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COMPLAINT AND PRAYER FOR RELIEF 

 Plaintiff, Center for Excellence in Higher Education, Inc. (“Plaintiff” or “CEHE”), 

alleges the following, by and through its attorneys, for its complaint against Defendants  John B. 

King, Jr., in his official capacity as Secretary of the United States Department of Education 

(“King” or the “Secretary”),  the United States Department of Education (the “Department”), and 

the United States of America (the “United States”): 

PARTIES 

1. CEHE is a tax-exempt, nonprofit corporation under section 501(c)(3) of the 

Internal Revenue Code (“IRC”), incorporated under the laws of the State of Indiana, with its 

principal place of business at 4021 S 700 E, Suite 400, Salt Lake City, Utah 84107.  

2.  John B. King, Jr. is the Secretary of the Department.  His official address is 400 

Maryland Avenue, S.W., Washington, D.C. 20202.  He is being sued in his official capacity.  In 

that capacity, King has overall responsibility for the operation and management of the 

Department.   King, in his official capacity, is therefore responsible for the Department’s acts 

and omissions alleged herein. 

3.  The United States Department of Education is, and was at all times relevant 

hereto, an executive agency of the United States Government.  The Department, in its current 

form, was created by the Department of Education Organization Act of 1979, 20 U.S.C. § 3401 

et seq., Pub. L. No. 96-88, 93 Stat. 668.  The Department is headquartered at 400 Maryland 

Avenue, S.W., Washington, D.C. 20202. 

4. The United States of America is the federal government formed under the 

Constitution of the United States, with its capital in Washington, D.C. 
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JURISDICTION AND VENUE 

5. This action arises under the Higher Education Act of 1965, 20 U.S.C. § 1001, et 

seq. (“HEA”).  This Court has subject-matter jurisdiction over this action under 28 U.S.C. § 

1331.  The Court is authorized to issue the nonmonetary relief sought herein pursuant to 28 

U.S.C. §§ 2201, 2202. 

6. Venue is proper in this Court under 28 U.S.C. § 1391(e)(l) because this is an 

action against the United States, an officer of the United States, and an agency of the United 

States.  A substantial part of the events or omissions giving rise to this action occurred in this 

judicial district.  Plaintiff resides in this judicial district.  No real property is involved in the 

action.  

FACTUAL ALLEGATIONS 

A. CEHE Acquires Ownership of Formerly Proprietary Colleges 

7. CEHE is a nonprofit public benefit corporation incorporated under the Indiana 

Nonprofit Corporation Act of 1991 (“the Act”) on December 22, 2006.  

8. Founded by philanthropists who had donated millions of dollars to colleges and 

universities in the United States and who were concerned about higher education’s continuing 

decline, CEHE was organized for the purpose of promoting excellence in higher education by 

working with philanthropists, institutions of higher education, and charitable organizations to 

develop and implement research and educational programs designed to ensure that American 

colleges and universities were training students for the challenges of a global marketplace.  

CEHE’s founders believed that through effective philanthropy, due diligence, proper 
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governance, and management accountability, America’s colleges and universities could be 

transformed into high-performing institutions that prepare today’s students to be tomorrow’s 

leaders. 

9. CEHE is authorized under its articles of incorporation to pursue these purposes—

as well as to assist and engage in all activities which serve chartable, educational, literary and 

scientific purposes, which are permitted to be carried on by nonprofit corporations under the Act 

and under the provisions of section 501(c)(3) of the IRC.  

10. CEHE’s founding Board of Directors consisted of Michael Leven, representing 

the Marcus Foundation, James Arthur Pope, representing the John William Pope Foundation, and 

Charles Harper, from the Templeton Foundation.    

11. On September 4, 2007, the Internal Revenue Service (“IRS”) classified CEHE as 

a public charity under 509(a)(1) and 170(b)(1)(a)(vi) of the IRC and exempt under section 

501(c)(3) of the IRC from federal income taxation.  See Exhibit 1 (September 4, 2007 IRS 

501(c)(3) Determination Letter). 

12. On that date, the IRS issued CEHE a determination letter classifying CEHE as a 

tax-exempt nonprofit corporation under section 501(c)(3) of the IRC.  The determination letter 

also confirmed that contributions to CEHE were tax deductible under section 170 of the IRC. 

13. In 2012, after years of evaluating and commenting on higher education, CEHE 

began exploring the opportunity of tackling head-on the challenges facing higher education by 

becoming a direct provider of higher education.   

14. Those investigations culminated in negotiations for CEHE to merge its operations 

with those of Stevens-Henager College, Inc., a Utah corporation; CollegeAmerica Denver, Inc., a 
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Colorado corporation; CollegeAmerica Arizona, Inc., a Colorado corporation; California College 

San Diego, Inc., a Utah corporation; and CollegeAmerica Services, Inc., a Nevada corporation 

(collectively, “the Acquired Corporations”).   

15. Prior to the merger, the Acquired Corporations were owned and operated by the 

Carl Barney Living Trust (“CBLT”) whose trustee was Carl Barney (“Barney”).   

16. Several of the Acquired Corporations owned and operated colleges (“the 

Colleges”) that participated in federal student financial aid programs (“Title IV programs”) as 

eligible proprietary institutions of higher education.  

17. At the time of the negotiations, CEHE’s Board of Directors consisted of G.M. 

Curtis, a retired professor of history at Hanover College and Fellow at the Liberty Fund; Todd 

Zywicki, George Mason University Foundation Professor of Law, Senior Scholar of the 

Mercatus Center at George Mason University, and Senior Fellow at the F.A. Hayek Program; 

and William Dennis, former professor at Denison University and Senior Fellow of the Atlas 

Economic Research Foundation.   

18. The individuals comprising CEHE’s Board of Directors (“the independent 

board”) had no ownership interest in or other affiliation with the Acquired Corporations, the 

Colleges, the CBLT, or Barney.   

19. Prior to approving the merger, the independent board retained legal counsel, 

consulted valuation experts, and conducted significant due diligence on the Acquired 

Corporations, including an evaluation of the fair market value of the Colleges.  See Exhibit 2 

(Declaration of John S. Mercer).   
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20. On December 31, 2012, the Acquired Corporations merged with and into CEHE.  

As a result of the merger, CEHE, as the surviving corporation, acquired ownership and operation 

of the Colleges as nonprofit colleges within the meaning of section 501(c)(3) of the IRC. 

21. Following the merger, CEHE amended its articles of incorporation and bylaws, 

which included naming Barney as a member of CEHE and the Chairman of the Board of 

Directors.  The independent board approved the amendments to CEHE’s governance documents 

before the merger occurred. 

22. CEHE’s amended governance documents also added, among others, Todd 

Zywicki, William Dennis, and G.M. Curtis, former directors of the independent board, to 

CEHE’s Board of Directors. 

23. The Indiana Nonprofit Act of 1991, under which CEHE is incorporated, obligates 

CEHE’s directors, including Barney, to discharge their duties (1) in good faith, (2) with the care 

an ordinary person in a like position would exercise under similar circumstances, and (3) in a 

manner the directors reasonably believe to be in the best interests of the corporation.  Indiana 

Code Ann. § 23-17-13-1.  CEHE’s Board of Directors have always made a good faith effort to 

discharge their duties in compliance with these requirements and, in particular, so acted in their 

capacity as the independent directors with respect to the merger.   

24. Barney and/or CBLT do not own CEHE’s assets under the laws of the State of 

Indiana, which is where the nonprofit was organized and created.  Similarly, neither have any 

ownership rights to the assets of CEHE.  
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B. The IRS Approved CEHE as an Educational Organization 

25. Soon after the merger, CEHE submitted a letter to the IRS requesting 

confirmation of its public charity status and reclassification from that of a publicly supported 

organization under sections 509(a)(1) and 170(b)(1)(A)(vi) of the IRC to that of an educational 

organization under sections 509(a)(1) and 170(b)(1)(A)(ii) (“the determination letter request”).  

See Exhibit 3 (February 27, 2013 Post-Merger Request Letter to IRS).   

26. Enclosed with the determination letter request, CEHE included an executed Form 

8940, “Request for Miscellaneous Determination,” and a completed Schedule B of the IRS Form 

1023 with respect to that section of the form applicable to educational institutions.  

27. The determination letter request also provided significant details about the terms 

of the merger and related transactions, including all of the information the IRS needed to 

determine whether the merger agreement and related financial transactions complied with the 

IRS’ limitations on private inurement, prohibitions against private benefit, and rules concerning 

excess benefit transactions in section 4958 of the IRC.    

28. The determination letter request explained that:   

a. CEHE issued promissory notes for the acquisition of the Colleges in an amount 

that reflected their fair market value; 

b. CEHE’s independent Board of Directors reviewed the form and amount of 

consideration to be paid to the former owner of the Acquired Corporations, and concluded (i) 

that the merger provided CEHE with fair market value; (ii) that CEHE would provide a modest 

consulting fee, substantially lower than fair market value, to the former owner for his continued 
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advisory services; and (iii) that leases of land and buildings from the former owner were at fair 

market rates; and 

c. CEHE’s independent Board of Directors approved all changes to CEHE’s 

corporate governance before consummation of the transaction.   

29. On July 25, 2014, the IRS issued CEHE a determination letter confirming 

CEHE’s tax-exempt classification under section 501(c)(3) of the IRC.  See Exhibit 4 (July 25, 

2014 IRS Letter Updating Charity Status).  The determination letter further explained that, upon 

review of CEHE’s determination letter request and supporting documentation, the IRS concluded 

CEHE met the requirements for classification as an educational organization as described in 

sections 509(a)(1) and 170(b)(1)(A)(ii) of the IRC.    

C. New Ownership and Control of the Colleges by the Nonprofit Organization 

Triggers a Change of Ownership and Control Under the Department’s 

Regulations 

30. Prior to the merger, the Acquired Corporations owned the Colleges and they were 

proprietary institutions pursuant to the Department’s regulatory definition.  At that time, each of 

the Colleges participated in Title IV programs, operating multiple campuses in several states.  

All of the Colleges were in good standing with their respective state regulatory agencies, 

accrediting bodies, and the Department.   

31. Upon the merger, the Acquired Corporations merged with and into CEHE, 

transferring exclusive ownership and operational control of the Colleges into CEHE, a nonprofit 

corporation.   

32. Following the merger, the Colleges met the definition for a nonprofit institution 

under the HEA, as ones “owned and operated by one or more nonprofit corporations or 
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associations, no part of the net earnings of which inures, or may lawfully inure, to the benefit of 

any private shareholder or individual.”  20 U.S.C. § 1003.   

33. Likewise, the Colleges met the Department’s regulatory definition for a nonprofit 

institution contained in 34 C.F.R. § 600.2.  To wit: 

a. The Colleges were owned and operated by CEHE, a nonprofit corporation, with 

no shareholder or individual benefiting from the net earnings of the corporation; 

b. The Colleges were legally authorized to operate as nonprofit organizations in each 

state in which they are physically located; and 

c. The IRS determined that CEHE was a tax-exempt organization to which tax 

contributions are deductible under 501(c)(3) of the IRC.   

34. Under the Department’s regulations, this change in ownership and control 

terminated the Colleges’ eligibility to participate in federal student financial aid programs under 

the HEA.  34 C.F.R. § 600.31. 

35. Under the HEA, when an institution of higher education undergoes a change in 

ownership or control, the institution’s program participation agreement expires and the 

institution’s eligibility to participate in HEA programs ceases.  34 C.F.R. § 600.31.    

36. While the loss of eligibility to participate in HEA programs occurs when a new 

owner acquires an institution, the Department also recognizes other kinds of “covered 

transactions” that result in a change in ownership or control, including when a for-profit 

institution becomes a nonprofit institution.  34 C.F.R. § 600.31(d)(7); 59 Fed. Reg. 22324 (Apr. 

20, 1994); Federal Student Aid Handbook, Volume 2, Chapter 5, p. 2-92 (August 2015). 
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37. Indeed, the Department has clarified that a change in an institution’s tax status 

“from a taxable to a tax-exempt entity that qualifies under 501(c)(3) of the Internal Revenue 

Service. . . constitutes a change of ownership and control.”  59 Fed. Reg. 22324 (Apr. 20, 1994).   

38. To reestablish the Colleges’ eligibility to participate in HEA programs, the 

Department’s regulations required CEHE to submit applications to the Secretary to approve the 

Colleges’ new owner’s participation in Title IV federal financial aid programs.  The 

Department’s regulations permit the Secretary to continue an institution’s participation in Title 

IV programs on a provisional basis while the institution awaits reinstatement of eligibility for the 

institution’s new owner.  34 C.F.R. § 600.20(g).   

D. CEHE Submits A Change of Ownership Application Through the Department’s 

Pre-Acquisition Review Process 

39. Given the significant effect a change in ownership has on an institution’s 

participation in Title IV programs, the Department allows institutions anticipating a change in 

ownership to submit a pre-acquisition review application for its review.  The pre-acquisition 

review application is submitted via an electronic application (“E-App”) system established and 

maintained by the Department.  The purpose of the pre-acquisition review is to allow the 

Department to review the proposed change of ownership and identify any concerns, 

clarifications, or issues it may have before the transaction is consummated.     

40. Although the Department neither approves nor denies a pre-acquisition review 

application, the Department notifies the institution whether or not the pre-acquisition review 

application is approvable, if the institution properly completed the E-App, and whether the 

Department identified any items that need to be addressed before a final application would be 

approvable.  64 Fed. Reg. 58608 (Oct. 29, 1999).   
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41. The purpose of this pre-acquisition review process is to permit the Department to 

determine whether the institution has completely and accurately answered all the questions in the 

application.  64 Fed. Reg. 58608; Department of Education, Federal Student Aid Handbook, Vol. 

2, Ch. 5, p. 2-94 (August 2015). 

