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HoUSE OF REPRESENTATIVES, *
INTERGOVERNMENTAL RELATIONS

¢ Y

% . AND HUMAN RESOURCES SUBCOMMITTEE
- OF THE COMMITTEE ‘ON" GOVERNMENT OPERATIONS,
. i - T Washzngton, DC.

. T The subcommlttee met, pursuant.to notice, at 9:40 a.m., in, room
- 2154/ Rayburn House Office Bmldmg, Hon. Ted Weiss (chalrman of '
““the subcommlttee) presiding. - .

Piesent: Representative Ted Weiss and Robert S: Walkei\ s -
Aldo. present: James R. Gottlieb, staff director;.Marc Smolonsky, -
professional staff member; Pamela H. Welch, clerk; and Martha.
“Morrison, minority professwnal staff Commlttee on Governmen>
Operatlons .

OPENING STATEMENT OF ,CHA!RMAN WEISS

Mr. Weiss. The subcommittee will come to-order. Let the record
Xhow that a quorum is present.

Today{s hearing ‘is based on a 3-month mvestlgatlon by the sub-

comfittee of the College Housing Loan Program and the Academic .

Facilities\Loah Progt‘am, whlch are admlmstered by the DepQrt-
ment of Education.

The College Housing Loan Program was created in 1950 to allevi-
ate housing shortages on our Natlon s campuses caused by booming

.+ student enrollments. This progfam was run by the Department of
Housing and- Urban Dever ment until 1980 when 1t was trans
ferred to the Department of Education.

‘- The Academic Facilities Loan Program was authonzed in 1965,
and was designed to fund the construction of academic fac1ht1es _
The Academic Facilities Program yas also created in responsé to
an upsurge in college student enrollments.

" Together, these programs have awarded approxlmately $5 bllllon
in loans to finance the construction of dormitories, dining halls,
student unibns; and other campus buildings. The loans have: beeh
made at an interest rate of around 3 percent spread over 30 to 40
ears for each borrower. .The majority of the loans—4.5 billion dol-

ars” worth—were made for college housing..

According: to the Department of Education’s records, nearly $163
million in loans.are in default. Although this is a.small percentage
of the $3 billion in loans still outstanding to more than 1,300 bor-
rowers, ‘the actual amouht oi‘ delmquent funds i 18 mcteasmg, having

- . - . [
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. more than doubled since 1977. It is more important than ever to

make sure the loans in current status do not go into default.
These loAn programs have operated under little scrutiny for
three decades. But in the last 2 years, the Education Inspector Gen-

_eral and the General Accounting Office have conducted audits of .

the Department of Education’s management of the programs. The

.~ audits have found the programs.to be woefully mismanaged, and

the Department to be extremely lement to colleges that have de-
faulted on their loans.

Staff of this subcommittee have conducted an mdependent inves-

" tigation and have found similar problems.

Today’s hearing is particularly timely because the Department -
has Yecently published a regulation that would authorize discounts
of as much as 55 percent for colleges that prepay their loans under
the College Housing Loan Program only. All schools—those that
are currént and those that are in default on their loans—will be

.eligible for this discount. Theoretically,- this djscount could result

in the forgnveness of more than $1.5 billion if all schools take ad-
vantage of the pending regulation. -

For example, one school that recently recelved a loan. of $4 mil-
lion would Be allowed to pay off its-loan for $1.8 million; if it is
allowed' to take advantage of the discount.

This discount regulation is based on a law passed by Congress in

1983, which gives the Secretary oy Education authority to discount
these loans. The authority expnres on October 1, 1984.

I believe it is critical to review the current status of the program
before the discount regulation takes effect. I fear we may ‘have
simply created a giveaway for meny schools that have refused to

pay their obligations to the Fedetal &overniment.

The Department of Education seems to be operating under a
double standard in ‘its loan programs. On one hand, the Depart-
ment is cracking down on students, who may owe thousands of do}-
lars-each, but; on the dther hand, the Department is bending over
backwArd to be lenient to colleges that each owe millions of dollars.
The only thing the colleges have in this case that the students do
not is political clout, and that, it seems to me, i8 not a good enough -
reasorr for such. mequltable treatmeng. -

The subcommittee’s investigation has found colleges that lease-
federally financed buildings to other Ftderal agencies while re-
maining delinquent on their Education Department debt; colleges
that divert revenues which belong to the Federal Government and
remain_delinquent on their debt; and colleges which continue to

.maintain payments on private loans but remain in default on their -

obligations té the Federal Government. We intend to find out today

~why these colleges have been treatgd with such leniency.

tended his gag order to this subcommnttee yet, but: I appreci

Today, we will -hear testimony of witnesses from the, Education
Inspector General’s Office and the Office of Postsecondary Educa-
tnon .

* Béforer we go on to the w1tnesses, let me ask the dastlngulshed,
ranking minority member, Mr. Iker,_for -his opening statement.

Mr. WALKER, Mr. Chanrman. I S\ank you for the opportunify to
make an opening statement. Apparently, the Speaker has not ex-

it.

d . -
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T would alse note that_we do have a.number of people with us
. this morning. Evidently that is something that the Speaker regards
as unique when I appear to speak, so I thank you for that, too. '

Seriously, Mr. Chairman, I do appreciate the opportunity to,
review the -administration of the College Houging and Academic
Facilities Loan Programs here today. Howeveis I cannot resist. the
temptation o express a grave concern which initially -comes to
mind about these construction programs. Annyal appropriations of
$40 million and yearly off-budget costs of over $210 million in-
curred to maintain these low-interest loan programs strike me as’
ludicrous at a time when we face record high budget deficits and
compound those expénditures with the decline in college enroll-
ments or projected to decline, gnyhow, over the next 10 years, and
I must question the continued existence of such pregrams. :

That -concern stated, the programs do exist, and we-are here
today to discuss ways in which effective and efficient management
of the programs can be achieved and maintained. ]

While I-hope that ouf.efforts will focus on delinquent institu-
tions, thereby encouraging remedial action in future compliance, 1
also trust that we will keep our perspective. I believe it is impor-
tant to recognize that the vast majority of our institutions of
higher eduction have excellent track records with respect to loan

“repayments. We have read a great deal about the problem areas
associated with the admipistration of these college construction
'loan programs. S~ i
. I look forward riow to hearing the thoughts of the Department .
and to learning about your efforts to improve the management- of
the programs—efforts which I trust are directed toward protecting
the taxpayers’ considerable investment. .

Thank you, Mr. Chairman. ,

Mr. Weiss. Thank you very much,"Mr. Walker. - .

Our first witnéss will be Mitchell Laine, Assistant Inspector Gen-
eral for Audit. : v S d
" Mr. Laine, if you will approach the witness table. As you may
kmrow, it is the practice and tradition of this subcommittee and, in
fact, all of the subcommitteeg of the Government. Operations Com-
mittee, to swear in all of our witnesses. And, we have done it with
people from the Attorney General on down, so, if you would, raise
your right hand. Do you swear or affirm that th& testimony that
you are about to give will be the truth, the*whole truth, and noth-
ing'but the truth? S
- Mr. LaINE. [ do. '

. Mr. Wgiss. Thank you.
- You may pfoceed.

. 4 .

STATEMENT OF MITCHELL L. LAINE, ASSISTANT INSPECTOR
GENERAL FOR AUDIT, OFFICE OF 'INSPECTOR GENERAL, DE-
PARTMENT OF EDUCATION S '

Mr. LAINE. Thank you, Mr. Chairman. :
Thank you for the opportunity to testify before your subcommit-
tee on our audit and investigative findings related to.the College

Housing Loan Program and the Academic Facilities Loan Program.

-
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" Since the Department was established in 1980, the time at which
the College Housing Loan Program was transferred to the Educa-
tion Department, the Office of Inspector General has performed-
several audits related to the two loan programs. We made a review
of the management of the programs by the Office of Postsecondary
Education [OPE] at the headquarters level.

We also initiated a nationwide effort which included audits of 10

- " inStitutions, identified jointly by OPE arnd OIG [Office of Inspector

General], that had loans in default. We have issued reports on each
of these reviews. Based on the results of this' work, we are develop-
ing additional recommendatjons for the Department which wnll
improve the management of the programs.

‘Also, since 1980, we have investigated several instances of sus-
pected or alleged criminal wrongdoing related to the College Hous-

~ing and Academic Facnlntnes Loan Programs. These instances in-

volved improper use of loan funds, personal use of property pur-
chased with college housnng funds, and improper subcontractlng.
procedures.

One allegation is still under investigation, and since none of the
'olthe;r;i allegations warranted Erlmlnal prosecution, these cases were

5 clos -

;. 1 would"like*te summarize for you some of the ﬁndlngs and rec:
ommendations from our completed audits.

+We made a survey of the management of the two loan programs
to identify potential problem areas and to provide a basis for subse-
quent detailed audits of institutions. Our survey disclosed problems
in: One, billing and collection activities, two, loan security and con-
trols, three, program regulations, four staff utilization, and five,
-audit and inspection fees.

We found that the fscal agent had not always been provided
with the pecessary documents to initiate the billing and collection
of loans. We looked at 111 college housing loan files and found that

- 21 had original loan documents, totaling $19.6 Million, which are

required by the Federal Reserve Bank of Richmond td initiate bill--
ing, still in the Department’s files. In addltldn six “original loan
documents could not be located.

.Eleven of the twenty-ane loans should have been in the billing
and collection cycle and had payments past due. We could only de-
termine the amount of: prlncnpaf’and interest payments past due on
6 of the 11 loans becduse the files did not have the information on
the other 5. These six loans’totaled about $10 million with initial
principal and interest payments totaling $231,967 past due.

‘We recommended that the loan documents be forwarded to the
Federal Reserve bank and a reconciliation be made-of ED’s records -
with the bank’s records to ensyre that all necessary documents are

- at the bank. ED officials!subsequently informed us that action on
our recommendations has been completed.

We found that improvements were needed in loan sﬁecurlt%vand'
controls to protect the Government’s interest in these loans. While
we did not review all ‘aspects of loan security and controls; we
noted that securlty for loans at four institutions was questionable.
‘Consequently, in the event of forfeiture, ED may not be able tg re-
cover about $10.5 mjllion loaned to these institutions. To improve
areas where we found - weaknesses, we recommended that OPE:

A

.
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One, require that inspectioné and appraisals be performed at.the -
_sites by qualified individuals prior to closing on loans, that legal

counsel representing ED be present at loan closings to protect ED’s
interest and, two, assure that ED has a first mortgage position on

- all loans where the institution constructed facilities on dondted
. property. . ' : :

In response to our report, officials told us that with one excep-
tion our ;recommended actions were and had always been taken
and had always been policy. They disagreed with 1s on the need for
having legal representation for the Departinent at loan closings be-
cause.represgntation by the school’s attorney at loan closings was
sufficient. We plan to review OPE's position on this finding in the
near future. . _ v -

The College Housing Loan Program is directed toward alleviat- .
ing severe housing shortages. To be eligible for a loan, an institu-
tion must establish that a severe housing shortage exists’at the
time ‘of the application. However, we found that institutions are
not required to establish that a sévere housing shortage exists .at
the time of the execution of a Joan agreement. _ :

One institution had received a $4.75 million fund reservation in
October 1980, with copstruction to be started by April 1982. A fund-
reservation, in effect, indicates money has been set aside for a

roject. The institution was-grantéd an extension to October 1982:
Brior to the final execution of the loan agreement in mid-1982, the
availability of howsing for the institution’s students increased to
the point that a severe housing shortage was questionable. We rec-
ommended that ED regulations and loan agreements be revised to -
preclude final approval of the loan agreement when a severe short-
age does not exist. : ' -

In response-to this recommendation, OPE indicated that it would A

not wrequire institutions to verify_that a severe housing shortage

exists at the time of final approval. OPE feels that this requjre-
ment is not necessary because institutions are required to start -

~ construction within 18 months or the loan reservation will be can-

\

celed. OPE believes that economic conditions -will not change
enough in an I8month period to alleviate a severe housing short-
age. We disagree and believe that providing for*cancellation of a _
loan reservation based on changed conditions, up to the time of
final loan execution, would be beneficial. :

We neted that OPE adopted a collection procedure which result-
ed in its staff cancentrating its efforts on delinquent loang, which
account for about 5 percent of all college housing and academic fa-
cilities loans. Their emphasis on delinquent loans has precluded ef-
forts by the staff to identify and provide technical assistance. to in-
stitutions ‘with a high default potential. We recommended that
OPE ‘undertake such efforts. OPE officials informed us that they
are in the ‘process of implementing our recommendation. .
. _For each executed college housing loan, the U.S. Department of
Housing and Urban Dev:Fopment [HUD] withheld funds from the .
institution for the purpose of paying for audits and inspections
during the life ,of the project. When the Department of E(ftfcation
was formed, the Office of am:’gement and Budget instructed HUD
to transfer, the remaining audit and inspection fees to ED. The
transfer was never made and, at the time of out review, little had




6 -«

been done by ED to initiate such a transfer. W&e@ that the
fees could range from about $1.6 million to $4.9million. We recom-
mended that ED formally réquest the fees from HUD.

. Since our review, ED has attempted to determine how much
money should have been transferred. However, indications are that
such a determination is difficult because: One, HUD commingled
the audit and inspection fees with other funds since 1971, two, col-
lege housing loan records were destroyed and, three, the money

" was used to pay general administrative expenses, such as salaries.
Our review of ED’s recent letters to HUD indicates that this issue -

. has not been resolved.

In addition to specific comments on the individual findings of our

" survey, OPE stregsed that management was aware of some of the
problems before the audit and had initiated corrective action.

After our survey work at OPE, we initiated an audit of the Col-
lege Housing and Academic Facilities Loan Programs. We chose for
audit 10 institutions that were in default on their college housing
loans. Eight of these institutions also had academic facilities loans,
and six were in default on these loans. We have provided copies of
the reports on these audits to the subcommittee. -

Mr. Weiss. Without objection, copies of those audits will be
Pplaced in the record at this point.

[The material follows:]
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:’. ) 2 . UNITED STATES DEI;ARTMENT OF EDUCATION . l .

OFFICK OF INSPECTOR GENERAL
THIRD & BROAD BUILDING M/8 108
1801 THIRD AVENUK '
SEATTLE. WASHINGTON 98123

i . Co ' el Region X

" Audit Control No. 10-30012 )

. . June:10, 1983
» . . .
Dr. Glenn A. 0lds o : n
Pregident ) . ’
Alaska Pacific University .
Anchorage, AK 99504 S } -

Dear Dr.. Olds: ._ Lo

Englosed for your informatfion and use is a copy of an ED 01G
Office of Audit report titled, “"AUDIT OF SELECTED ASFECTS OF ’
COLLEGE HOUS ING AND ACADEMIC FAGILITIES LOAN PROGRAMS, ALASKA .
PACIFIC UNIVERSITY’, ANCHORAGE, ALASKA." . -

Your comments dated June 6, 1983 have bedn incorporated into the - . .
final report and included as an APPENDIX. If you havg any N
additional comments, ease submit them within 30 days from the .
Y date of this letter. | You should provide any comments or
additional information qhat you believe may have a bearing on the. . .
settlement .of thig audit. These comments must be forwarded ‘ N
direcfly to the following Education Department official
responsible for the final determination of corrective actions on
eficiencies covered in this report and, where necessary, the
determination of amounts that must be refunded to the Federal
© Government: - : e 3 ’

. "-Assistant Bectretary . .
’ Office of Pogksecondany Educatiop .
Department of Education -
o : Room 4907, ROB-3
Waghington, DC 20202
+ . . .
Revised Office of Management and Budget (OMB) Cigcular A-50
directs Federal agencies to expedite the resolution of ‘audits by
initiating timely" action on ¢he «findings /and recommendations
contained.therein. Therefore, receipt of your commehtg within 30 .

days would be greatly appreciated.

Jromsy

e 0 . 1

Aruitoxt provided by Eic:
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In. accordance with the principles of the Preedom of Information
Act (Public Law 90-23), reports issued to the Department's
grantees and contractors are made available, if requested, to
members of the press and general. public to the extent information
contained therein is not subject to exemptions in the .Act. .

Please refer to the above auvdit control pumber in all
correspondénce.relatlng to this report.

L J
- Bincerely,

Leland 8. Beach ..
. Reglonal Inspector General for Audit
ED OIG Office of Audit R

. _Enclosure

Direct Reply To: ° . : : 3

Assistant Secretary !

Office of Postsecondary Education
Department of Education - R
Room 4907, ROB-)

Washington, BC 20202
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- AUDIT OF SELECTED ASPECTS OF COLLEGE HOUSING
AND ACADEH:IC- FACILITIRS LOAN PROGRAMSY -
Annsm PACIFIC UNIVERSITY
CHORAGE, ALASKA
. v -
. INTRODUCTION
.o : -
‘ Background . '
- "Alaska Pacific University: (Onivermﬁ). prmerly Klaska Mathodist
., Unfiversity, is a_peivate nonprofit on of higher
Btate of Alaska.

Ve - education founded in 1959 under the laws
. The University is an ecumenical, nongé
‘offering undergraduate, graduate, and sociate degree programs.
In June 1976, the Board of Truatees Tloged the Uniwersity to
- study, reassess, and determine new directions. ' In September
1977, the'inntitutlor(: reopened as Alaska -Pacific, University.
. - . ] -1 1 § i

ctarian institution. ~ '

A College Housing Loan was awarded to the University in 1962 by
the U.8. Department of Housing and Urban Develgpnent - (HUD). ., The
\ . administration of the loan was transferred from HUD to ED in May
. 1980. - The prihcipal amount of the loan was $2,956,000. .repayable
~ L : -.over 38 years. Th hiversity i{ssued first mortgage bonds
. . (Beries A for $1,550,000 at 3.375 percent interest and Beries B &
for $1,406,000 at 3.625 percent interest) as.security for the
loan.. The purpose of the loan was to construct (‘;_i‘.a-;a-tuden-t .
dormitory for 88 students with one faculty aparfmentj (ii) w
etudent unibn consisting of dining facilities, snack bar, post -
office, bookstore, offices, activity rooms, lounges, and storage;
1i4{) 21 family apartments for students unq faculty; -and (iv) '

e faculty duplexes. . LI

]
o

e pledged facilities for the College ngalné Loan consisted of
the project facilities, the existing faculty/atalf duplexea, and
© the existing dormitory ‘and apartment building  known ag¢ Gould Hall.
Pledged revenues for the loan consisted of the net revenued from
pledged facilities, $40,000 of student tuitiogd per year, and a
student union fee of $30 per semester (including Smmer ,session)
for each full-time student enrolled at the University.
The University: applied for and regéived approval from Eb for
alternateé use of Gould BHall. Since Decémber. 1981, Gould Hall has
beeén leased as office and laboratory space to -the U.8. Geological
. Survey., The lease provided for annual:paymentg. of $283,945 for 5
! years with an option to ranew for an Additfondl-5 yeais. .o
¢« . sThe University had obtained annual deferments for debt service
payments on the College Housing Loan which were in defamlt, The .
_current deferment, approved by BED, covers the period July 1, 1982
through June 30, 1983. Conditions for the deferment’ required the
Univérsity to make monthly payments of $15,000 from July 1, 1982
through June 30, 1983, plus two payments of $50,000 to be made in
. L4 .

Q
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October 1982 and April - 1983.° These payments will be applied to
past due interest by ED. The following summarizes amounts past
due, as of January 31, 1982, for principal and interest payments
n original loan amounts of 1,550,000 for Series A Bonds and
$1,406,000 for Beries B Bonds. ~ ° -

Amount Past Due
Princigal Interest N
Balance From » From " Total
(t> OQOutstanding 10/1/73 1041/77 Past Due

Beries A Bonds 81,390;-000 $305,0p0 $249,739 $ 554,739°
Series B Bonds 1,266,000 270,000 25i,999- 521,999

An Lcademic Pacilities loan was awarded to the University in 1966
‘by the U.S. Department of Health, Education, and Welfare's Office
ﬁt Education. The principal amount of the loan was $95,000

epayable over 18 years at 3 percent interest. The
-administration of the loan was transferred to the U.S. Department
of Education (ED) when the Department was established in May 1980,
The purpose-of the loan was to renovate Grant Hall and construct
anfaddition thereto. ’

o

The pgrposé of our audit was to review selected aspects of the
College Housing and Atademic Facilitids Loans at the Univeraity.
Our specific objectives were to determine whether (i) debt
service payments were current for the Academic Facilities Loan,
(i1) terms and conditions of the coXlege. housing deferment were
complied with, (1i1) these loans received equal treatment with .
other long-term obligatigns, and (iv) pledyed revenues had been
utilized for other than the college housing loan.

. PR

We reviewed the University's Loan Management Reports for the
FPiscal Years ended June 30, 1981 and 1982, tested selected items
of receipts, evaluated allocation bases for claiming maintenance
and operation expenses, and analyzed nbtes payable to the Federal
Government. Our audit was cpnducted in accordance with generally
accepted government auditing standards appropriate to the limited
scopé audit described above, Our audit did not include ar
evaluatlon of the reasonableness of expenses claimed for
maintenance and operation, nor 'a review of the efficiency and
economy of operation.

Audit field work was performed during the i:aer.iod February 28
throu'gh March 4, 1983 at the University in Anchorage, Alaska.

A .
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- » BIGHLIGHTS OF AUDIT RESULTS L

g

: The University was current on debt service pa)’mentn for ghe
. . Acadenic. Facilities Loan. Although signifitantly in defadly on
the College Housing Loan, the University had generally complied
with the terms and conditions of the current deferment agreement.
- These loans were the l‘lniverltty s only current long term

Lt ’ obligations.

Management attention was needed to enhance the operation of
facilities pledged under the College Houslng Loan and
improvements were needed regarding (i) financial ability, (ii)
. .pledged revenues, (iii1) maintenance and.operation expenses, and W
N (iv) accounting system. Our findings are summarized in the
following paragraphs and presented in detail in the PINDINGS AND
RECOMMENDATIONS section of this report. . .

The Oniversity had executed an agreement to sell about 40

! acres of land for about $10.9 million. A $l million option
payment ig due in the near future. In our opinion, since
the College Housing Loan has been delinquent for- about 10
years, a priority use of the proceeds from this sale should
be to repay the College Housing Loan. We recommend that -

. proceeds from the sale be used to (i) bring the debt service
payments current, and (1{) establish a fund to repay the.
balance of the lqan. (Page S)

Some pledged revenues . were used for general operation and
one pledged facllity wasd used without reimbursement. As a
result, pledged revenues estimated at $136,500 were not
availabla to help meet debt service payments. We recommend
that (i) tuition and student union fees be deposited to
College Housing revenue accounts, as required, (ii) approval
for alternate use of the Student Union be requested from ED
and such approval be nubject to'a use fee, and .(111) an
independent audit be performed of bookstore revenues. (Page
7 .

Expenses for maintenamce and operatién were not properly
allocated, or should not have been allocated, to the College
Housing Project. The project had been allocated or charged -a
about $110,000 more than its equitable share of such '
"etpenses. We recommend that expenses be (1) charged
directly to each facility, (ii) allocated on an equitable.
basis aqd exclude depteciation and general administration,
and (111) retluced by $110,000 ¥or the project. (Page 11)

The acc¢ounting system was capable of providing separate
-accountability for revenues and expensds for pledged
facilities, but the University had not elected to fully
’ utilize the ‘system. Information was not readily available
to assess rental rates and use charges for pledged

facilities. We recédmmend that systems and procedures be
implemented to (1) identify, classify, and Segregate
revenues and expenses for each pledged facility, and (i1i)
révise rental rates and use charges as necessary. (Page 14)

The President of the University advised us in writing June 6,
1983 (See APPERDIX) that the University would not be providing
comménts to us on the specific ﬂnd?gs and recommendations in
the audit report.: He advised us that t University 18 in the

. process of negotiating a new agreement on the College Housing
.Loans with ED officials. He statéd the .University would not be
in a position to respond point-by-point to the audit until a new
agreement is in plece. .

The issues as presented in this audit report are issues -that will

need to be considered by ED officidla in the negotiation of a.new

agreement. Therefore, the final audit report is being issued by
- us based on the University President's decision not to provide
comments to us on the audit findinys and recommendations.

’ . .
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. PINDINGS AND RECOMMENDATIONS . _

" Financial Abilit - Y4
4 . i

A pending sale of real property will provide. the University about :
$10 mnuon. *The University's College\ Housing Lban is about $1.1
million n,{rear- for delinquent prinéipal and interest. A
priority use of the proceéds from the sale of real property

should be to pay this delinquent principal and interest.

The Unlver\slty 8 financlal statements for the years endlng June
" 30, 1981 and 1982 were audited by an independent public
accountant. The statements showed that the University had

ari agreement to sell about 40 - acres of its land for about $1
million. The sales agreement provided for an option period of
about two years, July 1, 1982 to-July 31, 1984, and payment of §2
million in annual installments to bind the option. The option
payments are to be deducted from the purchase price .and are
n‘onrefundable if the optidon is not exercised.

Subsequent to June.30, 1982 the. University received the first
option paymept of $§1 million and is to receive the second §1
million payment on July 31, 1983. 1Indications were that the
second option payment would be received. Since the tWwo option
payments represent about 20 percent of the agreld sale price and
are not refundable, it appears likely that the sale will be
" consummated.

None of the $1 million from the first payment was used by the
"University to pay on the delihguent College Housing Loan. We. -
recognized that the University had been in a cash shortage
position- and had other obligations to pay. Our concern now_is -.
that subseqidnt receipts from the sale of this property may be
used- for - purposes: other than repayment of the College Houslng .
Loan. . .

L} .
The audited financial statements showed that the University's re
assets significantly exceeded the University's -l'iabilities.
However, most of the assets were in property and were not
previously available for debt payments. _The Hablutles of $4.%
million included the College Housing Ldan of about” $2.7 million.
If the remaining $8 million is received from the sale of
property, conditlons will change so that the University should be
able to pay debts as they kecome due.

In our opinion, since the College-Housing Loan dates back to 1973

Jfor delinquent principal and to 1977 for delinquent interest, the .
$1 million to be received in July 1983 should be used to pay the .
entire balance of delinquent principal and interest. Also, upon
receipt of the net proceeds from the sale of this property, a

fund should be set up to reserve the funds to pay the outstanding

-
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balance of the loan (estimated to be about $2.1 million at July
31,.1983). 8uch a fynd would provide the University with the
financial abdlity to’make payments on these loans by the dates
due. . . . . . .

b

There are many factors to consider when determining the cost to
ED for these loans remaining in arrears. Therefore, it was not
possible to determine a precise amount. However,’the difference
between the interest rate the University pays ED 'and the interest
rate the Pederal' Government pays to borrow funds has recently
been 6 to 10 percent. If a million dollars remained #n arrears

for 10 years, the cost ‘to .the Pedefal Government -would be in

excess of $600,000. - . . . -

Reconm\endution‘g ! . 3 ’
o

We recommend that: ' L4

1. The $1 million option payment to-be received in July.

1983 be used to pay the Department of Education the total
delinquent principal and interest due on the College Housing
Loan. ' ¢ . -~

, . . » ! .- -
2. A fund be established from the proceeds of the sale of
real property, when rectived, to repay the balance of the College

v

Housing Lodn. .
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Pledged revenues of about 8136 501) haa not been ddgoslt-ed to the
College Housing Project's revenue,accounts as required by the
- d¢ Tryst Indenture. Pledged tultlon and fees had been used for
* general operations. Pledged facllltles had been used withopt
Teimbursement and some other revenues were underststed. These
cogditions contfibuted to the net revenues from the operation of
the Pledged facilities not being sufficient to meat debt service
payments. ] N > . -

Background . ) -~ - s "

The Trust Indentures for the College Housing Loan establishgs the
pledged revenues~for the. loam and prescribés conditions designed”
to assure the avaidability 6f pledged revenues. _ N

- Sec‘tfono z and 20 8efine pledged revenues to be (1) the net
revenueg from the operation or ownership qf the pledged <~
facilities, (i1i) the income from tudition. ?ees not to exceed
$40,000 per year, and (iii) a etudent union fee of “not less
than-$30 per regular semester and §$30.per pummer sesu’lon ‘for °

. esch full-time Student enrolled at the Unlverslty. *
Sections 14 through 18 contain cpnditidns to assure ths
availability of pled ed revenues and are generally referred
to.as "flow of fuhds ‘provisfons. These provisions

,prescribe the estaplishment of the Revenue and Account,
Bond and Interest Sinking Fund Account, and Répair-and .
Replacement Reserve Account. These provisions detail the
flow of pledged revenues into those accounts and the use of

. pledged revenues for maintenance and operation expenses, .

- annual debt service, debt service reserve, and the repair

. and replacement reserve. These provisions also provlde for

the disposition of -any remainlng residuval revenues. .

N

.-

Tuition and Student Union Fees - . ‘-

During the two years ended June 30, 1982, $80,000 of tuition fees
and $56,500 ($16,900 of reported and $39,600 of ‘unreported)
»8tudent union “fees pledged as revenues to the College Housing '
Loan had been used for geperal operation of the University. The
$39,600 of etudent union fees waé not reported on the Loan
Mapagement Reports. Tuition and student union fees had been
collected by the University and deposited to its General Fund
rather than to specified restricted funds, - as requlred. .

B 1Y

.
[N

N

RIC

.

4



o M o A . oo
.. The tefms of the Truast Indenture required tuition fees to be
@eposited to the Bond and Interést S8inking Fund and used only for
debt service ppyments. Student union fees were required tg be
leposited to the Revdnue Fund Account to be used, together with

0 * - -other pledged revenues, for .the (i) maintenance and.operating
expenses of the pledged.facilities, (1i) debt service ‘on the
- *bdndge ahd (1i1) reguired reserves. o

- e
Student union fees included on the Loan Management Reports for
the years erded June 30, 1981 and Y982 may dot have accurately
reflected the fees collected by the University. The Univegsity
reported student union fees of $4,500 And $12,400 for 1981 and
1982, respectively. We analyzed student pnion feeb to determine
whether amounts reparted were reasonable. ) .

. . - v
We detqrmined the fees that should have been collected by-
multiplying the number of full-time students reported eac

. gemester by the re‘quired $30 fee. This review indicated that the-
University should have collected studeht union fees of about
$22,100 and about $34,400 for 1981 and 1982 respectively.
Studént union fees not reported.were $17,600 ($22,100 less
$4,500) and $22,000 ($34,400 less $12,400), -

JPhe tuition and student union fees that had not been de'posited n
the College Housing ‘project's revenue accounts as.required ape
shown. in the following schedule. . .

[4

. 1981 © 1982 Total

~° . -

a

Tuitibn Fees ) ' $40,000 $40,000 § 80,000
Student Uniop Fees - Reported 4,500 12,400 16,900 .

N Student Union Fees - Not Reported 17,600 22,000 39,60 !
- Sty n el 52100 536400 SI36-508

Use of Pledqed, Facilibies :

-The University had used space 'in the Student Center, a pledged.
“ "™ Macdlity, for purposes other than those intended when the College
.Housing. Lod¥n was approved. The University had been usingispace
" on th& first floor of the Student Center building as offices.for
sfx Haculty and staff members and one room for classroom .
instrudtion. The University had neither requested nor received :
approval from ED for this alternate use-of the pledged facility.
Also7 the University had neither reimbursed the College Housing
project for use of the space nor absorbed its fair share of the
. - buildings maintenance and operation expenses. We did not attempt .
* to determine the total square footage of the space involved in
this alternate use of the facility. A ssudy should be pgrformed
to determine the. total space used for University actiVities in
order to compute a reasonable fee for the University's use of
o this pledged -facility. Also, the University should request
apx:r'oval for the alternate use of the facility. o :

o Tn rovisd by R - . ,
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‘
We did note that some space’ on the first floor the Btudent
- Union building was used for sych purposes as offfices for the
Health Nurse and Student Govérnment. In our opinion, the use of
space in‘a pledged fAcility for these purposes would be
acceptable, - ’ .

..

