of the prohibition.  ULV described the responsibilities of the 15 staff who received bonuses and concluded that 11 of the 15 staff were not engaged in student recruiting or admission activities.  ULV requested that the OIG revise the report to reflect that the only bonuses that violated the prohibition on incentive payments were those paid to the three individuals who were directly involved in recruiting and the individual who supervised and trained the recruiters.  These four individuals received bonuses totaling $70,409.   

ULV disagreed with the method used by OIG to calculate the recommended recovery.  ULV stated that method overstated the recommended recovery because the three recruiters did not recruit many of the students whose Title IV funds were included in the recommended recovery.  

ULV also stated that, since the bonuses were paid only if revenue increased, the recommended recovery should be based on the increase in tuition revenue from 1998-1999 to 1999-2000 rather than the Title IV funds received by all students who started in 1999-2000.  

ULV presented several factors that, in its opinion, should be taken into consideration when determining the amount of Title IV funds to be returned to the Department.  ULV stated that the Marketing Incentive Plan had no adverse, harmful effect on students or the institution.  ULV also stated that mitigating factors and the institution’s performance record should be considered in determining the recovery amount.  ULV requested that the OIG omit the recommended recovery from the final report.  ULV stated that, if the OIG must include a recommended recovery, the amount should be limited to an administrative fine or adjusted using the Department’s Estimated Loss Formula.

ULV provided a revised count of the number of students who began their enrollment in academic year 1999-2000.  

OIG Response

Our conclusion regarding the bonuses paid to the 11 SCE staff remains unchanged.   The prohibition on incentive payments applies to bonuses based directly or indirectly on success in securing enrollments to any persons engaged in any student recruiting or admission activities.  The bonus amounts paid to the 11 staff were based on earned additional revenue that was calculated using enrollment numbers.  The Marketing Incentive Plan for academic year 1999‑2000 provided justifications for including 10 of the 11 staff in the plan.  The justifications explained each staff’s involvement in bringing students to SCE.  Attachment 1 lists the justification, bonus amount, and bonus calculation for each of the 11 staff.

The method used to calculate the recommended recovery appropriately reflects the Title IV funds impacted by violation of the prohibition on incentive payments.  The revenue method proposed by ULV would not reflect the Title IV funds received by all students who were recruited or enrolled using incentive payments based on success in securing enrollments.

We made no changes in the recommendations in regards to ULV comments on harm, mitigating factors, performance record, administrative fine and the Estimated Loss Formula.  During the audit resolution process, the appropriate Department officials will determine the monetary liability owed by ULV with respect to this finding.

We revised the recommended recovery and other information in the report to reflect the adjusted number of students who began their enrollment in SCE programs in academic year 1999‑2000 and the corresponding adjusted Title IV fund amounts that were provided in ULV’s response to the draft report.  

BACKGROUND

ULV is an independent, non-sectarian, and non-profit education institution that was founded in 1891 by members of the Church of the Brethren.  The institution offers bachelor, master, and doctoral degree programs from its College of Arts and Sciences, the School Business and Global Studies, the School of Education and Organizational Leadership, the College of Law, the School of Organizational Management, and the School of Continuing Education.  ULV provides instruction at its main campus located at La Verne, California, and off-campus locations.  At present, ULV has regional off-campus sites at the following locations in California:  San Luis Obispo, Oxnard, Bakersfield, Burbank, Garden Grove, and Rancho Cucamonga.  ULV is accredited by the Accrediting Commission for Senior Colleges and Universities of the Western Association of Schools and Colleges.  

ULV records show that the institution disbursed the following amounts of Title IV funds during the period July 1, 1999, to June 30, 2001—

Perkins Loan





 
$   907,001

Federal Supplemental Educational Opportunity Grants 
     425,745

Federal Work Study 





     716,094

Pell 







  4,316,882
FFEL                                                                                       70,934,119







                      $77,299,841

The 1999 Cohort Default Rate (most recent Department’s published rate) for ULV was 2.9 percent.

AUDIT OBJECTIVE, SCOPE, AND METHODOLOGY

The objective of our audit was to determine whether ULV complied with the HEA and applicable regulations pertaining to the prohibition against the use of incentive payments based on success in securing enrollments.  Our review covered ULV’s Marketing Incentive Plan for academic year 1999‑2000, its Merit Pay Plan for academic year 2000-2001, and payments to marketing staff for the period July 1, 1999, through June 30, 2001.  

To accomplish our objective, we reviewed applicable HEA provisions and Title IV regulations.  We reviewed ULV’s accreditation documents, state licensure, and Title IV program participation agreement.  We interviewed ULV administrators and staff responsible for recruiting students and administering the incentive plans.  We reviewed incentive plans and staff performance evaluations.  We reviewed the Report on Audited Financial Statements and Federal Awards Audit Reports for the fiscal year ended June 30, 2000, prepared by ULV’s independent public accountant.