42. The pre-acquisition review process also allows the institution to ascertain what, if 

any, additional requirements the Department may impose on the institution to re-establish 

eligibility.  This is the fundamental purpose of the Department’s pre-acquisition review process. 

43. CEHE took advantage of the Department’s pre-acquisition review process.  

Before acquiring the Colleges, CEHE apprised the Department of the planned changes to the 

corporate ownership of the Colleges.     

44. In a letter dated October 2, 2012, counsel for the Colleges informed the Department 

of the planned merger of the Acquired Corporations into CEHE.  See Exhibit 5 (October 2, 2012 

Pre-Acquisition Review Request Letter).  The letter also informed the Department that CEHE 

was recognized by the IRS as a nonprofit corporation exempt from federal income taxation since 

2007.  

45. Counsel further explained that, upon completion of the merger, CEHE would be 

the sole owner and operator of the Colleges.  The letter informed the Department about the 

anticipated funding for the transaction and the effect of the planned transaction on the Colleges’ 

existing leases, facilities, and operational resources.   

46. Finally, in view of the significant stake the Colleges—and their students—had in 

ensuring a smooth change of ownership, the letter inquired as to whether or not the merger of the 
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Colleges into CEHE would prompt the Department to impose any special terms or conditions 

upon CEHE in new program participation agreements.      

47. On November 2, 2012, the Department responded to the Colleges’ pre-acquisition 

review request by requesting additional documentation it wanted to examine including the 

following: 

a. A copy of CEHE’s 501(c)(3) determination letter from the IRS; 

b. The names of the individuals or entities comprising CEHE’s Board of Directors; 

c. A copy of CEHE’s bylaws and articles of incorporation; 

d. A detailed description or copy of any draft contracts or agreements that CEHE 

may enter into as a result of the change of ownership; and 

e. A copy or detailed description of the planned payment arrangements associated 

with the loans necessary to consummate the transaction of the change in ownership. 

48. Counsel for the Colleges responded to the Department’s November 2, 2012 letter 

shortly thereafter, submitting the required pre-acquisition review E-App and providing the 

Department with the requested information and documentation.  See Exhibit 6 (November 2, 

2012 Response to Pre-Acquisition Review Request Letter).   

49. CEHE’s November 2, 2012 letter included as attachments, CEHE’s 501(c)(3) 

determination letter (dated September 4, 2007), the names of the individuals and entities 

comprising CEHE’s Board of Directors, and CEHE’s articles of incorporation and bylaws. 

50. The response letter also included a detailed memorandum describing the 

anticipated transaction.  The memorandum included draft contracts and agreements and a 

detailed description of the planned payment arrangements to consummate the merger.     
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51. The detailed description of the planned payment arrangements that the Colleges 

provided to the Department disclosed the existence of seller loans and identified how the 

payment amounts would be determined and the manner in which payments would be made to the 

seller.   

52. By letter dated December 20, 2012, the Department informed the Colleges of the 

results of its pre-acquisition review and its assessment of CEHE’s response and the related 

documentation the Department had received from the Colleges.  See Exhibit 7 (December 20, 

2012 Pre-Acquisition Review Letter from Department).  The Department reminded CEHE that 

the Secretary could continue an institution’s participation in Title IV programs on a provisional 

basis only if the institution submitted a materially complete application within ten (10) business 

days after the change in ownership occurred. 

53. In its pre-acquisition review response, the Department added that, to the extent 

CEHE completed the E-App and submitted the required documentation following the merger, the 

Department foresaw no impediment to the issuance of a temporary program participation 

agreement upon CEHE becoming the owner and operator of the Colleges.    

54. In the Department’s pre-acquisition review response, it identified only one unique 

requirement with which the Colleges would have to comply following the change in ownership 

from proprietary to nonprofit.  Notably, the Department stated that, because the change in 

ownership included an institutional change in structure from proprietary to nonprofit, CEHE 

would have to report the Colleges’ percentage of annual revenue received from Title IV 

programs (the “90/10 rule”) for the Colleges’ upcoming fiscal year ending December 31, 2013.  

CEHE relied on the Department’s representation in this regard.  In its letter informing the 
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Colleges of the results of its review, the Department provided no indication that it would classify 

the Colleges as proprietary institutions for Title IV regulatory purposes following the change in 

ownership while the Colleges’ E-Apps were pending. 

55. The Department had previously announced that “the change from for-profit to 

nonprofit status warrants adopting as those conditions of the required provisional certification 

those restrictions that would have applied to the institution had it remained a for-profit entity.”  

59 Fed. Reg. 22324 (Apr. 20, 1994).  Importantly, however, those conditions of the provisional 

certification that would apply, had the institution remained a for-profit entity, must be specified 

in the institution’s provisional program participation agreement.  34 C.F.R. § 668.14(a)(1); see 

also Mission Group Kansas v. Riley, 146 F.3d 775 (10th Cir. 1998) (addressing the Secretary’s 

assertion that he was authorized to “[specifically] condition[] [an institution’s] receipt of Title IV 

funds on their complying with the [90/10] rule for a provisional period – despite [the 

institution’s] non-profit status”). 

56. This requirement for specificity in the provisional program participation 

agreement applies equally to the temporary provisional program participation agreement issued 

to CEHE immediately following its ownership of the Colleges.  Consistent with its regulations, 

the Department specified only one for-profit requirement (the 90/10 Rule) with which the 

Colleges were required to comply following the change in ownership.  The 90/10 Rule 

requirement was specifically limited to the Colleges’ first fiscal year following the change in 

ownership.  See Department of Education, Federal Student Aid Handbook, Vol. 2, Ch. 5, p. 2-65 

(August 2015) (“A school that converts from a for-profit to a nonprofit status must report its 
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compliance with the 90/10 revenue test for the first year after its conversion.”); See also Exhibit 

7. 

57. CEHE informed the Department of the Colleges’ change in ownership within ten 

business days of the transaction closing and provided supplementary documentation to its 

previously filed E-Apps, as required by 34 C.F.R. § 600.20(g).    

58. Upon receipt and verification of CEHE’s materially complete application, the 

Department, on January 31, 2013, issued CEHE temporary provisional program participation 

agreements (“TPPAs”) for the Colleges.  The TPPAs continued the Colleges’ participation in 

Title IV programs on a provisional basis while the Department completed its review of CEHE’s 

applications for new program participation agreements following the Colleges’ change of 

ownership.     

E. The Department Delays Action On CEHE’s Approvable Application For Over 

Forty-Four Months 

59. On January 31, 2013, the Department issued TPPAs to CEHE for the Colleges.  

The TPPAs continued the Colleges’ participation in Title IV programs on a provisional basis 

while the Department continued its review of CEHE’s applications for new program 

participation agreements following the Colleges’ change in ownership.  34 C.F.R. § 600.20(h).   

60. Because CEHE was a nonprofit corporation at the time it acquired the Colleges, 

CEHE was subject to the regulations applicable to nonprofit organizations after the merger.  

CEHE was also required to submit new applications for the Colleges’ participation following the 

merger. 

61. Although CEHE was required to comply with the Department’s 90/10 Rule for 

the 2013 fiscal year, the Secretary did not impose that requirement in the TPPAs it issued to 
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CEHE.  Regardless, each of the Colleges complied with the 90/10 Rule during the 2013 fiscal 

year.     

62. Following the Secretary’s execution of the TPPAs on January 31, 2013, the 

Colleges were allowed to continue to participate in Title IV programs on a month-to-month 

basis.   

63. Since issuance of the TPPAs, several of the Department’s public disclosures 

confirmed the Colleges’ nonprofit status.  For example, data collected and reported in the 

Department’s College Scorecard, College Navigator, and Integrated Postsecondary Education 

Data System websites list the Colleges as nonprofit institutions.  Additionally, all of CEHE’s 

actions, communications, and correspondence with the Department since the merger have 

correctly identified the Colleges as nonprofit institutions.  

64. Each year, the Department requires institutions participating in Title IV programs 

to submit audited financial statements in order to demonstrate that they meet the Department’s 

financial responsibility standards.  34 C.F.R. § 668.171(a).  The Secretary determines whether an 

institution is financially responsible, in part, based on the institution’s equity, primary reserve, 

and net income ratios.  34 C.F.R. § 668.171(b)(1).  Under the Department’s regulations, the 

formula for these ratios for nonprofit institutions is different from the formula for proprietary 

institutions.  34 C.F.R. § 668.172(b)(1-2).  An independent auditor must prepare an institution’s 

annual audited financial statement report and, in order to do so, must know whether to apply the 

nonprofit or for-profit institution formula for the ratios. 

65. Moreover, pursuant to the regulations of the Office of Management and Budget 

applicable to nonprofit audits and generally accepted accounting principles (“GAAP”), the 
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accounting standards applicable to nonprofit institutions of higher education differ substantively 

from those applicable to proprietary institutions. 

66. Between November 2012 and April 2016, CEHE submitted to the Department 

four annual audited financial statements.  Each of these audited financial statements clearly 

identified CEHE’s 501(c)(3) status and the Colleges’ nonprofit status. 

67. The Department accepted CEHE’s audited financial statements that were prepared 

in accordance with the accounting standards applicable to nonprofit corporations and/or 

institutions.  It also relied upon CEHE’s  audited financial statements to make determinations as 

to the Colleges’ compliance with the Department’s financial responsibility requirements.  

Indeed, following its review of CEHE’s 2013 and 2014 audited financial statements, the 

Department concluded that CEHE’s financial responsibility composite score fell short of the 

Department’s regulatory minimum.  As a result, the Department demanded a substantial letter of 

credit (“LOC”).  The Department’s initial LOC demand to CEHE was for $71,600,000, which 

represented 50% of the Title IV distributed by the Colleges in the previous financial aid award 

year.  Historically, LOC’s required by the Department based on concerns about an institution’s 

financial responsibility have been much smaller than the amount the Department demanded of 

CEHE.     

68. The Department informed CEHE of its demand for an LOC in a letter dated 

January 26, 2015.  See Exhibit 8 (January 26, 2015 Department Letter Demanding 50% Letter of 

Credit).  The letter explained that the Department required an LOC because CEHE’s composite 

score was below the Department’s minimum requirement.  The Department knew at the time it 

required CEHE to post the LOC that CEHE was a nonprofit corporation operating the Colleges 
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as nonprofit institutions because CEHE’s audited financial statements for 2013 and 2014 had 

been prepared in accordance with the standards for nonprofit institutions.   

69. From April through June 2015, CEHE made numerous urgent requests to meet 

with Department officials to discuss the LOC.  The Department repeatedly refused to meet.  It 

was only after CEHE’s numerous electronic mails and letters explaining why the Department’s 

demand for an LOC of over seventy million dollars was unwarranted that the Department 

ultimately agreed to lower its LOC demand to $42.9 million dollars on May 1, 2016.  

70. However, even with the lower LOC demand, CEHE advised the Department that 

it could not secure such a large LOC given the Colleges’ financial position and the current 

banking environment in the United States.  CEHE further informed the Department that the only 

reason CEHE failed to meet the composite score minimum was because of the debt and goodwill 

on CEHE’s balance sheet.  CEHE demonstrated to the Department that CEHE met all of the 

other financial responsibility requirements.  Finally, notwithstanding CEHE’s otherwise overall 

financial stability, CEHE informed the Department that its demand for an immediate $42.9 

million dollar LOC would cause the Colleges to be unable to pay on-going expenses and payroll 

and therefore force the Colleges to close.    

71. On May 11, 2015 CEHE sent a letter to the head of the Department’s Federal 

Student Aid (“FSA”) division requesting an immediate meeting to avoid the closure of the 

Colleges and the negative impact closure would have on students and employees.  The 

Department again refused to meet.  It was only after a Utah Congressional delegation intervened 

on behalf of CEHE that the Department agreed to meet.     
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72.  On May 16, 2015, the Department advised Eric Juhlin, CEHE’s Chief Executive 

Officer, that it would meet with him on May 20, 2015 to discuss its $42.9 million dollar LOC 

demand.  However, before the Department would meet with CEHE on May 20, 2015, it 

demanded an initial $14.3 million dollar LOC by May 18, 2015.  CEHE asked the Department to 

suspend any LOC demand until after the parties had the chance to meet on May 20, 2015.  The 

Department agreed to do so, but only on the condition that CEHE immediately suspend the 

Colleges’ participation in Title IV programs.  CEHE had no choice but to suspend the Colleges’ 

participation in Title IV programs because of its need to meet with the Department.   

73. Mr. Juhlin, CEHE’s legal counsel, and CEHE’s Chairman met with Robin Minor, 

head of the FSA division, and other Department officials on May 20, 2015.  During the meeting, 

Department officials refused to answer any questions from CEHE.  Initially, the Department 

officials said that their meeting participation would be limited to listening to what CEHE had to 

say and that they would not respond to any questions from CEHE.  Despite months of prior 

communications between the parties, the Department revealed for the first time during the 

meeting that its LOC demand was also predicated upon a pending federal False Claims Act qui 

tam action and a lawsuit by the Colorado Attorney General against CEHE.  As of the date of the 

meeting, each case was still in the pleading and discovery stage.  

74. During the meetings, CEHE presented a plan to restructure its debt and other 

balance sheet accounts designed to cause CEHE to meet the required composite score.  CEHE 

also sought assurances from the Department that, if it implemented the plan, the LOC demand 

would be withdrawn following CEHE’s submission of audited financial statements 

demonstrating a compliant composite score.  The Department refused to provide any such 
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assurance.  Instead, the Department stated it would take several months review any new audited 

financial statements and renewed its demand that CEHE immediately post an LOC for $42.9 

million dollars.   

75. Ultimately, the Department agreed to an alternative to its LOC demand.  The 

Department said CEHE could make three escrow deposits of $14.3 million dollars each, totaling 

$42.9 million dollars, by December 31, 2015, in lieu of a letter of credit.      