Bookstore Revei:-ggl

The University’s Loan Management Reports indicated that bookstons
revenues of $41,830 for 1961 and $63,213 for 1982, as reported to .
ED, may have been understated. The bookstore was operated within
the Student Union building, a pledged facilit'y, and bookstore
revenues are, therefore, part of pledgéd revenues for the College .
. Housipg Loan . -

- - : -
* ]

‘A teview of maintedance and éperation expenses chprged to the

.- bookstore indicated that -purthnqes exceeded revenu&.by about
$10,300 and §3,250 for 1981 and"1982, tespectively. However,
these losses Aid mot appearpto be reasonable.’ Thsrefgre, we
evaluated bookstore revenues reported to ED for 1982,

Our evaluation was based on the l’nlvers_ity"_s reported enrollment
and certain assumptions.: Our assumptions-were that each student
enrolled 4t the University for a regular semester or-summer .
session would need to purchase at least one textbgok and thaty the
average retail price for a textbook would be about $20. . We
multiplied enrollment reported for Fall 1981, Spring 1982, and
Bummer 1982 by $20 and arrived at a figure of about $78,000. 1In_
our -opinion, tHis would be the minimem revenue expected from
textbook sales. For those studepts who were required to purchase
several textbooks (e.g., full-time students), revenues from
textbook sales would increase substnntl.ally. -

We believe that an independent audit should be performed ‘to. '_-
determine the reasonableness of bookstore revenues. - - .

~

Recommendatiofs ; .
. . . hENY a
. We recommend that: e M L -\
l. Tuition fees of $80,000 be deposited to the College
" Housing project's Bond and Intérest Sinking4Pund account as
required by the Trust Indenture.

2. Student union fees be properly accounted for ‘and as much
as $56,500 ($22,100 for 1981 and $34,400 for 1982) be deposited
in the College Housing project's Revenue Fund account as required
in thé-Trust Indenture.. to .

3. Approval be requested from ED for alternate use of the

®  Student Uniom building and that such use be subject to a fee

'- ', based on -space used. . e R T

4.- An 1ni‘lependent audit be performed on kstore're_\;en::u. 0

to ensure that total revenues are reasonable. L .
. * 3

~
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The Univeresity had ‘sllocated maintenance and operation expencee
"between College Housing and University facilities. Although some
maintenance and operation expanses had+been direct costed; to the
benefiting facility, the majority of these expenses had been
allocated on a banis which had not been properly supported and
documented. Our review indicated that (i) the allocation basis
used was not ‘proper;, and (ii) maintenance and operation expenses

. included some gxpenses w_hlgt‘ were not allowable and some which

’ should have been direct coBted to the Univergity. During the two - _

years ended Jun¢ 30,1982, the College Housing Project had been .
charged about $110;000 more than its equitable share of . ,

Maintenance and Qperation Expenses P
- .. //d—ﬁ

maintenance and opergtion éxpenses. .

Backqround S N o )
. ' . N
The Trust Indpnture established the allowable charges to the
College Housing pledged facilities. 1In Bection 15, current
expensas of the pledged facilities are defined.as 411 necessary ,
operatthg expenses, current maintenance charges, expeases of
reasonable upkeep and repairs, properly allocated ghare of
T charges for Insurance, and all other expenses incident to the
operatidn of the pledged facilities, but Bhall exclude
depreciation, ‘all general. dnd administrative expenses of the
University, the payment:into the Repdir and Replacehent Reserve
. Account, and all expensed o} exisying University facilities
‘ incurred prior to the date of sthe loan.:

Allocation B%xfb N

University offilcials advised:-us that large purchages for
maintenance jand opb'}a'_tlo'n-had been charged directly to the
benefiting/ fal:LLI;l,'_ty.' However, the University had allocated 75
percent of the rkmaining maintenance and operation expenses to . . g
K the Collegle Hpiising Project and 25 percent'to the Unjversity. We
® were advi by University officials that documentation was not
avallablg o’ support: that the allocatiod basis was reasonable and
© proper. T - - : i

KIN : . .

LT -

. . ». .

Maintenance and: operation expeénses normally include ‘expenses
-incurred for -sych itdms as janitorial and utility servjices;
. repairs to buildings, furniture, and equipment; care and
: "- maintenance of grounds, buildings, and other plant facilities;
- and charges representing use alldawance and/or Jepreciutloq
+.« applicable to.the bufldings,and equipment utilized. The-
expenses included in this category normally are apportioned and
allocated to applicable ¢cost objectives based on sppace

_utilization. -* ; . . 1§
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We performed a study of space utilisation at the Unlveulfy. our -

study indicated that the allocation basis used by the University
had resulted {n the College Bousing project being charged
maintenance and operation expenses in excess of i{ts equitable
share. Our study indicated that University activities had
occupied at least 34 percent of total University space while
being aFlocated only 25_percent of maintenance and operation
" expenses. TYhese expenses should have been allocated on the basis
. of space utilized. * .

 Custodian Expenses .

At the time of our review, the campus maintenance staff included
5 custodians and 5 maintenance employees. Custodians, except for
the Bupervisor, were assigned to a particular facilty and should
have been direct” costed to that facility. The maintenance
employees were not assigned .to a particular facility and
allocation of expenses for these employees appeared to be.proper.

»

- . - ®. v .

Allocation of the expenses for all ’ffcusto(ﬂanﬂ would not be
proper. However, allocating the supervisor's salary would be

reasonable because the supervisor's efforts benefit ‘both the:

College Housing project and the Univereity. ' Expenses for the
"remaining custodial staff should be direct costed to the facility
to which thay were assigrned rather than being included in

-expenses to be allocated, . .
o .

We recomputed custodiansexpenses for 1982. We direct costed
expenses to assigned activities ‘and allocated superviesory effort
based on space utilization. Our analysis indicated that
maintenance and .operation expensés for custodians had been
ovprallocated to the College Bousing project by about $7,700 for
1902. T :

“

Motor Pool Experises

A} .
Motor pool expenses had been included in maintenance ana
- operation expenses and allocated at 75 percent to College Housing
facilities. At the time of our review,. the motor pool consisted
of 14 vehicles of which seven were assigned to maintenance

-employees and seven were assigned to faculty and staff.

. Inclusion of the expenses for the seven maintenance vehicles in
maintenance and operation expenses for allocation between College
Housing and University facilities was considered proper. .

) -
Inclusion of the expenses for the seven faculty/staff vehicles to

" . be-allocated was not proper. Expenses'for the operation of

faculty/staff vehicles would be general and administrative
expenses of the Univeraity and would not be allowable under terms
of the Truat Indenture.

Q 4 Y.
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. .
Assuming that maor Pool expenses would be about ‘equally
. 9istributed between the vehicles used for maintenance and the
vehicles used for general and administration, the University
Should have eliminated about 50 percent of motor Pool expensged
from majntenance and operation expenaes. Such an adjustment to
gas and oil expenses would reduce maintenancesand operation
gxpenses by about §6,400 for 1981 and abgut $3,800 for 1982.
PRI . . 2.
Symmary © “ . ‘-
. i .
‘College Housing's dhare of maintenance and operation expenses
needed to- be reduced because (i) the allocation was not based on

. ce’utilization and ({i) certain expenses ghould not have been

allocated to the College Rousing project.

We noted that maintemance and operation expenses should have been
allocated differently for the years ended June 30, 1981 and ,1982.
Custodial salar®s should have® beep reduced by §7,700 and motor
pool expenses by about §10,000. The remaining mairntenance and

operation expenses should have been allocated based on space

utilization of 66 percent for College Housing and 34 percent for
University facilities. Our review, using such adjustments and
changes, indicated that the College Housing project had beeaen
charged about $110,000 ($62,300 for 1981 and $47,500 for 1982)
wore than its equitable share of maintenance and operation
expenses. .

Beéommeggat ions

We recommend that:
L4

1. - Maintenance and operation expenses identifiable to"a
particular facility be direct costed to that (facility.
~ L]

2, General and adminjistrative expensescbe removed from

! maintenance and operation expenses to be allocated.

«

. 3. Allowable maintenance and opzration expenses be
allocated between College Rousing and University facilities .on an
equitable basis. .

4. Maintenance and operation expenses charged to the
College Housing facilities be reduced by $62,300 for 1981 and
$47,500 for 1982. These fupds of about $110,000 should be
deposited to the Bond and Intgrest Sinking Fund Account.

. . -
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. Accounting Systeh e

The University's accounting system 4id not identify, classify, _,"/%"‘/

and segregate revenues and maintenance and operation’ expenses to
2ach bf the pledged facilities. The University had an accounting -
system available whick included the necessary account

. classification codes to separately identify revenues and expenses

for each of the pledged facilities. However, as af June 30, 1982,
the available account classification codes had not been used. As °

~ya result, information was not available to ensure hat rental

rates and. charges fon\use of each pledg€d fadility were
sufficient to meet mainten
contribute to .debt service payments. >

Background .

.

“Under Section 20 (b),” of the Trust Indenture,jhe University

agreed to establish such parietal rules, rental rates, and
¢harges for the use of the'pledged facilities as may be necessary
to (1) assure maximum qccopancy and-use of said facilities, and
(11) provide, together with the other funds herein pledged, (a)

" the o_peratlng and maintenance expenses of sgsaid facilities, (b) .

the “debt service on the.bonds, (c) the required reserve
therefore, and (d)-a repair and replacement reserve.
A

Section 20 (J) requires the University to keep accurate financial.
records and proper books relating to the operation of the
pledged facilities anl other pledged revenuye sources. T

. ..
Current Procedures ’ : 1

The University's accounting system 414 not provide geparate
accountability for revenues from the operation of the pledged"

dormitory, faculty/student apartments, and faculty/staff duplexes
were accounted for in one account titled, "Dorm and Bousing.®
Without separate revenue accounts, the University could not
readllly detegrmine how much revenue had been generated from each
facility.

‘Also, maintenance and o'peratlon expenses allocated to these

pledged facilities had not been specifically identified to the
dormitory, apartments, or duplexes. Maintenance and operation

expense8 for the three facilities were entered in, the "Dorm anad

Housing" expense accounts. Becausk expenses had not been

segregated by facility, the University was precluded from knowing

whether* the expenses of a given facility were being offget by its

revenues. s . .

. Systems Capability . . . -

. . N -
The University's accounting' sysbtem was capable of providing
separate accountability for’the revenues and expenses associated

n

20 .-

nce and operation expenses and to -’

’

«

.
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with each individual pledged fac
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1lity. Account*classification

codes had been established to sccount for the revenues and

expenses of each of the pledjad facilities,

However, as of
30, 1982, the University had elactfed not to utilize th§ avail

akle
account codes. University officiala advised us that they plan-fo-

fully utilize all available account codes when the accounting _

systed is computerized in the, nedr- future.
- \

s

The accounting syatem 4id not contain

.

sufﬂcie‘nt infotmaltﬁon to-

identify, classify, and segregate revenues and expenses for each

of the College Housing pledged facilities.»

Therefore, the

University d4id not have the necessary information to determine
whether the rental fee for a particular {ledged facility needed

to be adjusted, nor the.amount of the adjus
maintenance and operation expenses and to contribute to
[d

service payments, ’
Recommendations
Recommendations

We recommend that:

ment needed, to meet

débt

1. systems and procedures, for financial management of

College Housing pledged facilities,

be .implemented which will

effectively and v‘eliably identify, classify, and segregate
revenues and -expensék to the individual facilities. S

2, Information regarding revenues and expenseb fer each
pledged facility be used tqg review and adjust rental rates.
Charges for use of the facility should be adjusted, if necessary,
to ensure that revenues are sufficient.to meet maintenance and

- .

operation expenses dnd contribu

te to debt service payn_ie_nt,s..

.

-



<

ALASKA PACIPIC UNIVERSITY
SCHEDOLE OF PAINCIPAL AND INTEREST PATNENTS
" UPASE DUE AS OP JANUARY 31, 194)
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Roueing Bonde of 1962, Series A 10-1-73 § 25,000
: 10-1-7¢ - 28,000
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. w-1-7 30,000
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eo 4-1-70 -0~ 23,456.28
. . 10-1-70 3,000 23,456,218
.o ~-1-7 -0~ 2),456.26
10-1-79 30,000 2),456.3%
4-1-00 -0- 23,456.28
10-1-00 38,000 2),456.28
4-1-01 -0= 23,456.26
10-1-01 38,000 23,456.2¢
4-1-02 =0~ 23,456.2%°
10-1-02  _ 15,000 __2),456.28
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4-1-00° -0~ ° 32,946,
10-1-00 30,000 22,946.28
4~-=1-0 ~0= 22,946.28
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23,4%6.38 . .
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23,456.26 -
+ 50,456.26
23,456,283

11_$0,456,28

154,200,227

¢ 25,000.00
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25,000.00
25,000,00
47,536.28
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F EQUCATION
%Ez?loo % olic AUDIT

B )
Leland $. Blach .
Regional Inspector Ganeral for Audit
ED 016 Office of Audit - . ot
U.S. Department of Education

 Third & Broad Building W/S 105 - . ) o . P

2901 Third Avenue . ‘ : . .
Seatt)e, Washington 98121 o ) o - "

~

Dear- Mr. Beach: L
"/ 0n our Board of Trustee's and legal counsel s review of the audit we

ERIC -

Aruitoxt provided by Eic:

have respectfully come to the following conclusion. We:have been

operating on a negotiated annualized agreement with the Department

of Education for the past two years. have been in full compliance -
with that agreement, and, therefore Aind the audit or the original
conditions of the loan at this time”an tnappropriate assessment

\of our situauon

We are in the process of renegotiating the entire matter in the

interest of a full and long term agreement, and would not be in a

position to respond polnt by point to the audit unti] that new agreement
1s 1n place. ,

Our annual agreement carries through June 30, 1983 and we have expected
being in ful? conformity with that policy, the condition would be
extended. None the less; 1t 1s imperative for the Qipartment of
Education and the University to conclude the matter swiftly. We
assume that new agreement will supercede .21l past agreements and

become & new basis for audit and recommendations.

Cordia)ly,’

Glenn A. 01ds
President -

GAD/1ab . - ‘ . : Lo .
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Dr. Glenn A. Olds
President
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-OFFICE. OF INSPECTOR GENERAL
100 MARIEYTTA TOWEN

LNITED STATES DEPARTMENT OF EDUCATION

r.0. 30X 198
ATLANTA, GEONGIA 30301 '

#8211-5842

FEB 15 1984
J _ o
Dr. william Odom e . : : “
President T
Bethel College
Cherry Street . -
McKenzie, Tennessee *-38201 B

14

“Res Audit Conérol Number 04-30068 ‘

Dear Dr. Odom: '} : ' . : '1
The purpose of ‘this letter is to providé you with the RESULTS OF
OUR REVIEWF m&hﬁFQLLEGE HOUSING AND ACADEMIC FACILITIES LOAN
PROGRAMS AT\ BETHEL COLLEGE, MCKENZIB,_TENNBSSEE, POR THE PERIOD

SEPTEMBER '1, J1981, THROUGH JULY 31, 1983,
. . AN

\ .
. INTRODUCTION
BACKGROUND * - : s
- : ?

Bethel College is a private, non-profit, 4-year liberal arts col-
lege that was estaglished in 1842. The College is supported by
the Cumberland Presbyterian Church and is accredited by the
Southern Association of Colleges and Schools. Bethel College-
offers Bachelor of Arts and Bachelor of Science degrees in a wide
variety of academic programs. . The College is located in
McKenzie, Tennessee. Enrollment for the 1982-83 academic year
averaged about 450 students each guarter. S

: e ) .

Title IV of the Housing Act of 1950, as amended, creased the Col- -
- lege Housing Loan Program (CHLP) with the objective of assisting
educational institutions in providing student and faculty housing’

and other educational facilities such as student centers, health

centers, and dining halls. Assistance is provided fhrough direct
loans at 3 percent interest for the construction or purchase of
such facilities. . The Academic Facilities Loan Pro ram (AFLP) was
-establighed under Title VII C of.the igher Education Act of 1965.

The program prowides long-term financ ng to institutions for cony

struction of academic facilities such as classrooms and libra-

ries. - : :

The CHLP was managed by the Department of Housing and Urban Devel-
opment (HUD) until May 1980 when the program was officially trans~
ferred to the Department of Education (ED). -Under an agreement
with ED, HUD continued to administer the program through April
1981, ‘l'ho‘AFLP was mandged by Health, Education, and Welfare's

e
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Of fice of Education (OE) until *May 1986 when the'progum was
transferred to ED. . N

Bethel College recelved a CBLP loan of $319, 000 1n 1959 for the
construction of a dormitory and-a dining hall (Project No.
TN-40-CH-103A). In 1966, another CHLP loan of $304,000 was
granted for the construction of additional dormitories (Project
No. TN-40-CH-104). 1In 1967, the outstanding debt of the 1959
loan was cogpined with another loan of $515,000 for the construc-
tion of a Btudent union building (Project No. TN-40-CH-103B) as
an additionfo the dining hall. At July 31, 1983, principal and
interest i% default on the CHLP loans totnled $272,000 and
$223,919, respectively.

’ v

Bethel 'College also has two AFLP loans. The College received an
AFLP. loan of $255,000 in 1965 for the construction of a library
‘(Project No. TN -5-4-345f. In 1970, another.AFLP loan' of"
$452,000 was granted for the.construction of a Fine Arts building
and a Physxcal Education bulldlng (Project No. TN-5-4-346), At
July 31, 1983, Pprincipal and intérest in default on the AFLP
loans totaled $195 000 and $181,464, respectively.

In 1977, Bethel College entered into workout agreements with oE’

and HUD providing for a revised schedule of loan payments. The
agreements provide for annual payments increasing each year until
1987 when the payments remain constant. ED has accepted the
agreements subject to their annual review and evalyation. The
College is current in its payments under the workout agreements.

SCOPE OF AUDIT .

\

The purpose of our audit was to review selected aspects of the
CHLP and AFLP loans at-Bethel College. Spetifically, the objec-
tives of the‘udit were to datermine whether:.

) P tecexpts and expendlturea for CHLP pledged facilities are
being propexly determined and reported to ED, and net reve-
"nues are properly accounted for and used to make the" pay-
ments on the loans;

2. 'the institution complied with the terms and condltlons of”
" the workout agreements, . -

3. Federal loans had received equal treatmen\', with other 1dn
term obligations of the institution; and

~

A. the institution was current in maklng payments under tho

. workout ‘agreements.
¢

Our audit included a review of the Trust Indentures and workout
agreements, a review of the College's acéounting system and pro-
cedures for allocating revenue and expenditures ‘to the projects,
A review of the College's latést audited financial statements, a

.9 ' | b o 31 '
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review of supporting documentation for selected items of costs
charged to the projects, and discussions with College officials.
Our audit was conducted in accordance with generally accepted
goverrment -auditing standards appropriate to the limited scope
audit described above. Audit work was conductefl at Bethel Col-
lege and the Nashville OIG audit office August 23, 1983; through
November 8, 1983. The audit generally covered loan activities:
during the period September 1, 1981, through July 31, 1983.-

RESULTS OF AUDIT

Bethel Colledge has -generally complied with the terms and condi-
tions of the CHLP Trust Indentures and the workout agreements for

th'e CHLP and AFLP-loans. .The College was current in its payménts.
under the workout agreements. The CHLP and AFLP loans had re--
ceived equal treatment with other long-term obligations of the

College. However, %11 pledged revenue for one CHLP project was

not credited to the project's revenue account. : '

Except for this matter, which is discussed in detail below, the
- tested items were, in compliance with appYicable laws and regula-
tions. Nothing came to our attention as the result of audit
" tests-that caused -us-to-believe -the -tésted items weretnot in com-

pliance with applicable laws and regulations. -

Pledged Revenle Not Credited to Project

During the period September 1, 1980, through July 31, 1983,
.pledged revenue of $51,975, was ot credited to a CHLP project in
accordance with. the Trust Inde ure, . Student union fees and a
portion of tyition revenue each year should have been credited to
the project revenue account for Project 103 A and B. Coe

- The Trust Indenture fol CHLP Project 103 A and B states that the
project is secured by a first mortgage on the project and'a first
lien and plekdge on project revenue, the first $10,000 of tuition
paid by all students attending the College, and the student union
‘fee of §5 per quarter to be paid by all students attending the
College. ,» < i -

. Our review of records for Project 103 A and B indicated that stu-
8ent union fees and the first $10,000 of tuition revenue was not
credited to the project as required. The amounts not creditéd to
the project for FY '8l,,.FY '8B2, and FY '83 were $16,785, §17,540,
and ‘$17,650, respectively.. AS a result, the Loan Management re-
ports for FY *'81 ‘anid FY '82 did not report all revenue available .’
to the project. R : R .

Since 1977, the College has made the payments required by the
workout agreement, even though project revenue was insufficient
to pay project expenses and debt service. The College used non-
project funds to pay the deficits each year. The application of

a2
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.

: . ) : ¢ :
t_-.he student union fees and the first $10,000 of tuition, revenue

would have decreased the net deficit but College cont tions
would have still been necessary to pay project expenses and the
payments required upder the workout-  agreement, .

College officials agreed that project records should reflect the
application of gtudent union fees and the $10,000 of tuition reve-
nue as project revenue, . )

Recommendations.

: . .
We recommend that the College credit the revenue account for Pro-
Ject 103 A and B for the additional $17,650 of Pledged revenue
-for-FY '83. We also recommend that the Loan Management reports
for FY '8l and FY '82 be revised and submitted to ED to show the
additional revenue. In the future, *he project revenue account
"should be ‘credited with all project revenue including any pledged
revenuves, * . ] ' - e

Auditee's COmh\ents
The Suditee concurred with our finding and ‘recomnendations; and
: lgdicated that corrective action has bfn taken. . - )

Your comments to the audit finding are summarized above and in-
cluded as an attachment to this report. Any additional comments
should be forwarded to ‘the following Education Department offi

cial responsible for the final determination of correctiv;
actions on de‘ficiencies cavered in thie report: ¢ -

Assistant Secretary
Office of Postsecondary Education
Department of Education '
Room 4044, ROB-3

- 400 Maryland Avenue, S.W.
Washington, D, C. 20202

Reviged Office of Management and Budget (OMB) Circular A-50 di-
rects-Federal agencies to expedite the resolution of audits by .
initiating timely action on the findings and recommendations con-
tained thegrein. Therefore, receipt of your comments within 30
days would be greatly appreciated. : T

(,In accordance with the principles of the Freedom of Information
Act (Public Law 90-23), reports issued to the Department's grant-,
e€es and contractors are made available, if requested, to members

. of the press and general public to the extent the information
‘contained therein is not subject to exemptions in the Act.

Please refer to the above audit contro‘ll-number in all corresp.ond_-
ence relating to this report. . S

~
B 4

. 8incerely,

. : ) M. Bruce Nestlehutt . . -
; * Regional Inspector General for Audit
ED 0IG office of Audit, Region 1v

Attachment

36107 0—84—3 - -
\‘l
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OFFICE OF THE PRESIDENT
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1 -
b e “.od January 6, 1988
Wr. M. Bruce Nestlehutt . ¢
U. S. Department of Education
glonnl Inspector General for Audit Reglon v
101 Marietts Tower -
p. 0. Box 1598
. Atlanta, Georgia 30301
Dear Nr. Nestlehutt' ' i
1 would ‘er to thank you for sending the draft letter )
report on the review of the College Houging and Academlc
Facilities Loan Programs at Bethe College.
He doncur with the facts and recommendations that were
- presented in the draft report.
~ Our suditors, Rhea & lvy of Memphis, Tennessee, mailed
to you on December 20, 1983, the revised Loan Hanaqement Reports
¢ that were recomended
- . 1f any addluonal {nformation §s needed, please contact us.
l’ o '
, ) . -
- Presldent'
HlOIe"v - .
xc: Mr. Oarrel) Smith ?
Bus{ness Manager
1 _
. — ,
— \
. [}
R - . . (3
__ S
— ‘ a-
. . N
A
¥
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Audites :
Prlnclal_ Action Official

Mr. Edmrd Elmendorf

Assistant Secretary

Office of Postsecondary Education
Department of Education

400 Maryland Avenue, 5.4.
. Washington, D.C. 20202

otf.lce of Ilsgtor Geheral
Mr. Frank Yanni, Chief
Postaewﬂnry Ethcaticn Audit Brand:, lhshlngton

a Mr. Douglag R. Poncl (Mef
Contract Audit andl

RIGA, Region X (Laad Region)

4

RJGA, Region 1v
* TOTAL
.,'.
'l
' ’
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UNITED STATES DEPARTMENT OF EDUCATION
o OFFICE,OF INSPECTOR GENERAL
: 101 MARILTIA TOWEN
P.0. BOX 199
. ATLANTA. CEQREEA 30300
»e

AR 521304

.

Dr. Willie Robinson, President
Florida Menorial Callege
15800 N. W. 42nd jvenue
Miami, Florida 33054

e

Ret Audit Control Number 04-30066 .

Qear Sirs o : ]

‘ . “Enclosed is a copy of the Inspector General's audit report entitled,
_"%oudlt of the College Housing and Acadamic Facilities Loan Programs at
Florida Memorial College, Miami, Florida, For the Period July 1, 1982,.
Through July 31, 1983.* . .

Although your cafrents to tht draft audit findings have been incorpo-
rated in this final audit report, please respond within 30 days from
the date of this letter to each f£inal finding and recammendation, pre-
senting any tamrents or additional information that may have a bearing
on the settlement of this audit. Your camments should be forwarded
directly to the Department of Bducation official indicated below who

is responsible for the final determination of carrective actions on
deficiencies covered in this report including, where necessary, the
detemlnatltin of amounts that must be refunded to the Pederal Govern-
ment., ’ . ’

-

Revised Office of Management and Budget Circular A-50 directs Federal
agencies to expedite the resolution of audits by initiating timely
action on the findings and recormendations contained therein. There-
fore, reveipt of your camments within 30 days would be greatly appreci-

ated, »
- PLEASE RESPQND _ Mr. Edward Elmendorf, Assistant Secretary
DIRECTLY TO for Postseoondary Education
. Department of Education
.« Mail Stop 353 o

400 Maryland Avenue, S.W.
waghington; D.C. 20202
. . N
In accordance with the principles of the Freedom of Information Act
e .. (Public Law 90-23), reports issued to the Department's grantees and
- contractors are made available, if requested, -tb members of the press
and ‘general public to the extent inf tion contained therein is not
subject .to the exenmptions in the Act.

- v

: Please refer to the above audit con mmber in all correspondence
. relating %o this report. ' . .

. >

LM S e Moo
M. Bruce Nestlechutt .

i - _ . . : . Regional Inspector General for Audit
. ) ED OIG, Office of Audit, Region IV

Enclosure . .
. LS

[t
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ASDIT OF THE

COLLEGE HOUSING AND AQADEMIC FACILITIES ﬁOAN PROGRAMS

AT - . .

FLORIDA MEMORIAL COLLEGE
* MIAMI, FLORIDA ke

FOR THE PERIOD JULY 1, 1982, THROUGH JUuLY 31, 1983

- . DEPARTMENT OF EDUCATION
OFFICE OF INSPECTOR GENERAL .
OFFICE OF AUDIT .
" REGION IV

Audit Control No. 04-30066
April 1984

".
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C INTRODUCTION

BACKGROUND < oo

Florida Memorial College (FMC).is a-4-year, co-educational insti-
tution supported by the Baptist Church, FMC offers Bachelor of
Arts and Bachelor of Science degrees in a wide variety of aca-
demic programs., The College ia located in Miami, Florida. Ap- -
proximately 1,220 students were enrolled in the Spring 1983 semes-
ter, a significant increase over previous semesters. ) -

Title IV of the Housing Act of 1950, as amended, created the Col-
lege Housing Loan Program (CHLP) with the objective of assisting
educational institutions in providing -student and faculty housing
‘e and other educational facilities such as student centers, health
centers, and dining halls. Assistance is provided through direct
loans at 3 percent interest for.the construction or purchase of
such facilities. The Academic Facilities Loan Program (AFLP) was
establighed by Congress under Title VII C of the Higher Education
Act of 1965% The program provides long-term financing to institu-
tions for construction of academic facilities such as classrooms
and libraries. . . ' :
The CHLP was managed by the Department of Housing and Urban Devel-
opment (HUD) until May 1980 when the program was officially trans-
ferred to the Department of Education (ED). Under an agreement
,with ED, HUD continued to administer the program through April
1981. The AFLP was managed by the Department of Health, Educa-
tion, and welfare's Office of Education until May 1980 whef the
program was transferred to ED. : ' .

FMC received a CHLP pof $1,575,000 in 1968 for the construction of
two dormitories and a student union building. Revenues from
these facilities and a special stiudent union fee were to be used
to operate and maintain the facilities and meet debt servicé re-
quirements. At May 31, :1983, principal and interest in default

‘} on the CHLP loan was $200,000 and $190,725, respectively.

: The College also received an AFLP loan of $1,536,000 in 1968 for
the construction of an academic complex consisting of a new class-
room building, library, science building,‘iﬁixsic building, auditor-
ium, and related service units. At May 31, 1983, principal and

. interest in default on the AFLP loan was $257,000 and $241,800,
respectively. : .

0 ’ ’
FMC entered into a workouf agreement with HUD in 1980 to pay the

e delinquerit* principal and interest on the CHLP loan. A CHLP work=-

out .agreemeht provided for monthly payments of 85,000 and guarter-
ly payments of $11,000 toward repayment df the CHLP loan. An
identical agreement was executed with ED for repayment of the
AFLP loan. The College has not been current in making ,the pay-
ments required under the workout agreements. .

X
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In September 1982, ED Loan Management staff visited the Céllege
“to finalize another workout agreement for repayment of thg de-=

faults on the CHLP and AFLP 1dans and to-inspect the projec® ' As .

a result of the visit, BN} ‘agreed to not exercise any remedies. of
default pending the College's performance of additional require-
ments. At the completion of our audit work on November 8, 1983,
all requirements had not been met.

[N

SCOPE GF AUDIT

The purpose of the audit was to review gelected aspects of the
CHLP and AFLP loans. Specifically, the objectives of the audit
- were to determine whether: ’ '
(I) receipts and expenditures for CHLP pledged facilities are
being properly determined and reported to ED, and net reve-
nues are properly accqunted for and ugsed to make payments: on

“ the institution's CHLP loans; .

(2) the institution complied with the terms and conditions of
’ the workout agreements; : :
(3) . Federal loans had received equal treatment with other long-~

term obligations of the institution; and

<
v

(4) the-institution was current in making payment.s' under the
workout _pgreements. :

Our audit included a review of the Trust Indentures and workout

agreements, a review of the College's accounting system, a review

of project financial records, a review of supporting documenta-

tion for selected items of costs charged to the ‘projects, ‘and
discussions with College offjicials. ” :

Our audit was conducted in accordance with generally accepted
government auditing standards appropriate to the limited scope
audit described above. Aaudit field work wad donducted at FMC and
the Nashville 0IG Audit office during the period August 2, 1983,
through November 8, 1983. The' audit covered loan dctivities dur-
ing the period July-1, 1982, through July 31, 1983. -

.
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. HIGHLIGHTS OF AUDIT m:sux.'rs coe

FMC has been delinquent in making the payments required under the
CHLP and AFLP workout agreements. At July 31, 1983, the College
was delingquent $118,000 in its payments. Subsequent to comple-
tion of our on-site field work, FMC brought the payments current.

‘PMC has not complied with other provisions of the workout agree-

‘ments. The College has not obtained a Trustee for the CHLP and .-

‘AFLP loans, made necessary repairs to the project facilities, and
submitted Loan Management reports and an analysis of project

- costs., .

*

FMC. alao has not complied with several provisions -of the Trust
Indenture governing the CHLP loan. Adequate accounting and cost
allocation procedfkes have not been establibhéd, the required
Revenue Fund #Account hag pot been established, all f)ledged reve-
nue has not been creéed to. the CHLP project, and the project
facilities have not been aintained in good condition, repair,
and working order. :

The CHLP and AFLP loans have generally received the same treat-
ment, as other long term obligatlona of the College.

Except for the items highlighted above and the items detailed in
the Findings and Recommendations section of this report, the
tested items were in compliance with applicable- laws and regula- -
tions. Nothing came to our attention as the resunlt of audit
tests that caused us to believe the untested items Were not in
compliance with applicable laws and regulationa.