We relied on information extracted by ULV from its Banner System database to identify the students whose enrollments were included in the bonus calculation.  We compared the number of students included in the bonus calculation to the number of students identified from the database.  We relied on information contained on the Department’s National Student Loan Data System (NSLDS) to identify the Title IV funds disbursed to the students.  We compared Title IV funds identified from NSLDS to information extracted by ULV from its Banner System database.  We relied on information contained in ULV’s pay registers to identify payments to SCE marketing staff.   We traced payments that appeared to be other than regular salary payments to supporting payroll documentation.  Based on these tests, we concluded that the data used were sufficiently reliable for meeting our objective.

We conducted fieldwork at ULV’s main campus during the period October 30 through November 9, 2001.  We held our exit conference with ULV officials on January 10, 2002.  We issued a draft report on March 11, 2002.  ULV responded to our draft report on April 26, 2002.  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 audit, we gained an understanding of ULV’s procedures used to calculate and pay bonuses to SCE marketing staff.  We determined that an assessment of the management control structure covering these procedures was not necessary to meet our audit objective and we performed no such assessment.  

Due to inherent limitations, a study and evaluation made for the limited purpose described above would not necessarily disclose all material weaknesses.  However, we found that ULV violated the statutory prohibition against the use of incentive payments based on success in securing enrollments.  The AUDIT RESULTS section of this report fully discusses this finding.

ADMINISTRATIVE MATTERS

Statements that managerial practices need improvements, 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 Education officials. 

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 ED official, who will consider them before taking final action on the audit: 

Mr. Greg Woods

Chief Operating Officer

Federal Student Aid

Union Center Plaza Building, Room 112G1

830 1st Street, NE

Washington, D.C. 20202-5402


 EMBED Xrefsv.Document  
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 under the Act. 
 

If you have any questions, please call Ms. Gloria Pilotti at (916) 930-2399.  Please refer to the control number in all correspondence related to this report

Sincerely,

Thomas A. Carter

Assistant Inspector General for

Audit Services
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Marketing Incentive Plan 

Academic Year 1999-2000

	Staff Position 

Per ULV’s Response
	Marketing Plan Justification
	Bonus
	Bonus Calculation

	Academic Advisor                (3 staff)
	Assists, as needed, with all prospects brought into their campus.
	$5,387 for 

two staff and $4,040 for 

one staff a
	0.5% of earned additional Education Program revenueb ($1,077,300)

	Academic Advisor                (3 staff)
	Assists, as needed, with all prospects brought into their campus.
	$4,333 each
	0.5% of earned additional CAPA revenuec ($866,621)

	Assistant Director of Teacher Education Programs
	Assists, as needed, with all prospects brought into their campus.
	$5,387
	0.5% of earned additional Education Program revenue ($1,077,300)

	Departmental Business Manager/Director of Administration and Operations
	No justification provided. Individual was added to the plan at year-end.
	$3,867
	0.3% of earned additional CAPA and non-CAPAd revenue ($866,621 + $422,400) 

	Associate Dean of Academic Affairs for Adult Undergraduate Main Campus Programs
	Provides additional motivational management and overall hands on with all marketing activities that occur at their campus.
	$4,333
	0.5% of earned additional CAPA revenue ($866,621)

	Marketing Director/Director for Marketing and Communications
	Contributes directly to success of each quota-based recruiter.  Makes critical decisions in budget control of all advertising dollars, and is in charge of strategy and distribution of entire advertising campaign to draw prospective leads to all regional recruiters. 
	$15,699
	$10,312 Bonus -- 0.8% of earned additional CAPA and non‑CAPA revenue ($866,621 + $422,400) 

	
	
	
	$5,387 Bonus -- 0.5% of earned additional Education Program revenue  ($1,077,300)

	Marketing Director/Director of Corporate Contacts
	Contributes directly to success of each quota-based recruiter.
	$6,445
	0.5% of earned additional CAPA and non‑CAPA revenue ($866,621 + $422,400)

	Total Bonus Paid 
	
	$63,545
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Marketing Incentive Plan 

Academic Year 1999-2000

(Continued)

Notes: 

a Prorated for nine months participation (3/4 of $5,387).

b Education Programs for teacher credential and other education-related credentials.  Number of new students in excess of Education Programs base times revenue for fiscal year per student equals Education Programs gained revenue (171 students X $6,300 = $1,077,300). 

c Campus Accelerated Programs for Adults, a central campus program designed for working adults.  The original formula for CAPA gained revenue was the number of student full time equivalent in excess of the CAPA base times units times cost per unit (309 students X 15 units X $315 per unit = $1,460,025).  Instead of using this amount, SCE used $866,621, the amount of gained revenue identified from its budget reported revenue.  SCE managers concluded that the budgeted reported revenue more accurately reflected the CAPA gained revenue.         

d Non-CAPA are educational programs offered at SCE’s regional campuses.  Number of new students in excess of non‑CAPA base times tuition equals non-CAPA gained revenue (96 students X $4,400 = $422,400).

Attachment 2

University of La Verne

Comments on the Draft Report

OIG NOTE

In adherence with the Privacy Act of 1974 (5 U.S.C. § 552a), names of ULV staff and students have been redacted from the comments.  The attachments referred to in ULV’s comments are available on request.
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