76. CEHE then implemented a restructuring plan, which included, in late 2015, a 

renegotiation and reduction of existing debt.  The reduction totaled $300,000,000.  Accordingly, 

CEHE’s audited financial statements for fiscal year 2015 were submitted to the Department in 

March 2016.  The audited financial statements demonstrated that CEHE met the Department’s 

required composite score of at least 1.5.  Despite CEHE’s satisfaction of the 1.5 composite score 

along with all of the other requirements of financial responsibility and its request that the escrow 

funds be released, to date, the Department has refused to release them.   

77. CEHE’s 2013, 2014, and 2015 annual audited financial statement reported the 

Colleges’ composite score using the calculation applicable to nonprofit institutions and each 

audited financial statement submitted to the Department conspicuously identified CEHE’s and 

the Colleges’ nonprofit status.  In fact, the Colleges’ composite score would have been higher if 

it had been prepared under the Department’s standards applicable to proprietary institutions.   

78. As noted above, the Department used the 2013 and 2014 audited financial 

statements as the basis for its demand for an LOC.  In making its LOC demand, the Department 

treated the seller notes as debt.  Had the Department treated the seller notes as equity equivalents, 
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CEHE’s composite score would not have been below the Department’s required threshold 

because there would have been far less debt and a significant increase in equity equivalents.   

79. In its August 11, 2016 Decision on Change of Ownership (“Decision”) 

demanding that the Colleges be considered proprietary institutions for Title IV purposes, the 

Department has chosen to treat the seller notes as equity equivalents as opposed to debt.  The 

Department now claims that the payments on the seller notes are distributions of net profits such 

as a dividend.  Exhibit 9.   

80. The Department has offered no statutory or regulatory basis for characterizing the 

seller notes as debt in its demand for an LOC in early 2015 and then treating the seller notes as 

equity equivalents in its August 2016 Decision.   

81. By September 2013, the Department had received all of the merger documents 

(including the seller notes) and related information necessary to make a determination of whether 

the seller notes were equity equivalents or debt.  The Department has never explained why it 

took almost three years for it to issue its Decision.  It also appears that the Department 

conveniently changed its characterization of the seller notes to meet its political purposes with 

respect to the demand for an LOC and its Decision denying nonprofit status under Title IV.  Such 

action is arbitrary and capricious.    

82. The Department knew at the time it required CEHE to post the escrow deposit 

that CEHE’s Colleges were owned and operated by a nonprofit corporation and that CEHE was 

operating the institutions as a nonprofit.  As noted above, CEHE had prepared and submitted 

annual audited financial statements to the Department under nonprofit institution auditing 

standards and the Department had accepted them.   
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83. Despite knowing and previously accepting that the Colleges had been operating as 

nonprofit institutions, the Department first notified CEHE that the Department wanted to 

consider the Colleges as proprietary institutions in a letter dated March 15, 2016.  See Exhibit 10 

(March 15, 2016 Department Initial Notice Letter).  The Department has never explained why it 

took thirty-nine (39) months after CEHE acquired the Colleges and one year after it imposed the 

LOC requirement on CEHE’s institutions to reach this conclusion.  

84. The Department’s March 15, 2016 letter included no reference to any statutory or 

regulatory support for an assertion that the Colleges must be proprietary institutions for Title IV 

purposes even though the change of ownership and control transferred to a nonprofit corporation 

and even though the changes necessitated the applications.  See 34 C.F.R. § 600.20(b)(2)(iii) 

(requiring an institution to reapply “to the Secretary for a determination that institution” meets 

the applicable requirements to “[r]eestablish eligibility . . . after the institution changes its status 

as proprietary, nonprofit, or public institution”) (emphasis added).   

85. Upon information and belief, the Department has arbitrarily targeted institutions 

submitting change in ownership applications in instances in which the new owner is a nonprofit 

corporation by treating those institutions as if they were proprietary institutions during the 

pendency of their applications.  This practice is improper and unjust because it is occurring 

without forewarning and is contrary to the Department’s historic practice.  It is being done solely 

to subject the institutions to more burdensome compliance requirements.   

86. For example, on August 29, 2015, the Department notified CEHE via email that 

the Colleges had failed to report information required by the gainful employment regulations 
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applicable to proprietary institutions.  See Exhibit 11 (August 29, 2015 Department Electronic 

Mail re: Gainful Employment). 

87. The Department’s gainful employment regulations became effective on July 1, 

2015, some two-and-one-half years after CEHE acquired the Colleges.  Regardless, these 

regulations are not applicable to CEHE because CEHE’s Colleges are nonprofit colleges 

exclusively offering degree-granting programs.   

88. In an email dated August 30, 2015, CEHE promptly notified the Department that 

CEHE had no programs to which gainful employment requirements applied because CEHE’s 

nonprofit colleges were exclusively offering degree-granting programs.   

89. The Department’s March 15, 2016 letter indicates that the Department had always 

considered the Colleges for-profit institutions.  Exhibit 10.  This letter reversed the 

Department’s previous notification that the Colleges were required to comply with only one 

regulation applicable to proprietary institutions (i.e., the 90/10 Rule) for the year immediately 

following the change in ownership.  Exhibit 7.  As such, the Department retroactively applied 

proprietary school regulations to CEHE.   

90. CEHE responded to the Department’s March 15, 2016 letter by letter dated April 

20, 2016.  See Exhibit 12 (April 20, 2016 CEHE Letter to Department).  The letter expressed 

CEHE’s concern about the Department’s contention that it considered the Colleges to be for-

profit institutions despite the fact the institutions had been operating as nonprofit institutions for 

over three years.  Since it was such a shocking and important matter to CEHE, it asked for an 

immediate meeting or a telephone conference with the Department to resolve the issues.       
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91. Upon information and belief, the Department is subjecting converted nonprofit 

institutions to for-profit requirements, without prior notice, while the institution’s change in 

ownership applications are pending before the Department.  Such actions indicate an intentional 

effort to close those formerly for-profit institutions.  As noted above, the Department’s recent 

efforts to impose its gainful employment rules on nonprofit institutions are particularly revealing 

in this regard.  For example, during the negotiated rulemaking sessions for gainful employment, 

the President’s Special Assistant for Education publically observed that the Administration 

“believe[s] [it] needs to cut [for-profits] out. . . of federal aid.”  Roberto J. Rodriguez, 

Conference on Student Loans-Opening Plenary Session (Oct. 24, 2013).  The assistant affirmed 

that this was “the whole premise behind [the] [gainful] employment regulation[s].”  Id.    

92. Upon information and belief, the Department intentionally delayed action on 

CEHE’s change of ownership applications pending resolution of litigation challenging the 

implementation of the gainful employment regulations.  See Assoc. of Private Sector Colleges & 

Universities v. Duncan, No. 15-5190, 2016 U.S. App. LEXIS 4381 (D.C. Cir. Mar. 8, 2016).   

F. The Department Acted Arbitrarily and Capriciously in Denying CEHE’s 

Application and its Request for Reconsideration 

93. On August 11, 2016, approximately forty-four months after CEHE submitted its 

change of ownership applications, the Department issued a press release along with a redacted 

version of the Decision denying CEHE’s Colleges nonprofit status for Title IV regulatory 

purposes.  See Exhibit 13 (August 11, 2016 Press Release Denying Request to Convert to 

Non-Profit Status (“Press Release”)). 
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94. The second sentence of the Press Release clarified how this affected CEHE going 

forward:  “The denial means that the colleges’ programs must continue to meet requirements 

under the federal Gainful Employment regulations.”     

95. CEHE first learned of the Department’s Decision through the Department’s Press 

Release.  Exhibit 9.    

96. The Decision claims that the Colleges failed to meet the definition of a nonprofit 

institution set forth in 34 C.F.R. § 600.2.   

97. The Department defines a “nonprofit institution” as an institution that is (i) 

“owned by one or more nonprofit corporations or associations, no part of the net earnings of 

which benefits any private shareholder or individual”; (ii) “legally authorized to operate as a 

nonprofit organization by each State in which it is physically located”; and (iii) “determined by 

the U.S. Internal Revenue Service to be an organization to which tax contributions are 

tax-deductible in accordance with section 503(c)(3) of the Internal Revenue Code.”  34 C.F.R. 

§ 600.2.   

98. Alternatively, in a different subsection, the Department defines a nonprofit 

institution simply as any entity that “[i]s determined by the U.S. Internal Revenue Service to be 

an organization to which contributions are tax-deductible in accordance with section 501(c)(3) of 

the Internal Revenue Code.”  34 C.F.R. § 600.2. 

99. Under the HEA, a proprietary institution is by definition not “a public or other 

nonprofit institution.”  20 U.S.C. § 1002 (b)(1)(C); 34 C.F.R. § 600.5(a)(1).   

100. The Decision asserts, “[a] state authorization and IRS determination do not 

themselves confer nonprofit status for Title IV purposes.”  The Department stated further that it 
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“must make an independent determination that the institution is ‘owned and operated by one or 

more nonprofit corporations or associations, no part of the net earnings of which benefits any 

private shareholders or individual.’”   

101. The Department denied CEHE’s application to participate in Title IV programs 

under its nonprofit status stating that it reached this conclusion based on this independent 

determination.  The Decision argues that the Colleges failed to meet the definition of nonprofit 

institutions because the merger transaction “was structured” to benefit the former owner and 

because the former owner “retained control” over the Colleges as a member of CEHE and as 

“Board Chairman of CEHE’s board.”       

102. The Department identified three particular findings supporting its Decision:  

a. The financing for the merger transaction “results in financial benefit which inures 

to [the former owner]” of the Colleges; 

b. The Colleges leased property owned by the former owner and “lease payments” 

“provide[d] additional economic benefit” to the former owner; and 

c. The former owner “retained control” of the Colleges in his role as member of 

CEHE and as “Board Chairman of CEHE’s Board.”  

See Exhibit 9.   

103. The Decision also informed CEHE that the Colleges would have to be operated as 

proprietary institutions for Title IV regulatory purposes if the Colleges wanted to continue 

participating in Title IV programs.  In other words, CEHE would have to “meet the. . . HEA 

reporting and program eligibility requirements applicable to for-profit institutions, including the 

90/10 eligibility requirements. . . and the gainful employment program requirements. . . .”     
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104. The Department’s Decision instructed CEHE to submit gainful employment 

certifications within three weeks notwithstanding the fact the Department was aware that the 

Colleges had already been operating as nonprofit institutions for almost four years.     

105. As noted in its Press Release, the Department intended its Decision to send a 

“clear message” to other schools thinking of “converting to non-profit status” – “Don’t waste 

your time.”    

106. The Department on August 11, 2016 issued the Decision.  It established a ten-day 

deadline for CEHE to submit any request for reconsideration CEHE intended to make.   

107. On August 12, 2016, CEHE asked the Department for an extension of the ten-day 

deadline to submit a request for reconsideration.  CEHE made the request due to the significance 

of the issues, the uncertainty caused by the Decision, and concern about the impact on the 

Colleges’ students and employees.  While it took the Department almost four years to evaluate 

and respond to CEHE’s applications for changes in ownership, CEHE only asked for a thirty-day 

extension.  See Exhibit 15 (August 12, 2016 Letter to Department Requesting Extension). 

108. The Department denied CEHE’s request for an extension on August 16, 2016, 

asserting that the 10-day period was sufficient to provide any additional factual information.  See 

Exhibit 16 (August 16, 2016 Denial of Request for Extension Re: Request for Reconsideration).   

109. CEHE met the deadline by filing a Request for Reconsideration on August 21, 

2016 with the Department (“Request for Reconsideration”).  See Exhibit 14.   

110. Since the Decision imposed an ultimatum that CEHE had to either sign 

Provisional Program Participation Agreements by August 31, 2016 to avoid losing the right to 

participate in Title IV programs, CEHE asked the Department to extend the deadline for 
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executing the Provisional Participation Agreements to September 30, 2016.  See Exhibit 17 

(August 16, 2016 Letter to Department Requesting New Deadline to Sign PPAs).  The request 

was also made to provide the Department with adequate time to carefully review and consider 

CEHE’s request for reconsideration.     

111. The Department denied CEHE’s request on August 17, 2016.  See Exhibit 18 

(August 17, 2016 Denial of Request for Extension of Time to Respond).  The denial also 

reiterated the Department’s contention that the Colleges’ gainful employment certifications were 

past due.  This assertion is further indicates the Department’s improper motives and/or bad faith.  

CEHE had previously told the Department that, solely to preserve the Colleges’ participation in 

Title IV programs, CEHE would submit the gainful employment certifications despite not being 

lawfully subject to them.  CEHE then asked the Department to make its E-Apps accessible so 

CEHE could update its information including submitting the gainful employment certifications.  

Because the database is not accessible to CEHE without the Department’s assistance, CEHE’s E-

Apps are technically still under review.  The Department never responded to CEHE’s requests 

seeking access to open the E-Apps.  In any event, CEHE could not update the E-App to provide 

the gainful employment certifications because the Department refused to act.   

112. Contrary to subsequent actions described below, the denial also promised that if a 

request for reconsideration was submitted, “the Department will review and consider that 

request.”  Exhibit 18.   

113. In what may be an unprecedented action by the Department, on August 22, 2016, 

less than 24 hours after CEHE submitted a 17-page Request for Reconsideration that included 

over 90 pages of exhibits, the Department denied CEHE’s Request for Reconsideration through a 
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press statement by its spokeswoman, Kelly Leon.  She stated that the Department was “standing 

firmly behind its decision to deny” CEHE’s applications seeking to the Colleges recognized as 

nonprofit institutions for purposes of Title IV programs.  The Department’s denial was also 

reported by media groups, such as Politico.  The press statement was made even though CEHE 

has not received any communication in response to its Request for Reconsideration from the 

office that issued the Decision.   