FMC general),y agreed with our recommendations. Their response to
the findings and recommendations is' summarized at the end of each
finding together with the auditor's comments as appropriate. The
complete text of FMC's response is included as an appendix to
this repdrt.
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FINDINGS AND RECOMMENDATIONS

'Finding No. 1 - NON-COMPLIANCE WITH REPAYMENT AND OTHER PROVI~-,

SIONS OF E WORK UT-AGREE!_!BNTSA . .
——’LT';—. ' . o

PMC has axpertenced financial difficulties gince 1970 and, as a
- résult, the College defaulted on f{ts CHLP and AFLP loan payments,
In March 1980, PMC entered into workout agreements to satiafy “the

delinquencies.. Another workout agreement was executed in Septem~

Cber 1982. Thé College has not fully complied with the provisions
of these agreeménts. At July 31, 1983, the College was delin-

Quent $118,000 in the required payments under the workout agree-

ments ‘on the CHLP and AFLP laans. 1In addition, the College’ has

not complied with other provisions of the workout agreements

which. required the College to obtain a Trustee for the CHLP and,
AFLP- 1oans, to make necessary repairs to the projact facilities,

to submit Loan Management reports, and to submit an analysis of

project costs.. ; - ) . L

-March 1980 workout Agreement

In March 1980, the College entered into a workout agreement with .
RUD to satisfy the delinquent '‘CHLP loan. ¢The CHLP workout agree-~
ment provided for payments of $5,000 on the 15th of each month
for a period of 30 years or until the delifquency was satisf Ped
And $11,000° each quarter until current principal and interest on
the’ debt was repaid.. An fdentical workout agreement was executed
with ED for the AFLP loan,

‘At July' 31, 1983, the College was delingquent $118,000 toward the
CHLP_and .AFLP workout agreements as follows: ) -

* Due pate CHLP_ ~ __.AFLP_ - _Total
Jul 82 - Sep 82 $11,000 ~$11,000 ' $22,000
‘Oct 82 ~ pec 82 © 711,000 11,000 22,000
Jan 83 - Mar 83 11,000 11,000 22,000

May 15, 1983 5,000 - 5,000 10,000

Jun 15, 1983 5,000 5,000 10,000

"Apr'83 - Jun 83 - 11,000 11,000 22,000

A

. Jul 15, 1983
) ' . o 3 . ; .

" Our revievw indicated that the CHLP »nd AFLP projects are generat-
. ing sufficient revenues to pay maintenance and operating expenses
and meet the payment schedule réquired under -the workout agree-
ments. FMC officials.gtated the College is still having cash
flow problems fn that all revenue is not collected at the time
the revenue is earned. This canses a lack of cash at the time
payments are due. College officia¥®s®also said that during the
past year, the school hai ©’ ra: lwmiwiness managers. The, lack of

- 5,000 5,000 - 10,000

continuity in the business office has contributed to the College .

-t -

T
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being delinquent. in {ts- paymenta. c°11ege officials stated that
they would be able to bring the repayment s@hedule current by
". October 1983. .

On September 9, 1983, subsoquentzh-?the completion of our on-site
“work, the College sent ED $160,000"(also includes one quarterly
and two monthly payments which came due after .July 31, 1983, for
each loan) to bring the CHLP. and AFLP loans current as of Octo-
-ber 1, 1983. :

Septemb 1982 Workout' Agréement : . ) ' ' )

Because(FMc defaulted on the payments requlred by the March’ 1980
agreement, ED Loan Managament staff visited the College in Septem-
ber 1982 to attempt to resolve the de]inqm ney. As a result of
their visit, ED agreed to not exercise any ‘'remedies of default
provided FMC performed certain' actions regarding the alninistra-
tion of the CHLP and AFLP loans. These actions ,included:

(1) obtaining a Trustee for the CHLP and AFLP loans by Septem- .
ber 30, 1983,. . .

* (2) spending $50,000 to bring thg/project facilities into a pro-
. . per state of repair by Apri

(1) submitting. Loan Management reports ‘on a senu annual hasis,
" and , . .
. . L4 .
(4) providing,ED with an analysis of management and operations
costs associated with the operation of the project facili-.
tias. )

‘Trustee for the CHLP .and AFLP Loans. The College had not aps»

pointed a Trustes at. the completion of the audit site work on

August 10, 1983. We contacted the College by telephone on Novem--

ber 8, 1983, to determine if a Trustee had been appolnted and
® were told that a Trustee had not been appointed.

Expenditure of $50,000 for Repairs. The .College was able to show
that approximately $25,000 in material, labor, and other costs
. had been spent toward making needed repairs. Our inspection of .
the pledged facilities indicated that repair work was gtill in
progress and that additional ™Mpairs aca needed. (See also Find-

ing No.' Z ) . . .

Loan Management Reports and Analysis of Project Operating Costs.
The College has nat submitted thn Loan Management reports or the
analysis of project operating costs. The last Loan Management
Repodrl wnhmitted to ED was {or the period ended December 31, 1981. .
College officials stated that because of ‘the turnover of Bus{ness

Managnrs durfing the past year the reports were overlooked and not

‘complwted, | Collegk officials said that the delinfuent reports .
would be.submitted as soon as.paossible and future reports would

be subpitted on tzme.

3+
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Recommendations . . . - 4

_ We recomsiend that FMC: o

(1> make all future payments required bj the workdbut agreement .

in a timely manner, .

(2) make all necessary repairs r-é_quifed-to bring the project
: facilities into good working order and condition,. : s .

(3) prepare and submit to ED all delinguent Loan Management re-
ports and submit all futurg, reports in a timely manner, and

(4) prepare and submit to ED an analysis of the project operat-
ingy costs For the project facilities for the fiscal year
ended June 30, 1983, '

. \
Auditee’s Response (Summary)

. Colldye officials agreed with the ‘finding and recommandations,
‘stating that actions have been taken or planned to improve thae -
administrtion of the projects. The College has been unable to
ohtain a trustee because of jts fiscal problems; however, College
officials feel that.a trustee will be appointed by September 30,
1984, The following actions have been taken.by %he College:

l.« Loan paymenfs have been brought current, and efforts
will be made to make‘pigyments as agreed;’ s

2, Necessary .repaira are being made to maintain the pro-
ject facilities in good condition; and

3. -Loan Management Reports are being submitted.

Audifor's Commeénts

-

. In addition to the above, the College should prebare and submig,
to ED an analysis of the operating costs for the project facili-
ties for ‘the fiscal year ended June 30, 1983, ’

8
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Finding No. 2 - NON-COMPLIANCE WITH TRUST INDENTURE

FMC was not in compliance with sevefal provisions of the Trust
Indenture governing .the CHLP loan since 1) adeqguate accounting
and cost allocatlon procedures were not established, 2) the re-
quired Revenue Fund ‘AccQunt was not established and main ned,
3) all pledged revenue was not credited to the CHLP pr ¢+ and
4) the project facilities have not been maintained in good¥condi-
tion, repair, and worklnq order. .

Inadequate Accounting and Cost Allocatton Procedures

FMC did not have adequate accounting and cost allocation proce-
dures to assure that all project revenues were credited to the
project and only project-related expenditures were charged
“against project revenue. 'Section 616 of the Trust In
states that-proper books of accounts and records will “kept
which full,. true, and correct entries will be made of all ddal-
‘ings and transactjons relating to the operation of the project,
other revenue which Ys pladged to secure the Bonds, and the opera-
tion of the bqrrower. )

FMC had not. established separate revenue and expense accounts Lo
account for CHLP revenue and expenses. FMC used a manual account-
ing system without any procedures for allocating revenue and ex-
prnsescbetween several functions. Only those items which were
directly related to a particular facility, based on the knowledge
of the Busipess’ Officeypersonhel were charged to that facility.
CHLP revenue and exfenses were sometimes combined with non-CHLP
rev®nue and expenses. For example, all housing revenue, Qn-
campus and of f-campus, was credited to a single housing revenue.
account; Student Union fees of $101,400 which were pledged to the
CHLP project were not crgedited to A CHLP revenue account; and
utilities, waste disposal, and maintenance costs were not allo-
cated to the pledged, facilities or other non-CHLP facilities:
Recause FMC did not maintain complete and accurate accounting

records, FMC'was unable to insure that all CHLP revenue was cred- .

ited to the pledged facilities and that the revenue was used only
for the operation and maintenance of the CH roject or to pay
other project-related costs. FMC was also unable to determine
whether rental rates and fees were adequate to operate sufficient
revenue to pay debt service requiramants and all malntenance and ’
operating expenses of the CHLP project. - :

OQur review of CHLP revenue and expenses for Fiscal Year 1982-83
indicates that the gledged revenue and the revenue from the pro-

-

Ject facilities are sufficient to pay .all operating and mainte- .
nancg expans2s and the payments Tequired by the CHLP' workout

agreement. However, as stated in Finding No. 1, FMC was not tlme-
ly in making the payments under the workout agreement. ‘

Accordlng to College officials, a*lack of ‘ continuity in the Busi-

ness Office has affected the College's ability to establish and

»
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ntain adequate accounting and cost allocation procedures. FMC
hl had several different business managers in recent years “and
three since the beginning of the 1982-83 fiacal year. .

: 'Revenue Fund Account Not Establishod

Afticle V of the Trust Inden'ture states that all rentals$,
charges, and revenues arising from the operation of the project, .-
and proceeds of the pledged Student Union fee shall be deposited
to the credit of a special fund to be known a he’ Rove{oue Pund

Account, separdte and apart from all other nds. Such Revenue

Fund Account shall be maintained, so long as any Bonds are out-
standing, in a bank which is a member of the Federal Deposit In-
surance Corporation. Section 616.61 of 34 CFR also states that’
all pledged revenues are required to be deposited into the Reve-
nu2 Fund Account and may be disbursed only in accordance with the
loan requirements.

FMC has not established the Revenue Fund Account for the CHLP
project. College officials maintain that a separate fund account

would place an additional ‘burden on the College because it would .
require additional personnel to maintain these .accounts. They

) contend that because all revenue is not: receivad at once, but

per {odically ‘during the year, there would be difficulty in allo-
cating the: funds when they are received to the proper accounts.

The intent of the program is that the pledged facilities be self-
sufficint and opefated and maintained separately from the gene-
ral operation of &he College. A separate Revenue Fund A-~count is
‘not only required, but is necessary to assure that project funds
are geparately identified to operate and maintain the project
factlities. . . - %

Pledged Revenues Not Credited to Project

Pledged revenue of $101,040 had not been credited to the project
and made available to pay project  operating and maintenance ex-
I'nses and other project<related costs. Article VI of the Trust
Indenture states that the borrower covenants and agreés to estab-
lish initially the following rates and/or charges:
‘Student Union Fee: . o _/
Regular: $40.00 per enrolled student
Summers $20.00 per regqular student

During Fiscal Year 1982-83, Student Union fees of $101 400 were

received by FMC. These fees have not been credited to the CHLP -

project for use - in operating and maintaining the project facili-

" ties.
%




pledggd Fecilities Not Adeguately Maintained .

Section 6 07 of the 'l'rust I~denture states that the College will -
at all times operate, maintain, preserve, and. keep the property
in good condition, repair, and working order. During a.September
* 1982 visit to FMC, the ED Loan Management staff noted that mainte-
nance and repadr work was needed to the extent that ED ‘required
. e

i-nto a proper state of repair. s
Our field work .at FMC included a site. inspection of the pledged
facilities. During our inspection, we noted that.some repalr and
maintenance work had been completed and other work was in progcess.
However, the pledged facilities were still in ne;w'r{l/oenal
repair to return the facilities to good workin er and condi-
tion. The Mep's dormitory was especially in need of additional
repairs. We noted that windows were broken, the restrooms needed
cleaning, and the doors and walls needed painting. Somé of the
damages to the Men's dormitory and the other pledged facilities
was caused by .inteptional acts rather than through normal usage.
College officials stated there was -inadequate supervision in the
"dormitories bgcause of understaffing.. They felt a full-time hous~
ing director!was needed because the College official in charge of
student housing functioned in that capacity only on a part-time
basis. College officials also mentioned overcrowding and the
lack of recreational facilitiés, a functional Student Union, and
telephones in the dormitory rooms as contributing to.the defacé-
rment to the pledged facilities.

> . \.
Recommendations o, T .

8]

We recommend that FMC: . : ) o

(1) develop accounting and cost allocation procedures. to proper-
- ly account for revenues and expenses applicable to project
“ _£ac111txes, o o

(2) establish a -Revenue Fund Account at an #proved bank and

" deposit any exisiting project funds and all future project

revenue into the account, including the $101,040 of Student‘
Union fees, and

(3) perform any additional repairs ‘necessary to return the
o pledged facilities to good condition, repair, and working
order.

Auditee's Response (sumrdarz)_ :

College officials agreed to that portibn of the finding and recom-
mendations Eoncerning the accounting and q¢st allocation proced-
ures, and making necessary repairs to the pledged facilities.
The College did not agree to the establlshment of a Revenue Fund
Account. . .

~
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"FMC .has revised its accounting system to properly identify the
financial results of each project. 1n addition, procedures are
being implemented to determine the allowability and allocability
"of costs pertaining to the project. College officials stated
‘they have made it a priority to improve the condition of the pro- .

. Ject facilities and to.maintain the facilities in good condition

to improve student life on campus. .

The College dld not agree to establish and maintain a Revenue’
‘Fund Account becauge it creatés a hardship td collect revenues at
the time they are earned. They stated it ig difficult for the
ingtitution to segregate cash payments from students in order .to
credit a'Room and Board account at the time of rpceipt.

Auditar's Comments

The Trust Indenture and Section 616.61 of 34 CFR\require that
project income and revenue be deposited into- the Revenue Fund
Account.’ The purpose of these ‘requirements is to insure that
projact funds-are separately maintajned and available to pay pro-
ject expenses.t When the funds are commingled with other Univers-

ity funds, the possibility exists that project funds could be .

used for non-project expenses. Separate receipts would not neces-
sarily be needed as long as a single receipt provided for an allo-
‘cation of the cash or credit hatwaza Lhe two CHLP projects and
non-CHLP functions. Deposits of CHLP revenue into the Revenue
Fund Accounts could be made on reasonable intervals, such as
_ weekly. . : . : T o

-
-
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March 30, .

Mr. M. Bruce Nestlghutt

Regional Inspector General for Audit
Office of InSpector General ’
U.8, Education Department .
101 Marietta Tower ‘-

.P.O. Box.1598 .

Atlanta, Georgia 30301

Ret” Audit Control Number 04-30066

Dear Mr. Nestlchutt: .

* Enclosed is our official institutjonal response to the draft
report of your review of. Plorida Memorjal Collo;E;a “Housing. and
Academic Facilities Loan Programs®, f the peri which ended
July 1, 1982 through July 11, 1983. .

° L]

d The college agrees in general with the audit findings that
it has not complied with the provisiohs of the work-out agreement "
pertaining to the College Housing and Academic ‘Facilities Loa
Programs., We do reoalize that there re problems in complyi
with the provisions of the work-out greement, but think it
significant to note that the college has already made improvéments
in the areas during the“current yeas. :

We wish to whank you for your precise and detailed auvdit and M
the recommendations you have made fpr the improvement of the
proje(;'t adminisgration. ’ . ¢

Sincerely, ’ -

VRD.D .‘

L4 . V. Raoc
. - usiness Manager
KVR : kw .. M ‘
cc: .Dr. W. C. Robinson
) Dr. R. E. Williams
- -
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PINDING NO. 1 - NON-COMPLIANCE WITH REPAYMENT AND
OTHER PROVXSXONS OP THE WORK-DUT AGRBEMBNTS.

INSTITUTIONAL RESPONSB

Florida Memorial College concurs in general, the txndxngs'
of the auditor that it was in nOn-complxance with repayment
and other provisions of the uork—out agrapments with the U. S.
Education Department pertaxnxng to - the "Audit of ‘the: Collegé
ﬂousinq and Academic Facllxtnes Loan Programs®. It further
acknowlédges, that non-compliance with thé repayment agreement
and the provisiong of the work-Out agreement was . the result e
of its fiscal problems as well as turnover of personnel in’
the Business Office. 'The college does ‘not acknowledge “the
possibility of 1ntent' ‘for non—chplxance with the repayment
agreement and work -out agreements.

> : . i

TRUSTEE FOR THE CHLP AND AFLP LOANS

hl .

.The college acknowledges the fact that it has not
appointed a Trustee to administer the CHLP and AFLP Loans
‘as required by the agreements. The college could not obtain

a trustee because of 'its fiscal or blems which affected the
image of the college. ' However, th§ college 1s rebuilding
its credxbxlxty in the community through 1nst1tutxonal .
progress. This could be evxdench by its recent .successful
fund raising campaign for '$3.5M, o which it had ‘realized E
$4.1M from the communxty. Also._ e college 1s experxencnng
significant growth in its enrollment for the 'last three years.
Addxtnonally,'the college has ‘hired traxned and competent staff
in the Business Office. As a result of the above factors angd
_its ‘turn-around’ in its fiscal operation, the adanxstratxon
feels certain that it will be able to appoint a trustee by

September 30, 1984.

[ ) B
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Florida Memorial College further endorses the audit's
recommendations regardiné the need Cor making future loan
payments in a timely'nanner, make.all repa:cs needed to

.maintain the project facilities in' good co-:xcion;'submission
of Laan Management Reports and analysis -of the project
operating cosgts for the fiscal year 198} to the Education

Department.

The Aqministration of the_college haé'made strenuous
efforts to improve the administration of the projects to be
in compliance.with the work-out agreement. The following

actions have been taken by the institution:

1. The college has bLought the Lcan payments
! current, and efforts will be made to make

payments as agreed.

2. Necessary repairs are being made to maintain
the project facilities in good con:-txon
-«"
3. Loan'Managenent Reports a}e being submitted
(see Exhibit A.8 B).

1. DEVELOP ACCOUNTING" ﬂND“CﬂST—AhLOCATION PROCEDURES TO
" PROPERLY ACCOUNT FOR REVENUES AND EXPENSZS APPLICABLE

TO PROJECT FACILITIES.

INSTITUTIONAL RESPONSE

. In accordance Qi;h the Trust ‘Indentures qoverniné loans,
the college has zevised its accounting system to properly ’ )
identify the financial results of each project Also, procedures
_for determxning the allowability and allocability of costs
pertaining to the project are being implemented in accordance
‘@ with the applicable cost principles. - With the revised accounting
system, the institutiof can properly identxty revenue and

[N

expense categories related to the pro;ect.

’
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2, ESTABLISH A REVENUE FUND ACCOUNT AT AN APPROVED - 8ANK

AND DEPOSIT ANY EXISTING PROJECT FUNDS AND ALL FUTURE
PROJECT RBVBNUE INTO THE ACCOUNT.

L

INST.ITUTIONAL RESPONSE

With regard to the estiblishment of a Revenue Fund
Account at an approved bank for depositing project monies,
.the college does not agree with the auditor, because it
creates a hardship on its part to collect revenues -at the
time they are-earned. The college is currently facing thé-‘
problem of timing difference in receiving tinancxal aid .to

- pay students‘ tuition and fees, Also, it is difficult for

the institution te segregate a cash bayment fram the sthd{\}
in order to credit a Room and Board account at the txme of
“the receipt. : '
r-? .

As a result of the above problems, the 1nst1tut£on can
properly 1dentify source and applxcatxoh of funds with proper
account classification. As mentithed earlier, the institution
can_propgrly account -for funds of each project with the new

) accpunt&ng system.

: ¢ . _
3. PERFORM ANY ADOITIONAL REPAIRS NECESSARY TO RETURN
THE PLEDGED EACILITIES TO GOOD CONDITION.

INSTITUTIONAL RESPONSE

The instxtutxon has made it a priority to improve the

" condition of the project facilities., As of Februiary 29, 1984,

" ‘the college has spent $40,841 in making necessary repairs to

RC, L e
= N T

the facilities. It is the intent of the- administtation to @'
maintain the project facilities ln good condition not only to
complykwiéh the trust indenture, but also to improve ‘student.

life on campus.

<
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EXHIBIT A

Farm 2pprived

. B Oul Ne. 83-R!20?
STAARTVINT IF nCuSinG ANT LABAN OEVELOPUENT TO 8K COMPLETED BY HUD b
TDLLEGE HOUSING LOAN PAQCRAM & ACVILATD WY ’ .
. LOAN VANAGEMENT REPORT :
J. TTerort 1 7193. 1w 3y Sechio~ 40.:131 and 9} ot the 8 sAoue ! . " '"-
] vy At of 1380, Fasuie 10 “wooe? con resultn CoMMENT '
1o 4 1% o6er 3 1~e Bairsaer. '
2acagm i vavg . v
FLORIDA MEMORIAL COLLEGE ) Sm0oJLCT NOD !"W‘\"‘ sus.ic,
ISRCAT®R 4 A0TRENS AN IS Z0DK - CH-FLA-8708 ! X
:?:‘2? Né“aﬂ:gndjg‘olisuz 3 PFISCAL vEAN ENODING .
b L A ’
v o June 30, 1983
10GE0 REVENUES
. WO Coste’ - .
taceme Gross -Eulu.h’l‘)l‘h Net Ne. Occupiod Ne. .
tm Facsliran Recerets Seenvee) Reconves Bed/Units .. - .
y 1, 1982 - s s i |y
-2 30, 1983 194,049 679,916 114,111 199 3199
& — ——
.
.
L S
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ke 1
AL s ] s
‘L
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o
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. R ' v BARIBLY B
! n.onm Mzuonuu. COLLEGE - -
uomu'romr AND . STUDENT- umou = CAFETERIA
- REVENUE' AND ABXPBNSBS N B
- JULY 1, 1982 - June Jo, 1983 . '
R . - . . .
. & ’
/8nues! ]
_itudent Union Revenie | o "8 93,040
(Pall 82~ 921 x $40) $ 36,840 ' _
(Spring '8 - 1050 x $40) 42,000
“ .t Summer 83 - 710 x $20) T 14,200 o -
‘ ioard Revenue s ) T 473,811
L] . .- . )
oom Revenue - - . t : ' 367,584
. 88 Rev;enuesz - : ’ $ 934,175.
s: Uncollectnble Student : o ’ . -140,126 -
Churgnl - 15\ ’ B
| Revenues : - S 794,049
] . ——
’ i
‘enges : a
enonnel‘ v '
| Counselors (3) $ 57,561
Supervision . . 11,400
Maintenance
(10 staff 3wks x 40/hrs 4,440 .
to paint repair s ) . o -
refurbish) . : . '
(2 staff continuious .- 6,658 '
maintenance 40%) ’ ’
Custodial/Sanitorial -
(4" personsg lg months) . 66, 144 )
al Personnel . T ) $ 146,201
tilitjes: - - C R
FPAL (40% $196,138) . 18,455
BFI Waste(40% $10,300) 4,120
. . ’,.
.‘l -J 'Y
Co




hiiﬁi;bade Water .. .
(40y $20,794) ‘ S R (3 P 1 g
City Gas (40%.§12,572) - 5,029
- Telephone Service \ 1,000
Total Utilities - N, .
Board Expenses
Other Expenses: )
Repairs llnefurbgghing 5,586
_ Maintenance Supplies 24,442
- Insurance (25% $40,000) - ~"10,000
Total -Other Expenses
Debt Services
Total Expenses
Exce#s.kevenge/Expensep
LY L] L d
\
L4
! LY w ) .
N \
[\
. Q )

B A v Provided by R

$ 96,922

§ 396,765

$ 40,028
$ 104,000

§_783,916 |

$ 105133




1800-400

1801-400
1801-503
1801-509
1801-508
1801-516
1801-542

1801-532
1801-549
1801-552

" 1801-558 - -

1801-598
1805-400
1805-503

1805-508

1805-509
1805-516
1805-532
1805-542
. 1805-549
- 1805-552
1805-558
1805-598

1825-400

1825-503 °

1825-508
1825-509

“ERIC, .
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'Hlncollaneous

FLORIDA MEMORIAL COLLEGE

AUXILIARY ENTERPRISE ACCOUNTS -

INCOME AND EXPENSE ACCOUNTS

-,

Auxiliary Enterprises - COn:rol

Student Union Poeo'
Full Timo Staff

Employce Bonof!to 3
Collogo Work- Study Hatching Expanso

‘Supplies

Utilities

Communlcntlons - Telephone & Telogrnph
Bquipmont . . : T~
Inuuranco . o

‘Repairs & Rofurbishlng

Food Service Fees
Full Time Staff

College Work- -Study - Hatchlng Expense

Enployee Benefits
Supplies
Coomunications - Telephone

Utilities

équipment
Insuragce -
Repalrs & Refurbishing

Hlscéllaneous

Duo Dormitory - Roonm Chorgos

.

Full ~Time }tlfl

_Collegesyo:k-Study

Employée Benefits

Ld
e

' EXHIBIT C




1825-516

1825-532 . .

“-1828-sk2
. 1823-349
. 1805-552

1805-558 -
1805598 .

1830-400

1830-503

1830-508
. 1830-509
1830-516

1830-532

1830-542 ..

_ 1830-549
"1830~552

"1830-558-

1830-598

1

‘Supplies

Coomunications - Telephone -

Urilities

Equipment

lnlurl;ce . B
Repairs & Returﬁitmingf 1'4}\
Miscellangaus - '

_P;ime Dormitory -~ Roonm Chpfgea:
5

_Full-Tige Sctaff -
‘College Work-Study

Emhlayee_senatitc
Supplies

Conmuuica}iqna--'Telgphone

Utilicies

"Equipuent

. Insurance

Reparis & Refurbishing
Miscellaneous '

-
A
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% Principal action official _ g
- ' Mr. Edvard Elmendorf - : .
. M:iltﬂnt C ’ ' ) '
Office of Postsecondary Education o
t of Bducation -, . a _
Roam 4044, ROB-3 -
‘00 mlm A\Bml, suuo .o . _/"r R ) . . !
Washington, D.C. . 20202 . -

Office of Inspector qeném '
Mr. Prank Yanni, Chief .
lbstaecondgry Education’ Audit Branch, Washington
Chief, Contract Audit Branch, Washington
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" * UNITED STATES DEPARTMENT OF EDUCATION

REGIONAL OFFICE OF GENERAL
Yo KATIONS FLAZA BOOMITT
SAN FRANCISCO, CALIFORNIA 82

OFFICEOT ALDIT °, ' o . " . OFFICEOFINVESTIGATION
«th $36-21) B i : : L L

\

. - L
7/

. Audit Control No. 09-30044
AN ) ~ Pebruary 3, 1984

o

" Board of Trustees

:".'E

4

Dear Board Memberss

MC . !
i o R

\SJ

Hawail Loa College
45-045 Kamehamahs Bighway
Ksneche, Bawaill 96744 :

. . -

Enclosed is a copy of the Department of Bducation (BD) Inspector
Genersl's report, "Hawaji Loa College ~ Review of the College
Bousing Progrsm snd‘Academic Facilities Loan Program for the two
year period July 1,'1980 to June 30, 1982." -
Your attention is directed to-the contents of this report. .
Please respond to each finding and recommendation within 30 days
from the date of. . this letter, presenting any comments or -
sdditional information that you believe may. hsve s besring on the
settlenent of this audit. These comments must ba forwarded
dlroct1¥ to.the following Bducation Department official
responsible for the fins .determination of corrective ections on
deficiencies covered in this report snd, where necessary. the

" determination of amounts thet must be refunded to the Federal v

Govotnment:_ ) : -

Mr. Bdward M. Elmendort ’ :
Assistent Secretary for Postsecondary Bducstio
0.8. Department of Education

P, O. Box 23450 .

" L'Enfent Plaza Station, SW co
Washington, D.C. 20024 V

Revised OMB Circulsr A-73 directs Pederal ogoneleu to expedite
the resolution of sudits by initieting timely ection on the
£indings and recommendations.conteined therein. Therefore,
receipt of your comments within 30 days vould be grestly
lppteclasod. : S . N

kY

" In,accordance with the principles of the Preedom of Intormation
Act (Public Law 90-23), ED Office of Audit reports issued to the
Departmert's grantees and contractors are made availsble, if

‘_requested, to members of the press and general public to the

extent information contained therein is not subject to exenptions
in the Act. : - ’ ,

’

‘Please refer to the above sudit control nunbor.in sll
correspondence relsting to this report.

) Yours truly.r .
. .
. Regional Inspector Genersl -
4 T for Audit -

Enclosure

\

Q

»”’
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Background - . - _—
Bawaii Loa College (BLC), a Hawaii corporation, ia a private -
nonprofit four-year liberal arta college located on a proximately,

136 acres neax Kaneche on the faland & Oabhu, nnurl. The land

.was donated to BIC in 1966 by the Barold X:L. Caatle Poundation,

&,

.aubject to the conditiona that it be used for educational pur-
poses only and .that {f uaed for other purposes, abandoned or not .-

used, it will revert to the Poundation, Prior to receiving loan
assistance from the Fedetral rovornnent to construct petrmanent
facilities, BLC was located in temporary Quarters, .

In 1967, BLC was awarded a loan under Title III of the Bigher
Education Pacilities Act of 1963 (BEFA) by the U,.8. Department of
Health, Bducation, anhd Welfare's office of Bducation. In 1972,
the BEFA - was merged with the Academic Paci lities Loan Program
{AFLP), which ia currently in effect. The adminiatration of the

" loan was transferred to the U.S8. Department of Education (ED)

when the Department waa eatabliahed in May 1980. .The award
(Project mo. 5-9-00327-0) provided a low-intereat loan to con-

- struct a nev library/clasaroom building. The principal amount of"

the loan was §2,190,000, the groc.odl from the Library and Class-
’{OOI Building Bonds of 1970 (Bond) isaned by BLC. The terms of .
he award provided for repaynent of .the debt over a period of 30
yeara at 3 percent intereat. The Bond ia esecured by the library/
classroom building and a portion of the HLC land. ’ :

The Bond was originally acheduled to be repaid in annual {nstall-
ments of $65,700. In addition, a Debt Bervice Reserve Account of
$123,000 was to have been established. ' Principal reductiona were
scheduled to begin in Rovember of 197s, Bowever, due to HLC'g
poor financial condition, {t has been unable to make any paymenta
towards the retirement of the Bond principal, 1Interest payments
on the Bond have been mads sporadically. 1In 1980, BD rescheduled .
the Bond repayment becauae of BiC'a. inadbility to pay. 1In 1962,
BLC defaulted on this revised payment schedule. Aa of June 30,
1982, HLC owed ED delinquent principal and intereat of $470,000
and $296,400 respectively, including payments due in May 1982.
In addition, HLC haa pot established the required Debt Bervice
Reserve Account of $123,000, - -

In 1972, another loan (Loan No. CB-Hawai{-10(D)) waa made to BLC,
under the College Houaing Prograa {CHP} by the U.B. Department of
Bouaing and.Urban Develgpment (BUD). The administration of the
loan was tranaferred from HUD to BD subasquent to May 1980, The.
principal amount of the.loan was $2,000,000 repayable over 50
years at 3 percent intereat.  The purpose of the CHP loan yas to
construct six dormitoriea, with accommodations Sor 160 single
students, a dining and kitchen facility, and student ¢ommon areas.
The loan (Mortgage) ia secured by the facilitiea and a portion of
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‘with generally accepte

the BLC land. In addition, HLC pledged the net revenues of

" qperating the facilities to make its mortgage payments,

scheduled to cdmmence in 1975. BHLC has not made - any of the
required principal payments on the Mortgage. Interest payments

on the Nortgage have begn made at irregular intervals. 1In 1960,
.BIC executed a workout agresment with BD for revised payments on
"the Nortgage, but defaulted it in 2982. 'HLC has not establiéhed

the required Note 8inking Pund Account of $77,400, nor has BLC
contributed any funds toward the required Repair and Reghccment
Reserve Account of $195,000. .In addition, as of June 30, 1982,

‘BLC owed BD delinquent principal and interest of $157,590 and

$197,564, respectively.

In November of 1982, BLC received approval to remain tempqr‘ruy
in arrears on all principal and interest payments for both the
Bond and Mortgage until April 30, 1963. The current deferments
on both the Bond and Mortgage, approved by ED, expired April 30,
1983. BLC has not made any debt service payments since the
expiration of the defermant agreements. .

The pledged facilities mentioned above are the only structural
improvementa on’the HLC campus, and a majority of the 136 acre
site is unimproved. The entire physical installation and most of
the 24 acres of improved land is pledged as security for debts to

" .the U.S. Department of Bducation incurred to construct the

college.

I

Scope of Lilgit .

CHP

AFLP loans to HLC., Our audit -was performed in accordance
governmental auditing standards, exce
ermining (1) the current status of debt

's compliance with the terms and condi-~

that it was limited to
service payments, (2)

' ‘The Nortgage was ’oﬂgi ally scheduled to be repald in annual
amounts of approximately $79,000, with principal reductions:

The .&:rpo-e of our audit was to review selected aspects of the-

tions of its debt deferhent and workout agreements, (3) whether -

Federal and non-FPedersl loans received equitable debt service

.. ‘treatment (4) whether pledged operating revenues were properly
¢! accounted for by BLC, and (5) whether or not the financial

E

condition of the College indicated a potential to bring the Bond
and Mortgage lqtq-eurx_en# payment status. .