114. CEHE feels compelled by duress and the lack of a reasonable alternative to sign 

the PPAs proffered by the Department because of the catastrophic impact the Department’s 

denial of access to Title IV programs would have on the students and employees at the Colleges, 

the economic damage CEHE would suffer, and in order to mitigate any such damages.  CEHE 

intends to do so, under protest, by the deadline unilaterally imposed by the Department.  

Notwithstanding, CEHE is reserving all of its available legal rights and remedies.  By signing the 

PPAs because of the Department’s coercion, CEHE is not waiving any of its rights and expressly 

reserves all rights to pursue any remedies available to it so that the Colleges are properly 

recognized and granted status as nonprofit institutions having all rights to participate in Title IV 

programs, among any other remedies and damages.   

G. The Department’s Application Of Its Nonprofit Requirements Is Arbitrary And 

Capricious and Inconsistent with the Treatment of Similarly Situated Nonprofit 

Schools 

115. The Department’s three-part definition of a nonprofit institution in its regulations 

implements the definition of a nonprofit institution found in the HEA.  The HEA defines a 

nonprofit institution as “a school. . . or institution owned and operated by one or more nonprofit 
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corporations or associations, no part of the net earnings of which inures, or may lawfully inure, 

to the benefit of any private shareholder or individual.”  20 U.S.C. § 1003.  

116. The private inurement prohibition contained in the HEA’s definition of a 

nonprofit is essentially the same language included in the definition of a nonprofit under section 

501(c)(3) of the IRC, which includes, in relevant part, that “no part of the net earnings of [the 

nonprofit corporation] inures to the benefit of any private shareholder or individual.”    

117. Indeed, before the HEA was adopted in 1965, the IRS had developed an 

interpretation of private inurement under section 501(c)(3) of the IRC.  Congress intended this 

established meaning of the private inurement prohibition to control in the HEA. 

118. At the time of the enactment of the HEA, federal courts had interpreted the 

private inurement prohibition of 501(c)(3) to permit tax-exempt nonprofit corporations to borrow 

money from an insider to purchase assets at fair market value and to repay the debt with revenue 

from the tax-exempt operations (“Transactional Exemption”).   

119. Federal courts have clarified that the Transactional Exemption applies to any 

transaction negotiated at arm’s length with a person having no prior relationship with the exempt 

entity, regardless of the relative bargaining strength of the parties or the resultant control that the 

contract gives a party over the exempt entity.   

120. The IRS formally adopted this position in Treasury Regulation 53.4958-4.   

121. This regulation provides that the private inurement prohibition does not apply to 

fixed payments made pursuant to an initial contract, even if such payment would otherwise 

constitute an excess benefit transaction.  See Treasury Regulation 53.4958-4(a)(3)(i) and (vii).   
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122. An initial contract is a binding written contract between an organization and an 

individual who was not an insider immediately prior to entering into the contract.  See Treasury 

Regulation 53.4958-4(a)(3)(iii).   

123. A fixed payment means an amount of cash or other property specified in an initial 

contract or determined by a fixed formula specified in the contract that is paid or transferred in 

exchange for the provision of specified services or property.  See Treasury Regulation 

53.4958-4(a)(3)(ii)(A).   

124. A fixed formula may incorporate an amount that depends on future specified 

events or contingencies (e.g., revenues generated by activities of the organization) provided that 

no person exercise discretion when calculating the payment amount or in determining whether 

payment is made.  These regulations permit the use of a cash-flow-based formula to determine 

the amount and timing of payments.   

125. Prior to its Decision requiring that CEHE’s Colleges be considered proprietary 

institutions, the Department had consistently interpreted 34 C.F.R. § 600.2 in accordance with 

the IRS’ interpretation of private inurement when ruling on change of ownership applications 

following an institution’s change to nonprofit status.  

126. Upon information and belief, the Department has approved numerous change of 

ownership applications from formerly proprietary institutions seeking to participate in Title IV 

programs as nonprofit institutions following transactions in which the nonprofit buyer made 

cash-flow-based payments to the for-profit seller.   

127. Indeed, on November 23, 2011, the Department approved the change in 

ownership application of Remington Colleges, Inc., a nonprofit corporation classified as a public 
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charity under section 170(b)(1)(A)(ii) of the IRC (“Remington”), to participate in Title IV 

programs as a nonprofit institution following its acquisition of schools previously owned by 

Education America, Inc., a for-profit corporation.   

128. The Remington transaction was substantially similar to the CEHE transaction.  

Like the CEHE transaction, the Remington transaction was structured as an asset purchase in 

which the seller received payment in the form of promissory notes.  The terms of the Remington 

note provided for payments based on Remington’s future cash flow formula similar to the 

formula used to finance the CEHE transaction.  Remington leased numerous buildings directly 

from the former owner or entities the former owner controlled.  Remington’s Board of Directors 

included the primary shareholder of the former owner of the educational institutions.   

129. Moreover, like the CEHE transaction, the terms of the Remington transaction 

were submitted to the IRS as a part of Remington’s application for designation as a tax exempt 

public charity under section 501(c)(3) of the IRC.  The IRS issued a determination letter granting 

Remington tax-exempt status and classified Remington as a public charity.  The IRS would not 

have issued the determination letter if the Remington’s conversion transaction financing and 

lease contracts constituted a private benefit to the former owner.   

130. The Department was aware of the terms of the Remington transaction when it 

approved Remington’s change in ownership application.   

131. In January 2012, the Department similarly approved the application of schools 

previously owned by Keiser School, Inc., a for-profit corporation, and acquired by Everglades 

Colleges, Inc., a nonprofit corporation classified as a public charity under section 

170(b)(1)(A)(ii) of the IRC (“Everglades”). 
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132. The Everglades transaction was structured as an asset purchase and donation with 

the seller receiving promissory notes as the form of payment.   

133. Similar to the CEHE transaction, the terms of the Everglades note provide for 

payments based on Everglades’ surplus earnings.  The primary shareholder of the former owner 

in that transaction was the president of the nonprofit schools and a member of the board of 

trustees when the nonprofit submitted its change-in-control application.  Moreover, like the 

CEHE transaction, Everglades’ nonprofit schools leased property from entities owned in part by 

the former owner’s primary shareholder. 

134. More recently, in 2015, the Department approved the change-in-control 

application of previously for-profit schools acquired by UMA Education, Inc., a nonprofit 

corporation classified as a public charity under Section 170(b)(1)(A)(ii) of the IRC (“UMA”).  

UMA consummated the conversion transaction in March of 2015.   

135. Like the CEHE transaction, the UMA transaction was structured so that the seller 

received promissory notes as the form of payment.  The terms of the notes provide for payments 

of a fixed amount but delays payment until UMA’s net current assets exceed certain specified 

thresholds based upon its cash flow.  Like the cash flow notes CEHE issued, UMA is obligated 

to make note payments to the seller depending upon its cash flow.  Furthermore, the executive 

officers of the seller in the UMA transaction became executive officers of UMA following the 

transaction.   

136. Both before and after the CEHE transaction, the Department has applied the IRS 

private inurement principles and approved change of ownership applications and participation 

for nonprofit institutions using cash-flow formula based notes.   
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137. Congress has been fully aware of the Department’s approval of these transactions 

and has taken no action to amend the HEA to require an interpretation of the private inurement 

principle inconsistent with the well-established IRS interpretation.   

138. The Senate Committee on Health, Education, Labor and Pensions’ report (“HELP 

report”) on for-profit education has a section devoted to nonprofit conversion transaction.  It 

specifically mentions the Everglades and Remington transactions.  The HELP report notes that 

the transactions were accomplished using contingent note payments and that the sellers remained 

involved after the transactions and nonprofit conversions.  Notwithstanding this report, Congress 

took no action to amend the HEA to reverse these longstanding interpretations of 20 U.S.C. § 

1003 in order to preclude transactions involving promissory note payments based upon a 

nonprofit’s cash flow.  

139. Although the HEA has been amended on numerous occasions, the definition of a 

nonprofit institution (20 U.S.C. § 1003) has remained unchanged since the initial Higher 

Education Act of 1965.   

140. Moreover, the Department continued after the issuance of the HELP report to 

apply its private benefit prohibition consistent with the longstanding IRS interpretation when 

approving applications following for-profit to nonprofit conversion transactions.  

141. In requiring CEHE’s Colleges to be proprietary for Title IV purposes, the 

Department reversed its long-standing position and abandoned its prior practice of applying 34 

C.F.R. § 600.2 consistent with the IRS private inurement principles.  Moreover, this 

determination came years after CEHE submitted the applications.   
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142. The Department’s profit distribution theory reflected in the Decision ignores how 

the seller promissory notes are treated under GAAP.  The debt is classified as long-term debt.  

Long-term debt is a liability on a nonprofit’s statement of financial position (a nonprofit’s 

balance sheet equivalent).  The payments due on the debt are classified as expenses on a 

nonprofit’s statement of activities (a nonprofit’s income statement equivalent).  Under GAAP’s 

nonprofit accounting standards, nonprofits do not have net earnings but have a net change in 

assets.  The net change in assets is determined after accounting for the seller note payments in 

the same manner as all other indebtedness of a nonprofit.  The audited financial statement 

submitted to the Department reflects the “above the net change in assets line” treatment of the 

payment of interest and principal and related accruals relating to the seller note.  

143. The determination of the payment amount owed on the seller promissory notes in 

the CEHE transaction being tied to cash flow does not convert the obligation to one to be paid 

from net earnings under any definition of net earnings or net change in assets under GAAP 

standards or otherwise.  The Department’s conclusion that the payment amount determination 

formula contained in the promissory notes in the CEHE transaction is the same as a distribution 

of net change in assets or profits is incorrect and ignores applicable accounting principles. 

144.  The term “net earnings” is not ambiguous.  It has had the well-established and 

commonly understood meaning contained in GAAP for decades.  Congress intended for net 

earnings to have that meaning when it adopted the HEA.  The Department’s interpretation of net 

earnings as reflected in its Decision directly contravenes precedent and Congressional intent.   
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COUNT I 

(Declaratory Judgment Action)  

145. Plaintiff incorporates the preceding paragraphs as if they were fully set forth 

herein.  

146. The Colleges are nonprofit institutions as defined in the Department’s regulations. 

147. Both the HEA and the Department’s regulations define nonprofit institutions and 

proprietary institutions in a mutually exclusive manner. 

148. As a matter of law, the Colleges became nonprofit institutions of higher education 

on the date of the merger. 

149. Because the Colleges meet the Department’s definition of a nonprofit institution 

of higher education, the Department acted arbitrarily and capriciously in concluding that the 

Colleges are proprietary institutions of higher education, which is a decision contrary to the HEA 

and the Department’s regulations. 

150. An actual and justiciable controversy has arisen between the parties regarding the 

Department’s regulations concerning the definition of a nonprofit institution and the Department 

erred in concluding that the Colleges are proprietary institutions of higher education. 

151. There is no adequate remedy by which these controversies may be resolved other 

than the relief requested herein. 

152. Plaintiff is therefore entitled, pursuant to Rule 57 of the Federal Rules of Civil 

Procedure, to a declaratory judgment order from this Court declaring that the Colleges are 

nonprofit institutions for purposes of Title IV programs and entitled to be regulated as nonprofit 

institutions commencing on the date of the change in ownership. 
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COUNT II 

(Administrative Procedure Act) 

153. Plaintiff incorporates the preceding paragraphs as if they were fully set forth 

herein. 

154. The Department’s Decision denying CEHE’s change in ownership applications to 

participate in Title IV programs as a nonprofit institution is arbitrary and capricious, and Plaintiff 

is therefore entitled to have the decision vacated and set aside pursuant to 5 U.S.C. § 706.  

155. The Department’s Decision disregards clear Congressional intent expressed in the 

HEA to the extent it interprets 34 C.F.R. § 600.2’s “private benefit” principle to disqualify a 

section 501(c)(3) nonprofit corporation from being a nonprofit institution of higher education 

under the HEA because it has purchase money indebtedness with payment amounts based upon a 

cash-flow formula.   

156. Moreover, the Department’s decision is arbitrary and capricious because the 

Decision reverses the Department’s prior interpretation of 34 C.F.R. § 600.2 without providing a 

reasoned explanation for this change. 

157. The Department failed to engage in reasoned decision-making and arbitrarily and 

capriciously treated CEHE differently than similarly situated institutions whose applications the 

Department approved.    

158. The facts alleged above and the numerous political activities by the Department 

described in Exhibit 14 highlight the Department’s extremely improper series of actions during 

the extraordinarily long time it was considering CEHE’s change of ownership applications.  The 

actions by the Department evidence a politicization of the change in ownership process intended 

to achieve a political agenda and in contravention of its duty to act impartially, fairly, and within 
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the confines of recognized law and precedent.  The Department’s Decision refusing to recognize 

CEHE as a nonprofit educational institution denies CEHE the associated rights and protections to 

which it is entitled as a matter of law and it is arbitrary, capricious, and violates the APA.      

159. The actions by the Department are part of its concerted effort to deny CEHE and 

its Colleges regulatory status permitted by the HEA and likewise deny them the ability to survive 

and operate as nonprofit educational institutions for the public good. 

160. Plaintiff is, therefore, entitled to an order and judgment from this Court declaring 

that the Department’s August 11, 2016 letter Decision is not in accordance with law and is 

arbitrary and capricious within the meaning of 5 U.S.C. § 706, and ordering the Department to 

hold that the Colleges are nonprofit educational institutions for all purposes.  

COUNT III 

(Equitable Estoppel) 

161. Plaintiff incorporates the preceding paragraphs as if they were fully set forth 

herein.  