. Audit field work was 'b/or!o_:ned during July 1983 at HLC in

Kaneohe, Bawvaii. /

‘

Q
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BLC is aubstantially in arreers on both its CHP, and APLP loan
paynents to ED. Furthermore, BLC's weak financial condition will

" pProbebly praclude it from brl:gln'g its debt service payments int¢

current status in the foreseeable future unlees it can eignifi-

addition, BLC had n consietent or equitable in its repey-

cantly reduce i\ll operating costs or increase its revenues. .In -

ment of debt tod the Tederal government. BLC made its debt
service payments _(botl;"~gr’tnclpn1 and interest) to private lenders
while in.arrears.on both 1‘5 CEP. and APLP loans. . .

: uLc'uhoﬁ;d izmediately review its revenues and expenses and con-.

eldar changes to its rate structure, develop other sources. of
income, devisa technigues to reduce its expenses, or some combina-
tion thereof, in order to generate sufficient revenue to cover
its expenses, including dabt repayments to ED. Purther, HLC
should make its payments to both i{ts Pederal end non-Federal
creditors in a consistent ond‘ ‘squitable manner. :

HLC also allocatad cartein costs to the Bavenue Pund without
edequate support, thereby overstating the reported expenses end
operating losses. Because of the poor overall financial condi -
tion of HLC, a recomménded financial edjustment to the Revenne
Pund .would have no effect on servicing HLC's debt to ED for its
CHP loan. Accordingly, we have restritted our recommendations to
future changes in the ellocation of indirect costs to the Revenuve

’“ﬂdo

BLC generally ' sgrped with the majority of indings end
recommendations contaified in the report. BLC stateq that in most
circumstances, it was already in complience or agtively sesking

"to be in compliance with the report's recommendatigns.
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HLC is substantially in arrsars on.both its CHP and AFLP losn
payments to ED. This occurred because ‘r@venues, derivsd
primsrily from fees chsrged to students (room, bosrd, snd
tuition) have besn significantly less than operating expenses on

a contipuous basis.. BLC's financial position has besn sp
precarious that its {ndependent CPAs have issued gualified
opinions on its finsncisl statements for each of the past five
years because of concerns about HLC's ability tojomalw
existesice. As a rssult of its ongoing financisl problems, R
hsa sought and receivsd medificspions to-its debt servicing™.
agreamants, eithsr by rescheduling®or dsferring the payments, for
‘both its CBP and APLP loans. We rqcommend thst HLC immedistely

- revisw its revenues and eypenses and consider changes to its rats

structure, dsvelop othsr sourcss of income, divise technigues to

- reduce {ts -xfon.os. or some combinstion thereof, in order to
gsnersts sufficisnt ravenuss to cover its expenses, including
debt repayments to BD.

fackaround )
Undsr the térms of its losn agreemsnt, HLC was required to
separstely account for the revenues and expenditures of operating
the dormitories and dining facilities in ths "Hawaii Loa Collegs
"Ravenue Pund ‘Account® (Rsvenue Pund). The use of a Ravenue Pund
ws8 nscssssry bescause HIC had pledged the net operating revenues
darived from the dormitory/cafstsria facilitiss for debt ssrvics
paynsnts on BLC's CEBP mortgage. Specific revenués wsre not
. pledgsd to mske payments on the BLC Librsry and /Classroom
.Building Bonds of 1970. Rather, payments were to be made from
other cbneg’ revenues. o . L )
1

'
/

Current Pund has hasd anﬁn‘-l -operatlng
deficits ih four of ths last five ysars for ich audite
finsncisl [atatements havs been issusd. As of Jun¢ 30, 1982, ths
cumulative [Unrestricted Current Pund deficit was $930,657,
including/ the cumulative Ravenue Fund dsficit of $789,062.
Morsover, HIC astaff indicated the Unrestricted Current Pund ]
deficit will increaae as a result of fiscal year 1983 loases.. - -
Becsuse jof ELC'a 'significant current fund Adeficits and debt
obligatigns, the opinions rendered by BLC's .independent CPAs on
its sudited financial atstemants havs been Qualified basad on ths
*going éoncern® concépt. . : :

~

g"‘f o-sif-s o > .
CERIC T o Sa
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The opinion exzpressed for the fiscel year .uuf. June 30, 1982
ststed in parts. . - . .

&
-Aa reflected in ths financial cntqont}. the
Collegs has eccunulsted a significant deficit .
ip its unrestricted current fund apd has
‘scbstantial debt obligations im its current
snd plent funds. These fectors, emon
others, es discuséed in note 2 to €inpncie
statsments, indicate thet tha College -q'bo
unable to contibue in existence, he
tinancial statemsnts do pbot inclyde nn{,
adjuatments relating to the recoverebility of
récordsd aaast amounts or the amounta of
e liabilities thet might bs necessary! should
, the College be unabdble to c'ontfinno in
tom .o ﬂlltlncov' ’ . [ \
Note 2 to ths audited financial lutallntl.l’onuthd Financial
Condition, stated: , ; . _
The College had an Unrestricted Current Punds -
deficit of $930,657 as of June 30, 1982, en
incrsase of $376,729 during the ysar. The
Collegs was also unable to make ell ireguired
paymsnts on its housing and ecademic facili-
tisa dsbt to the United States Department of
zducation and. the Department ousing and
Urban Development in e tisely manner, as
diacuased in nots 4. In order to mest
cartain current opsreting obligations, the .
Unrsstricted Current Funds horrmpd $100,000
from the Endownent Punds during t!n; year. : P

r

The ability of the I:ono!o to meet its
current and long-term obligstions is depen-
dent upon several factors. Amoing these
factors ars the nsed for ingreassd eproll-
ment, additional ts end other sources of

- revenues, and a level of expenditures which
. doea not excsed xvaileble revenuss. The
Collsgs continues its efforts to improve its
financial posifion, but the results of these
efforts cannot be predicted et this time. :

In light of the increasingly large losses guffered by BLC end its
significant dsbt odligations, we also conclude there is & high
_degrse of uncertainty concerning HLC's ebility to continus to
exist. MNore 8 clucan{'. however, we bslievs there is 1little -
probability that BLC will be able to make payments on the Bond or °
Mortgage oved to Ed at nnl time in the future unleas BLC can
significantly reducs its opereting costs or increase ite
- Fevenues. . - . .
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Tha ncutp Ravenue Pund dc!lcltt. th. roonlt of continuing
operating- losses, occurred because ratee Rnrgd to students for
.room and board were too.low_to offe expenses even befora
consideration of dsbt service. dormitories have experiencad
‘an average vacéncy rate of abou 8 parcent. However, while a
.contributi{ng factor, the vacancy rate 4id not appear to be.tha
primary cause of the Revenus Pund operating losees. Bven if tha
dormitories wara filled to capacity, the revenues derived from
user faas would not be’ sufficient to offast operating costs. As
%" a rasult the Revenue Pund has euffered losses of $39,834,

$191,419 and $211,973 for tha three fiecal years 1980, 1981 and
19682. Therafora, we believe BHLC should iminediately considar
adjusting its ratea for room and board, and \revisw expendituras
for areas of potantial cost reduction in order afsure revenuas

at least cover current operating costs, including debt urvlcn on
HLC's obligations to ED. .

lt_ecmendit

BLC should immediately consider -any necessary adjustments to its
rate structure for tuition and fees, and ehould develop othar
esources of income in order to generate sufficient revepue to
cover its -expenses, - lncludlng dobt repayments to BD. “

\,

'nx.c generally agreed with the findings and recommendations

included in this section of the report. Tha response stated that
HLC'e financial condition is precarious but steps taken by its
managemént "to correct past deficienciea, stay afloet in the
present and build a basis for a stronger future both academically
and financially® may be working. . BLC diecuseed the effect on
occupancy levels of chéngee in the dormitory rate structure in
the past. The response indicated BLC's belief that annual
adjustments made to its dormitory feee, increased occupancy, and
othar external factors would enable the dormitaries to brnk even
or show a surplus in the ocurrent or futuro yeare. .

Auditor's Comments

BCL's responea prlnnrlly related to curreént and prospective -
conditions that are outeide the scope of our aundit period. We
have Bot ‘reviewed the support for BLC's aesertions and,
ac¢cordingly, are unable to express an orlnlon on the probability
of BLC's success ,or failure in achieving ite goals as delineated
in the response. : :

e N

Aruitoxt provided by Eic: . L )
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Our raview disclosed that NLC has not been consistent of
equitable in its repayment of debt to the Pederal government:
HLC made debt service payments (both principal and interest) to
private lenders while in arrears on both its CHP and AFLP loans.

Although no specific evidence -wps available to determine ths -
‘cause for BIC's inequitable treatment of Pederal debt service

payments, ws believs ELC pursued this policy because of ED's
lenient loan policies, including ED's willingness to grant annual
. debt deferments and the fact that ED's loans were made at a 3
percent interest.rate, substantially below interest rates on its
other debt. As & result, BLC has remained continuously in
arrears on its Federal debt to the dstriment of the Federal
government, We recommend that HLC make its payments to both its
Federal and non-Federal creditors in a consistent and equitable
manpner. - . . : .

Backgroupd . *

As discullsed in the Introduction section to this re rt, HLC
borrowed $2,190,000 from ED to construtt the: library/classroom
complex, a-three-stpry facility. Due to & lack.of fynds, the
interior of the third floor remained uncompleted.-<In ofder to

L

T

by

complete the interior of the third floor, HLC borrowed $425,000

in additional funds from a local bank to finance the construction.’.””

In addition, HLC - has also borrowed and refinarnced debt with

non-Federal lenders °to provide funds for its current operatioms. .. -

-

' !neguitab-;g- Debt ‘l‘rgaﬁong

‘During the two-year period covered by our audit, BLC failed to
make - its required debt payments nnder the Mortgage workout and
. Bond rescheduling agreements negotiated with ED. These
agreements provided for reduced payments teward the intereost
payable to ED. Since January of 1982, HLC has not made pny
'paymer_:t;)p,;_to the Pederal government. However, during the same
perio@SBLC has made substantial principal and interest payments
to ite fitivate creditory. . For the two years ending June 30, 1982

“HLC repaid in excess of $169,000 and $94,000 in principal and in

]
o . .
. -

.

-
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‘Anterest respectively on debt to private lending institutions.’

® - .
- HLC officials stated that certain repayments were mads from Funds

. ‘geciucn-ny pledged by private foundatjons for construction. of
the

third flobr_facilitiés. However, it-appears inequitable to

the Fedperal goveriment for BLC to seek loans and pledges for

additional construction while in arrears on its loans outstanding

‘" to ED for the existing structures. :

.s‘
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Purthermore, ELC has made paymeants for both princips) and
interest on othe¥ non-Pedersl debt while in arreara on its

- Federal loans. Pdr example, im July of 1982, a private bank
loaned BLC §160,000 for 24 months at an interest rate egual to
the prime rate plus 1-3/4 percent. BLC has made the réquired
monthly interest payments ‘on this loan. 1In addition, HLC. gtaff
informed us that the firat principal paykent of $40,000, due
‘July- 1, 1963, .hsd been made. ) S

Bhile we can understand and appreciate the finapcial benefit thst
"BLC receives by repaying high interest loans to private
institutions ss woan-aa poasible while delaying as long ss
possible repayment of 3 percent. intereat loans to the PFedersl
government, we d¢ not consider -such inconsistent treatment
equitable. In our opinion, the leniency ED bas shown BLC in the
past through debt rescheduling, deferrals, and modificstiona har
been abused. : . : :

. Recohmendation

) ‘We rocomno’n‘d thst HLC “pny ita Federal dedt in a m_a_ni_:er
P consistent with its non-Federal debt. - . !

'BLC Response .

.., ~ BLC concurred with the facts as presented in the report, snd ’
w il rovided sdditional facts which it believed would influence the
" » interpretstion of this aection’. BLC atated that structural
improvénents were needed to improve the physical anad .
. psychologicsl constrainta existing at the college, modernize the
facilities, and increase enrollment. To sccomplish thia, HLC
obtsined pledges and borrowed funds to improve portions of the
" school with the spproval of ED officials. HIC concurred that it
hsd repaid high intdfeat private asctor debt while not repaying
Federal debt, but that anticipsted revenne increasés, other
.4 Tevenue options, and alternate linds of credit will allow BLC to
:z:at Federal debt consfetently with non-Federal debt in the
uture. ) . .

Y
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. o Improperly Allocated Costs oo oo
BLC - inappropristely chsrged certain of its allocated costs to the
Revenue Pund. This occurrsd because the basis for allocation was
not sdequatsly asupported ‘or the allocation bases used 4id not -
sppear reasonsble considering the services provided. As s

result, Revenue Fund expeénses and the operating losses were over-

‘stated. During the two-yesr periiod ended June 30, 1982, about
$27,000 was charged to the Revenus Fund for general expenses
which 4id not sppear sllowable under the terms of the CHP Loan
Agreement. In sddition, a significant amount was charged to the
Pund uaing allocation bases for which documentation was not
available to support that the asllocation baaes were ressonable
ngd proper for the costs being sllocated. Becsuee of the poor
overall financiasl condition of HLC, a recommended financial
adjustment to the Revenue Pund would have no effect on servicing
BLC's debt to ED for ita CAP loan. Accordingly, we have racom-

mended future changps in the allocation of indirect coats to;the
Revenue Pund. : ’ : . -t ’

~ B L .
Background o - .

Under ths terms of its loan agreement, BLC was required to
separately account for the revenues and expenditures of operating -
the dotmitories and dining facilitiea in the Ravenue Pund. The
use cf s Revenue Pund was necessary because HLC had pledged th
~ nst operating revenues derived from the dornitory/dln’ink
facilitiea for debt seirvice payments on HLC's CAP loan. -

-

Bxhibit °B®, paragraph (6) to the Loan Agreement provided that:

Current Expenses of the Project shall be pay-
abls as & first .charge from the Revenue FPund
88 the same bescome due and payable. Current
Expenses shall include all necessary operat-,
~. ing expenses, current maintenance charges, \
. : expenses of reasonable upkeep and repairs,
properly allocated share of charges for insur-
° ance and all other expenses incident .to the
operation of the Project, but shall exclude
depreciation, all general administrative
expenses of the Borrower and the-payment into
the "Repair end Replacement Reserve®
g hereinafter provided for. N

The expenses of the Revenue Fund hape exceeded revenues id

increaaingly larger amounts over the last three years. The
tumulative fund deficit was $789,062 at June 30, 1982.

o . . - &

P

Aruitoxt provided by Eic:
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Dtilities (_{g_l_t!- _ : - : T

Por fiscasl year 1981 snd 1982, HIC allocated a3 total of 3103;60
in ptility costs batween the dormitory/dining facility and the
clessroom/library building bssed on estimated houri of usags.
This basis sllocated approximstely 66 percent of ths utility

costs for ths 1981 and 1982 fiscal years to the dormitory/dining.

fecility Revenue Fund, snd ths remaining 34 percént of the costs
to the clesssroom/librery bundxnf. While esjimated hours of
“ussge may be s reasonsble sllocetion

buildings, it does not appear ressonable for buildiags of
dissimilesr vee.  Por exsmple, dormitories msy use less
electricity then sdministrstive offices, while kitchen fecilities
‘may use more. - . . .

%Ws wers unsble to determine whethetr the basis for sllocation
provided s ressonable distribution of costs to either fecility.
‘However, since the’ dormitofy/dining fecility ie s eeparste
facility, we belisve a separste utility meter would sdeguately
measure utilitiss usage. BLC officisls indicated the cost.of
installation of & separate meter would be minimsl compsred with
totsl utilities costs. Therefore, we recommend HLC ihstall s
separate utility meter to sccurstely meesure the costs of
utilities to the Revenue Fund.

N

Grounds apd Maintenance

Grounds and maintenance costs of $62,099 were equally dietributed
between the dormitory/dining snd classroom/library. fscilities

using square footsge as an sllocation basis. Bowever, since these-

sctivities sre performed outside of the buildings, the functions
sppear to be primesrily rslsted to the .buildings® exteriors,
improved lsnd snd roads, We believe a pore equitable sllocst ion
bssis would be based on total improved acreage. Because noet of
the improved property is contsined in the areas svu unding the
two facilities on -campus, about 24 acres, we tecommend sn
sllocation basis’of 38% to the dormitory/dining fecility (9
acres) and 628 to ths clsssroom/librery fscility (14 scres).

During the period of opr sudit this would have redulted in a

reduction of grounds -ahd maintenance costs of about QIC.QOO.

-

Custodisl Costs o
. s -
Por the two fiscal yssre 1981 and 1982, cuetodial costs of
$85,157 wers equally distributed to the two facilities using
squsre footsge as an sllocation basis. Bowever, eince dormitory
rooms sre clesned by ths resident students and the dining
facility is cleaned snd msintsined by the food service staff,
these areas probably require less custodisl stesff time than the
sdministrestive, classroom, and.librery aress. However, we could
pot determine how much effort would be required for esch of ‘the

e

Aruitoxt provided by Eic:

basis for eimilar uss -
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facilities. We recommend that ELC maintaln records. showing the
number of hours worked at each facility location by its custodial
staff, Custodial costs could then be charged to each facility in
proportioh to actual time and dffort expended. '
General Costs . .o - ¢
During 1981, BLC charged about $23,258 of general college costs
*to the Revenue Pund. ' These costs included the Campus Miniatry,
Prasident's Office, Publiq Relatione and Development costs. -
‘- Because. these costs were general in nature and thue excluded by
the CEP loan agreemaent, they were not allowable charges to the

- Revenve Fund. &n 1982, HLC charged’ a .porticn of the Athletic °

Pirector's costs ($4,012) to the Revanue Pund. We recommend thst
"HLC not charge general college expenditures to the Revenue Pund
in the future. - ) .

L
]

Recommendations i ' ,
. We recommend thst ﬁLcl 2 3
1. MAdopt allocation bases that distribute nn.onblo indirec

costs to the Revenue Pund in rroportlon to the benefits recetiv
by the dormitory/dining facilities. ' ' .

2. Discontinue charging the Revenue Fund for costs wh
general and administrative in nature. = - .

BLC Response

) R e AR e - .
Although HLC indicated some minor dishgreement with factual data
as presented in the report, the rasponse indicated agreement ‘with
the finding and recontendations to adopt allocation bases thst
distribute allowable indirect costs to the Revenue Fund in
proportion to the benefits received, and to discontinua charging
:he Reveriue Pund for coats which are general and administrative

n nature, * ) . - .

are
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APPENDIX -
\ **‘“o *t M. . .
: < ' -
.
. . OFFICLOPF TRE PRESIDENT : : . )
- MSMMM&W-OM;M.MHM’OINMI
' o«'auQ.r\u. 17 S
Mr.SeftonBoyarss . ' RN
- "Regional Inspector General for Audit AN
" Unifegd States Department of Education _ ; ~ -
RQM{S« of Inspector General - : »
80 UnitedNations Plaza, Room 17 :

" _San Francisco, California 94102
Dear Mr. Boyars: '

My steff and ] have gone over the draft audit report for Hawsii Loa College,
.(Audit Control No. 08-30044) very carefully and, using the format suggested
" in your let-\e! of Nowmbeq- 30, offer the following rpsponses:

o _ o .
¥

l . . -
A * ED-OIG NOTE: HIC comments have :
. : " been deleted as they pertain to .
T issves no longer contained in -
the report, o

2. Findings & Recommendations: Low Probability of Repayment - We are

in substantial agreement with this section of the audit. The College's financial

condition is précarious and hes been for almost the entire 18 yéars of its

- operations. The present administration of the College took over in 1978°

what was essentially a bankrupt institution and has been working to correct

" past deficiencies, stay aflost in the present and build the basis for @ stronger
future both academically and financially. It has not been a short-term effort :
and has réguired considerable deficit ing, resulting: in repeated "going '

cern” ualifications on the CoDeges audits, Increasing: enrollments,

_higher dormitory occupancies, and increased levels of gifts and grants to
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. ~— . . . ! .
" the @bllege in the last several years offer at Jesst some indication that this
' longer-term strategy may be working. o )

With specific reference to the "Rate Btructure” paragraph on page 6, we
-have several observations. The College sets jts residence halls rates according
to a specific "breakeven” analysis using the assumptions that an 85% occupancy

during the fall and spring semesters and a ‘60% occupancy during the winter
and summer sessions will result in a breakeven operation of the dorms (debt
-service included). The analysis for the setting of the 1984/85 rates is attached
for your review. The losses of recent years were due tv low occupancies
which were the result of several factors, including hurricane damage which
put _some of the rooms out of service, several years of rapid turnover in’
‘management of the dorms, and a depressed local housing market which led

to unusually inexpensive offcampus rentals. AD of these factors have been

corrected or changed in ‘thé interim and the’ current year's occupancy has

been in excess of breakeven thus far. - - :
1 would also like to note that during the negotiations concerning the
restructuring of the HUD loan with the local (Hawaii) office of HUD, which
has since been closed, the College was advised to lower its dorm rates to
make them more atfractive to students. - Although we did not lower the
tates, we did hold them constant for & year to see if that had any effect
wpon the occupancy. It did not appear to have any. effect and so the normal

- procedure for setting the rates (mentioned above) was once again adopted.

With respect to the "Recommendations” section of the report_on page: 6,
we believe that we have made annual adjustments to the dorm fees to bring -
them into line with costs and that the dorms will breakeven or show some
grp)us in the current year and future years. The College's enrollment

ntinues. to increase and.the percentage of mainland U.S. and foreign students
has remained relatively constant. Since it is primarily these students who
seek on-campus housing, thé¢ College is presently developing plans to

accommodate a housing shortage for the 84/85 year. The Coflege has also.

been working since 1978 to develop the "conference use® of its dorms during
summer and winter session months in order to incresse income from-the
housing units. ‘The College has developed an increasingly successful summer
languege institute program which all but fills the dorms during late July
and August. The College was also responsible for pioneering the "Elderhostel
Program” in Hawaii which adds considerably to dorm occupercy during the -
months of January and June. A special “outside groups” coordinator ih the
Community Service Office works on a year-round besis to develop educational
conferences on campus which will use the dormitories for the conferees.
‘Finally, beginning in 1962, the College began offering “residential incentive
grants” to financial aid students (L.e., special grants to students who choose -
" to live in the dorms) to encourage on-campus lving. These grants are funded
by the operating fund and benefit the revenue fund, .

In summary, we concur with the recommendations of this section and believe
_that we are already in compliance.

[
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3. Findings & Recommendations:: Inconsistent Treatment of Debt Repayment

While there are no factual errors in this seétion, there are additiona) facts,
which influence the interpretation one brings to this section. The incomplete
academic center — the third floor was just an empty shell — posed both
physical and psychological constraints on the College community. Physically,
many of the labs and library functions of the College were gccupying
classrooms on the second floor which prevented additional growth of the
student body as well as preventing effective use of the College's learning
resources by -the faculty and students. Psychologically, the incompleteness
of the building lent an unfinished sense to the College as an Institution as
well. The new administration sought and recelved a pledgé from the Atherton

" Femily Foundation for $500,000 (psid over four years) to complete the
construction of the third floor of the academic center as a modern learning
resources center. The addition-of this 18,000 sq. ft. of instructiona) resource

, space (library, A/V, computer, art, theater, music) not only provided attractive
- and effective academic support services to faculty and students (increasing
the attractiveness of the College to current and potcntial students), it Also
effectively -doubled the amount of available classroom space and allowed
for expansion of the undergraduate student body from 300 FTE to a potential
600 FTE (current enrollment ﬁs 400) in the day program. as well as the
continued development of evening ‘continuing and community education
programs (enroliment growth from 1980 to 1883 has been from 450 to over

1,200 students in these prograims). 1t also gave a feeling of completion to
the building. . : ! ' '

i .- . .
. )t was only after this pledge .of financial support for the project had been
obtained that the Coneg,t/fﬁzht bank financing for the project using the
pledge as the repayment Tce. This strategy was discussed in advance
with the HEW officials nn&ol was generally agreed that this approach both
increfsed the value of theé academic centér (the mortgaged property) as
well'as increased the potential for income gengration {from additional student
fees) which would make repayment of the feéderal loans more likely. Both
of these assumptions have proven correct; both applications and retention
have increased since the completion of this fatility in 1982 and the additional
students in both the undergraduate programs: and the continuing education
programs will result in additional revenues during the coming years which
. will make repayment of the feideral loans more likely. N

| i , _

It is true that the College has sought to repay the high interest private sector
Joans first and has let its federal debt service!slide, 1t is also true that the
College has been forced to borrow additiona]l funds for operating during.
the past several years. Insofar as the student body continues to grow and
the occupancy of the dorms is increasing, we think this is a sound investment
in the future of the College. The College has also been working on several
fronts — sale/leaseback, lease of land, fundraising, eto, — to develop other
revenue sources which can be used to reduce the overall federal and private .
indebtedness of the.College. In time, we believe that several of these options
will come through and the combined fncomes of the increased student body
and the alternative activities for using.the College's property will make
the Collegé agding concern able to maintain its debt service. ’

.
1
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The. College is currently working on & long-term line of credit which would

allow for bringing the federal rescheduled debt service current as . well as
consolidate the private debt of the institution. . . .

Findings & Recommendations: lmbroper& Allocated Costs

There have been problems in this ares snd the College has made some
mistakes, most of which have been corrected. In part, the: problem was
due to the lack of information op how cost allocations should be made in
some cases, NACUBO has recently published a book on cost accournting
for coleges and universities and the College has adopted these principles
as its primary guide in this ares for the future. Our response in this section

~will be to the specific cost areas outlined in the reports

a. Utilities Costs - The College has struggled with this area of allocation
more than any other. and various auditors have suggested various
approaches to ‘the problem. We ‘are in agreement that installing water.
end electrical meters is the best approach and action will be taken to
implement this recommendation. - . - .

b. Grounds and Maintenance - The report is somewhat in error in this section
and the next with respect to what is contained under these department
headings. The "Roads and Grounds” department -handles only the
maintenance of the roads and grounds of the campus and does not include
buflding maintenance. The decision to split the expenses of this
department 50%/50% rather than simply on the basis of improved acreage
(i.e., 38%/62%) was based upon:

1) the fact that the operation of the sewage treatment plant falls
" in this department_and is relevant as an expense only to the dorms
_ (the academic center is on a septic tank system) and this operation

requires considerable time and effort of one person, and :

2) although there is less land involved in the dormitory parcel financed -
through HUD noteA9 acres as opposed to 14 for the HEW parcel)
there is more work involved in the maintenance of the dormitory

.1andscape than in the maintenance of the academic center grounds
(i.e., there ‘are seven buildings and many - more walks and roads
in the dorm area, while there is only one building and mostly open
lawn ateat on the HEW "side” of the campus). The College will
begin keeping time and effort sheets relative to specific tasks
" in this depart_men} in the future as a basis for ajlocating costs. :

c. Custodial ‘Costs - During 1981 and 1982, this department included both
the gustodial (cleaning) and maintenance costs (repair) for- the HUD and
HEW\facilities. The tustodial costs are somewhat higher in the academic
center which needs more cleaning, but the maintenance costs are: '

in the dorm areas Which take more wear and tear from student living.

The students are responsible for cleaning only their own rooms; the

common areas of all ‘dorms and the dining commons are cleaned by the

steff. In line with the recommendstions of the NACUBO cost sccounting
guidelines, the College has split out its physical plant costs into two
funds (the operating fund, rélative to the academic center [HEW note),
and the revenue fund, relative to the dorms {(HUD note]land eight separate
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departments (physical plant administrétion, roads.& grounds, méintenance, .
‘custodial, ut‘}}mes, campus security, transportation, and- capital
improvements)! The allocation of specific costs to specific areas will
be clearer under this structure. : C

! °

" 4. General Costs - The allocation of general administrative costs to the

5.

revenue fund during 1881 and 1982 was‘an error of interpretation on the
College's part and was corrected immediately after the error-was pointed,
_out to us bv an ED official. The.1983/84 budget does not allocate an

of the costs mentioned in the report to the revenue fund. -,

Summary - The College is, thus, in agreement with the majority of the findings
and recommendations of the report- with the exception of those items

- specifically noted. In most cases, the College is already in“compliance with

the recommendatjons or seeking actively et this time to come ipto compliance
with them. The College has maintained the facilities well, including recent:

.repainting (interior and exterior) and reroofing of all facilities, replacement

of air conditioning and installation of energy saving (and hence costs saving)
heat exchangers in both areas, and a variety of other actions which have,
both maintained and improved the -value and attractiveness of the facilities.

- It is the College's opinion that actions taken in the past five years will result

E

e o T

- S

"in the continued growth and development of the College as a going concern

and that this will enable the institution to repay all of its debt in the coming

" vears.
_ . Sincerely, . : o : :
- . -(". © 7 ﬁk\ . 'd _ T
_ . Philip J. Bossert, Ph.D.
i : S \ President
Enclosure '
N .
~ !
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Asumptions: -
T './ ' L nmuuudloum Budget (E-Fund) weo.m

2. Estimated mms Occupancy ~ Summer months QO60%:
f : -Pnﬂ&ﬁprhwmﬂnb”%

3. Al 180 beds avallable for mignmont
') Symmer .= 122 days ©60% = 122 days x 108 beds » 18,176 beds/days
~ 2. Fall & Spring = 243 days ©83% = 243 days x u’a beds=37,179 bed/days
3. ‘l‘otd bed/days = 80,358
4. 'Co’tlbed day = nao,ooo/so.ass . ns.otlbodldly for Room & Bourd
8. Pq! & Spring Allocatiofss
'2/3 of expenses and 37,179 bcdldly: L 8509,200/37,179 = ﬂ!.'lﬁldly
6. Summer Allocationss ’
V3 of upenm lnd 13.m bed/day- = szsa,«oona.m = $19.61/bed/day
. -

L [

Rocommend-ﬂm . T

L To attract more full-time students to live in dorms, chnrge slightly less than
~ daily expense allocation of $13.70/day/bed; i |
Recommend $12.70/bed/day or $1,500/semester (08 days). = F

3. ‘To pick up difference in expense, charge higher rates for o term occu-
pancies of summer months for students and outside gi / we of doruu;

‘ recommend double omcynt.dl
omsem . = %:’él 1%‘%' -.%:.—"!!
Outzide Groups

3. To minimize expenses to A-Fund dep partments, eharge octunl cost of bed/day
operations, i.e., $15/bed/day, for lnurdepartmenm chu-ges in dorm use.
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UNITED S‘I‘I\'I‘_F\ DEPARTMENT OF hl)l lCATI()N

REGION VI
IR AL RRVNE B8 N H i CRELVN
"‘\\'“ll"'l"\lhi - ’
| SR AEFIR O} NS (o SN
S _ o Audit Control No. 08-3002%"5™\Wh

Dr. Ted Devriel,_President
_Huron College
Ruron, South Dakota 57350

-’ dedr Dr. 'Devrien

+ The purpore of this letter is to inform you of the results of our

-VAUDTT OF THE COLLEGE HOUSING' LOAN PROGRAM AT HURON COLLEGE,

Pleage respond tc each findina and recommendation within 30 days
fram the date of this latter, prosentina any comments of
additional information that you believe may have a boaring on ‘the
gattlement of this audit. These. comments should be forwarded
directly to th¥ followinc Bducation Department official
" responaible .for the final Jdetermination of corrective actions on
deficiencies covered in this renort and, whare necessary, the
determination of amounts that must he rel’unded to the Federal
Government: .

Asnistant Sacraetary, Office of
Poetsecondary Education

Department of Bducation

Room 4Q44, ROB-3

400 Marjyland Avenua, SW°

_Washin ton, .DC 20202 =

directs Federal adencies to exvedite the reaolution of audits by
i ltiatinn timelly action on the findings and recommendations

!ancxchouun

@stabhlished will not consider9d durina the
nless an owtension has b en qrantéﬂ beforehand

"t The College Housina Loan Proarsw (CHIP). was established by.Title
IV of the Housina Act of 1950. The Proaraui originally. proyided
long-te loanms to educational institutigns for atudent and
faculty hdusino. The Program was later broadened to include .
financing of other facilities such ad student centers, health
renters, and dining halls, About $4,5 billion has been loaned

. \\l

O

EMC O-iBlm—b N . l' _.- _.- 8.’. | 7

i e
. . »

over the life of the nroarsm, and..abont $2.9 billion is

Accordinaly, comments réceived beyond the 30 ,J

~e
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outstanding to about 1, 250 borrdwers. The loans are normally
secured bv a first mortaace on the facilitied and the site, a
‘ apecitic pledae of revenues and a qaneral obliqation 2L the State
or public body. . . ~

The CHLP was managed by the Deoartment of Housina and Urban
Development (HUD) until May 1980 when the Program was officially
transferred to the Department of Education (ED), Under an
aqreement with ED, HUD continued to administar the Program
through April- 14, 1981, HUD awarded Huron College, a private
nonprotit institution of higher education located in Huron, South
" Dakota, three Colleae Housmn Loans (CHLs) totalling $1,604, 000

The first loan for 5504,000, »rolect ¥5D%39- -CH- 0044, was awar.]ed
in 1964 to finance :the ronstruction of a 72 hed addition.to
Churchill Halt &ad to retire the Government bonds used for the
fnitial gonstruction of .the 100 bed Jdormitory. Three serice of
bonds were issued as follows:

1st Annual

. . Interaat Installment Date of
Series Amount ¢ pate Due Maturit .
A $78¢,000 - 3-1/8 47171965 . 1717I9§; ‘-
B 193,000 3-5/8 ’ 4/1/1967. . 4/1/2004. .,

c * 25,000 3-3/4 4/1/1967 4/1/1991 .

The sacond 1pan, nroject #SD-39-CH-N065, was awarded in 1967 for
the construgtion of a 144 bed dormitory, Rerr Hall. The loan. for
$540,000 Was in the forin of bonds bg.arinq interest at.d percent
per annum, maturing. on Octobér 2007 and paynble in
installments from Octuber -1, 1967 ‘to Octobﬂr 1, 2007. .

»

The third loan, oroiect SD 34 ~-CH-0074, provided $560,000 in 1969
for construction 6f a student-union buildina, the Camous Center.
‘Those bonds bear interesst at 3 percent per annum, mature on
December 1, 2009, and are payable in installments from December
1, 1972 to December 1,-2009.

Pledoed facillties for the CHLS mmm;ted of a first mortgage on
the nroject facilities and the sites thareof, and any other
property assianed by the Cnlleac or by anyone on its behalf or .
with its written consent. Pledged revenues for the loans
consistel of net revenues from the pledged facilities including,
for the Campus Centek, a $75 annual fee per student. . A summary
of the loans and amnunts past Jue ara attached as\'a Schedule to
this report. The College had no other lona-term deb

’ SCOPE OF AUDIT .

Thd purpose of our audit was ko roviaw selected asoacts 9[ the
CHLP at Huron Colleqe. Our soegific objectiv:s were to determine

R . wheather the Colleae had the ahility to make pavments on the M
10np5, the terms of Lhe CHI. had bhoen comnlied wlth, pledged -

v . - »
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revenues had been properlv renorted and paid, and CHLs had
‘received equal treatment witn other long term.oblications.,:

We reviewed the Colleae's Loan Manaaemant Reports for the Ffiscal
years 1981 and 12982, tested selected receipts, evaluated
allocation bases for claimad mainten#nce and opératinn expenses,
analyzed notes payable tn the Federal Govetnment, and reviewed
the College's auvdited financia) statements. - Our audit was
conducted in accordance with generally accepted government
auditing standards aopcopriate to the limited scope auvdit
described above. ' s ' S o
Audit field work was perlormed in Julv 1983, at the College in

,Huron, South Dakota.

RESULTS OF AUDET

FINANCIAL CONDITION

Huron colleae had not maie the annual ingtallment payments on any
of its loans since Orteber 1, 1973 pnor had {t Negotiated a
workout agreemant with FD.* We believe there is little
probability .that the Ccllege will ha able to make payments on the
bonds held bv ED at any “im~ in tha future unless the College can
significantIv reduce its operatina cnsts or increasc its Yevenue.
At June 30, 1983, the delinquer® interest payments ‘tothlled
$461,554 while the daliquent princinal payments were $318,000.
“The College neceds tn evxamine its ontions for settling the loan
obligations aHd work with FD to reach an acceptable settlement.

Dur audit disclosed that the College did not have sufficient -

funds; or the likelihood of obtaining suweh funds, té meet its
obligations under 1te lcana. - The certified public accountants
(CPAs) audit report contained a disclaimer of opinion on the’
fiscal year 981 financial statemants because the ability of ‘the
Colleage to ‘realize certain of its recorded assets was
questionable. The Collene had sub=tantial operating losses that\:
resulted in sellina restricted endowment assets and plant assetd
&nd utilizina building rencvatinn funds for current operating
expenditures. The flscal year 1982 audit report contained a
qualified opinion on the faitncss of the financial statement
presentation subject to the abilitv of the Colleqe’ to recover the
ma jor portion of its recorded assets which in turn was dependent

" upon the College’s continued onerations, meeting financial

o

.

requirements, and maintainina financina. As endowment assets A

were sold, current revenues were further depleted by 'the income
those assets would have generatad, Cbllege officials need to
raise an additidnal $250,000 bv fantember 1, 1983 to ment
operating oblinations. o

© . .
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Because College of ficials di4 not anticipate being able-to meet.
their presant loan obligations, they nlanned to offer $600,000 to
the Government, to be paid over a 24 month period, as complete -
settl@ment of the three loans. Tha funds would be provided by a
$1 million fund raising drive. ~The ramaining $400,000 would be
used to replace the depletell endowment funds in order to continue
operations. The officials understood that leaislative relief
would be required to provide authority for ED to accept such an
offer., . - : -

Colleqe officials expressed the oninion that.. there was a chance

- for continued operations if the College could obtain program and

legislative support for the settlement. They also believed that
failure to reach a settlement would probablv cause the College to

"he placed on probation by its accrediting organization and could

eventually cause the College to lose its. accreditation.
According to Colleae oFficials, loss of accreditation would put
‘he College out of business. Colleae officials believed $600,000
was the laraest settlement the College could make and- that that
was more than tha Government would realize if the Collece ceased
to operate. . . T

We recommend that Huron Colleae examine all its options,
imcluding negotiatina a workout aareement with ED, for gsettling
fts loan obligations and actively pursue those options with ED in -
order to reach a satisfactory settlement.

Col leqé "Re soonsge

College officials responded that they were actively pursuina
different options to reach a satisfactory settlement with ED. ’

.
I

ALTERNATE USE OF FACILITIES

: . - : L
Durino fiscal vear 1983, the College used space in the Campus
Center and Kerr Hall for other than approved ourposes. Because
of disrevair, the Colleae had cloged its main classroom and
administrative building and. relocated Whose facilities in Kerr
Mall-and the Campus Center. One-half of Kerr Hall, a 144 bed’
dormitory, was converted to faculty and administrative offices.
The student recreation areas and the dining area in the Campus
Center brcame the President's office anl rereption area. Colleqe
officiahs said that the moves weré necessary to keep the Collage
fugdtioninag but neither notified ED of those Changes nor
requested approvsl for them. ’ : :

Federal reaulation 34 CFR G14.61 (3)(2) Paquires ED-aasisted
facilitied to be used for the purnoses for which the loan was
made. Any alternate uge muat b< anproved by ED. e . .



At the time of our audlt the 1983 Loan Managemant Repntts’ had not
been completed, therefore we could nnt determime whether the
College had credited the Kerr Hall-and the Campus Center account$
for any lost revanue tesultina fcom conversion of dormitory ‘and
dinina rooms to offices, or if the costs assocliated with the
alternate use were properly allncatad, . * :
We raecommend the Colleqe request oermission for the altérnate use
of facilities and prooerly report the actual cost of operating
the facilities. e

Colleae Response

Colleae officials responded that they would notify ED of the: . o
alternate uses of facilities. ’

AQCOUNTING SYSTEM°

The College's Xxccounting avstam did not identi€y, classify and
segregate revenues and maintenanc~ and operation expenditures by T
nledaed facility as required by the-Trust Inéentures. Therefore y———. _,

the coste allocationa for fiscal y=ar 1982 could not be supported. "
and some revenues were not properly vreoorted.  The College should

develop procedures so that exnenditures -and revenues could be

identified with the appronriate pladaed facility. :

The Trust Indentures r2quized the Colleae to establish a Revenue

Pund Ac&ount, an Interest 3inkinjy Fund Account and a Repair and
Reolacement Reserve Account for 2ach pledqed facility. The
College had not established those fund accounts, Instead,
revenues and expenditures weres recorded in the general fund and-
allocated to the pledged fagilities. We were able to verify the
accuracy of the cost 3llocattions for fiscal year 1981 but"
determined that revenues from the three facilities were ;
understated by $ 3,685. Had the income been correctly recorded, .
the College still would have reported an operating loss. Fisdal -
year 1982 revenues were understated by $9,324. We were unable to

verify the allocation of cosats for fiscal year 1982 because thdre S
was no explanation {n support of the allocations. We did npte

‘ tHat the reoorted operating 1nas was sinnificantly understated if

1982 costs were allocatedl in the sane manner as the 1981 costs. _{*

. 1]
The Colleaée initiated a new accounting svstem on July 1, 1983.
However, the new syatem still Afd not. include the required
accounts. “Colleae offirials stated a system which accurately
seqregatad accounts would not be administratively feasible for
them. . . : a

We recommend that Huron Colleae establish the requir2d acrounts
" to prooerly reecord ani reoort revenucs and costs assoclated with .
- pledged CHI, facilities. N !
: »

b -
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corcrespondence relating to this report.

'.B’ t

cojlggg Relpong - _ ' /T N .

T

Oﬂicialu responded. that,avery affort would be m&de to’ aeqregate

- .the accounts in_ the coming fiscal year._ L

-
.

Except for the ltems reportad above, tested items were in
complianceé with appllcabia laws ‘and'requlations, WNothing came to

"our attention as the 'result of audit tesats that caused us to

boliave -the untasted itgns wera not in compliance wlth applicable
1aws .and requlutlona. .

n accor-_'lance with the principles of the Freédom of Informatiod -

Act (Public Law 90-23), rapqrt lasudd to the Depdrtment's
arantees and contractors -arz made available, if requested, to

* members ‘of the nress and gengeral public to-the extent-information
- contalined- tharein is not subjact to exemotiona in the Act. [

Please refar to .audxt control number 08-30024 1n.'all

.

Sincarely,”

. . §a%ire LaRoy

Reqtonal Inspector Genetal
fot Audit .

}
.y

Attachmen;s'
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‘Schedule of Loans and -D?lecuent Amounts e s It
"~ - As_of June 30 W—A ) .

P "y

Oriainal Principal Date Delingvent 'Delinquedt - - Total "
i " _Amount Qutsta din . Delinguent Principal _Interast -~ Past Dua
Churshil) Ha)l ,-;_j. , . o S . erget L_LBE

Series A 8. 288, ooo 8 237,000 ° a/1/13 . $ 71,000 $ 74,062 3145 06?
(B .r=191,000- 173,000 I V2 V4 k 36,000 62,712 - qs,.nz
€ e 25,000 18,000 - 4/0/73 e. 10,000 6 750- 6,75
Total . § .§ 4, a0 = ~$° 428,00 S . -NgTI7000 . $I33.534 szs /53

Kerr Hall " sad,0007 508,000 - 10/1/73 % 96,000 ,144;790 a0, 7eo

Comome Canter - 560,000 . $50,000  12/1/73 105,000 -.ibsiggo"}:f gzg,zso
© Toral | SL.604.000  SL4BG000 - . . $AL8.000 ' $4G).884 sw_,m

' Integaat on the CHL was Accumulatinu'at a rpte of 846,093 per yeam. . - -.'u'fw'_
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’.

Ms. 5 ice LaRoy . . L !

* Regionhl Inspedtor Gener_ai_“.for A‘:di_t' i

1185 Federal Office Building
Denver, Colorado 80294 !
. 3

-Dear Ms. LeRoy) o

. In reference to your audit report.concprn'inq the College
Housing Loan Prbgram (CHLP) at Huron College. Although the
report -summarizes the status of our loan and the College
appropriately, I would 1ike to offer the following comments .
in relation to your findings® and recommendations.

oL Financial Condition

The financial status of the College is correctly
described. 1 may add here that the operating.cash
deficit is now lgrger than we projected earlier (deficit

. of §750,000 - $1,000,000 is heing.projected now). This
resulted from a significant campus deterioration due to
deferred maintenance and decrcasing enrollment. However,
the college is actively pursuing different options in
order to reach a satisfactory settlement with ED.

2. Alternate Use of Facilities

.Due to the temporary nature of relocating the
administrative offices {(not faculty as reported), the
previous administration did not seek an approval from ED.
1f the relocation did noj.occur, the cost of maintenance,
repair and utilities to the building would be considerably
‘higher ‘{because bf the very low occupancy rate of Kerr

' *Hall, the remaining half is approximately half occupied).
- Thereforg, the move is definitely cost efficient. The -
"College will notify the ED of the changes.

3. Acgoup_ting System

.

s,

f\\_ -

"As the report indicates, an entire segregated accounts .

" fors the.Building would not be administratively feasible.
Due to'the high cost and low- revenue aesociated with the
building some expenses and revenue are grouped together.
However, we will make every possible effort to segregate

“thé accounts in our colming fiscal year.

. ] .

‘I hope the above comments assist” you to comglete your
report. Please do not hesitate to contact me if you have any
questions. .

L]
‘ Sincerély,

. - B .
> b s iAo A

xS ' . Ted D. DeVries

President -
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Office of Inspector General

Oﬂbo of Audit A
. RGN I v &

REPORT ON AUDIT OF SELECTED ASPECTS OF '
COLLEGE HOUSING AND ACADEMIC PACILITIES LOAN' PROGRAMS
5 . )

. KEURA COLLEGE
KEUKA PARK, NEW YORK

NOTICE

J° The designation of financial and/or management practices.as
questionable or a recommendation for the disallowance of costs
incurred or claimed, as well as other conclusions ‘and
recommaendation in this report, represent the findings and~
opinions of the ED, OIG Office of Audit. Pinal determinations-on

"these matters will be made by aqpropriate ED prograin agency
officials.

. Audit Control o.”02330039
- Ay ) .-
) ) Maxrch 9, 1984

—

L

_U.S. DEPARTMENT OF EDUCATION
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UNITED STATES DEPARTMENT OF EDUCATION
' REGION1I

) . " 26 FEDERAL FLAZA
[ NEW YORK NEW YORM 10278

DIEICE OF INSPECTOIR S v,

it . March 9, 1944
" Audit control: No. 02-30039

or. Arthur ¥, Kirk
Praiigent

.Keusa College

Keusa Parx, New York 14478

Dear Dr. Kirk:

Eneiosgd“is'a copy of the Otfice ot Inspector General's repoct
titled: "Audit ot ‘Selected Aspects of Colleye Housing.and
Academic: Facxlxtxeb Loan Programs, Keuka College, Keuka Park,
New York“

Your abtentlon is directed to the contents of thig report. You
have previcusly provided comments., 1: you have any additional
conments oc¢ i1nformation that you believe may have a bearing - on
the settlemenc of this audit, please respond within 33 days fronm
the date ot this letter. These comments should be forwarded
directly to the following Departient of Education otficial who is

" ctesponsible for the final determination of corrective -actions on

dericiencies covered in this.report and, where necessary, the
‘detecmination of amounts that must be refunded to the Federal
Government: : .

| \

Assxatanc Secretary

Otiice of Postsecondagy Education -
Department of Education . ’ *
400 Maryland Avenue, S. W.

Room 4U44, ROB -~ 3 .

washington, D, C. 20202 -~

-

Reviged Office ot Management and Budget (OMB) Cirecular A-50

directs Federal adencies to expedite the resolution of audits Dby
initiating timely action on the findings and recommendations
contained therein. Therefore, receipt ot your comments within 35
days would be greatly appreciated.

. 1n accordance with the ptinciples of the Freedom of Intormation
ACt‘.PUOUC Law 9VU-23), reports issued to the Dupartmenc's:

grantees and contractors are made available, if requested, to
members of the press and general public.to the extent - ‘information
contaxned therexn ks not aubject to exemptions in-the Act.

Please refer to the above’
- audig control number in al
correspondence relating to this report, - '

RN

Sincerely,

T v
: Petér L. Amaya

Regional Inspector General
for Audit

‘Enclosure . . / _ a ’
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HIGHLIGHTS OF AUDIT RESULTS

{

.Keuka College did. not comply with certain provisions of the’

College Housing Loan (CHL) and Academic Facilities Loan (AFL)
programs. OQur determinations are summarized below and are
preiented in wore dl’td))——ﬂ.n’ the "Fmdlngs and Recommendations" -

saection

of this report

Mai.nter)anCe and operation expenses, allllocated to CHL
prdyram pledged facilities for the fiscal years 1981
and 1982, included unsupported and unallowable cost

allocations. As a result, maintenance and operation .

‘expenses, allocated to pledged facilities for the

fiscal years 1981 and 1982, ware overstated by $82,823.

and $t7,836, respectively, or- a total of $100,659. In
addition, certain other allocations wegfe predicated on
budgaeted, rather than actual, expenses. Information

ma¥de available to bs did not permit a-determination of-

the impact of this condition on CHL program cost
allogations. Besides,raecomMending cost disallowances
of $82,823 and $17,836 for the fiscal years 1981 and
1982, respectively, we are recommending that all
budggted maintenance and opecation expenses be adjusted
to actual, and that other procedural improvements be
made to ensure the propriety and accuracy of the
expendes allocated to CHL program pledged. facilitieés .
The College did not fully convur, mainly contending
thdt some of the cost items a: issue were properly
charged to the program or were immaterial. (Page 5.)

. Keuka College is providing rent-free office space at
the Student Center for other than eligible activities,
-without the required ED approval. We are recommending
that the College promptly request ED approval and, in
accordance with the Federal Regulations, pay a rental
fee therefor. The. College did not concur, essentially
contending that the activities at issue were within the
range of activities permissible under -the Federal
criteria. (Page 9.) . - ’

P . .
Contrary to the Federal Regulations, Keuka College did
not -inform ED of unusual cifcumstances necessitating a
change to the AFL pfogram financing plan. Without ER's
approval, the College extended the loan term beyond the
permissible 30-year period. This type of situation

could’ possibly lead to a forfeiture of intarest grant -

subsidy payments,. In August .of 1983, we notified ED
officials of this situation, and, on QJctobet 17, 1983,
they approved the extension of the loan term. We are
recommending ;that the College promptly advibe ED

program officials of any future changes in the terms-

.and conditions of the AFL program financing plan. The
College did not address our recommendation. {(Page 1ll.)

Except for the items hxghlighted above, and discussed in mere,

detail

in the "Findings and Recommendations” section of this

report, the tegted items were in compliance with applicable laws
and requlations.. Nothing came to our. attention, as the result of
auddt tests, that caused us to believe that the.untested items
ware aot in compliance thh applxcable ).aws and regulations.

ks L




Background

Keuka College, A Park, New York, a private nonprofit
institution of "highar e
programs.- The College Was founded in 1890 under the laws of the
State of New York, and, at present, has a atudent body ofs

approximately 50U femal-a studLnta

Five College Hopsing Loan (CHL) program loans were awarded to the

INTRODUCTION : -

cation, offers undergraduate degree.

- College in 1972 by the U. S. Department of Housing and Urban .
. Development (HUD). Administration of the,loans was transferred

{rom HUD to ER 1n May of 1980. The.five loans, totaling
$3,443,000, had terms from 25 to 45 years. And.the College
153ued ‘the followmg fll‘St mortgage bonds as security for the

.loans:
. » . ‘ . [ ]

Bonds Interest Rate Term i’ri‘ncipa'l Amount
Series A 2:750% 25 years  , § 199,000
Series B 3.335% 29 yaars 605,000
Seriaes C 3.375% 31 years 886,000
Series D 3.000% 45 years . 920,000
Series E 3.000% - 40 years 831,000

-~ .

The purpose of these loans was: (i) to construct a dining hall
addition and a student activities complex; and (ii) to refund the
Keuka College Dormitory bonds of 1956, 1960, and 1966 and the
Keuka College Dermitory and Dmmg Hall bonds of 1962.

The pledged facilities for the CHL proygram loans consisted of
"stfuctures known as Blyley Hall, Space Hall, Saunders Hall, Davis
dall, Dahlstrom Student Center, and the dining hall ‘addition.

_Ple'dqed revenues for these loans consisted of the net revenues

trom the pledged facilities and an annual student “"building fee"
of $50 .to be collected from each full-time student as long ‘as any
of the loans remained outstanding. .

The College has obtained annual deferments for CHL program
prmcgpal and debt service payments which were in default. A

"workout" agreement was Yeached with ED in Dgcember of 1982 to.

- repay, over a ‘five- -year period ending August 31, 1987, defaulted

'E

interest for the peridd April 1, 1979, to April 1, 11982, totaling
$2497,169. This agreement also allowed the College to defer
current CHL program principal and interest payments, subject to
an annual assessmert by ED of the College's financial condxtxon
As of June 30U, 1983, past due principal and interest payments
amuunefa to $533,000 and $400,989, respectively.

N e

y ' ' :
Q ) \

-
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In 1971, the Collaege obtained a bank loan to construct, the Weed -
Physical Arts Building and the Lightner Library. The principal
amount of the.loan was $1.5 million, repayable over 30 years at 8
1/4 percent interest in semiannual instaliments of $67,878,
Under the Academic Facilities Loan (AFL) program, the then-Office
ot Education of the U. S, Department of Health, Education, and
Wwelfare awarded the College an annual interest grant subsidy of
$54,567, .thereby reducing the effective interest rate of the loan:

to 3} percent. Administration of the AFL program was transferred
to ED In May of 1980. ) ’ -

Tha purpose of out audit was Lo raview selected aspects of—the
College Hodsing and Academic Facilities Loan programd at Keuk'gl\'
College. 'Ou{ apecific objectivies were to datermine whether: -
a. Receipts and expenditures for pledged facilities were
.properly determined and reported to ED, and net
revenues were plfoperly accounted for and used to make
payments on the CHLv program loans by the College.

. | L .

b. The College .complied with the terms and conditions of
the CHL "workout" agreement that deferred .loan
payments, e . o

c. Federal loans had received equal treatment with other

long-term obligations of the Colleg=.

, ] . . _ . ]
4, Debt service payments were current for the College's
Academic Facilities Loan. : :

We tested selected pledgked revenues; we evaluated the bases used
for allocating maintenance and operation expenses; and we
analyzed notes payable to the Federal Government. Our audit was
conducted in jaccordance with generally accepted governmental
auditing standards appropriate to the limited sltope audit -
described above. - Our audit did not include a detailed analysis
of maintenance and operation expenses, nor a review of. the
efficiency and economy of operations. .

The audit field work was performed during August of 1983 at the
Collede "in Keuka Park, New York. '
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FINDINGS +AND RECOMMENDAT IONS -

Fmdxng No.l - Ineligible College Housxng Loan Program
' Mamtenance and Operation Expenses

Maintenance and operation expenses;, allocated to CHL program

pl=2dged facilities for the fiscal year3,1981 and 1982, included -——r=me~m—w
unsuoported 4nd unallowable cost allocations. As esult,
maintanance and operation expenses: allocated .té pledged
facilities for the fiscal years 1981 and 1982 wefe overstated by

$82,823 and 317,836, respectively, or a total—~of $100,659. 1In

addition, certain other allocations were. redic_ated on buddgeted, -

rather than actual, expenses. Informationgmade available to us

Jdid not permit a determination of the meact of this condition on

ChL program cost allocanons.

In the special condn:ions section o.f the CHL program loan
agreement, current expenses for the faint'enance and operation of
pleﬁged facilities are defined as ,all necessary .operating
expenses,. cutrent maintenance charges, Laroperly' allocated share
ot’ insurance sts, and all other expenses incident to the.
operation of t pledged facilities,. excIdding depreciation and
all general and{administrative expenses of the university.

... Our review of the annual Loan Management Reports (HUD -4370) for
the fiscal years 1981 and 1982 and the related .supporting data
providea by Keuka College disclosed several conditions that
atfe*ted the allocation and accuracy of thé maintenance and .
, operation expenses charged to CHL program pledged facilities.
These conditions and the recommended cost disallowances are
discussed below (details were previously fugnished the College).

Unsupported Allocation of Maintenance and Operation Expenses
(515,865)

The cost allocation ratios used by Keuka College to allocate a,
snare of the maintenanee and operation expenses to CHL prog
pledged facilities were unsupported. Colledge officials adv@
us ¢hat these ratios were not current and that all relat¥d
documentation had been discarded. In addition, they advised us
that the individual responsible for the development of -these
ratios was no longer employed by the College. Accordingly, we
developed current allocation ratios for 1l cost categories  and we
determined that the CHL program had been overcharged $6,835 and
$9,030 for the fiscal years 1981 and 1982, respectively.

Unallowable Charges ($84,794)

College Work-Study Program ($51,159)

Keuka College employs students, under the Callege Work-Study
(CWSP program, to perform various tasks for the food service
center, the bookstore, and the grounds activity, as well as othel
» .
3
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services aliocable to CHL projram pledged facilities. Por the .
fiscal year 1981, the College improperly allocate he Federal
share of CWS program salagies to CHL program pledgd facilities.
This resalted in a $51,159 overstatement of maintenance and
operation expgnses for fidcal year 1981,

- F et e WUNET VR P L

Gaéneral and Administrative Expenses ($33,635)

c= e 2t General-and ;Qdm%é‘bi¥$—emou8“4&mg—zm-——$lm%—;&
Billing and Collection Services ($13,113 for -tiscal year 1981);
Bookkeeping Services ($7,296 for Eiscal year 1981); Auditor's
Fees (94,400 and $4,975 for fiscal years 1981 and 1982,
respectively); ‘and.Trustee's Service Fees ($1,831 for fiscal year
1982) were improperly allocated to CHL program pledged tacilities.
The allocation of such charges, aggregating $24,829 and $8,806
- for the fiscal years 1981 and 1982, respectively, to the CHL J
program is not permitted by the aforementioned loan agreéement..
The Gollege allocated thase charges’ to CHL program pledged’
t ilities because it apparently considered them to bhe
maintenance and operation expenses. We, however, feel that
these charges relate to administrative functions-and are not
directly related to the maihtenance and operation of the pledged
facilities, - T .

Budgeted Bxpenses '_ .

Certain charges allocated to CHL prograri-pledged facilities for -
the fiscal years 1981 and..1982 represeated-budgeted. tather than:. ..
actual, expenses. The charges in quéstion included: director of
halls and dormitory supervision sglaries, custodial salaries,
and upkeep of grounds, physical&ant, talephone, and conference
expenses. College otficials advis us that year<end entries to
adjust budgeted expenses to actual expenses were inadvertently
not made for these cost categories. Inasmuch ‘as actual expenses
for these cost categories were not readily identifiable, we were
unable to determine the impact of this conditign on CHL program
cost allocations. . ’ )

Récﬂendations
:i_b recommend that Keuka Colleges

1. Reduce maintenance and operation expenses charged to ‘CHL
program pledged facilities to reflect the recommended cost
~disallowances of $82,823 and §17,836 for the fiscal years 1981
and 1982, respectively. Additional adjustments of certain
expenses charged to CHL program pledged facjlities, pay be
necessary after the College updates its records to reflect
actual, rather than budgeted, expenses. C. - ks

2. Determine whether a net income wia3 derived from the
operations of CHL proyram pledged facilities for the fiscal years
1981 and 1982, If 3o, the net income should be deposited in the
CHL program Bond and Interest Sinking Fund Account. ' ’

. - "

~——
-
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Refer. to the Appendix for the full text of the (blleoqe's wrltton comments. -
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3. "Allocate maintenance and operation expenses to CHL program
pledged facilities using currgnt allocation data. Also, measures
.should be taken to ensure that: {(a) all expanses are adjusted
from budgeted to actual; .and (L) unallowable ltems ari rewmoved

trom the expense pool. . -

L] R
4. Ssubmit revised Loan Management Reports for. the fiscal ynars
1981 and 1982. » .

.Summary of the College's Written Gomments®*

The College did not Eully concur in our finding and
recomméndations, It basically contended that : (1) the
unsupported allocation of maintenance and operatlion expenses for
f1scal years 1981 and 1982 was the result of misinformation and
Lack of guidance on the part of Federal oEchxal";, (2) the
Auditor's Fees and Trustee's Service Fees for M8l and 1982 were
neces3ary expensces and covered onl/ the special'audit required
undar the CjL ptoqram; and (3) "supplementary information”
felative to budygted expanses for 1981 and 1987, furnished to us
on October 10, 19%\\) indicated thatjthe dlfferences between
actual costs.and budgeted allocatidns were immaterial. But the
College acknowledged that the Federal share of College Work-Study
pcogram salaries was improperly allocated to CHL program .pledged
facilities in 1961. (Apparently, this condition has not yet been
ramedied. ‘The College, however, did not -address the matter of

the recommended disallowances for 1981 Food Service Billing and-

‘Collaction Services and Bookkeeping Services expenses. And it
d41d Aot comment on our recommendition that revised Loan
Management Reports be submitted for 1981 and 1982,

0IG's Response

We believe that the College's comments on this: finding are

without basis and do not address the issues correctly.

Fxrstly, the College's comments on the unsupported allocatxon of |

maintenance and operation SfExpenses for 1981 and 1982 are not
relevant. This®agpect of the finding deals with lack of current,
dupported allocation ratios; it does not deal with progl’am cost
guidelines, In this respect, the College's comments’ miss the
point, " |

Reqardxng the -College's contentxon that the Auditor's Fees ‘and

Trustee's Service Fees for 1981 and 1982 were necessary €éxpenses,
#e cite the CHL program loan agreement {Special Condition.(c)]
that explicitly excludes all general administrative expenses from
the.allocation of expenditures to pledged facilities. Auditor's
Fees and Trustee's Service Fees are general adminnltratxve
expensps and, as such, are not allowable. T

Lastly, as to the "supplementary information" on 1981 and 1982
budgated expenses, such was . not sent to us on October 10, 1983,
a3 “he College stated. 'Actually, we received it on February 13,
1984,~ after making a second request, immediately upon receipt of
the College's c‘?mments qf February 6, 1984. Moreover,  the

“supplementary information” shows that, for 1981, actual costs
were lower than the budgeted expenses by $7,847; while, for 19382,
the actual costs were higher than the budgeted dxpenses by $7,837.
These fiscal year ditferences are relatively materfiatl; thus, the
College should not offset or ignBfe them. .

»
.

!
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s ’ f-‘xn;.hng No. 2° - Qnauthorizéd Alternative Use QE College llousx_ng
' *  Loan l:rogram Pledged Facilities N -

Keuka College is providing rént-free office space at the Studunt
Center for other ‘than eligible activitiés, without the teguiced
ED approval. o .. - v
The Fedecal Regulations, 34 CFR 614.65 (a), dated Juhe, 1981,
stipulate that: "Any use of a ED-assisted facility for other .
than an eligible use under the Colleges Housing Pogram requice=s ED g
approval.” Fucthzrmore, such alternative use should nérmally o= .
. : of a temporary mature [34 CFR 614.65 (a)) and should jenerate
. “sutricient pledged cevenues for the requirements-of thi CHL
progran {34 CFR 614.65(p)(1)]). ” , ., B
wer[Sund, howsv:ar, that Keuka College has bepgn providiny, since
at least 1980, rent-free office space at the Dahlstrom 3tudent
. Chnter to the Assistant Dean of Students’ and the Chaplain.
College ofticials stated that the use of the Student Centerc for
these activities constituted cogt and energy saving measures.

In our opinion, Keuka College should have complied-with the

- Fedwcal regulations by obtaining ED's approval. Additionally,”
.the College should have paid a rental fee for this office space,
tirareby generating additional pledged revenues, as prescribed by
the aforeci‘ted Federal Reyulations.

.

[N
Recommendations

We recommend that Keuka College promptly request ED.approval for
the alternative use of the Dahlstrom Student Centexr, and that the
. College pay a reptal fee therefor. T

"Summary of the College's Written Comments*

L]

The College did not concur in our Eindiun‘t'; and recopmendations,
contending that: (1) the housing of the Otfice of the Assistant
Deanh of Students in Dahlstrom .Student Center was part. of the
original design of "the building; and (2) the Chaplain occupies an
office in the Dahlstrom Student Center on a temporary bagis, and
in a nbndenominational role, to counsel students.

oIG‘s'Resgonse .