162. Upon the completion of the merger, the Department affirmatively informed 

CEHE that it would be required to comply with the 90/10 requirement imposed on for-profit 

institutions only during the 2013 fiscal year. 

163. The Department did not require CEHE or the Colleges to comply with any other 

HEA regulations generally applicable only to proprietary institutions at any time prior to March 

15, 2016. 

164. Moreover, following the merger, the Department-run College Scorecard, College 

Navigator, and Integrated Postsecondary Education Data System websites conspicuously 

identified CEHE as a nonprofit institution for Title IV purposes.   
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165. CEHE reasonably relied upon the Department’s pre-acquisition review response 

not identifying any special conditions other than its imposition of a single proprietary 

requirement (i.e., compliance with 90/10 during the 2013 fiscal year) when proceeding to close 

the transaction. 

166. CEHE complied with the 90/10 rule for the 2013 fiscal year.  Since the merger, 

CEHE operated the Colleges in compliance with the Department’s nonprofit regulations.   

167. This includes, among other compliance requirements, CEHE’s preparation of 

financial statements and audits in fiscal years 2013, 2014, and 2015, which were prepared in 

accordance with the Department’s standards for nonprofit institutions. 

168. The Department accepted each of CEHE’s annual financial audits.  Each financial 

audit conspicuously identified CEHE’s nonprofit status and the Colleges as nonprofit 

institutions.  

169. CEHE’s 2013 annual financial audit reported its composite score using the 

nonprofit ratios.   

170. CEHE’s composite score would have been higher if prepared under the 

Department’s standards for proprietary institutions.  Similarly, the score would have been higher 

if the seller notes had been classified in a manner consistent with the Department’s position in its 

Decision that the seller note payments are distributions of net earnings and not indebtedness. 

171. The Department specifically reviewed CEHE’s 2013 annual financial audit and 

imposed significant additional financial requirements on CEHE based on its composite score as 

determined under the applicable nonprofit ratios.   
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172. On January 26, 2015, the Department cited CEHE’s composite score in 

demanding that CEHE post an LOC for $71,600,000 if it wanted to continue participating in 

Title IV programs.   

173. The Department knew at the time it made the demand that CEHE considered itself 

a nonprofit institution and that it operated in accordance with the related nonprofit requirements.  

By that date, the Department had already received CEHE’s 2013 fiscal year financial audit, 

which was prepared under the Department’s nonprofit standards. 

174. The Department’s position that the seller notes are a form of equity providing for 

distributions of net earnings or profits as opposed to classifying them as indebtedness is contrary 

to its interpretations of CEHE’s audited financial statements.  For example, the Department 

relied on those audited financial statements to impose a $42,996,000 escrow deposit requirement.  

175. The Department first notified CEHE on March 15, 2016 that it still considered 

CEHE a proprietary institution for Title IV program purposes.  It was not until August 11, 2016, 

that the Department denied CEHE’s application to participate in Title IV programs as a nonprofit 

institution of higher education. 

176. The Department’s affirmative acts at all times prior to March 15, 2016 were 

consistent with its recognition that the Colleges had nonprofit status and that they would be 

regulated as nonprofit institutions under the HEA.   

177. CEHE relied upon the Department’s regulations in operating the Colleges as 

nonprofits while the Department considered its applications for almost four years.  By operating 

the Colleges consistent with the Department’s regulations applicable to nonprofits, CEHE 

reasonably relied on the Department’s communications and actions to conclude that it was not 
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considered for-profit institutions and subject to such related regulations.  As a result of the 

arbitrary and capricious Decision, the Colleges’ continued eligibility to participate in the Title IV 

programs is in immediate jeopardy.  The Colleges will suffer irreparable and significant damage 

if the Colleges are required to comply with the Department’s for-profit regulations. 

178. Plaintiff is, therefore, entitled to an order and judgment from this Court estopping 

the Department from denying CEHE’s nonprofit status and classifying CEHE as a proprietary 

institution for purposes of the HEA and Title IV programs.   

COUNT IV  

 (Judicial Estoppel) 

179. Plaintiff incorporates the preceding paragraphs as if they were fully set forth 

herein.   

180. On May 2, 2014, the United States intervened in a False Claims Act qui tam 

action against Stevens-Henager College and CEHE (as the owner of or the successor in interest 

to Stevens-Henager College), alleging that Stevens-Henager College knowingly made false 

certifications regarding its compliance with the requirements of Title IV of the HEA in its 2007 

and 2010 PPAs.   

181. In its complaint in intervention, the Government alleged that CEHE is an Indiana 

nonprofit corporation and that CEHE became the owner of the Colleges on December 31, 2012.   

182. In doing so, the Government correctly acknowledged that CEHE owns and 

operates the Colleges as nonprofit institutions.   

183. On March 30, 2016, prior to the filing of an answer, the District Court for the 

District of Utah entered an order ruling on a motion to dismiss the complaint in intervention in 

which the Court adopted the Government’s allegation that the Colleges merged into an Indiana 
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nonprofit corporation, CEHE, on December 31, 2012, and that CEHE operates the schools as a 

result of the merger.  See ECF Doc. 245, United States District Court of Utah, Central Division. 

184. Plaintiff is, therefore, entitled to an order from this Court estopping the 

Department from asserting that the Colleges’ former owner “retains control” over the Colleges, 

an assertion that is contrary to the position taken by the United States in earlier litigation 

instigated against CEHE.   

PRAYER FOR RELIEF 

WHEREFORE, Plaintiff demands judgment as follows: 

1. Under the First Cause of Action, an order and judgment declaring that the 

Colleges are nonprofit institutions for purpose of Title IV programs and therefore entitled to be 

regulated as nonprofit institutions commencing with the date of the change in ownership;  

2. Under the Second Cause of Action, an order and judgment declaring that the 

Department’s August 11, 2016 letter Decision is not in accordance with law and is arbitrary and 

capricious within the meaning of 5 U.S.C. § 706, and ordering the Department to hold that the 

Colleges are nonprofit educational institutions for all purposes;   

3. Under the Third Cause of Action, an order and judgment estopping the 

Department from denying CEHE’s nonprofit status and classifying CEHE as a proprietary 

institution for purposes of the HEA and Title IV programs; 

4. Under the Fourth Cause of Action, an order and judgment from this Court 

estopping the Department from asserting that the Colleges’ former owner “retains control” over 

the Colleges, an assertion that is contrary to the position taken by the United States in earlier 

litigation instigated against CEHE; 

5. Attorneys’ fees and costs; and 

6. Any other relief that the Court deems just and equitable.  
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JURY DEMAND 

 Pursuant to Rule 38, Federal Rules of Civil Procedure, Plaintiff hereby demands a trial by 

jury of all issues so triable. 

Dated this August 30, 2016:    

Respectfully submitted, 

       

SNELL & WILMER L.L.P. 

 

 

/s/Amber M. Mettler    

Alan L. Sullivan 

Amber M. Mettler 

Attorneys for Plaintiff 

 

 

 /s/ Steven M. Gombos          

RITZERT & LEYTON, P.C. 

11350 Random Hills Road, Suite 400 

Fairfax, Virginia 22030 

Telephone:  (703) 934-2660 

Facsimile:  (703) 934-9840 

Lead Attorney for Plaintiff  

 

 

Address for Plaintiff: 

 

Center for Excellence in Higher Education 

c/o Snell & Wilmer L.L.P 

15 West South Temple, Suite 1200 

Gateway Tower West 

Salt Lake City, Utah  84101 
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EXHIBIT LIST TO CEHE COMPLAINT 

 

1. September 4, 2007 IRS 501(c)(3) Determination Letter; 

 

2. Affidavit of John S. Mercer; 

 

3. February 27, 2013 Post-Merger Request Letter to IRS (without referenced exhibits); 

 

4. July 25, 2014 IRS Letter Updating Charity Status; 

 

5. October 2, 2012 Pre-Acquisition Review Request Letter; 

 

6. November 2, 2012 Response to Pre-Acquisition Review Request Letter; 

 

7. December 20, 2012 Pre-Acquisition Review Letter from Department; 

 

8. January 26, 2015 Department Letter Demanding 50% Letter of Credit; 

 

9. August 11, 2016 Department Decision on Change of Ownership (Redacted); 

 

10. March 15, 2016 Department Initial Notice Letter; 

 

11. August 29, 2015 Department Electronic Mail re: Gainful Employment;  

 

12. April 20, 2016 Letter to Department;  

 

13. August 11, 2016 Press Release Denying Request to Convert to Non-Profit Status; 

 

14. August 21, 2016 Request for Reconsideration; 

 

15. August 12, 2016 Letter to Department Requesting Extension; 

 

16. August 16, 2016 Denial of Request for Extension Re: Request for Reconsideration; 

17. August 16, 2016 Letter to Department Requesting New Deadline to Sign PPAs; and 

18. August 17, 2016 Denial of Request for Extension of Time to Respond. 
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INTERNAL REVENUE SERVICE DEPARTMENT OF THE TREASURY 
P. O. BOX 2508 
CINCINNATI, OH 45201 

Employer Identification Number:SEP 0420011
Date: 20-8091013 

DLN: 
17053074017007 

CENTER FOR EXCELLENCE IN HIGHER Contact Person: 
EDUCATION INC DONNA ELLIOT-MOORE ID# 50304 

C/O FREDERIC J FRANSEN Contact Telephone Number: 
3815 RIVER CROSSING PKY STE 100 (877) 829-5500 
INDIANAPOLIS, IN 46240 

Accounting Period Ending: 
DECEMBER 31 

Public Charity Status: 
170 (b) (1) (A) (vi) 

Form 990 Required: 
YES 

Effective Date of Exemption: 
DECEMBER 22, 2006 

Contribution Deductibility: 
YES 

Advance Ruling Ending Date: 
DECEMBER 31, 2010 

Dear Applicant: 

We are pleased to inform you that upon review of your application for tax 
exempt status we have determined that you are exempt from Federal income tax 
under section 501(c) (3) of the Internal Revenue Code. Contributions to you are 
deductible under section 170 of the Code. You are also qualified to receive 
tax deductible bequests, devises, transfers or gifts under section 2055, 2106 
or 2522 of the Code. Because this letter could help resolve any questions 
regarding your exempt status, you should keep it in your permanent records. 

Organizations exempt under section 501(c) (3) of the Code are further classified 
as either public charities or private foundations. During your advance ruling 
period, you will be treated as a public charity. Your advance ruling period 
begins with the effective date of your exemption and ends with advance ruling 
ending date shown in the heading of the letter. 

Shortly before the end of your advance ruling period, we will send you Form 
8734, Support Schedule for Advance Ruling Period. You will have 90 days after 
the end of your advance ruling period to return the completed form. We will 
then notify you, in writing, about your public charity status. 

Please see enclosed Information for Exempt Organizations Under Section 
501(c) (3) for some helpful information about your responsibilities as an exempt 
organization. 

Letter 1045 (DO/CG) 

Exhibit 1 - 001
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CENTER FOR EXCELLENCE IN HIGHER 

We have sent a copy of this letter to your representative as indicated in your 
power of attorney. 

Sincerely, 

Robert Choi 
Director, Exempt Organizations 
Rulings and Agreements 

Enclosures:	 Information for Organizations Exempt Under Section 501(c) (3) 
Statute Extension 

Letter 1045 (DO/CG) 

Exhibit 1 - 002
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October 2, 2012 
 
 
 
 
STRICTLY CONFIDENTIAL 
VIA E-MAIL AND FEDERAL EXPRESS 
 
Ms. Kerry L. O’Brien 
Compliance Manager 
School Participation Team - Denver 
U.S. Department of Education 
1244 Speer Boulevard, Suite 201 
Denver, CO 80204-3518 
 

Re:  Stevens-Henager College, Inc. – OPE ID 003674 
d/b/a Stevens-Henager College (main campus: Ogden, UT; branch campuses: Boise, ID, 
Logan, UT, Provo, UT, Salt Lake City, UT, St. George, UT); and Independence 
University (Salt Lake City, UT; satellite campuses: Nampa, ID, Layton, UT, Lehi, UT) 

 CollegeAmerica Denver, Inc. – OPE ID 025943 
d/b/a CollegeAmerica (main campus: Denver, CO; branch campuses: Colorado Springs, 
CO, Fort Collins, CO, Cheyenne, WY; satellite campus: South Colorado Springs, CO) 

 CollegeAmerica Arizona, Inc. – OPE ID 031203 
d/b/a CollegeAmerica (main campus: Flagstaff, AZ; branch campuses: Idaho Falls, ID, 
Phoenix, AZ) 

 California College San Diego, Inc. – OPE ID 021108 
d/b/a California College San Diego (main campus: San Diego, CA; branch campus: San 
Marcos, CA; satellite campus: National City, CA)  

   
Dear Ms. O’Brien: 
 

We are writing to seek feedback from the U.S. Department of Education concerning 
planned changes to the corporate ownership of the Title IV-participating institutions listed 
above (collectively, “CollegeAmerica”) as a result of their planned merger into a non-profit 
corporation which has been recognized by the Internal Revenue Service as exempt from 
federal income taxation.  After completion of the merger, the non-profit corporation will be 
the sole owner of the Title IV-participating institutions.  Please note that while the majority of 
physical campuses are within Region VIII, two of the four main campuses are in Region IX.  
Accordingly, a copy of this letter is being sent to the Region IX case team. 

 

STANLEY A. FREEMAN
Stan.Freeman@ppsv.com 
202.872.6757 
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CollegeAmerica operates multiple campuses in several states, with main campuses in 
Colorado, Arizona, California, and Utah.  The CollegeAmerica schools are in good standing 
with their regulatory oversight agencies. Consistent with the colleges’ longstanding practice 
of careful cooperation with the Department on institutional certification and compliance 
matters, we have been asked to inform the Department of these plans and to inquire whether 
the planned conversion of the Title IV-participating institutions to not-for-profit status may 
impact CollegeAmerica’s ongoing certification to participate in the federal student aid 
programs.  The planned changes are described below, and the specific questions that we 
would like to discuss with you follow. 

 
Description of Contemplated Changes 
 

The four corporations listed at the beginning of this letter are under the common 
ownership of the Carl Barney Living Trust, the sole shareholder of each corporation.1  The 
conversion of the schools to non-profit status will be accomplished by means of a merger of 
the existing for-profit corporations that own the Title IV-participating institutions into Center 
for Excellence in Higher Education, Inc. (“CEHE”), an Indiana public benefit corporation that 
has been recognized by the Internal Revenue Service as exempt from federal income taxation 
pursuant to section 501(c)(3) of the Internal Revenue Code.  CollegeAmerica recognizes that 
the conversion process will trigger a change in ownership resulting in a change in control 
under the governing regulations.  CollegeAmerica will of course comply with the change in 
ownership application requirements and is preparing to file pre-acquisition review 
applications for each of the four separate institutions to facilitate that application and approval 
process. 
 

It is anticipated that the funding required to consummate the transaction will be 
obtained in part through outside financing and in part through a loan that Mr. Barney or his 
Trust will make to the new non-profit owner, CEHE.  The planned transaction will have no 
adverse impact on the academic programs, faculty, management, or administrative capability 
of CollegeAmerica.  After completion of the transaction, the existing executive team will 
remain in place.  Furthermore, the existing management systems, leases, facilities, 
infrastructure, information technology systems, curricula and other operational resources will 
continue in place.   

 

                                                 
1 The Carl Barney Living Trust (the “Trust”) is a revocable trust.  Carl Barney is both the Trustor and the sole 
Trustee of the Trust.  As Trustor, Mr. Barney has the express authority to revoke the Trust.  As sole Trustee, Mr. 
Barney votes all of the shares of the companies owned by the Trust.  Please note that one of the four companies 
listed at the top of this letter, California College San Diego, Inc., is a wholly owned subsidiary of California 
College, Inc. California College, Inc., is solely owned by the Carl Barney Living Trust. 
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The debt that CEHE will incur to finance the acquisition of CollegeAmerica via 
merger will impact its composite score in the first few years.  Based upon the most recent 
audited financial statements, each of the four listed CollegeAmerica entities had composite 
scores well in excess of the 1.5 standard.  It is anticipated that, for at least the initial years 
after the merger is consummated, the composite score for CEHE may be below 1.0 due to the 
debt that will finance the merger.  Similarly, the audited same day balance sheet to be 
submitted in connection with the change in ownership and the balance sheets for the initial 
years after the sale may not meet the acid test ratio used to compute financial responsibility 
under 34 C.F.R. 668.15(b)(8).  

 
Change in Ownership/Control Considerations and Questions 
 

In view of the significant stake that CollegeAmerica, its students, and the Department 
each have in ensuring that the transition from for-profit to non-profit status proceeds smoothly 
without adverse impact on the institutions or their students, we respectfully request a meeting 
to discuss the following questions with the Department: 
 

1) As noted above, it is expected that the composite score for the new owner of 
CollegeAmerica, CEHE, will not meet 1.0 in the first few years.  It is also possible 
that the audited balance sheet for CEHE as of the effective date of the merger of the 
CollegeAmerica companies into the new non-profit corporate owner may fall short of 
the criteria applicable as part of the change in ownership approval process.  Assuming 
that one or both of these circumstances arise, will the Department permit 
CollegeAmerica to continue to participate in the Title IV programs, both (1) during the 
year 2013; and (ii) in subsequent fiscal years, by posting a 10 percent letter of credit, 
coupled with the other terms specified in the provisional certification alternative set 
forth at 34 C.F.R. §668.175(f)?  

2) CEHE, the acquiring entity, was incorporated in 2006 and possesses two years of 
audited financial statements.  Copies are attached for your convenience and will be 
included with the pre-acquisition review applications that will be filed in connection 
with the planned transaction.  Therefore, CollegeAmerica and CEHE anticipate that no 
growth restrictions would be imposed in connection with the change in ownership 
approval.  Is that anticipation correct? 

3) Will the acquisition via merger of the four for-profit corporations which own 
CollegeAmerica by CEHE prompt the Department to impose any special or unusual 
terms and conditions upon CEHE or CollegeAmerica in conjunction with its 
processing of the CollegeAmerica change in ownership application? 

 
We respectfully request an opportunity to meet with your team to discuss these 

questions, the planned conversion to non-profit status, the accompanying change in ownership 
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approval process, or any additional questions you may have.  We would appreciate scheduling 
this meeting as soon as possible since the goal is to consummate these changes before the end 
of this year.  Thank you very much. 

 
Please do not hesitate to contact me with any questions. 

 
Sincerely, 

 
Stanley A. Freeman 

 
SAF/ed 
Enclosure 
 
cc: Ms. Martina Fernandez-Rosario 

Area Case Director 
School Participation Team – San Francisco 
U.S. Department of Education 
50 Beale Street, Room 9700 
San Francisco, CA 94105 
(via e-mail and Federal Express) 

 
 

 

Exhibit 5 - 004

Case 2:16-cv-00911-PMW   Document 2-1   Filed 08/30/16   Page 70 of 117



 

 

sikich.com 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

A 
 
 
 
 

 
 
 
 

Center for Excellence in Higher 
Education, Inc. 
 
Financial Statements 
December 31, 2011 and 2010 

 

Exhibit 5 - 005

Case 2:16-cv-00911-PMW   Document 2-1   Filed 08/30/16   Page 71 of 117



 

 

 
 

 
 
 
 
 

TABLE OF CONTENTS 
 
 
 
INDEPENDENT AUDITORS' REPORT ........................................................................................ 1 
 
FINANCIAL STATEMENTS: 
 
 STATEMENTS OF FINANCIAL POSITION ...................................................................... 2 
 
 STATEMENTS OF ACTIVITIES AND CHANGES IN NET ASSETS ............................. 3-4 
 
 STATEMENTS OF CASH FLOWS ................................................................................... 5 
  
 NOTES TO FINANCIAL STATEMENTS ........................................................................ 6-9 
 
INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 
BASED ON AUDIT OF FINANCIAL STATEMENTS PERFORMED 
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS .................................. 10-11 
 

 
 
 
 
 
 

 

Exhibit 5 - 006

Case 2:16-cv-00911-PMW   Document 2-1   Filed 08/30/16   Page 72 of 117



 
Certified Public Accountants & Advisors 

 
Members of American Institute of 

Certified Public Accountants 
 

 8555 North River Road, Suite 300 • Indianapolis, IN 46240 

3 1 7 - 8 4 2 - 4 4 6 6  •  [ F A X ]  3 1 7 - 5 7 7 - 7 7 2 4  •  w w w . s i k i c h . c o m  

S i k i c h  L L P   

 
 

INDEPENDENT AUDITORS' REPORT 
 
 
To the Board of Directors of 
Center for Excellence in Higher Education, Inc.: 
 
We have audited the accompanying statements of financial position of Center for Excellence in 
Higher Education, Inc. (“CEHE”), (a non-profit organization) as of December 31, 2011 and 2010 
and the related statements of activities and changes in net assets and cash flows for the years 
then ended. These financial statements are the responsibility of CEHE's management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 
 
We conducted our audits in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. Those 
standards require that we plan and perform the audits to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements.  
An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. We believe 
that our audits provide a reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of Center for Excellence in Higher Education, Inc. as of December 31, 
2011 and 2010 and the results of its changes in net assets and its cash flows for the years then 
ended in conformity with accounting principles generally accepted in the United States of 
America.  
 
In accordance with Government Auditing Standards, we have also issued our report dated 
September 12, 2012 on our consideration of Center for Excellence in Higher Education, Inc.’s 
internal control over financial reporting and our tests of its compliance with certain provisions of 
laws, regulations, contracts and grant agreements and other matters. The purpose of that report 
is to describe the scope of our testing of internal control over financial reporting and compliance 
and the results of that testing, and not to provide an opinion on the internal control over financial 
reporting or on compliance. That report is an integral part of an audit performed in accordance 
with Government Auditing Standards and should be considered in accessing the results of our 
audits. 
 
 
 
 
Sikich LLP  
 
Indianapolis, Indiana 
September 12, 2012 
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CENTER FOR EXCELLENCE IN HIGHER EDUCATION, INC. 
STATEMENTS OF FINANCIAL POSITION 

DECEMBER 31, 2011 AND 2010 
 
 

2011 2010

CURRENT ASSETS:
Cash and cash equivalents 18,989$          30,390$          
Accounts receivable -                      388                 
Current portion of pledges receivable 108,000          -                      

Total Current Assets 126,989          30,778            

OTHER ASSETS:
Net pledge receivable, net of current portion 412,335          -                      

539,324$        30,778$          

ASSETS

 

2011 2010

CURRENT LIABILITIES:
Accounts payable -$                    3,909$            

Total Current Liabilities -                      3,909              

NET ASSETS:
Unrestricted 17,963            9,388              
Temporairly restricted 521,361        17,481           

Total Net Assets 539,324          26,869            

539,324$        30,778$          

LIABILITIES AND NET ASSETS

 

Exhibit 5 - 008

Case 2:16-cv-00911-PMW   Document 2-1   Filed 08/30/16   Page 74 of 117



 

See accompanying notes to the financial statements. 
3 

CENTER FOR EXCELLENCE IN HIGHER EDUCATION, INC. 
STATEMENTS OF ACTIVITIES AND CHANGES IN NET ASSETS 

YEAR ENDED DECEMBER 31, 2011  
 
 

Temporarily
Unrestricted Restricted Total

REVENUES AND SUPPORT:
Grant revenue 10,000$        407,000$    417,000$      
Contributions 25,744          549,074      574,818        
In-kind contribution 68,190          -                 68,190          
Miscellaneous revenue 377               -                 377               
Net assets released from restrictions 452,194        (452,194)    -                   

Total Revenues and Support 556,505        503,880      1,060,385     

EXPENSES:
Program services 454,860        -                 454,860        
General and administrative 91,700          -                 91,700          
Fundraising 1,370            -                 1,370            

Total Expenses 547,930        -                 547,930        

CHANGE IN NET ASSETS 8,575            503,880      512,455        

NET ASSETS, beginning of year 9,388            17,481        26,869          

NET ASSETS, end of year 17,963$        521,361$    539,324$      
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CENTER FOR EXCELLENCE IN HIGHER EDUCATION, INC. 
STATEMENTS OF ACTIVITIES AND CHANGES IN NET ASSETS 

YEAR ENDED DECEMBER 31, 2010  
 
 

Temporarily
Unrestricted Restricted Total

REVENUES AND SUPPORT:
Grant revenue 25,000$        10,200$      35,200$        
Contributions 50                 32,910        32,960          
In-kind contribution 85,320          -                 85,320          
Net assets released from restrictions 25,629          (25,629)      -                   

Total Revenues and Support 135,999      17,481       153,480       

EXPENSES:
Program services 30,350          -                 30,350          
General and administrative 97,820          -                 97,820          
Fundraising -                    -                 -                   

Total Expenses 128,170        -                 128,170        

CHANGE IN NET ASSETS 7,829            17,481        25,310          

NET ASSETS, beginning of year 1,559            -                 1,559            

NET ASSETS, end of year 9,388$          17,481$      26,869$        
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CENTER FOR EXCELLENCE IN HIGHER EDUCATION, INC. 
STATEMENTS OF CASH FLOWS 

YEARS ENDED DECEMBER 31, 2011 AND 2010 
 
 

2011 2010
CASH FLOWS FROM OPERATING ACTIVITIES:

Change in net assets 512,455$        25,310$          
Adjustments to reconcile change in net assets
 to net cash (used) provided by operating activities:

(Increase) decrease in:
Accounts receivable 388                 (388)                
Pledges receivable (520,335)         -                      

Increase (decrease) in:
Accounts payable (3,909)             3,909              

NET CASH (USED) PROVIDED BY 
OPERATING ACTIVITIES (11,401)           28,831            

NET INCREASE  (DECREASE) IN CASH 
  AND CASH EQUIVALENTS (11,401)           28,831            

CASH AND CASH EQUIVALENTS, beginning of year 30,390            1,559              

CASH AND CASH EQUIVALENTS, end of year 18,989$          30,390$          
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CENTER FOR EXCELLENCE IN HIGHER EDUCATION, INC. 
NOTES TO FINANCIAL STATEMENTS 

DECEMBER 31, 2011 AND 2010 
 

 
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Nature of Business - Center for Excellence in Higher Education, Inc. (“CEHE”) is a non-profit 
corporation established in December of 2006 to promote excellence in higher education by 
working with philanthropists and others interested in reforming American colleges and 
universities. Education reform, for these purposes, is defined as increasing access, reducing 
costs, and improving the quality of higher education with the goal to make universities, schools, 
departments, and ultimately individual faculty members accountable for the quality and 
effectiveness of their work. 
 
Basis of Accounting – CEHE’s financial statements have been prepared on the accrual basis 
of accounting.  Revenue is recognized when earned and expenses when the obligation is 
incurred. 
 
Basis of Presentation - As required by Financial Statement Presentation Disclosure Topic of 
Financial Accounting Standards Board Accounting Standards Codification (FASB ASC), CEHE 
is required to report information regarding its financial position and activities according to three 
classes of net assets: unrestricted net assets, temporarily restricted net assets, and 
permanently restricted net assets. 

 
Net Assets - The financial statements report amounts separately by class of net assets: 

 
Unrestricted net assets - Unrestricted amounts are those, which are currently available 
by the Board for use in CEHE’s activities. 
 
Temporarily restricted net assets - Temporarily restricted expendable amounts are 
those, which are restricted by donors for specific purposes. On December 31, 2011 and 
2010, CEHE had temporarily restricted a portion of its net assets. 
 