It ifs still our opinion that rent-free office space was provided
at the Dahlstrom Student Center, a pledged facility, for other
than eligible activities.. We note that there is nothing in the o
loan agjreement and other pertinent. documents (e.qg9.,
corcespondence between the Cdllege and ED), indicating that the -
housing of the Office of the Assistant Dean of Students 'and the
Chaplain in the Dahlstrom Student Center was contemplated in the
woriginal des'ign of said building. In addition, we fgund no
‘evidence to Buggest that the College, at any poiat ot time,

reque_:sted and tgceived Federal épproVal tor housing, rent frere,
the Ox_flce_of the Assistant Dean of Students , as wdll as the
Chaplain, in the - Dahlstroin Student Center. -

.

‘_-._._..__ Lot , L. - ’ LY .
» Refer to the Appendix for the full text of the (olleqe's written, @ortents.
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Finding No. 3 - Ynauthorized Change to the Academic Facilitics
' Lo¥n Program Financing Plan

. 1

1 . .
Contrary to the Foderal degulations, Keuka .College did not 1alorm
ED of unusual circumstances nectssiitating a change to the AFQ
programn financing plan. Without .ED's approval, the Coilaya
extendad the loan term beyond the permissible JO-year, pa2riod.
This type oY situatjion could possibly lead to a forfeiture of
interest grant subsid’y payments.
- i

After demonstrating a temporary inability to wake semiannual loan
payments. an 1983, Kuouka Colleys was given a one~-year moratoriua

by the loader, thus ext2nding the term of the ‘1%an to 3 year:.s

In exchange for additional mortgage collat®ral®, the: Kender
dllowed tae C&ll-sgc-to nake the payments for~1983, including the
acurued intarest, & and 12 moenths after the last scheduled
payment due’ in the year 2002, (i.e., in the vear-200), or 3lst
year of the loan), N n

term of_ the loan fosr which e applicant requests an annual
interest jrant subsidy cannot lexceed 30 years. Said regulations,.
hodever, provide -hat, if uhusual ¢ircumstances wartvrant an
excuption, ED program officials may accept a loan term longer
than 30 years. But Keuka College did not notify ED,of this
change. . Without #mch notification and ED acceptance of the
change, Xeuka CTolluge das- technically in violation of the ED
approved tinancing plan. This type of situation tould possibly
lead to a forfeiture of interest grant subsidy payments. :

Federal Regulations, 32 CF?{lL?G (June,” 1981l), state that the

I'n August of 19813, we notified ED program officials of thi$
situation. Recognizing that Keuka College's unusualg

‘circumstances warranted an exédptiod, the ED program officials,
-on October 17,1983, approvéd the extension of the loan term,,

Recommendation ;
We recommend that Keuka College prowmptly advise ED progcam
officials of any future changes in the terms amd conditions of
the AFL ‘program financing plan. . ’

Summary of the ‘College's Written Comments* L

The College basically recounted the actions taken to obbLiin ED
retroactive approval of the extension of the loag term® However,
the College did not address our recommendation. . .

0IG's Responge

The College's co:nm!nti are not entirely accurate in that-they do
not mention tha fact that the College took cocrrective action only
after we brought this ragulatory violation to its attention.

"Further, we would like to stcress the importance of our

recommendation, which the College 'does not address in its
commnant 3, Had we not informed ghe College about this condition,
and hal ED not approved the ex ension of the loan term, the
Collegé would have oontinued to be in violatin of 34 CFR 617.7¢,
and it could have forfeited interest gpant subsidy'payments.

LR T ) : :
Reter to the Appendix for the full text of the Colleae's written conronts,
1 - L 4
. .
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. @ KeukaCollege S
- - . . ‘ - : - . . .
T2 Januarye 31, 1980 . - . R RECE'VED’
; . T L : ¢ ’ ’ *
. 5_‘!\% ]
e, Feter L. Aamaya . ) E5pClc
Re,ional Inspector, Cenera: ¢ . Ctficeof audlt . .
{or Audit . loglenll, N.Y. i
Umted States Departaent o Fanchre : . N
Reffon 11 . N e - . *-
26 Federal Flaza .
. :' ® New York, New Yoil. 192:3 . . To-
. - Dear Mr. Amaya: s . - . :
. . e : . . .
This letter is in reply to your letter of Decewmber 16, 1987, which vas addressed ¢
to Dr. Elizabeth Wools Shaw. Dr. Sha: '« retirement {ron the sgesiceuwy of the
College lecame efiectivi i saber 31, 17 03, and 1 agsumed tiie py-t* fon of
' President on Janwacs 1,7 ¥° .0 1 wig.t resjond to' severai ui T v vindings of
the draft of your audit rome«<t. .. : :

» Finding No. 1, besinnie, o page &, des's with Maintenance ané Uac.ation expénses.
Keul:a Collepe has never recdived ang rorilten ppldelines igen .clthey XD or the
pepartment of Educatfon on what constitntes 'a?\ouable Matntenauce and Opevationgl

/ cxpehsu. Indeced, verbal ~ildelines receivod from'the Department of Education
* conflicted with your audit repgort, We uere verbally told by the Devartment of
- ° . Edueation in April 1983 thaz’such ite~: a3 Bonks and goods aurchase! lor resale,
© by the bookstore located in a pladged iacility were not® gilovable, but income
from bookstore sales was to he included. Thet alsm stated dormitory supervision
* and security werc not allo-able. * Theze nositions were clearly untenable, and
sccordingly, we proceeded without benefit of meaningful guidelines. In the
- absence of ypuldelines and with misin{Ormation being supplied by the Department
of Education officisls, the amounts of $G,835. for 1981 and $¢.030. (or 1482
repregsent differences hequeen scconntants in hazy artas, and aru nnt material
{n an audit of this size. . -
I
student employces cwployed by the Colle e Work Study Projram were iaproperly
allocated in 198I.° Durin. 1982, we learned that this allocation was improper, N4
and this was remedfed in the 1982 report. - .
> : !
We strongly beliteve that both the asuditor’x fees and thd Trustee's service fees’
are legitimate and necessary expenses juocurred by the pledned facitities. The 5
v ‘pledped facilitica ere nnilt with the antdcipation that revenues ererated

‘would pay operating ahd detn service cipens®s, and neither the Trustee's fee
. nor the auditpr's fee expense would huve been incurred had these anildings not
. been [inanced under the Collese Housire . Program. The audit expehss vOVers only
the special andit required for the pludse facilities: the colle-v's neneral
audit includes all inceane ond expenses, and no part of its peneral audit is
chagged to the pledged facitities. ’

P A et provided by enic o
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Jtae ildiny, Ine’Caaplain occupies an office tn the Dahlstrom St

. . . R
Supplementary {n{oimat ign relative to Budgeted Lepenses was furnlshe) to your
auditor, Mr. Allan Wlass, {p Ronald . Erickson'- letter of October 10, 1983.
Information was submitted which {ndicated that the Jifference between actual
cost and budgeted allocations for the two years coubined was §9.79,

“a )
Finding No. 2 allejes that hot‘ns(nu the 0ffice of the Assistant Dean of Students
{s an ipeligible of Dahlstrom Student Center. The office in question was
3rt of the orizinal design of the building, and was specifically designed for
he assisgant Dean ot Skudefits. The Assiatant Dean's primary responsibilities
are: (1) Administer the Dahlstrom Center; (2) . ivisc student organizations,
wlose offices are located in the Dahlstrom Student Center. The of fices for
student orpanizations Wage alao part ofache oriyinal design of tnhe facility. -

Clearly, lousing tne Oflice of the Assistant Dear  yas pams of Che orlginal

plan which MUD apprised. ~

Y - w & "-. . [ 2N
Finding No. 2 afse alleses thatfthe chap’la(n‘s ofiice was an inell,ivle use of
et Center
VR A temporary hasi. to counscl students; neither religlous service- ror
dctivittes are comlucted it the building., The Chaplain's role {s non-denomin-
ational. 4 '

- b )
- e ¢

4~
Findin; No. 3} corents on changes in the Academic facilivies Loae Prosram Financing

Plan. 0o Svptemver v, 1983, Lincoln First Bank sent the College a letter owt-
lining comditto
qian. T~e lank e ed the Department of , Educa i by legter o7 Septembef 29,
983, uf the promueed changes. Also, on Septemher 26, 1983, Keuka College sub-
mitted a l_ct(cr to the Depart.mcn?. of Education, asting_for approval of the pro-;
pased channes.  Tr- hepariment of Education approved the chianges on tctoher 17,
1983}, Tie Colleve’ - Joard of Jrustees suthorized c.ecution of docus:ints to *
eftect the proposed ¢nanges on October 15, 1983. Tne documents were e{‘cc“tx
on Janua.ry 6,1984. rormal Actlon,on the changes, thetefore, was taken afte

the necessa'ry approval. had been obrained. “ .
; 3 .

We recognize that keuka's dcl{nquency on meeting loan-payments is ol,seripus
concern to you. WeMhall remedy that® problem over the next several rears.
Hovever, your and1? drd not contribure to that.end in any significant way.
Indeed, we have _bcr‘- distracted from the restructurlng of the Colle:c to defend
actions taken’commonly on college campys's on the aluice of auditors and federal
Sgencles. In sum, other than the work study problem which was corre-ted prior
to the audit, the amounts {nvolved #Fe not material. -

oy .
We appreciate you? responsibility and look forward to your constructive support
{n helping us meet our obligations to amortize the debrs _Audl.tEd.

~

~-

Sincerely,
\

/
)l(:é’f

Dr. Arthur F. Kiwk .
President . -~
AFK: jkw
. . -‘\ : N
\ « .
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REPORT ON L IMITEQ :
SCOPE AUOIT OF THE COLLEGE HOUSING

AND ACADEMIC FACILITIES LOAN PROGRAMS
» FOR FISCAL YEARS 1981 AND 1982

_ MONMOUTH COLLEGE
, MONMOUTH, ILLINOTS

. NOTICE - - .

The designation of financial and/ommanagerial -deficiencies or a recommendation
for the disallowance of costs incurred or claimed, as well as other conclusions, -
observations and recommendations in this report, represent the opinion of fthe

EO 016 Office of Audit. Final determination on.these- matters will be wade by *
approprhate ED operating or program officials.

. R .
0.8. DEPARTMENT OF .EDUCATION ) .

ERIC Rk

= ) t
Full Tt Provided by ERIC. . . . . -
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URNITED STATES DEPARTMENT OF EDUCAT 10N
OFFICE OF INSPECTOR GENERAL *

Reglon V
300 South Wacker Drive . .
Chicago. Hiiinols 60608 v
" Audit Control No. 05-30059
A
_ . APR 2 ¢ 1954
» . . ¢ v
Dy._Bruce Haywood, President o
Monmouth College ' ) - .
700 Bast Broadway ’

Monmouth, Illinois 61462 : . -’

) + .
Dear Dr. Haywooﬁ:

Enclosed-is a copy of our audit report entitled “Report on ,

Limited Scope Audit “of the College Housing and Academic Pacili-

ties Loan Programs Por Fiscal Years 1981 and 1982.° Your com-

ments have been irffcorporated into the final report. If you have

any addjitional comménts,” please submit them within 30 days from

the date of this letter to the following Egducation Department «
. -

. - . oificialg T - , -

* Assistalt Secretary . .
Affice of Postsecondary Education .
Department of Education . o

. Room 4907, ROB-3 -
. « + wWashington, D. C. 20202 ..
Revised Officp of Management and Budget (OBM) Circular A-50
directs Pederal agencies to expedite the resolution of audits by
fnitiating timely action on thg findings and recommendations.
Therefore, receipt of your ¢comments within 30 ‘days would be
greatly appreciated. .

In accordance with the principles of the Freedom of Information

Act (Public Law 90-23), reports issued to the Department's ~

grantees and contractors are made available, if requested,, toy

members of the press and general public to the extent.information
i conta‘i‘ped therein is not subject to exemptions in the Act.

Please refer to the above audit control number in all correspond-

ence relating to this report. - ]

L - e

séncere/gy,
L ] 1 » -
. Robert G. ée’brooks -

Regional Inspector General
- for Audit - Region V

. .
. i \ )
. ' ' ;" ‘
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AUDIT OF COLLEGE HOUSING AND ACADEMIC . Y

: i PACILITIES LOAN PROGRAMS U
3 - - P . . .
. MONMOUTH COLLEGE !
MONMOUTH, ILLINOIS
: INTRODUCTION
BACKGROUND

Monmouth.College. i8 a small coeducational institution founded in o
1853 by Scpttish Presbyterians and committed ‘to the value of
ecumenical Perspective of the Christian faith. It is accredited,
as a fdur year liberal arts institution by the Neorth Central
Association of Colleges and Secondary Schools. The College

currently serves abgut %15 undergraduate students, *

A $),067,000 College™Housing Loan was awarded to Monmouth Collede
in 1968 by the U. S, Department of Housing .and Urban Development
(HUD). .The administratiop of the loan was transferred from HUD
to the Department of Education in May 1980. The purpose of the
loan was to finance .the construction of two building projects in
addition to exchanging bonds previously issued for two prior
construction projects. The four projects were comprised of

(1) a studegt center (2) Ful:on and Graham student dormitories
(3) Cleland Hall and o Fraternity complex,. and, (4) Liedman
student dormitory. As securyty for the loan, the College issued
first .mortgage Gonds for each of the projects (Series A for
$442,000 at 3 1/2 percent interest tepayable over 23 years,
Series Byfor $335,000 at 2 3/4 percent interest repayable over
30 years, Series C for §1,295,000 at 3} 3/4 percent interest
repayable over 37 yedrs and Series D for $995,000 at 3 percent
interest repayable over 50 years). ‘

The pledged revenues for the College Housing Loan consistedgof
the met operating income from the facilities constructed with
CHLP funds in addition to three existing dormitories known as-
Winbigler, McMichael and Grier Halls. Due to a rapid decline in
student enrollment, the College was unable to achieve full
occupancy of the pledged fdcilities. 1In 1973-74, permission was
obtained from HUD to close two of the pledged facilities (Fulton
and Grier Halls), and to lease a third dormitory (Graham Hall) to
Warren Achievement Industries as a sheltered care facility,
During this time, four rooms of Pulton Hall were also, authorized
for alternative use as a College Health Center. as compensation
sfor the four rooms, HUD required the Coliege to annually deposit
§$4,200 to the Bond and Interest Fund, starting June 15,. 1975,.
In 1975, perm&sslon was also received from HUD to use funds from

[Rrorron oot o e s N
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the Repair and Replacement Reserve and the Bond and Interest
~8inking FPund for interest and principal payments. -
A )

* Because of continued financialtdifficulties, HUC annually granted
the College permission to defer principal payments for fiscal
years 1977 through 1980. Requests for deferrals submitted to ED
after the transfer of program froim HUD and a proposed revised-
‘payment séhedule were not granted. No .workout agreement or
authorized deferment has, been in effect since June 30, 1980. The
College, nevertheless, adhered to the proposed, but unac¢cepted,
repayment schedules for each of the fiscal years, 1981, 1982 and
1983. The:following schedule summarizes -the principal amounts in
default for the College Housing Loan as of June 30, 1983,

. s Prlncip:} Amount -
- Balance " Past Due .
Outstanding From 11/1/77 : '
Series A.Bonds $ 314,500 $118,500
Series B Bonds . 258,500 62,500
Series C Bonds 1,099,000 134,000

Series D Bonds 878:500 63:500

A $1,000,000 Academic Facilities loan was.awarded to the College
in 1969 by the U. S. Department of Health, Education and Welfare
(HEW);~gepayable over 30-years at 3 percent intetrest, ' The
purpose of the i-an was to construct a library and a Science
Center (Classivom & Laboratories). The administration of the
loan was transferred to ED when the Department was_esfwbliqhed in
May 1980. ‘ : :

HEW authorized the College to use its debt service reserve fund
to make the 1966 interest payment, and gran®ed a moratorium on
replenishment of the reserve account., HEW aithorized deferment
of the 1977 and 1979 principal payments. In- 1979, Monmouth
College requested further financial assistance, submitting

a revised repayment schedule at propgsed payment of interest
and delinquent interest only through .1985 with principal .
contributions thereafter. HEW approved the repayment schedule,
but stipulated that the College return top a current loan
obligation status at the earliest possible date. The College had
met the terms- of -the revised payment: schedule through June 30,
1983, at which time, defaulted principal and interest payments
were $211,000 and $38,870, respectively. . : '

SCOPE OF AUDIT X ' -

The purpose of our audit was to ?iview selected aspects of the
College Housing and Academic Facilities loans at the College.

Q -
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- Our ‘specific objectives were to determine whether (1) pledged
revenues were properly recorded, reported and applied to debt
service payments of the college housing loan, (2) a workout
agreement for deferred loan payments was executed and whether
the college complied with the terms and conditions of the agree-
ment, (3) the Pederal loans received equal treatment with other -
long-term qbligations of the college, and (4) debt service pay-
mengs were ‘curfent Yor' the Academic Pacilities.loan,

We reviewed the College's Loan Management Reports for the Fiscal .
Years ended June 30, 1981 and 1982, tested selected items of -
receipts, evaluated allogation basis for claiming maintenance and
operation expenses and analyzed notes payabie to the Pederal
.Government. ' Our audit was conducted in accordance with generally
accepted government auditing standards-approprhate’to the limited
scope audit described above. Our audit did not include an
evaluation of the reasonableness of expenses claimed for
maintenance and operation, or a review of the efficiency and
economy of operation. . . .
Audit -fieldwork was performed during the period June 9 through
Jure 22, 1983, at the Monmouth College, Monmouth, Illinois.

O

S 1
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kL HIGHLIGHTS OF AUDIT RESULTS . )

Monmouth College was significantly in default on both -the College
Housing and Academic Facilitlies loans. Although continued T
defermenys for defaulted cﬁ%leqe housing. payments were granted by
HUD from fiscal Years 1977 threugh 1980, no workout agreemgnt or
approved deferral has been in effect since Jume 30, 1980, when ED
assumed administration of the College Housing Loan Program, With
respect to the delinquent debt of the Academic Facilities Loan, a .
supplemental ‘fepayment schedule was executed by HEW in~-1979,
Monmouth College has generally complied with the terms and
conditions of this agreement.. _ I
Our review disclosed that the College's accounting system
" contained sufficient accounts to properly identify and segregate
‘revenues and expenses attributable to each of the facilities
‘pledged for the College Hoysing Loan. However, managemént
attention is needed to correct problems related to (1) the -
revenue derived from the alternative use of a pledged facility,
(2) the treatment of Federal loans relative to other long-term
‘obligations, and‘(3) the execution of a workout agreement. pur’
findings are summarized in the following -paragraphs and presented
in detail in the Findings and Recommendations section of this
repor}. . . . ’
The College did .not reimbui. : ‘he -ond and. Interest Sinking Fund,
in the annual amount of $4,.92 Ic<i the alternative use of one of |
the pledged facilities. Since HUD required the annual deposits
to commence June 15, 1975, we are recommending that the College
deposit the total amount due {$37,800 38_of June 30, 1983) to the
Bond and Interest Sinking Fund or apply: 1t to the College Honsing
Loan. - o . »

Preferential treatment by the College has kept a private loan in |
current status, while allowing the Federal loans to remain past
due. We recommend that the Federal loans receive treatment equal
to that of other long term creditors. R : v

Revenues produced from pleliged facilities® by the student enroll-
ment is insufficient to meet Trust Indenture terms for. retirement '
of the College Housing 16an. The College, however had demon-
strated minimal interest in seeking alternative revenue proceeds.
either from the pledged facilities or other {nstitutional sources
to reduce the outastanding College Housing debt. We recommend’
that Monmouth College take immediate action to negotiate a work
out agreement with ED. The agreement should contain specific
plans for reducing outstanding ‘©obligations and returning to the
terms of the Bond Trust Indenture. ’

A

These conditions are dfsc&ssed in detail in the Pindings-hnd Rec-
ommendatiqns Section.

The only items tested pertained to those aspects of the admini-
stration of the College Housing and Academic Facilities Loans
fdentified in the Bgope of: Audit Section. No information c¢ame to
.our attention to indicdte that there were weakneises in any un~- " -
tested aspects ¢f the twg programs, o, S
Officials of Monmouth College, generally, did not concur with our
findings and recommendations.- ‘Their comments are summarized at
the end of each fidding section and .attached to the report as an -
- ‘» -

Appendix. .
/
3 _ T - )
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o _PINDINGS AND RECOMMENDATIONS
ALTERNATE USE OP PLEDGED PACILITIES : - .
\ . ¥

© The College: did not reimburse the Bond and Interest Sinking Pund

of the Collage Housing Léan, -in the amount of §$37,800 for the al-
ternative yse'of a pledged facility.' In‘fiscal year 1974, HUD
authorized the College to use four rooms of Pulton Rall as a
College Health Center. As compensation for the alternate use of
Pulton Hall, -HUD required the College to annually deposit $4,200
to the Bond and Interest Pund, commencing June 15, 1975. A col-

+—--Collega-applied-general-operating funds ta the CHL debt in seven_

-+ lege official stated that only the first payment was made., We

could not find a receipt' Yor that payment or evidence in the ac-
.counting records or Loan Management Reports that any of the other
annual payments were either made to .the fund or applied to the
College Housing Loan. Congequently, the College's liability to
the Bond and Interest Fund totaled $37,800 as of June 30, 1983,

. v +

RECOMMENDATIONS

~ . . ’

We recommend that the ‘College:

"l. Apply $37,800 to either the Bond and Interest Pund or the. %
defaulted debt of the College Housing’Loan or furnish the
program officlials reconstructed accounting records and :
revised Loan Management Reports which reflect the amount
of general College funds which were applied to the -alternate
use of Pulton Hall. The ideptification of alternate use
compensation transferred and applied @ach year should be |
restricted to the. amount ‘of alternate use revenue due for °
that year. The alternate use liability of $37,800 which
remains unsupported must be applied to ‘the defaulted debt.

2. Initiate procedures to properly record and report® the annual -
" " compensation due from the alternate use of pledged_facilities
and deposit the amount: in the Bop¢ and Interest Fund.

B P
College Comments

College officials believe that the annual compensation required
by HUD was overstated by $1,800 because of a transpositdon error.
Although the officials agree that the annual deposits were not :
made to the Bond and Interest Pund, they indicated that the

of the past nine years.” Since’a portion of this transfer could

have been identified and recorded as alternate use compensation,

the College does not concur that it has an outstanding liability.
e N

" BP-0IG Response - T < h

Our gontacts with Departmental pro?ram of!!élLll did not disclose’
any evidence that the amount of re mburseme:l required was in-
‘correctly stated. Thus, the annual compensafign for the alter-
nate use of Fulton Hall is retained at 34,200J?n the absence of
evidence confirming an error in that amount, We have revised -
Recommendations No. 1 to provide consideratioh for acceptable
evidence which may be submjtted by the College to support a re- °
duction of the outstanding- liability for the alternate use of
Fulton Hall. :

R
o
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PREFERENTIAL TREATMENT

N 4

The Cbllege has not been consigtent or, equitable in its gepafmenb
of debt to the Federal government, It made dept service payments

(both principal and interest) to a commercial lender, while-in
arrears on i4s College Housing Loan. Purther, Monmouth College

has maintained much higher occupancy levels.and thus generated

more income -for a commercial loan. Cun%equegtly, Pederal loans
ve 'tb the other longzterm

have not received equal treatment relat
obligations of the College. .

_ . P e A .
Although no specific evidence was avallable tq Betermine the -
cause for Monmouth College's inequitable treatment of Feders
debt "service payment a balieve the CorXtege pursued this pa
b = of ED's _Jepient _loan policles,”the low interes ALe
¢harqed on o standing Qo ) mmﬂm.‘l' abgance .0

The Feleral uOVErRRant, "

In 1965, Monmouth College Yecelved a 5 1/2 percent, $700,000

ste

payment penalties. As_a result, the Collede has Lemained.
continuously in arrears on its Pederal debt to the  detriment of

30-year loan from the Life of Virginia Insurance Company for -the
construction of the Gibson Hall dormitory. The College complied
_with the loan terms ®educing the principal balance to less thaq, -

$500;000. A college official stated that the Life of Virginia
Insurance Company denied a requests by the College’ to apply the

privat® ican reserve fund. of approximately $50,000 to the Gollege

Housing Loan. There is no evidence that the College sought
financial relief from the private lender, »

»

"R occupancy pattern of the dormitory also exhibited '‘preferen-

1 treatment, Gibson Hall, the private {nsurers pledged
faciljty was. kept at near -capacity, while the Federal pledged

facilities had low occupancy .or were closed. Piscal year 1982

revenue for Gibson Hall Was $44,368, in comparison to-a total of
$56,554. for the eight dormitories pledged to the College Housing.

.Loan. The College explained that situation by stating that

Gibson Hall was the least eéxpensive dormitory to operate and that

it was .the student's favdrite residence hall due to its private

room entrances. Gibson Hall net revenue, however, was not
adeguste to meet the fisgal year 1382 interest and principal
payments of $51,170, so the College used $#,802 of generdl
revenue to meet its obligation.

" RECOMMENDATION

" - We recommend that the College take necessary action to ensure

Q

ERIC
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obligations of the institution,
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College Comments . o . !
* N . .

The Collége does not. conour that preferential treatment was given
to the private long-term loan. It con;gnds that: equal treatment
was extended to ‘both, the:private and Fedewal lenders, since
. financial relief was requested from each of them. The College
also objected to the base period selected by OIG for. comparing

the occupancy patterns and get revenues of the private and :
Pederal facilities. The comments suggested that a seven year
'basJESeriod would provide a more objective approach for such
comparison. . : : .

ED-0IG' Response e oG

It is. the responsibility of College officials to obtain written
representations from the Life of Virginia, which the{ indicate
support deferral requests. In our opinien, preferential treat-
- ment is demonstrated when (1) relief is sought from Federal, but
not private lenders, and (2) in the absence of deferral, full
debt service payments are made to private but not Peddral. .
lenders. "ED-OIG maintains that the College exhibited preferen-:
tial treatmént since it met payment obligatjons on a private
long-term loan while allowing the Pederal loan to remain past
due., The._timeframes used for comparisen purposes were not arbi-
trary but corresponded to the audit scope which focused on recent
operations of the ‘College. N . -

-

[
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HORKOUT AGREEMENT . : ‘ ’ \
[
The COllege has not effectively sought a workoﬂt agreement with ™
ED or developed specific plans to reduce the $378,500 College Y
Housing Loan- Defeult. An ED official verbally advised the - e

College in February 1982, that (1) the College's proposed sched-
ule of repayment was not acceptable, and’%2) the Department would
.not grant the College financial relisf ufifil it developed and
submitted plans to reduce the amount in default. The ED official
is quoted, in the College's memorandum of telephone call, as
stating. tifat ‘commitment and action to reduce the default rather
than planned or proposéd repayment schedules are required. Our
contact with the .ED official on June 17, 1983 .disclosed that his
position has not chanyed. ] \ v

LN

Because of the steep decline in enrollmént from 1,357 in 1969 to

. 660 in 1975, Monmouth College entered a period of financial dif-

* ficulty, Pledged facility gross srevenues were further reduced by
about $53,000 when Warren Achievemgnt Industries terminated its
lease on Graham Hall in March 1982. ‘Current student enrollment
{8, in our opinion, unable to generate the net revenué required
to retire the College Housing Loan in accordance with the Trust
Indenture Terms. -The College, therefore, has to aggressively "
develop alternate income producing uses of the dormant facilities
or apply revenue from other College sources toé. the College

. Housing Loan, .

.

. a
The audited financial statements for the period ended June 30,
1982, show that the College's assets ($23 million) significantly
exceed its -liabilities ($4.5 million). The statements also
disclosed unrestricted balanceg in the Current Fund and Quasi-
endowment Fund totallng over $2.1 million. Thus the .College ap-
pears to have the financial ability to meet the terms of a rea-
sonable workout agreement, Purther, it appears likely that ED
foreclosure action could. result in the recovery of the full
_amount of the loan. In the absehce of a workout agreement, more
aggressive action may have to be sought by ED to reduce or elimi-
nate this .debt, .

RBCOMMENDATION *

» .
We recommend “that the College take immediate action to negotiate
a workout agreement with ED by developing specific plans for
{ bringing the outstanding obligation-level @f the College Rousing
Loan back :to the original payment tgrms provlded in the Bond
. Trust Indenture.

College Comments _ 4

The College indicates that it actively sought a workout agreement
by responding to ED contacts, submitting a proposed schedule of
payments and requesting debt service deferments, Further, they
characterized a momorandum of phone conversation with an -ED
official as being not directly relatec.to their proposed schedule
of payments. FPinally, the College indicated that the inability
to achieve a workout agreement was attrlbutable to communlcatlon
difficulties with ED. . .

ED=0IG Resgonse 

Monmouth College is responsible for making payments in accordance
.with the Bond Trust Indenture. ConseqQuently, it should develop
specific pland to return to the original payment terms. In our
view, at least some of the perceived communication difficulties
with BD involved the lnterpretatlon placed by the College on-the
guidance it received.

N
obert G, Seabrooks

» Regional Inspector General
" for Audit - Region V _ .

o 112
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. COLLEGE BOUSING AND ACADEMIC LOANS PROGRAM
PRINCIPAL AND INTEREST IN DEFAULT A8 OF JUNE , 1983

«

MONMOUTH COLLEGE
MONMOUTH, JLLINOIS

4 )

COLLEGE HOUS ING 'LOA.N :

' Cleland- ] \
, . Fulton/ Hall/ !
; _ ‘Student Graham Frat. Liedman ¢
o - - Center Hall -~ Complex Hall
Years A B C « D Total
Delinguent - . - ’ ..
Principal: R . : : -
1977 6 4,50 .8 0 V¥ 0 $§ 0 & 47500
1978 . » 18,000 9,500 4,000 0 31,500
1979 18,000 10,000 25,000 8,%00 A 61,500
. 1980 18,000 10,000 25,000 10,000 63,000
1981 . 20,000 1,000 25,000 15,000 71,000
1982 20,000 11,000 25,000 ,, 15,000 71,000
1983 20,000 11,000 30,000 15,000, - 76,000
Total  EIIB.500 562,500 SI6.000 $63.500 376,500
ACADEMIC FACILITIES LOARN
Years ‘ Principal Interest 'Total
Amounts )
Delinquents _ ® .
1977 : .$ 28,000 $ 0 $ 28,000
1978 . 28,000 -0 ﬂ23,000
1979 29,000 0 29,000
1980 30,000 0 » 30,000,
1981 . 31,000 . o 31,000
1982 ' 32,000 " 10,460 42,460

28,410

_19gzta1 . ,33:000 : 61:410

L]
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Mollege”

» .
MONMOUTH, ILLINOIS 61462 TELEPHONE 309&‘67)3”

' January 18, 1984 _ '
. . ~ . [] .
I Mr. Robert G. Seabrooks . "

Regional Inspector General of Audit - :

Upited States Departwmant of Bducation i

Off1ice.of JInapector General - Regton ¥ ‘ .ot
! 300 South Wackér Drive . . ’ - - :
“ Chicago, ‘Illinois 60606 : '

- ' ' *. Re: Audit Control No. 05-30059
(34 . . - 3
. ©. Dear Mr. Seabrooka: . s e P
. We'have received your draft copy of the above refarenced audit report. We
N appreciae the opportunity to make s written response to the report before
: beink put in final form. We do not concur with all of the findings in the
draft, ag we will explain further. Before addressing the specific findings
sifd recomendetions, first sllow us to make some tachnical corrections in

the “Background" portion of the report as follows: ° -~
Page 1; paragraph 1 - . . ¢ ]
: } : ¢ Because the.report 18 based on information ae of June 30, 1983, .
we fael the last' eentence of the first paragraph should be changed to

A . indicate an enrollment of 615 students. The actual full-time aequivalent’ ‘
enrollment of 1982-83 was 614. -We feel thut an accurate indication of

the College's enrollment situation 1e essentisl when considering any )

workout arrangement. ) . -

Page 1; paragraph 2 -

The firet ‘santence indicates that the original College Housing loan
- l svarded vas $3,067,000. While this was the amount awarded, only $960,000"
of the $995,000 Series D authorizstion was 1gsued. Thus, the actual loan
was originally $3,032,000, .