Permanently restricted net assets - Permanently restricted amounts are those, which 
are subject to donor-imposed stipulations that require that they be maintained 
permanently by CEHE. Generally, the donors of these assets permit the use of all or part 
of the income earned on the related investments for general or specific purposes.  As of 
December 31, 2011 and 2010, CEHE had no permanent restrictions on its net assets. 

 
Cash and Cash Equivalents - For purposes of the statement of cash flows, CEHE considers 
all investments with a maturity of three months or less and certificates of deposit to be cash 
equivalents. In the normal course of business, CEHE may maintain cash held at financial 
institutions in excess of the Federal Deposit Insurance Corporation (FDIC) limit of $250,000. 
 
Contributions and Pledges – Contributions are recognized when the donor makes an 
unconditional promise to give to CEHE and are recorded at their fair value as revenues and 
assets in that same period. Contributions that are restricted by the donor are reported as 
increases in unrestricted net assets if the restrictions expire in the year in which the 
contributions are recognized. All other donor restricted contributions are reported as increases 
in temporarily restricted net assets. When a restriction expires, temporarily restricted net assets 
are reclassified to unrestricted net assets.  
 
 

 

Exhibit 5 - 012

Case 2:16-cv-00911-PMW   Document 2-1   Filed 08/30/16   Page 78 of 117



Center for Excellence In Higher Education, Inc. 
Notes to Financial Statements (continued)  
 
 

 
7 

CEHE quarterly reviews contributions and pledges receivable and write-off the amount of 
individual pledges, if any it determines to be uncollectible.  A discount rate commensurate with 
the risks involved in holding pledges receivable due in future years was used in calculating the 
present value of future cash flows. There was no allowance for doubtful pledges as of 
December 31, 2011 and 2010. The following unconditional promises to give are included in 
CEHE’s pledges receivable: 

Amounts due in:
2011 2010

Less than one year 108,000$       -$                
One to five years 432,000         -                  

Total pledges receivable 540,000         -                  
Less discounts to net present value (1.89%) 19,665           -                  

Net pledges receivable 520,335$       -$                

 
Contributed Materials and Services - Contributed services are recognized as contributions in 
accordance with Contributions Disclosure Topic of FASB ASC, if the services (a) create or 
enhance non-financial assets or (b) require specialized skills, are performed by people with 
those skills, and would otherwise be purchased by CEHE. Contributions of tangible assets are 
recognized at fair value when received. The amounts reflected in the accompanying financial 
statements as in-kind contributions are offset by like amounts included in expenses or additions 
to fixed assets. 
 
Non-cash and in-kind contributions are recorded at fair market value and recognized as revenue 
in the accounting period when they are received. CEHE received $68,190 and $85,320 of in-
kind contributions during 2011 and 2010, respectively. These contributions were for professional 
services rendered to the organization in the form of bookkeeping and management. In-kind 
donations have been treated as non-cash transactions for the purpose of the statement of cash 
flows. 
 
Volunteers provide program services throughout the year that are not recognized as 
contributions in the financial statements since they do not meet the recognition criteria under 
Contributions Disclosure Topic of FASB ASC. These services include assistance and instruction 
of some education programs.  
 
Revenue Recognition - CEHE reports grants of cash and other assets as restricted support if 
they are received with donor stipulations that limit the use of the donated assets.  When a donor 
restriction expires, that is, when a stipulated time restriction ends or purpose restriction is 
accomplished, temporarily restricted net assets are reclassified to unrestricted net assets and 
reported in the statement of activities as net assets released from restrictions. If a restriction is 
fulfilled in the same time period in which the contribution is received, CEHE reports the support 
as unrestricted. 
 
Advertising Costs - CEHE uses advertising to promote its programs to the community and 
donors. Advertising costs are expensed as incurred. There were advertising expenses of 
$18,771 and $572 for the years ended December 31, 2011 and 2010, respectively. 
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Income Taxes - CEHE is a not-for-profit organization exempt from income taxes under Section 
501(c)(3) of the U.S. Internal Revenue Code. Accordingly, no provision for income taxes has 
been reflected in CEHE’s financial statements.   
 
CEHE has adopted the provisions of Uncertain Tax Positions Disclosure Topics of FASB ASC, 
which prescribes a recognition threshold of more-likely-than-not to be sustained upon 
examination. Measurement of tax uncertainty occurs if the recognition threshold has not been 
met. This guidance also addresses de-recognition, classification, interest and penalties, 
disclosure, and transition.  In the normal course of business, CEHE is subject to examination by 
taxing authorities.  CEHE’s tax returns for years subsequent to fiscal 2007 are open, by statute, 
for review by authorities. However, at present, there are no ongoing income tax audits or 
unresolved disputes with the various tax authorities that the Organization currently files or has 
filed. 
 
Concentrations of Credit Risk - Financial instruments that potentially subject CEHE to 
concentrations of credit risk consist primarily of temporarily cash investments and accounts 
receivable. As of December 31, 2011 and 2010, CEHE had no uninsured cash balances 
exceeding the FDIC limit of $250,000. 
 
Concentrations of credit risk with respect to contracts and grants receivable are limited due to 
CEHE’s ability to accomplish the terms of the grants. Credit losses, if any, have been provided 
in the financial statements and have been within management’s expectations. 
 
Management Estimates - Management uses estimates and assumptions in preparing these 
financial statements in accordance with accounting principles generally accepted in the United 
States of America. Those estimates and assumptions affect the reported amounts of assets and 
liabilities, the disclosure of contingent assets and liabilities, at the date of the financial 
statements and the reported amounts of revenues, expenses, gains, losses, and other changes 
in net assets during the reporting period. Actual results could vary from the estimates that were 
used. 
 
 
NOTE 2 - DESCRIPTION OF PROGRAM AND SUPPORTING SERVICES 
 
Established US-Based Foundation - CEHE partnered with a free market university in 
Guatemala, Universidad Francisco Marroquin (UFM), helping it to establish a new US-Based 
foundation.   
 
Higher Education Reform - CEHE conducted a research project related to higher education 
reform, commissioning several studies examining institutional and governance reforms 
designated to increase the efficiency of higher education. This included, for example, a study of 
honors colleges within a community college system, and online education. 
 
Fund for Higher Education Donors - One of CEHE’s purposes is to create a fund for donors 
to work together in support of scholarly and student-oriented projects on university campuses.  
CEHE has been successful at identifying and working with large dollar donors in other ways. It 
continues to explore ways to work with smaller donors through various marketing partnerships 
and continues to work to discover how best to market such programs in a cost-efficient manner.  
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NOTE 3 - TEMPORARILY RESTRICTED NET ASSETS 
 
Temporarily restricted net assets at December 31, 2011 and 2010 are available for the following 
purposes: 
 

2011 2010

National Review Giving Club -                    15,296          
PRIs 700               700               
Ayau Society -                    1,485            
Morality of Capitalism 520,335        -                    
Higher Education Productivity Project 326               -                    

521,361$      17,481$        

 
During December 31, 2011 and 2010, temporarily restricted assets were released from donor 
restrictions by incurring expenses satisfying the restricted purposes or by occurrence of other 
events specified by donors. 
 

2011 2010

National Review Giving Club 24,592          34                 
Ayau Society 16,185          25,595          
Morality of Capitalism 4,743            -                    
Higher Education Productivity Project 396,674        -                    
Other programs 10,000          -                    

Net assets released from restrictions
by satisfaction of program restrictions 452,194$      25,629          

 
 
NOTE 4 - SUBSEQUENT EVENT 
 
In preparing these financial statements, CEHE has evaluated subsequent events and 
transactions for potential recognition or disclosure through September 12, 2012, the date the 
financial statements were available to be issued.  
 
CEHE is involved in negotiations relating to a proposed merger.  The details of the merger have 
not been finalized as of September 12, 2012, however management has expressed its intent to 
complete the transaction, barring any outstanding circumstances.   

 

Exhibit 5 - 015

Case 2:16-cv-00911-PMW   Document 2-1   Filed 08/30/16   Page 81 of 117



 
Certified Public Accountants & Advisors 

 
Members of American Institute of 

Certified Public Accountants 
 

 8555 North River Road, Suite 300 • Indianapolis, IN 46240 
 

3 1 7 - 8 4 2 - 4 4 6 6  •  [ F A X ]  3 1 7 - 5 7 7 - 7 7 2 4  •  w w w . s i k i c h . c o m  

S i k i c h  L L P   

 

 
 
 

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON 

AN AUDIT OF FINANCIAL STATEMENTS PERFORMED 
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

 
 
 
To the Board of Directors of 
Center for Excellence in Higher Education, Inc.: 
 
We have audited the financial statements of Center for Excellence in Higher Education, Inc. (an 
Indiana nonprofit organization) as of and for the years ended December 31, 2011 and 2010 and 
have issued our report thereon dated September 12, 2012. We conducted our audit in 
accordance with auditing standards generally accepted in the United States of American and 
the standards applicable to financial audits contained in Government Auditing Standards, issued 
by the Comptroller general of the United States. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit, we considered Center for Excellence in Higher Education, 
Inc.’s internal control over financial reporting as a basis for designing our auditing procedures 
for the purpose of expressing our opinion on the financial statements, but not for the purpose of 
expressing an opinion on the effectiveness of the Center for Excellence in Higher Education, 
Inc.’s internal control over financial reporting. Accordingly, we do not express an opinion on the 
effectiveness of the entity’s internal control over financial reporting. 
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to 
prevent, or detect and correct misstatements on a timely basis. A material weakness is a 
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable 
possibility that a material misstatement of the entity’s financial statements will not be prevented, 
or detected and corrected on a timely basis. 
 
Our consideration of internal control over financial reporting was for the limited purpose 
described in the first paragraph of this section and was not designed to identify all deficiencies 
in internal control over financial reporting that might be deficiencies, significant deficiencies or 
material weaknesses. We did not identify any deficiencies in internal control over financial 
reporting that we consider to be material weaknesses, as defined above.  
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Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether Center for Excellence in Higher 
Education, Inc.’s financial statements are free of material misstatement, we performed tests of 
its compliance with certain provisions of laws, regulations, contracts, and grant agreements, 
noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts. However, providing an opinion on compliance with those 
provisions was not an objective of our audit and accordingly, we do not express such an 
opinion. The results of our tests disclose no instances of noncompliance or other matters that 
are required under Government Auditing Standards. 
 
This report is intended solely for the information and use of the board of Directors, management 
and federal awarding agencies and pass-through entities and is not intended to be and should 
not be used by anyone other than these specified parties. 
 
 
 
 
Sikich LLP  
 
 
Indianapolis, Indiana 
September 12, 2012 
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Mr. Stanley A. Freeman 
Powers Pyles Sutter & Verville PC 
Attorneys at Law 
1501 M Street, NW, Seventh Floor 
Washington, DC 20005 

November 2, 2012 

RE: College America Change in Ownership 
OPE ID: 00367400 
OPE ID: 02594300 
OPE ID: 03120300 
OPE ID: 02110800 

Dear Mr. Freeman: 

f5) re ~ re ~ \Yl re rm 
m1 NOV 1 3 2012 lW 

Certified Mail 
Return Receipt Requested 
#: 7007 0710 0001 0674 6125 

The San Francisco/Seattle and Chicago/Denver School Participation Divisions (SPDs) have 
reviewed your October 2, 2012 letter, and the financial statements of the Center for Excellence in 
Higher Education, Inc., concerning the planned changes to the corporate ownership of Title IV 
participating institutions collectively known as College America. In order to provide the 
information requested in your letter, and to evaluate the effects of this change in ownership, we 
need additional documentation/information, as noted below: 

A. Additional information on the fmancial statements of the Center for Excellence in Higher 
Education, Inc. (CEHE) -
1) Please disclose the individuals/entities that constitute the related party transaction note. 
2) Provide relatedparty disclosures in compliance with 34 C.F.R. § 668.23(d). 
3) Disclose the individuals/entities that constitute donors. 
4) Disclose the individuals/entities that provide the in-kind contributions. 
5) Disclose the individuals/entities that provide the pledges. 
6) Provide a detailed description of any security for the pledges. If the security is not in 

CERE's possession, please provide a description of the security and also provide the 
filing date of any security agreement with a local government. 

7) Please indicate if the pledges are from related parties. 
8) Indicate if the pledges are secured. 

B. Additional information for the change in ownership -
1) Disclose all investors, both current and potential, with regard to the change in ownership. 
2) Provide a copy ofCEHE's 501(c)(3) status documents from the Internal Revenue Service. 
3) Provide a list of paid staff for the periods covered by the audit/financial statements. 
4) Provide a detailed narrative of what CEHE has done as an entity for the period 

covered by the audit/fmancial statements. 

f 
PROUD JIOlrfS()jt of 

f •U•U.ter T., Cll ~ 
50 Beale Street, Suite 9800, San Francisco, CA 94105-1863 

StudentAid.gov 
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Mr. Stanley A. Freeman 
College America Change in Ownership 
Page 2 of3 

5) Provide monthly fmancial statements for the period covered by the audit/financial 
statements. 

6) Disclose the individuals/entities that comprise CEHE's board of directors. 
7) If the State has approved this conversion/change in ownership, please provide a copy 

of the approval. This includes all state entities required to approve the transaction, 
including state government agencies in all states in which the schools are located. 

8) Provide a copy ofCEHE's articles of incorporation and by-laws. 
9) Provide a copy of all contracts/agreements CEHE is currently a party to. 
1 0) Provide a detailed description or copy of any draft contracts/agreements that may be 

entered into as a result of the conversion/change in ownership. 
11) Please indicate if CEHE will be operating the four institutions involved in the 

proposed change in ownership or if there will be a management agreement with 
another entity. 

12) Provide a copy of or a detailed description of the planned payment arrangements 
associated with the loans necessary to consummate the transaction of the change in 
ownership. 

13) Please inform us whether the change in ownership will include merging all four 
institutions into one OPE ID number or if each institution will retain its current 
separate institutional status. 

14) If CEHE plans to exercise operational control over the schools, will the articles of 
incorporation be amended to include the operation of postsecondary institutions? 

15) If CEHE does not plan to exercise operational control over the schools, are they 
merely holding an ownership interest in them as an investment, while the schools 
retain their own corporate identities? 

The documentation specified above should be sent to the following addresses: 

1. Mr. Mike Fuller, Financial Analyst 
U.S. Department of Education 
Federal Student Aid 
San Francisco/Seattle School Participation Division 
915 Second Avenue, Suite 390 
Seattle, WA 98174 

2. Ms. Marion Peak, Financial Analyst 
U.S. Department of Education 
Federal Student Aid 
Chicago/Denver School Participation Division 
1244 Speer Blvd., Suite 201 
Denver, CO 80204-3518 
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Mr. Stanley A. Freeman 
College America Change in Ownership 
Page 3 of3 

In answer to your questions about a required Letter of Credit (LOC) and provisional conditions 
to be included in the Program Participation Agreement (PP A), please note that we are unable to 
commit to specific terms until we have reviewed all applications and supporting documents · 
relate·d to the transaction. 

If you have any questions or need further assistance, please email Mike Fuller, Financial 
Analyst, at michael.fuller@ed.gov or Marion Peak, Financial Analyst, at marion.peak@ed.gov. 
Please also include Gayle Palumbo at gayle.palumbo@ed.gov and Kerry O'Brien at 
kerry.o'brien@ed.gov on all email correspondence. 

Sincerely, 

Division Director 
San Francisco/Seattle School Participation Division 
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January 26, 2015 

Eric S. Juhlin, President 
Stevens Henager College 
4021 South 700 East, Suite 400 
Salt Lake City, Utah 84107 9923 

RE: Provisional Certification Alternative 

Certified Mail 
Return Receipt Requested 
7012 1640 0000 0567 7699 

OPE!D: 00367400 Stevens i-lenager College 
02594300 College America Denver 
02110800 California College San Diego 
03120300 College America Flagstaff 

Dear Mr. Juhlin: 

The Chicago/Denver School Participation Division (SPD) has completed its review of1he fiscal 
year ended 12/312013 audited financial statements ofeenter for Excellence in Higher Education 
(Center), Inc. on behalfofthe above named colleges. 

In assessing the financial strength of the Center, our financial analyst reviewed the financial 
statements using the indicators that are set forth in regulations at 34 C.P.R. § 668.171. 

Financial Ratios 34 C.F.R § 668.171 (b)( 1) 

These statements yield a composite score 0[0.2 out of a possible 3.0. A minimum score of 
1.5 is necessary to meet the requirement of the financial standards. Accordingly, the Center 
fails 10 meet the standards of fInancial responsibility as described in 34 C.F.R. § 668.172, 
Financial Ratios. 

Additional factors were considered in aLTiving at the amount of the letter of credit: 

• The 2013 balance sheet includes a very high amOlmt of debt. Long term debt, 
current portion and future portion, amount to $423,000,000, or 79% of total assets. 

• The 2013 balance sheet contains a high amount ofGoodwiU, Goodwill amounts to 
$419,042.664 or 78% of total assets. 

• The schools are undergoing a change in ownership where the new owning entity has 
no prior experience in administering Title IV programs. 

Federal Student Aid 
I.: ' .. I,J: ":'hk,,1 \~.I (111,.I'~ I 'j''''1 'd ""II','li,\:;, .I:il'" 1 )1\1 ,'''I 

I. "1'" '111"J!~'\.!',; 'Ilil '!, 1',111'_'1 \ ,'I" 1-.1,,;:'1''': .. '~; 

"'I, , ,'i, '< 1,' " '\ 
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College America Services 
Page 2 0[5 

• TI1e acid test ratio for the Center's balance sheet of 0.53:1 also fails the test of 
financial responsibility. 

In view of its failure to meet the financial responsibility standards, and in view of the additional 
risk factors noted above, the above named colleges may continue to participate in the Title rv, 
HEA programs lmder the following: 

Provisional Certification (34 C.F.R. § 668.175(1) 

The Center must post a letter of credit in the amount of$71,657,360 and the above named 
colleges must be provisionally certified for a period of up to three complete award years. This 
amount represents 50% of the Title IV, HEA program funds received by the institutions during 
their most recently completed fiscal year. 

The Center and the above named colleges must comply with all of the requirements specified for 
the Provisional Certification Altemative in 34 C.F.R. § 668.175(1), including the Zone 
Alternative in 34 C.P.R. § 668.175(d)(2) and (3). and Requesting Funds 668.162(e). including 
the disbursement of Title IV, HEA program funds under the cash monitoring 1 payment method. 

Compliance with Zone Alternative Requirements: 

1) Method of Payment - The Center and the above named colleges are required to make 
disbursements to eligible students and parents under either the cash monitoring or reimbursement 
payment method as described under 34 C.F.R. § 668.162(d) and (e). The institutions will be 
placed on the cash monitoring 1 payment method. 

Under the Heightened Cash Monitoring 1 (HeMl) payment method as stated in 668.162(d), the 
institutions must first mal.:::e disbursements to eligible students and parents before it requests or 
receives funds for the amount of those disbursements from the Department This "Records First"' 
requirement is fully described in the 2013-2014 Funding Authorization and Disbursement 
Information eAnnouncement, issued March 15, 2013. The funding request may not exceed the 
amount of the actual disbursements that were made to the students and parents included in the 
fimding request. Providing the student accounts are credited before the funding requests are 
initiated, the institution is permitted to draw down funds through the Department's electronic 
system for grants management and payments, GS, for the amount of disbursements it made to 
eligible students and parents. 

The Records First requirement also means that institutions on HCM! that are palticipating in the 
Direct Loan (DL) program \¥ill have their Current Funding Level (CFL) reduced to the greater of 
Net Approved and Posted Disbursements (NAPD) or Net Draws (processed payments less all 
refunds, retums, offsets, and drawdown adjustments). In the event ofretuming to Advanced 
Funded status, the institutions will be expected to continue processing DL awards as Records 
First until the next DL global funding increase is processed. 

Version: February 25, 2014 
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College America Services 
Page 3 of5 

Refer to the following eAnnouncement, 
http://ifap.ed.gov/eannouncements/attachmentsI031513AttachImportantReminders 1314Funding 
AuthandDisburslnfo.pdf, for additional information about the Records First requirement. 

2) Notification Requirements - The Center is required to provide infonnation to the SPD by 
certified mail or electronic or facsimile transmission no later than 10 days after any ofthe 
oversight or financial events, as described below, occur. The Center must also include with the 
information it submits, written notice that details the circumstances surrounding the event(s) and, 
if necessary, what steps it has taken or plans to take, to resolve the issue. 

• Any adverse action, including probation or similar action, taken against the institutions 
by their accrediting agency, applicable state agencies or other Federal agency; 

• Any event that causes the institutions, or related entity as defined in the Statement of 
Financial Accounting Standards (SFAS) 57, to realize any liability that was noted as a 
contingent liability in the institution's or related entity's most recent audited financial 
statements; 

• Any violation by the Center or the institutions of any loan agreement; 
• Any failure of the Center or the institutions to make a payment in accordance with its 

debt obligations that results in a creditor filing suit to recover funds under those 
obligations; 

• Any withdrawal of owner's equity/net assets from the institutions by any means, 
including by declaring a dividend; or 

• Any extraordinary losses as defined in accordance with Accounting Principles Board 
(APB) Opinion No. 30 

• Any filing of a petition by the Center or the institutions for relief in bankruptcy court. 

Letter of Credit Requirements 

The irrevocable letter of credit must be made payable to the Secretary, U.S, Department of 
Education. The letter of credit is necessary in the event that the institutions would close or 
terminate classes at other than the end of an academic period. It assures the Secretary that funds 
would be available from which to malce refunds, provide teach-out facilities and meet 
institutional obligations to the Department. 

A sample irrevocable letter of credit is enclosed. College America Services letter of credit must 
be issued by a United States bank. Your lending institution must use this format on its letterhead 
with no deviation in the language contained therein. The letter of credit must provide coverage 
until 12/3112016, The irrevocable letter of credit must be received prior to 75 calendar days from 
the date of this letter. Please note that if the Center fails to provide the irrevocable letter of credit 
within 75 calendar days, the institutions may be referred to the Department's Administrative 
Actions and Appeals service Group (AAASG) office for te11l1ination and/or other administrative 
action under 34 C.F,R. § 668.86. Also, note that information regarding the financial analysis 

Version: February 25, 20 J 4 
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College America Services 
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score, results, and the LOC is subject to the Freedom of Information Act (FOIA) of 1966, as 
amended. 

Please mail the irrevocable letter of credit to the following address: 

Veronica Pickett, Director 
Performance Improvement and Procedures Service Group 
U.S. Department of Education 
Federal Student Aid/Program Compliance 
830 First Street, NE, VCP3, MS 5435 
Washington, DC 20002-8019 

The Center is required to notify the Chicago/Denver School Participation Division within 3 
calendar days, in the event the LOC issuing institution should fail, resulting in financial 
transactions and operations being administered by the Federal Deposit Insurance Corporation. 
The Center will also be required to submit a new replacement LOC isslled by a different and 
non-failed U.S. bank, within 75 calendar days. 

Promptly contact Clare Barger, Senior Institutional Review Specialist, for ChicagolDenver 
School Participation Division at (312) 730-1595 with any questions regarding the College 
America Services CUlTent DL award authorization level or the Records First requirements. 

If you have any questions regarding the financial responsibility determination, or disagree with 
the reason or methodology used for this detemlination, please contact Marion Peak, Financial 
Analyst, within 30 calendar days at (303) 844-3320. 

Sincerely, 

Douglas A. PmTott 
Director 
Chicago/Denver School Pmticipation Division 

Enclosures: Sample Irrevocable Letter of Credit 

cc: Utah Department of Commerce 
AZ State Board for Private Postsecondary Education 
CA Bureau for Private Postsecondary & Vocational Education - Department of Consumer 
Affairs 
State of Colorado - Department of Regulatory Agencies 
CO State Department of Higher Education - Private Occupational Schools 
ID State Board ofEducation (EXEMPT) 
UT System of Higher Education State Board of Regents 

Version: February 25, 2014 
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WY Wyoming Department QfEducation 
Accrediting Commission of Career Schools and Colleges 

Version: Februmy 25, 2014 
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IRREVOCABLE LETTER OF CREDIT 

'Insl'r! ml1llL'. addr..::!-.s :1lld Ll.'kpIHlIlt.: 1l1ll11ber llri<.;suillg bunk 

To beneficimy; 
U.S. Deparbnen1. o1'Education 
ATTN: Veronica Pickett, Director 
Performance Improvement and Procedures 
Federal Student Aid/Program Compliance 
830 First Street, NE, VCP3, MS 5435 
Washington, DC 20002-8019 

Dear SirlMadam: 

Date: insl'rt Dab.: LOt' isstll'd 
Amount: $ ~·JIlSl'r! t ',S. Dullar amount 
Expiration Date: ·-lnsl..'l"! Datl.'. 

We hereby establish our Irrevocable Letter of Credit Number, I !ls..::r! L<)( , :\urnbt:r ," 111 your 
favor for the account of: 

. Insert Name ,md Address oj" Institution . 
OPE~ID #: . Insert ~ digit Ollie!..' or P()slsl'l'(llHJar~ 1'.dul':Jlillll III nUl1lher . 

Hereafter, ,- Ins!.'rt :\alllL' oj" institution ("Institution"), presents, in the amount of$"lnsl'l'l I)td]ar 

A!l1punl . (U.S. dollars), available by your draft (or drafts drawn on us) at sight accompanied by: 

a) the original of this letter of credit instrmnent (along with originals of all 
amendments), and 

b) a statement signed by the Secretary (,'Secretary"), U.S. Department of 
Education ("Department"), or the Secretary's representative, certifying that 
the drafted funds will be used for one or more orthe following purposes, as 
determined by the Secretary: 

1) to pay refunds of institutional or non-institutional charges 
owed to or on behalf of current or former students of the 
Institution, whether the Institution remains open or has closed, 

2) to provide for the "teach-out" of students enrolled at the 
time of the closure of the Institution, and 

3) to pay any liabilities owing to the Secretary arising from 
acts or omissions by the Institution, on or before the expiration 

DOE/FSA!PC/SEC Revision: October 15,2010 
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u.s. Department of Education 
Irrevocable Letter of Credit for 

<Insert Nalllc nf Institution> 
Page 2 

of this letter of credit, in violation of requirements set forth in 
the Higher Education Act of 1965, as amended ("HEA"), including 
the violation of any agreement entered into by the Institution with 
the Secretary regarding the administration of programs under Title IV 
oflhe HEA. 

Should the Institution fail to renew the letter of credit within ten (10) days prior to its expiration, 
as directed by the Depal1ment, the Department may call the letter of credit and place the funds in 
an escrow account at the Depm1ment pending a prompt determination of the extent to which 
those funds will be used in accordance with subparagraphs 1) through 3), above. 

We hereby agree with yOll that partial drawings are pemlitted and that draf1s drawn under and in 
compliance with the terms of this letter of credit will be duly honored upon due presentation at 
our offices on or before the expiration date ofthi5 letter of credit. 

This letter of credit is subject to the International Standby Practices (ISP98), International 
Chamber of Commerce Publication Number 590. 

Printed Legal Name Authorized Signature Date Signed 

Printed Official Title of Authorized Signer 

DOE/FSAIPC/SEC Revision: October 15, 2010 
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