The third sentence indicates that the loan was to finagce construction
of four projects. Actually, projects 1 and 2 were not for construction
but were in exchange for previously issued construction bonds.

The lsst smentence nilin indicated that Beriea D was for $995,000.
' This should be changed to $960,000,

Page 1; parasgraph 3 -
The gecond from the last sentence ststee, "As compensation for the
four rooms, HUD agreed to the.College's proposal to annually depoeit

$4,200 to the Bond snd Interest Fund, starting June 15, 1975",
» .

s
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. . Thie ststement fs not sntiraly cdrsact.in that tha Colinse proposal .

‘was to annually deposit ;2.600. Wa beligya that the HUD reaponas of -
July 3, 1974 was sccapting our propossl, and that the pergon typing
the HUD lettsr transposed!the firat two digits of $2,400 go make 84, 200.
. Rlessa note by the ericlosed .copy @f our 1&tter dpted April 16, 1975,
ve deposited 8 prorated share of the firer yiers @tposit,. The prorated
share‘of the firat year was based.on $2,400Q and was brought to the
.attention of Mr. Robert Vladova st HUD. We raceived nothing from,
. Mr. Viadova as followsup to ghis latter indicsting that we were not in
.. agrefment on $2,400. ‘ . ’

AS
» Response to Findings lnARocomendldonn - .

Response to #inding & Recommandation Concerning Alternate e
. _ Use_of Pledged Facilities * . "
- Se .« ® . v
. “'- The amount ;! t)\t:-nn_mul deposit, due the Bond and Ianterest fund e
' "y e in queation. 1n 1974, MUD responded. to the €ollege's propossl to use -

- . foyp rooms of Fulton Hall aa & College Health Center with the College .
i making annusl compensstion for sich use of $2,400 per yesar. ,HUD
<responded, granting such permisgion, but the HUD letter ufed the figure
$4,200 per year which we believe to. be & simple trameposition of figures _
-, on the part of the HUD typist. The Collega has ho.recellection or
informat foh that would indifate that HUD was not satisfied with the
original 2,400 proposed. Od April 16, 1975, the College addgessed
a letT¥r to Mr. Robert Vladovs st wr indicating that $800"wae being .*
" tredited to Pulton Hall income as I¥3 of. the annual deposit due. .
Mr. Vladova Dade no respohae.which would indicete the College had not
» " made the pronn'r prorstion, ~Thus, if the Cgllege agreed that it had
. *  not reimbursed the Bond and. Interest Sinking F¥und for the slvYernative
use of Fultbn Hall, the maximum amount due for such use would be
$21,600 representing nine years at $2,400 par .yesr. .

The College feels that it has actually complied with the above
requirements (with the ghssible exception of .two years) making the
importance of the aboyff question moot. 1In seven of the past nine yeare
the College Housing ffcilities have operated with net deficits. In each’
of those seven years the College has used general operating funds to

- make debt servise paysents, and thus met the ‘Tequiremsnt of traunsferring
College futds to the Bond and Interest Sinking Fund. but only failed to °
progerly identify a portion of the transfer ss alternate use of funds. .
The College's only feilure vas' in not breaking this tranafer of genersl
College funds intq two separate tranactions.. The net i{ncrease in the
anount paid toward the debt, éven if properly accounted for, would be
zero, with s possible exception in 1980 and 1981. During these two
years the College did operate vith net revenuas on the facilities. The
additional deposit of funds for these two years to the Bond and Intereat
finking Fund (88,400 sccording to yo\'nr report - $4,800 according to our
infosmation) are far wore than offset by the College'a depoait of

operating funds during the other Sseven yesars. “ .
k4
/ \
.
' L
. . .
,
» L3
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N _ directly contacting Mr. Darte)l Belcore, Investment Officer, Pined 'ﬁcm

” B .
s T . )
*  In view of ths _nbiw.ol. the Collags dosa not concur that it has an
outstanding 1iability for the Alternative uae of Fulton Hally and thua
no action .{s needsd, Wa will initiste procedures to ensurs that fufure

tranafers from dusrent operating funds to the Bong and Interest Sinking

Fund of $2,400 annually for the alternate use”of~¥ulton Hall ‘are propérly
identified end recorded. - - )

Responge to Finding & R _‘-'i"nn Concérning Preferentisl Treatment
i i T . . Ll g B ?
(Correction - 1965 Life of Virginis Loan 18 st. 54% not
‘5'(1 as reported on page 6) : .

Q-

< The College has not demonstrated preferentt’l treatment towsrd thié
private loan ag opposed to the Federal Loasns. .The College wat its
obligation of giving both'lenders equal treatmeat by tisking requeatas
for financial relief-to both the Life of Virginia Inaursnce Company®
and the approbprista Federal offices, That the Federal officea approvad
deferments while the privaté lender did not, does not demonstrate any
preferentisl treatment on the ‘part of the College.. The Colfege did
make request to Lifelof Virginis for [financisl relief. While evidence
of such request was hot availsble in College files, there ia indeed
evidence. Such requests for financial relief can be confirmed by

Divislon, Life of Virginia, Continental Financial Services, 6600 W
Broad Street, Richmond, Virginis, 23230, Telephone (804) 281-6595.

t

The Collegs did ndot exhibit preferentisl treatment in regerds to
occupancy patt of; the 'grivtte,dor\iitory. Contrary to the statement
thdt Gibson Rall (the private léndera facility) was kept st nesr
car atity, the nctul_‘av,érqge occupsncy for the eeven yaar per'i’od ending.
June -30, 1983 wae only 55X of capacity. This comparaa with an average

-~ o for 81l the federal facilities of 48X and thus a totsl difference of
7X. This difference repfusents about 11 studenta to be moved from the
. private facility .to Pederal facilities to make occupancy levala equal.
This number would have o materiai effect on the fdnanclal operation of
the Federal facilities: and cannot be prudently used to charge preferentisl
a treatment on the patt of the College. In addition we should note that
guest® and conference 8roups are normally housed in Pedersl !n:i.litiu_. :

Selection of 1982:nat revpaue figures, used to base a compariaon .
“between Gibson Hall.and Pedersl facilitiea geems tn heve ‘been srbitrerily
. made. 1981 net revenue figures would have ahown $46,887 for Gibsom
"~ Hall ss compared td.9119,078 for the federalt facilities. While the 1983

_report would show $33,501 for Gibson Hall compared to a deficit of $31,321

for the federal facilittes. Selection of a single year for Comparison .
purposes thus does not seem appropriste. A more objective spproach to
such 8 cowparison wonld compare the seven yeara of operation since requests
were made for.finsncial relief. Gibsod Hall has not produced net project
revenues sfter mandatory debt service tranafers sinca the 1974-25 fiscel
year, while f{ederal facilities have produced net project revenues in two
of those yeafs resulting in additional debt service paymenta toward the
Federal projects. ’ "

i
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" Purther, terms of ths bond indenture raquire that Gitfson Nsll bq'l:ome
@ pladged fscility of the Federal Loans when the privats bénd issue ia
« paid. Thus peyment towsrd tha private debt is not to the dissdvantage

of the Pedsrel Losns.” ~- - . : e
- Ths Collage feels that it has slready tl.ken 811’ actions sveilable to
it to apsure thst Federsl Loans ere trested equslly with the College’s

private long-term ob_uguuonn‘ There i8 no furthar action aveilable to
us, . . . . '

Response to Finding & Recommendetion Concerning Horko;:t Agreement

«The College has sought a workout srrangement vith the ED although
commnicstfons hsve been more difficult than with HUD and HEW previocusly.
Although sdministrstion of the CHLP was transferred to the ED in May 1980,
1t vas December 1980 before t®e College received sny notifichtion of ‘this
transfer. Per the instructions included in that notificati®h, the
College"tontactad Mr. Pat Romano of ED in January 1981 asking who_ the
College should contact concarning a workout agreement. Mr. Romano
indicsted we were to continue to dealywith our HUD representative until
othervwise notified. It was not until® June, 1981 that the College received
any further commuiication from ED. That cemmupication was only to request
s copy of the College’s Annual Audit and other financial information. This
vas provided in October 1981, and at this time the College included a
proposed workout agreement which we felt met the requirements for such a
request es outlined in the HUD College Housing Handbook dated July 1977.
Thus, contrary to your opening Statement, the College did actively sesk
s workout agreement with ED ‘as. soon as sn address was provided the College
and ve have continued to make such effortse In fact, the College had
alresdy proposed s workout agreement with ED before HUD had evep sent
notificstion that they were no longer adm{nlsterlng the CHLP.

In November 1981, Mr.- Dave Burwell of ED called the College to indicate
he hed inherited the sduinistration of these loans from HUD. He.apparently
did not have HUD files available to him @8 he requested copies of letters
from our files. It was in this phone conversation that we vere ‘first’ asked
by to_submit a request for,further deferments. .Mr. Burwell did not have
our reduest which ve had sutmitted just one month before.. On December 7, N
1981 we resubmitted our request. ’ )

. PN

Oh December 23, 1981, the College wrote Mr. Burwdl\l again indicating
we vould make -our payment dug Jenuary 1, 1982, in accordance with our
proposed workout agreement, subject to ED approval. We vere looking .for
some response from ED indicating what ve should do.

~-. g

. _In February? 1982, Mr. Burwell called.the College from ED, however,
contrary to your report, Mr. Burwell did not tell the College that the
proposed repayment schedule was not acceptable, nor did he say that ED
vould not grant financial relief until the College developed and submitted
plans to reduce the default, although the College had recognized the need .
for such a'plan-even back when HUD was administering the program. Indeed
we had worked out such a plan with HEW. .o

ERICT - T
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It was the Collegs's undarstanding from thas February conversations
that ED vas nov making s concantrated sffort to look at all delinquent
HUD debte 48 1if-new loans, and that s more etrict requirement for- sdherence
to the terms of the bond indenture could be expected, MNr. Burwell did
not indicate that he was apecificslly yesponding to our pr;vioully 3
proposed plan, nor did he mentfon t he had even seen our proposed plan.
Mr. Burwell only indicated in a general, fashion that the College needed
to develop a specific plan for bringing thie debt current. He did not
atate the plan we had submitted was not specific enough. The College
would have naturaslly expected denisl of such & proposal in writing.

29

] .

Late in February, 1982, the College received a request frow Mr. Edward
Brantley of ED asking for an a.mnual report, & proposed rapsyment- Schedule,
ete,, -concerning the default. This seemed to be an sppropriate follow-up
to our previous phone conversstiona: with Mr. Burwell. 1In March 1982, the
College supplied tha information requested in Mr, Brantley's letter,

including a repsyment schedule in the form of a poard Resolution.? To -
date, ‘the College has received neither written nor verbal, response to
this submissipt. . . -

In summary,’ thé College has contin;lally made efforta to communicate
our problems and propoasls to ED and haa actively sought s workout
agreement "'with ED. .

The College sgrees that current student enrolYwent 18 unsble to
prodiuce the net revenues required to retire the College’ Rousing Loan
in accordance with the terms of the bond indenture. Obviously the low
" enrollment has been the csuse of the College's continyed need to request
tlJmmcial reliaf, R :
Developing alternative income producing uses for dormant facilities.
as the report has suggested, 1s not as essy as it sounds. ‘Ironically,’
‘the leaaing of Graham Hall to Warren Achievement Industries was terminated
a8 8 result of another HUD program. Alao, 88 the_ report suggests;, the
College has been applying revenue from other College sources to the College
Houaing Losns for the past several years. The College has not-feltr it ,
poasaible to uge other College revenues to the extent that would be
required to bring the deBt current without seriously jeopardizing other
pxogrm eagential to fhe existence and survival .of the College.

The College's financial®statements do display assets well in excesa
of 1iabilities, however, it should be noted tfat this was also the case
in 1975. .When reading the finsncial atstemefit attention must be given
t0 the restricted nature of most of the College's agssers. Similarly,
the financisl gtatements do disclose unreatricted fund balances in the
current and qussi-endowment funde. An'uarestricted fund balsnce slso
existed in 1975. It must be noted thst current operations rely heavily
on investament earn{ngs from such balancea. 1983 operetions reflected
a $130,000 deficit, and reductions of unrestricted balances and the
cortesponding doas of revenue would only increase such a deficit. A
defici? is also expected in 1984, . 'Y
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The Coulga 1s anxious to reach en appropriate workout lsu-unt
vith ED, and we believe we have des rated & of e sffort in that
direction. The Inspector Generals report has etsted “Currsnt student
- anrollment i) .in our opinion, unable to gensrats ths net revenud required
to retire ths Collage Rousing Loan in accordance with the Trust Indenture
" Termg"._ Yat the raport recomsends thet we do so snyway. This means the
College mibt use rdvénues producad from othsr sources to ratire the déht.
‘The College hss propesed to ED a repsyment scheduls which will got return
the debt to its original terms, but will retirs the dabt within e shorter
time period than the originsl achedule. To accomplish this the c‘o‘lhgev
has exhcted to continue to uee @ reasonable 1 of re .
‘from other sources to spply to tha debt. ED has ot ‘notified thq College
of u. approval or -disapprovel of luch s proposal.

Many qf -fhe. ;ondtttonn which pro'pnd the original request for
figancial telief continue at tha College todsy. The College feels that
it has dealt 1o & prudent fashion with its financial effaire. and hes made
fair, rhm:uhle. and ‘epecifigc propossls to ED to vhich it has receivaed
no response. We will be plessed to_continue to make efforts toverd e

e satisfectory workout agreement. -

-

L A

Director of*Finance & Business
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-
. . April 16, 1975 .
- Mr., Robdert Vladove ° . . ' '
Departmant of Hoysing. & Urban iev,
® 17 North.sesrborn Street
> Chicego, Illinote 6Q607
-~ . Lo
. -Dnr Mr, Vhdovn . .
. Plnu £ind enclossd o copy o‘! our Losn Managemant Report for .
the pouod Jul.y 1 thmgh March 31. °
‘Effective March 24, }975 we began using the four rooms in -
Fulton !lall as o Ih-ltl: Centérs Tharefore, ve are transferring -
$800.00 to Pultun dnll lncome which represcnts ons-third of the
smunl reat. -
LY . . Y
\ 1f. you -have sny quis:ions. plesss lot ms know,
K . | | .
Sincerely,
- / ‘
. s _ Jam:d A, 3lendar-
! : Urectoi of Finsoce & Business
- ] \ ‘
JABsth ¢ .
Enclosure
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. UNITED STATES DEPARTMENT OF EDUCATION
. o OFFICE OF INSPECTOR GENERAL
" 100 MARIETTA TOWEN F'y
P.0. BOX 1998 .
ATIANTA, GEORGIA 2300 .

Audit Oontrol Mo, 04-30062

. Dr.-Stanley Smith, President : : T
. Shaw University ' : ) N
118 E. South Street, '
Raleigh, North Carolina 27611 : - .

r .
Dear Sir: '

L . ) .
Enclosed is a copy of the Inspector General's report entitled, "Audit of the Ool-
lege Housing and Academic Facilities Loan Programs at Shaw University, Raleigh, .
North Carolina, For the Period July'l, 1982, Through May 31, 1983.° B :

Although your camments to the draft audit findings have been incorporated in- this
.. final audit repbrt, pleasa respond with days from the date of this letter to
.. each final finding and recommendation, . esenting any comments or additipnal infor-
+ ' mation that may have a bearing on the settlement of this audit. Your caments .
o  should be forwarded directly to the Department of Bducation official indicated
, below who is responsible for. the final determination of corrective actfons on defi- -
» ciencies covered in this report including, where necessary, the datemmination of
Lo amounts that must be refunded to thé Federal Gwermeng. .

Revised Office of Management and Budget Circular A-50 directs Federal agencies to

expedite the resolution of audity by initiating timely action on the findings and .
. recommendat i tained therein. Therefore, reécelpt of your comments within 3%
“ days would be, greatly appreciated, . : B . .

_ PLEASE RESPOND . Assistant Secretary . i
L DIRECTLY TO - Office of Postsecondary Bducation -
. : i . . Department of Education 4 - -
’ ' Roam 4044, ROB-3 - x -
* - . 400 Maryland Avenue, 5.W.

" ¥ashington, .D.C. 20202

In accordance with the principleg of the Freedom of Infarmation Act (Public Law -
:. 90-23), reports issued to the Department's grantees and contractors are mada avail-
~ Table, if reguested, to membars of the press and general public to the extant infor-

mation contained therein is not subject to the exemptions in the Act.” -~ .. i

- - Please refer to the above audit control mumber in all correspondence zelaﬂmj to'
"this. report, - . ' T .

A . sincerely,

M. Bruce Nestlehutt . .
' .Regional Inspector General for Audit

N * ED OI Office of Audit, Region IV -
MdSum . . T '7'_ ‘0
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AUDI? 0' Tﬂl CO‘I-L!GB HOUBING

ACADBHIC PACILITIBS LOAN PROGRAHS

n_.

K SHAW UNIVERSITY
RALEJGH, NORTH CAROLINA

-

LXY

DEPARTMENT OP EDUCATION

OPFICE OF. INSPBCTOR GENERAL .

OFFICE OF AUDIT
REGION, 1V

Audit Contrql No. 04-30062

e B

P

we -

.'ron THE PERIOD JULY 1, 1982, THROUGH MAY 31. 190:
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BACKGROUND

v

. Shaw University is a private, .n'on-px.:oflt iastitution. of hlﬁhor.

education that traces its origin back to 1865. The University

-offers Bachelor of Arts and Bachelor of Science Degreea -and has a

full-time enrollment of about 1,640 students, She main campus is
located in Raleigh, North Carolina, with Centers for Alternative
Programs in Bdication in several ,g?er cities, Shaw University
is accredited by the Southern Assd€iation of Colleges and Schools.

- Title IV of the Housing Act of 1950, as amended, created the Col-

lege Housing Loan Program (CHLP) with the objective of assisting
educatiqgal institutions in providing student and faculty housing
and other facilities, such as student centers, health centers,
and dining halls., Assiatance is provided through direct loans
at low interest rates for, the copstruction or purchase of facili-
ties. The Academic Pacilities Loan Program (AFLP) was estab~
lished by Congress under Title VII C of the Higher Education Act

-of 1965, The program provides long-term financing to institu-

Q
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_ program was transferred to ED.

" The University is currept in its payme

. tions for construction of academic facilities such as classrooms

and libraries,

The CHLP was managed by the Department of iHousing and. Urban Devel-

- Opment (HUD) until May-1980 when the program was officially trans-

ferred to the Department of .Education (ED). Under an agreement
with ED, -HUD continued to administer the program through April °
1981. The AFLP was managed by the Department of Health, Educa-
tion, ‘and Welfare's Office of Education until May 1960 when the

[]

Two CHLP loans have been granted to Shaw University. The first,
for $2,050,000, was in. 1966 for the construction of a women's
dormitory and student union building (Project NC-31-CH-120); the
second, for $1,865,000 in 1979, was for the construcion of a
men's dormitoty and infirmary ( oject NC-32-CH-157), Both pro-
Jects have been completed. At May-31, 1983, principal and inter-
est in default on the CHLP loans totaled $440,000 and $556,409,
respectively, . : : ) : .

- In June 1982 ED approved s: workout a'greement-for ﬁaylng the de-

linguent principal and interest, Additional conditions. not con-

‘tained in the trust indentures were dncluded in the agreement,

At June 30, 1983, the University was turrent in its payments un-
der the workout agreement. ‘ . \

Shaw University received an AFLP loan of $287,000 ip 1967 to aid
in the construction of a library. Repayment .af t loan had.
slso fallen.into default and a wvorkoufMagreemont wa® negotiated
in November 1979. At May 31, 1983, pgf 2l and interest. in .
default on the AFLP loan totaled $12,08 7,410, respectively.
o¥br the workout agree-
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ECOPR OF AUDIT -
The purpose of our audit was to reviev selected aspects of the

" CHLP &nd APLP loans at Shaw University. Specifically, the objec- BEL
tives of the audit were to determine ‘whether: o .

1, . receipts and &xpenditures for cnu’»plo' 4 tacilities are

* - being properly determined and reported to ED, and net reve-.
n:ul are properly accounted for and used to make payments on
the oans; ’ . B : .

& 2, the lblt‘ltutIOn complied with the ‘tenl and &ndltlonl of
. the workout agreements; o

3. the institution was current in u:klng payments &ndor the N
workout agreements; and ’ .

& l'edeul' loans had received equal treatment with other long-
" term obligations of the institution. ) e L

- We reviewed the University's most recent audited financial state-
ments, evaluated the University'’s accounting system and proce-

- dures for allocating revenuas and expenditures to the projects, .
reviewed selected costs charged to pledged facilities, and evalu-
ated the University's ability to pay current and past due obliga-
tions toward the retirement of the. loans. Our audit was con-
ducted in accordance with generally accepted govermment auditing
standards appropriate to the limited scope audit ‘described above.
Audit work was conducted at Shaw University and the Nashville OIG
Audit office during the period June 28, 1983, through October 24,
1983. Our examination included activities applicable to the loan
-during the period July 1,-1982, through May 31, 1983,

' , HIGHLIGHTS OF AUDIT RESULTS e R

Although Shaw University is current in {ts payments under its
. workout agreements, the University is not in compliance with sev-
eral other provisions of the Trust Indentures and the workout
lzraenent for the CHLP loans. Our audit showed that the Univer-
sity . . . -

_ === 314 not use the proper Revenus PFund Accounts to deposit all - \
" 'wproject revenue and to pay all proj_ect expenses; . :

: === charged the projects for 'ippr'oxlmtel{ $76,000 in Gosts that -
' were reimbursed under the Pederal College Work-study pro-
gram; : ) -

--- 414 not propériy am'mee maintenance and'bpentlng__ co“|n to
" each of the pledged facilities, and charged the .projects

"\ $17,171 for costs that werp not p_répqﬂt-rel_ated; and .

--~ had not prepur‘-dnd submi tted the reqnlied-qurtorly Loan
Managemant Reports to ED. - ]

‘ The -Unlveutty had n_o,long-teﬁ'ébugauonl otifer than the CHLP

and APLP loans. Shaw University's respunse to the finding is
summariszed at the end of the finding tdgather with the auditor's

. comments as, appropriate. The complete text of Bhaw University’s - -
response is included as an Appendlx_t‘olthh report. :

the Pinding and Recommendations section o his report, the .
‘tested items were in compliance with applicable laws and regula-
tions. Nothing came to our atention as the result of audit ,tests
that caused us to believe the untested items were not in cowpli-

Except for the {téms hlghu?hted above and :hj'uau fetailed in

ance with applicable laws and regulations.

K-
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.. PINDING AND RECOMMENDATIONS
Pinding - NON-COMPLIANCE WITH TRUST INDENTURES AND T A-GRBEHBNT

FOR _REPAYMENT OP DELINQUENT PRINCIPAL AND INTEREST

Although current in its payments under the workout arrangement,
Shaw University is not in compliance with several other provi-
sions of the Trust Indentures 'and the_ Agreement For Repayment of
Delinquent Principal and Interest (hereinafter referred to as the '
workout agreement) for the CHLP loans. The Univeuitl has not
properly maintained the required Revenue Pund-Accounts in which

- all project revenue is to be deposited and used only to pay ex-

penses of the projects. Ceosts that were reimbursed under another
Federal program were charged to the projects. Other costs have
also been inappropriately charged or allocated to the projects.
In addition, the required quarterly Loan Management Reports have

not been prepared and submitted to ED. . ~

1 4
Project Revenue Not Deposited Into Revenue Fund Accounts,

Section 2.01 of the Trust Indenture for Project 120 (Women's Dor-

Student Union Building) states that there shall be
established .a trust account called the Shaw Univers y Dormitory
and Student Unfon Building Bonds of 1966 Revenue Fund Account.
After the date on which the project becomes revenue producing and
continuing as long as any of the bonds are outstanding, all in-
come and revenue arising out of the project or its operation
shall be.deposited without exception in the Revenue Fund Account.
The Trust Indenture for Project 157 (Men's Dormitory) contains
similar provisions.

Condition No-. 1 of the workout agreement between the .Universilty
affd ED states that the Revenue Pund Account for each project must
be in effect. The agreement further states that, for each pro-

ject, revenues-will--be-deposited--in respective revenue bank ac-----

count(s), and maintenance and operating expenses id from that
account, An additional requirement is that project funds will
not be commingled with the institution's current fund.

Revenue fund bank accounts for each project have been estab-
lished, but were not used as intended: Some project revenues
were deposited into the University's General Fund instead of into
the revenue fund bank accounts. Those project revenues that were
deposited into the revenue fund bank accounts were immedistely
withdrawn and deposited into the University's General Pund. 1In
either casé, project revenues ended up in the General Fund ac-
‘count, and project-related expenses were then paid from that ac-
count, along with other University expenses. .

-University officials stated they did not use the revenue fund

Accounts as required because it would-be very cumbersome to de-
posit all revenues into each respective bank account due to the
large amount of student account receivables carried during the
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school year. Revenuss are recognised as income to the projects

" as they are accrued rather than when the cash is received. Ac-
cording to the officials, deposits of actual cash, into each ac-
count on a regular basis would reqQuirée additional personnel to
apply cash to verlous accounts as it is received.

Although some additional recordkeeplng may be necessary to keep
project funds separate, the separation is a basic requiremént of
the Trust Indenture and workout agreement. Further, the separa-

on is essential to assure that thess pledged funds are always
Mentifiable and available to pay project costs. . .

imbursed Costs chergag to the Projects.

Costs of §95, 916’ were charged to the.projects for student sala-
ries which were funded through the College Work-Study Program
- (CWSP). -However, only 20 percent of the $95,916 was actually
. paid by the CHLP project. ]

Under the CWSP, Federal grants are made to pay up to 80 percent

of the direct wages paid to students working in eligible activi-
ties” at the University. Accordingly, only 20 percent of the

.- 95,916 was funded by the projects as the balance of $76,000 was’

pald by the CWSP.. BHowever, the project was cherqed the full
-amount. The Business Manager contends that such expenditures are
allowable since-the service provided by the students is en allow-
" able expense regardless of the aource of income.

“In our oplnlon, only the portlon actually paid by the project
should be charged as an expense to the CHLP project.

Cost Allocation Procedures Not Adequate.. . (\

Section 5.01 of the Trust Indenture requires segregation of reve-
nues.and expenditurea by project. Condition No. 2 of the worltout
agreement further stipulates that projéct revenues cannot be used
fog any purpose other than payment of direct project related main-
t nce and operating costs and debt service. The University had
not established adeguate procedures for allocating costs to each
project in accordance with thesé requirements. As a result, the
projects were charged for matntenance .and operating costs that
were .not properly allocated between prbjectl. or were not project~
related.
Costs not Properly Allocated. Dlrect labor and fringe benefit
costs of 558,267 were charged. to the projects for custodial help

and skilled labor; however, the:allocation of cost between thqﬁ.

pledged facilities was not based on effor{ attributabld to -each
Pledged facility. As an example, $37,180 of custodial/grounds
salaries was charged to the Student Union Building; however, the
Dean of Student Affairs, who is responaible for this ectlvltg
stated that most of the work was attributable to the Men's an

Women's Dormitories. These same people may also work in other

¢
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campus areas as needed when time permits. In a simildr manner,

skilled workers may perform tasks in several areas.| In either

~ case, the costs were not allocated among the pledged cilities

- 4 ahdhan_y non-project function_in relation to the effiort toward
each. . )

The lack of adeqguate cost allocation procedures has also caused
some expenses that are applicable to.thc projects to be| charged
elsewhere. Thé Men's Dormitory, Women's Dormitory-a Student.
Union Building are all on one electrical meter and.all elpctrical
costs for .these facilities are billed on one invoice}. Billing
records furnished by the utility company showed that $22p,612 in
electric usage was billed to the aforementioned facilitids during
;he audit periocd. During this period, the projécts werlecfYcharged .
34,465 for electricity. In.a similar manner, ‘costs of $2,496
for waste removal had not been fully charged to the proje ‘even
though the costs were applicable to the projects, *The projects
weréwcharged $1,623 for waste disposal.

Expenditures For, Pledged Facilities Not Separated. The Univer-~
sity's accounting system Is capable of providing separate account-
“ability for revenues and expenditurcs associatd with each pledged
facility. Howcever, accounting classification codes that gecord
transactions separately for .,each pledged facilit{ hav2 only been
established for ravenue accounts; expenditures for the Men's Dor-

- mitory and Women's Dormitory are combined‘ even though these are..
two separate prujects. ' ’ .

[} 4

The University had combined the expenditures for these two pro-
jects because of their similar nature., However, as a result of
not separating the expenditures for each facility as required by
the Trust Indenture, the University did not have the information
needed to manage tl\e pledged facilities in a sound fiscal manner.

Unrelated Costs Charged to the Projects. Expenditures of $17,171 "
" charged to the CHLP projects should have been charged to other
comen m-m@CCOUDt 8 or_ projects. because the costs were not related to” the
pledged facilities or their operatfons. ' - :

,These charges included §1,780 in food services that should have,
. been-charged to the Upward Bound Program, $1,752 in books which
were returned to the vender, $7,958 in direct labor costs of Post
- Office employees ‘that should have been charged to the general
'Y o university administration, $268 for rental of cquipment used ex-
' élusively for general university matling, and $5,413 in pastage
which was not billed to the user departments. . A’

Loan Management Rcports (Form 4370). ’ : N

ED's Loan Management Branch, in its report on a visit to the Uni-
versity on September 29, 1981, stated that Loan Management Re-
- ports had not been submitted on a timely -basis. Thk workout
agreement hotween ED and the University required that-a loan Man-.

. t
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agement Report with detail of maintenance and operating costs and
& transcript of geposits and withdrawals to the Revenue Fund Ac-
count Bank Acc +.be submitted eaach quarter. beqg ing with the
1982 fall semester. ' ’ ' ’

The University has not submitted the required information and
reports. The Business Manager at Shaw said he contacted ED offi-
cials about obtaining additional report forms and was told that a.
new Form 4370 was being developad and would be gent out when fj-
nalized and not to use the old form. The Business Manager said
no new ‘forms were received and, therefore, no Loan Management
Report has been submitted since prior to the beginning of the
1982-8% fiscal year. ’ :

Although changes {n the reporting forms are being considered by
ED, the requirement for Shaw to submit Loan’ Hanagcment\ reports
was never suspended. Shaw's fajilufe to submit these reports hin-
ders ED in monitoring the activities of the pPledged facilities.

Recommendations . h )
We recommend that the Univeraity: N _
1. deposit any project funds remaining in the University's gene-

ral fund to the. Revenue Fund accounts for the projects and,
in the future, deposit all income and revenue derived from
the CHLP projects into the appropriate Revenue Fund ac-~-
counts; ] o . o

2. show as an expenditure to the CHLP ‘projects oniy the 20 per-
cent of CWS‘P salaries actually paid by the projects; .

3. adjust the financial records of the CHLP projects to elimi-

a nate non-project related costs which were charged to the

project and to re-allocate costs which were.applicable to

" more than one CHLP pProject and/or. non-project related func-
tions; : .

4. develop procedureg to properly allocate costs which are ap-
plicable to more than one CHLP project and/or non-project
related functions; and Ty o

Y " A . * o

5. pPrepare and submit to the ED Loan Management Branch the Loan
Management Reports and other required information for each
quarter completed since the last report and submit in a
timely manner all reports required in the future.

Auditee's Response {Summary) . N

The University indicated that steps had been taken to comply with
two of the recommendations; however, they disagrced with the re-
maining recommendations or provided rvasons why they had ot com-
plied. Their comments to cach recommendation were: .

* ' .. . .
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wecommendation No, 1 <~ The University stated that they did not .
have the manpower nor the accounting system to deposit all .
* CHLP income and revenue .into" the, appropriate Revenue Fund
Account.. To do this, they would have to write separate re-
ceipts for tuition, insurance, fees, room, board, and books
every time a student paid any amount or was credited with
financial aid on their account. 1In addition, a check would
_have to be issued to deposit the appropriate funds into the
Revenue Fund Accounts. The University stated that all thess
receipts would be necessary because of the large amount of
financial aid received by their students. Since financial
aid is a continuous process during the ltiscal years, re-
ceipts must be written daily. The University stated that no -
deposit was necessary since the CHLP projects were operating
.at break-even or at a loss. - :

Auditor's Comments

The Trust Indentures and the workout agreement require that
project income and revenye be deposited into the Revenue
"Fund Account. The purpose of these requirements is to in-
sure  that project funds Are separately maintained and avail-
able to pay project expenses. When the funds are co-mingled
with other University funds, the possibility exists that
project funds could be used for non-project expenses. Sepa-
rate receipts wquld not necessarily be needed as long as a
slngle receipt .provided for an allocation of the cash or
credit between the two CHLP projects and non-CHLP functions.
Deposits of CHLP revenue into the Revenue Fund Accounts
could be made on reasonable intervals, such as weekly.

Recommendation No. 2 - The University disagreed with this recom-
mendation. They stated that the CWSP funds would not be
classified as revenue until the students use their CWSP
wages to pay part of their charges owed to the University.

Auditor's Comments - @

Based on the University comments, we have revised our recom-
mendation. Only that portion of the CWSP waged, actually
paid by the CHLP projects, i.e., the 20 percent, should be
shown as a project expense. -
Recommendation No. 3 - The University stated they have made the
necessary adjustments to comply with this recommendation.

Recommendation No. 4 - The 'U‘nlvegsity stated they have developed
and Implemented the necessary procedures to properly allo-
cate costs to the CHLP projects.

Recommendation No. 5 - The University stated that every effort
was made to get the'forms [rom ED but -without success.
LY

Auditor's Comments

This matter was discussed with ED officials on March 13,
1964. We were advised that copies of Form 4370, Loan Manage-
ment Report, would be prpvided to the Univetsity. when re-
ceived, the University will be able to comply with -our recom-
mendation. : . . .

)
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APPENDIX

S.l)am muinprzt'tg

" Ralelgh, North Caroline 2761
Fabruary 20, 1984

Mr, W, Bruce Restlahutt - B .
Regional. Inspector General for Audit .

ED 01G, offica of Audit, Reglon IV

101 Maristts Towar

Poat Offica Box 1598

Atlanta, GA 30301 - .

Res  Audit Control Number 04-30062
Dear Mr, Nestlehutt)

In regard to the above captioned sudfit, 1 assura gou that nothing would
9ive us greater pleasure or moro rellaf than to stale ‘that wo are {inancially
prepared to conform to the recommemndations sot forth 'in this document. Une
fortunately, the scarcity and unoven flow of rovenue precludes full compliance .
with these -recosciendat ions. . s :

However, va'fcel that somo aspecta of the audit can be adhertd to and wa
of fcr below an axplanation of our ponition and solutions, which, ve beliave.
would fairly and accurately presont the atatus and accountabllity of thuse
projrcta. . . - .

Revenues, cash flawt Siuv University 1s a small disudvantaged black
inatitution, that directly and l,mlh’(ctlh in the form of grants and various-
student aid programi, has had to dopend upon anch federal afd for survival,

In order for this university to remain operable und provide a unique. aervice,
for which there is a rocognized nced, funds from whatever gource mugt be used
to peet priority requaramants of the university, More oftan.than .not,. these. -
has been a shortfall of funds, wvhich results in current cpetating expenses of
the univeraity not batng mt, v - ’

| At the beginniry of eafh school samostar, chargeas for rcom, bosrd, tul-
tion and feos are assessed.to all students for the antire s.mester. Praceically
all students at ‘Shaw receive financial add and none are able to oy in edvapce
the charges asscssed. Summarily, Shav roalizes income from student sources
by installment paymente of aceount; wheroas ncarly all schonla-rcalize and
earn this income from the -buginning of cach scmester. Hot having the avail=

: ability of tho asseuced income undcrstandably rastricts the apport ionment of 1

tho limited Sncomu avaidable,

Ve feel that the manuipulation of funds between a current fund bank Joceount
and two or three revemiw fund accounts rorvas no uscful purpore, other than .
to be misundcrstood:. The obvious anawor to thit dileswa would be un inpour ing
of private funds suffacient to satisly tho current nceds of the university.

’

& - T * -,
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Project socountability: We egres with your 1 . that biliey
for sach project should be sspavate and distinct. We focl that this would pro-
vide greatsr clarity and botter managorial control, Ne have, aleo, documante
od the allocation of charges for’labor, utilitics and eny other charges vhere
an scceptable formula of allocation is desirable. We would further proposs to
credit the respective project account with income accruals fof room, bosrd and
other incomes, We fosl such a system of ascoununq for the respaective projects
will accurstely reflsct the operation and managcment of the projects, slthough,
the Loan Managesent Reports would omit the miintonance of bank accounts.

Mz, Hestlshutt, ve have tried to be parfuctly frank rogarding our handi-
capped position in conforming ideally to the requirements of the Trust Indenturs.
We further feel that if the Unlversity can continue to corply with the terms

and conditions of the workout agr s) this d ration of good faith ghould

attast to our desire to comply ss closely es possible, to that which is sxpect-
ed of us, :

The ramifications of the whys and why nots aro too numerous and complicated
Lo detail in @ letter, 1 belisve & conference on this rattor would be most

* bensficial in establishing wvhat ws roalistically can or cannot do,

Par further asoistanco in this matter, please contact mo at (919) 7%%-4814. -

© Sincercly,

%" 4 X’“"
william B, Rove '
Business Manager

ERIC

Aruitoxt provided by Eic:

B
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1. Deposit any project funds remaining in the Univeraity's Gensral Fund
to the Revenus Fund Accounts for tha brojetts and in the futwro deposit T
811 income and revenuq derived from CHLE Préjocts into the appropriot” - L&
~Roverus Fund Accounts. M -

Rasponse ’ i . .

Na sinceraly vish Uut"o had the unpo;rcr and/er the dccount diy a;ua-
necessary to handle such s massive undertaking. To astisfy this rocomn-.
endation ve would have to do the following for all on canpus studentss

1. Ve would have to write the following recoipta overy time a studant * .
pald any amount or any financial aid vas posted to hir/her account.

somo amount for tuition . . . .
some amount for insurance . i '

some amyunt for fcos )
some amount for room i . : : -
amount for board

amount for books

. B. transfer check to Lhe Revenue Fund for room _ ' - N
€. trensfsr chack to the Revenue Fund for board

The reason for all thess receipts is caused by the tromendous amount
of financial-eid received by our students, A largu percentage of our
student body is,dependent on some form of studont finencial aid ,
(apptoximately 724), Since studeng financisl #id is & continuous pro-
case during the fiscal year, we must write rccedpta daily, . .
"In addition to the above, the University has made it a practics to re- .
port sll accrued income on thu CHLP Projects. Since the collection of - .
receivablas is mover @ huidred percont, the CHLP ‘Projects incons is over-
stated by*the uncollectabls receivableg.
LN
* The sudit® findings showell that the Univeraity vas operating the CHLP
Projects at atout s breakeven point or st a logs.: In light of this,
thots {s no revenue to transfer to these projucts. ’
) > - - T P :
y _ . .

'El{lC 3
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Reconmendat ion
2, Credit Federal CWSP Funds of approximately 876,000 to the project account$
and, in the, future, credit the projects for CWSP Funds received in behalf

of the students charged to the projscts or charge the projects only for
that portion of CNSP salaries actually paid by the projects.

Reaponse ) )
We étugne with this zMMatlon antirely for tiw folloving reasonss

1. This money is not Shav Univercity's or the CHLP Projects‘, but
- student fihancial aid, . . ’
- . L] . i

2. No student financial aid monuy can be elassified as Ravenue Fund .
. Income,

+. 3. The money doss not become the University‘s until after a student
has paid his/her bill, ' ) .
4 It ls.nﬂer the. students pay us that we pay the operation costs
. associatéd with the CHLP Projects., .

'S, The cost for custodial gervices and fringe bonefits are greatly

reduced By Bsing student Yabor, This reduction in costs has en-

. abled Shav University to honor’'its agrecment with the Department
: of Education, : ) . .

Recosmendation _

3, Mjust the financial records of the CHLP Projects to eliminsty noo-
project ralated codts which vers charged to the project and to re-
allocats costs vhich wers applicate to more than one CHLP Project and/

or Wojwtfohudlmtm : : -

Responsg "

'1'ho University has complied with this recormendation, The accounting firm
of Garrett, Sullivan and Company, CPA's, made the re_co-undcd adjustaents.

!th .

4, Develop procedures to properly allocate cost which ere applicable to
" mors than one CMLP Project and/or non-project related functions.

Mesponse e b e

. The University has developed and implemented the necessary ooding scheses \
- to properly allocate costs to the CHLP Projects. This was implemented for '
- . . the fiscal 1983-1984, - .

» . . . N . . . - \

Becownendation R ST . ] :
' g . . - 1.

submit to the B4 loan Management Branch the.loan Managesent :

other required information for sach quarter cospleted since
_mhunmwnuttnou-ly'm.unmmmd-_hm

h B . . - [
. .

_ The University hag mads every effort to get the forms from the Department
of pducation,. but vithout siiccess. 1 have talked vith Rr, Walter Stevens,
vho handled cur repayment wotkout agraements, sboy not having the neces-*
sary forms, The guidélines nor the report fotms for the CHLP Projycts .

- - hava not been printed as of this dats, : S
W vare instructed by the Department of Educatich not to use the old forms,
. _*If you wish to verify this, please call jr, Walter Stevens at (202) 733-184),

- s - P
. .
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- Principal Action Official

. Mf. EAard Bhauhrf - : . ) 1
s —_—

ce Of Postsecondary muca on-
Department of Education .
Roam ‘0“, ROB-3 B : *
400 Maryland Avenue, S.W. MR : )
lhshlngton D.C. 20202 .

office of n_nm' General - S " ,

. Prank Yanni, Chief R o : : Y ,
l’astsecanhxy Bducation Audit Branch, vushmgton L. :

Chief, Contract Audit Branch, washlngton S Sy
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Ofﬂoe of lnspector General

Office of Audit a

2

: REPORT ON LINITED SCOPE AUDIT OF THE
- - COLLEGE HOUSING LOAN PROGRAM
y "FOR-THE PERIOD
JULY 1, 1980.THROUGH JUNE 30, 1982

£ UNJVERSITY OF srsussuvuﬁ
STEUBENVILLE, OHIO

. NOTICE ", - -
“The -designation of fina&ial and/or managerial deficiencies or a recomnendation
for the disaltowance of cbsts incurred or claimed, as well as other conclusions.
observations and recommendations in this report, represeht the opinfon of the
ED-01G Office of Audit. Final determmination on these matters um be wade by
appropriate ED operating or program officia'ls . - .

-—

. " Audit Control MNo. p;-aoosl '

U.S. DEPARTMENT OF EDUCATION

<
S
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UNITED STATES DEPARTMENT OF EDUCATION
" OFFICE OF INSPECTOR GENERAL

. Reglon V

300 South Wacker Drive \

Chicago, lllinols 006Q8 - ’ .
Audit COntra} No, 05-3006}

" March 20, 1984

Hev, Michael Scenlan, Prasident . « .
University of Steubenville - . o o .
‘Franciscan Way . :
Steubenville, Ohio 439%2

- Dear_Rev. Scanlan:
. . 1\
Enclosed {3 a copy of the Inspector General's report on audit of -
the College Housing Loan Program for the period July 1, 1980 ’
. through June 30, 1982. Your comments have._been incorporated into E—
‘the final report. If you have any additional comments, please *
.. submit them within 30 days from the date of this letter to the .
following Education Deparfment official. V

Assistant '‘Secretary Lt

Office pf Postsecbndary Education

Room 4044, ROB-3 :

Washington, D. C. 26202 , ”

"Revised Office of Management and Budget (OMB) Circular A-50
directs Federal sgencies to expedite audit resclution by
sinitiating timely action on the findings and recommendations.
. Therefore, receipt of your comments within 30 days would be
‘.. greatly appreciated. o

* In accoréance with the principles of the Freedom of Information
Act {Public Law 90-23), reports issued to the Department's -
grantees and contractors are made available, if requested, to
membeis of the press and general public to the extent information
contained therein is not subjéct to examptions in the Act.

.” Please yefer to the above audit ¢ontrol ﬁumber.ln'a}i cogreapond-~

- ence relating to this report.

<,

. ) : 8incerely,, " o

obert ‘G, Seabrooks
Regional Inspector General
for Audit - Region V.

* ."Enclosure

T i .-
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| - INTRUDUCTION =
BACKGROUND o L ‘ _
, o S _ :
.. The University of Steubenville (University), a private, nonprofit
Catholic 1liberal arts institution of higher education, was :
founded in 1946. The University offers associate, undergraduate
. and graduate degree programs. : S : —
SN -

A $900,000 College Housing Loan was awarded to the University in
1960 by the U, 8. Department of Housing and Urban Development )

— ! l.cgll!ge Housing Logns were made in 1962, 1967,
and 1970. The loans funded the constT¥tion of three student
dormitories, a dining hall, and a student union building. The

¢ University did not participate in the Academic.Facilities Loan
Program. The principal amount of .the loans consolidated in the-
April 1, 1970 Trust Indenture was $2,894,000 repayable over 40 -
years. The University issued bonds and pledged facilities and
‘het revenues as security for the College Housing loan. The -
specific series and the rate of interest on the. Dormitory and
Auxiliary Pacilities Construction and Refunding Bonds were: (i)
Ssries A for $785,000 at 3 1/8 percent interest; (ii) Series,B
for $578,000 at 3 3/8 Terceht interest; (iii) Series C for .
§566,000 at 3 percent interest; and (iv) Series D for §965,000 at
3 percent interest, Administration of the College Bousing Loan
program was transferred from HUP to.the U. 8. Department of Ed-
ucation (ED) in May of 1980, . ST -

The pledged facilities for the College Housing Loan cemsist of  \
the buildings constructed. The pledged revenues consist of net. -
revenues from the operation of the pledged facilities and a
student union fee of $50 per semester. for

enrolled at the University, during the period of audit.

The Unlversltf»mnintained the College Housing Loan repayment

., Pchedule until 1978. The,last principal payment was made on °
April 1, 1977, and the last interest payment on October 1, 1977,

" The University requested and received annual deferments for debs
Service payments from default through June 30, 1982. A Workout

-
<y
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Agreement was negotiated and executed on July 1, 1983. It .
provides that the University whlls (1) bagin immediate funding of.
the Revenue Fund Account as welll as other accounts required by
the Trust Indenture, (2) be granted a revised rapayment schedule
extending the loan payment period from forty to fifty years,

(3) pay BD $30,000 by September 30, 1983 which will be applied to
delinquent interest and make negotiable payments of no less than .
$30,000 annually towards delinquent interest, (4) immediately
deposit $79,115 to the Bond and Interest Sinking PFund Account,
and (5) request ED's prior approval for all costs of repair and

maintenance and equipment replacement. As of April 1, 1983, de-
linquent principal' and, interest totaled $825,187.50 (Exhibtt A).

SCOPE OF AUDIT

The purpose of our audit was to review selected aspects of the
College Rousing Loans at the University. Our specific objectives
were to determine whether: (i) terms and conditions of the
colldge housing Trust Indenture dated April 1, 1970, and Workout
Agreament dated July 1, 1983, were complied with, (ii) the loan
received equal treatment with other long-term obligations, and
(iii) pledged revenues had been utilized for purposes ‘other than

the cbllege housing loan.

We reviewed the University's Loan Management Reports for the
Piscal Years ended June 30, 1981 and 1982, tested selected items
of receipts, evaluated allocation bases for claiming maintenance
and- operation expenses, and analyzed notes payable to the Federal
Government, Our apdit was gonducted in accordance with- generally
accepted government auditing standards appropriate to the limited
scope audit described above. Our audit did not include a compre-
hensive evaluation of the reasonableness of expenses claimed for
- maintenance and operation, or a review of the efficiency and
economy of operations,
*

Audit field work was performed during the period J¥ly 25,1983
through August 4, 1983 at the University of Steubenville,
.Steubepville, Ohio. : s

e
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. - grar




_.The University generally did not comply with several of the terma
- and conditions of the Trust Indenture and Workout Agreemant of .
the College ‘Bousing Loan program.’ Byecifioally. ve found that
- £he University: ' , . ’

==Overstated maintenaﬂce and operation costs of pledgeh
facilitiea and accordingly, understated net revenues

. by $362,991 for the two-year audit period. We are
‘recommending that. (1) revised Loan Management Reports
be submitted and (2) future reports be based on proper
.cost allocation methods and include only costs per-
mitted by the Trust Indenture and Workout Agreement.

~--Did not utilize the Revenue Fund Account to account - for
pledged facility monies and transactions but rather
included them in the general fund. We recommend that
the University deposit all pledged facility revenues into
and pay applicable expenses from the Revenue Fund Account
_as required by ‘the terme of the Trust Indenture. .

-=-Failed to requeat prior ap toval for a ptoximatel $55,000.
incurred for repair and nafntenance and other ant cipated
‘costs as required by the terms of the Workout Agreement.
We recommend that the University request ED approval
for costs incurred and anticipated.

.Theee conditicns are discussed in detail in the Findinga and
"‘Recommendations section.

. The only internal control systems tested pertained to those as-
pects of the administration of the College Housing Loan as

: identified in the Scope of Ahdit section. No information came
, .to our attention to indicate that there were weaknesses in any
Q;untested aspects of the College Houaing Loan proqram. :

The University officials generally agreed with the .findings, but

did not concur with the cost allocation process we used. The

University [ ] responae is ettached to this report as Appendix A.
. . 9

\
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FINDINGS AND.RECOMMENDATIONS :

" OVERSTATED MAINTENANCE AND OPERATION EXPENSES INCLUDED ON THE
LOAN HAN GEMENT REPORTS

The University overstated maintenance and operation costs and.
understated net revenue of pledged facilities by $362,991 for
fiscal years 1981 and 1982. The overstated amounts were reported
because: (1) costs unallowable per the Trust Indenture were
included, and (2) indirect costs were allocated inequitably.

As a result, ED was not informed as to the true amount of net
revenues available to reduce debt service costs pertaining to the
delinquent interest and principal of $825,187.

The University followed the same proced:;;%/lo*/aiiérmin1n9'net
révenues in periods prior to our audit od. Therefore, it is
likely that net revenues were also understated during prior
periods. -These conditions have directly contributed. to the

i

_ Certain of the indirect costs charged’ against: the pledged

University
have led, erroneously to. the aubsequent loan default. The
overstated cqsts reported to ED by fiscal year were:

. -
(3

o : R Overstated . ' . _ ;
~ Y Fiscal Year Costs : . Exhibit s

1981 $191,552 : c-1 -
B-1

" 1982 I 171,439 _ )

facilities are not acceptable. Article V, Section 2 of the Trust

-Indenture dated April 1, 1970,.states:

«..Curregt expenses ‘'shall include all necessary
operation expenses, current maintenance charges,’
expenses for reasonable upkeep and repairs,
properly allocateg share of tharges for insur-
ance and all other expenses incident to the
operation of the pledged facilities, but shall
exclude depreciation, (and) all general admini-
strative expenses of the borrower....

-~

Our review-notéd that the Loan Management Reports included the
following costs which were not:‘'incidental to the operation of the

pledged facilities, or for 9enera1 administrative expenses of:
- o, Campus Ministry s T . ,
General Office : . ;
o Student Life . g p

2 ‘e
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* were underchar

o Health Cénter :
0 Career Counseling and Placement
. © Intramural Programs :

We eliminated these costs-from the base before allocating indi-
rect . costs, PFurther details regarding these costs as reported .
for fiscal .years 1982 and 1981 are found in Exhibits B-2 and C-2.

) ?ho'ﬂnivorllty used unsupported bi-peptlﬁil io allocate

indfrectly assigned maintenarce and operating costs. - Those
rcentges did not equitably assign costs to pledged facilities.
n response to our inquiries about the percentages used (varying
from 60 to 90 percent), the University's Controller stated
thag the percentages had beéan passed to her by the former
Treasurer. ‘ S ' o
Since maintenance and operating costs (i.e. mecurity,
maintenance, and grounds) can génerally be allocated based on
space utilization; we apportioned those costs using the total
square feet for al) University buildings. Our calculations
showed .that pledged facilities were charged a disproportionate
share of maintenance and operating costs while other facilities

1 4

ed or not charged at all. The aovercharges. to
&8 were §171,439, in fiscal year 1982 and
191,552 in fiscal year 1981. For details of our calculations, -
see Exhibit B-3, Note (a). : .

RECOMMENDATIONS

We recommend thit the University: _
1. Submit revised Loan Management Reports for fiscal years 1981
and 1982 that accurately reflect net revenues, and

2. Implement procedures to assure submission of accurate Loan
Management Reports in the future. : ' -

University Comments - i

The University concurred that Loan Manggement reports need to be
revised, however, it disagreed with’.the allocation percentage
used in the audit report. The University believes that the 01G's
allocation should consider unused space in a non-project .
dormitory. The University agreed that tosts unallocable-per the
trui{ agreement were includ on the Loan Management Reports.

016 ﬁﬁgggnle

M~ The conﬁp considered 'lllocablo (i.e. maintenance, security, and

grounds) -bénefit both occupied and unoccupied space. Therefore,
no changes are considered appropriate to the allocations con-
tained n the aydit report. . : ’ . :

\

\
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REVENUE PFUND ACCOdNT NOT USED .

The University, contrary to requirements of the Trust Indenture
dated April 1, 1970 and Workout Agreement dated July 1, 1983,
channeled funds applicable to pledged facilities through the
.general operating account instead of the required Ravenue Fund
Account. Use of the Revenue Fund Account_is required to ensure
that net revenues from the operation of pledged facilities are .
identified as available only for College Housing Loan obligations.
-This -violation of loah terms was also cited in the University's
fiscal year 1981° and 1962 certifie; audit reports. :

RECOMMENDATION ‘
We recommend the University begin/using the Revenue Pund

Account to deposit revenue and pay expenses gelated to the
operation of pledged facilities. : -

]

University Comments

The University concurred and indicated that a Revenue Fund Ac-

count is currently being used tp deposit revenues and pay
expenses . related to pledged facilities.. -

" NEED TO REQUEST PRIOR APPROVAL/FOR COSTS . : V4

The. University expended approllmately $55,000 during the period

July 1, to August 11, 1983 fof repair and maintenance of piedged
- facilities without requesting prior Approval from ED. Additional

expenditures are planned. These expenditures were contrary to

a provision of the Workout A?reemen; dated July 1, 1983 which
Cstateszo . |

...All maintenance, jreplacement of equipment, .
and repair work mus% be approved by the Depart-
ment of Edpcation..l. . a

ED ‘officials confirmed that neither verbal nor written prior .
approval wag, granted. The/University is required to adhére®to

" -all terms and provisions of the Workout Agreement. ED may
reactivate Bondholder rights and exercise default remedies if the
University fails to adhere to the terms and provisions of the
Agreement. Failure to request approval places the University's
general operating funds at risk, since such expenditures are not
chargeable to pledged facjility revenues without ED approval.

RECOMMENDATIONS A ] °

We'fecommend that the University: -

1., Request ED"s approva} for maintenance, replacement of equfp-

2. Obtaiff prior approval for future to

terms and conditions of the Workowt Agreement.

Univeresity Comments

The University conéﬁrred with our findings’ and recommendations.
" Rbbertlg. Seabrooks

) ) -’ Regional Inspector General
¢ for Audit - Region V

P
v
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' BCBEDULE Qr, FEINCLEAL Mup INTEREST PAYMENTS |
. UNIVERSITY OF STEUBENVILLE - °
. : L—E‘ﬁgw E x.x.i“:,-'m-oui'g""- -
T e .. : - o Original : Balance
. Bond Series _Loan Amount Qutstanding
' " § 785,000.00 "8 660,000.00
B S . 578,000.00° . 496,000.00
) c <y . 566,000.00 501,000.00 -
D é 965,000, 00 .891,000.00
pe R N ,
Total  §2.80 Q0 - §2'546.000.06
B : . ___past pue .
Bond Series - _Principal . = _Interest Totdl -
A - $130,000.00 © .$113,437.50 §$243,437.50
B 86,000.00 .  92,070.00  180,070.00
. c 68, 000. 00 82,665.00  150,665.00 -
) D 104,000.00 . -147,015.00 - 251,015.00
\, . !
Total £390,000,00 £422,167.050 £625,107,50
} .
- 4
b T -
- ‘I- ’ .' .
.
Ve
' »

<
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Marion Hall $ 131,200 $ 65,839  § 65,361

Bt. Francis Hall -~ = 126,864 - .~ 61,410 » £5,454 _
; 1 185,476 . - 00,363 . 65,113 . v

Student Center - 387,028 400,793 (13,768) "

Antonian Hall B ' : ' -

~ (Dining) : 399,469 410,193  _(10,724)

Totals 81,390,037 £171.439

. , R ) (c;i I 4
NOTES: o A ‘ N

""" (a) TRepresents maintenance and operation costs for pledged
. facilities as reported in the Loan Management Report dated
December 31, :1982. ) ) ot

"~ (b} Reprqsents maintenance and operation costs overreported .
: because the University (1) included costs to be allocated
to pledged facilities which were unallowable per the Trust
Indenture and (2) used an inequitable allocation percentage
to distribute costs to pledged facilities. .
/ . il

(c) Consists of: ..
- ° b re. . . . ‘e
-§ 948,795 -'Dlreq;)y assigned costs accepted in Exhibit B-2.
.. 69,803 - Indirectly assigned costs accepted in Exhibtt
b .

B=3. ) )
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) e : EXBIBIT B-
BCH m g 0) : lu 1 IR < 0 P8 . '_ "u"v
‘l'n u‘ 11! " 28 3- ) ‘
POR 18 *‘EIIDIJIQHELH 1ONS ot
DR_THE PER| : i ‘.
JM..!.._ 31| THROUGH JUNE 30, 1982 :
DNLVERSI Y OF STEUBENVILLE
'riun ENVILLE, OHIO
pi cctland N
Indirect Cost - -
. Booked Bafore Costs
Expense_fategory. Reallocation _AIl 65519 flnaﬂsasa“‘e S
Directly Aggggned Costs - 048, 7 $__048,795 § . -;
Indirectly Assigned Costs: | ‘
Maintenance . 5,642 76,642
Security - 70,459 70,459
Grounds - B 8,084 8,084 -
Campus Ministry - 73,338 73,336
General Office 29,177 . : 29,117
Student Life . 25,131 . 25,131
Bealth Center 124140 12,140
Career Counseling . . :
and Placement - 6,931 : - 6,831
Intramurals . __.2,888 . 2,808
Subtotals ' 304,690 155,185 - _149,505 .
.Totals - . . 8 1 81,003,980 $149,305 )
: } : 3
NOTE: . . ) ' . : L . Jg .

-t o= . -
R . H

" (a) Categories of expense were acce pted, lubject to lllocatlon,
: as provided in the Trust Indent ture.

an
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" CALCULATION OF ABLE INDIRECT COSTS =
. :  JULY 1, 198) THROUGH JUNE 30, 1982 - .

UNIVERSITY OF STEUDENVILLE _
~ BTEUBENVILLE, OHIO Y
: by - (2)
" Accepted
_ Recommended _Indirpct Costs
) - - ‘Allocation . . Sdbject to-
Pledged Facility Percentage —-Mllocation
LA . ‘ "
Marian Hall : 9.70% $155,183.
8t. Prancis Hal 9.64 155,185
Trinity Hall . 9.86 ..155,185
Student Center 8.87 - 155,185 *

Antpnlan Hall -

6.91

(3)

155,185

(4) - 5)

Indirectly Assigned Costs

P edg\ed. Facility Reported . _Accepted Overreported
. -% ’ Col (iE X (2) . .
Marian Hall § 80,414 $15,053 §. 65,361
8t. Prancis Ball 80,414 14,960 65,454
Trinity Hall ) 80,414 15,301 - 65,113
Student Center LA 13,765 (13,765)
Antonian Hall 10,724 ._110,724)
Totals $241,242 862,803 §3E)WE ]
. e
v
L
% |

H
®
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LY ‘
(a) Y:eaentl the auditor's recommended percentages to
ocate . indirect costs to pledged facilities. These

'percentaqeo are based on square footage. As discussed -
further in the Pindings and°Recommendations section of
the report, the University used arbitrary, and as a -
. result, inequitable percentages to allocate indirect

costs to pledged facilities. Calculation of the. recom-

- mended percentages appears below:

a

. (Memo:
: - Univeraityvg
Pledged Pacility 8q. Ft. Percentage Percentage
Marian Hall : 29,071 9.708 .. "20-30%
St. Francis Hall 28,890 - 9.64 . 20-30
all 29,552 9.86 .. 20-30
Student Center 26,600 8.87 . 0o -
Antonian Hall 20,710 6.91 ' 0
. Subtotal 134,823 46.98
Non-Pledged .
Pacilities 164,879 55.02
Total | 299,702 190,008
\ . ,I.
. . .

-

-



TION COSTS

—ﬁi"m'l‘h.‘“l'_

PERTOD .

‘ ' UNIVERSITY OF STEUBENVILLE - & = w.
. STEUBENVILLE, OH ' '

Costs

. Pledged Facility - Beported — Accepted ‘GuerTeported

Marian Hall $ 114,827  § 41,394 . $ 73,433

St. Prancis Hall 108,388 34,842 _ 73,543
. Trinity Hall - - 130,257 57,113 73,144 °
Student Center v - 391,619 407,677 (16,058)
-Antonian Hall : o
. (Diqinq) ’ e 349,348 3@;'958 © 112,510}
Totals . . 81,094,436’ - 819,552
L L ox -
~ NOTES: o

" (a) Represents mainéenancé and operation costs for pledged o,

facilities reported in the Loan Management Report filed
"for fiscal year ending June 30, 1981.

(b). See Exhibit B-1, Note (b). oL .
(e) Consists of: ' . ) .
| .SBZI,iSI\- Directly nssigned gosts'accepted-in Exhibtt c-2.
81,433 - éfgirectly all#gnéﬂ ¢6-ts_;écepted in Exhibft

___1

1
<
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' - UNIVERSITY OF ENVILLE
v ) _8 EUBENV B, o
' Direct.and
o . ~ Indirect Costs ' ' S
: _ Booked Before : Costs
. —--Expense_category _Mlocation = MTocabe ~Unallocable
Directly Assigned Costs § 621,451, § 621,451 §
Indirectly Assigned Costs)’ .
. : . ’ 1]
% Maintenance . 81,851 81,651
Security . . 73,926 73,926
Grounds : -25,268 - 25,268
Campus Ministry 67,256 . - 67,256
General Office 0 - 28,737 . . .. 28,137
Student Life : 36,325 . . 36,325
~ Health Center R -+ 12,400 . . 12,400 -
Career Counseling : ] ' - .
and Placement ' 17,045 . 17,045
Intrammals . 3,101 - 3,101
Snbtotah : - 345,909 181,045 _164,864
Totals oo 8.167,360 BM 2164,864
- fore: = '

(a) cAtegories of expense ware accepted. subject to allocation{'
as provided in the Trust Indenture.

,l

N




° (1) ] (2)
' Accepted .
Recommended Jndiuct Costs
Allocation Bubject to
Hiedaed. Pacility rg_gons.se _-Mllocation
0 ) ‘\_
lllrlan.lial.l.A - . 9, 70\ 3101 045
8t. Prancis Hall 9.54 181,045
_ Trinity Hall o 9.86 - - 181,045 - .
Student Center “ 8.87 101,045_ .
Antonian Hall . 6.91 181,045
o ' KEi) 0 )
ladged . 1‘. ‘Iindizoctly Auigged ggtts
Pledg Pacility ggggrte Accepted gertop_g
' . c'o'i‘(I) xX(2): e
Marian Hall . $.90,995 $17,561 NS 73,433
S8t. Prancis Hall 90,995 17.453 - T, . 73,543
Trinity Hall 90,995 17,851 o 11“ i
Student Center 16,058 (16,058)"
Antonian Hall - ;3,519 12,510
Totals $272,985 - £8L.433 £191.552
NOTE: e
(a) Refer to Exhibit B-3, Note (a). .
- N
s f J
C
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ﬁ UNIVER\ITY oF Snuas_nvme - -

FRANCISCAN WAY . o e
STEREUBENVILLE, OHIO 43082 ' ' '

TELEPNONE lrll'll&"l‘ll
November 22, 1983 .

" Robert G. Seabrooks o .

+ U.S. Department of Education - . Re: Audit Control Number - -
Office of inspector General . 05-30061
300 South Wacker Drive . : . . :
. Chicago, 1L -60606 . SR ' 3
Deat‘ Mr, Seabrooku - : .

We are ln ‘receipt of your ‘dratt audit report da?od October 29!. 1983,
We heve rovlowod this sudit reporf and have the followlng concornsz

I.. Overstated Moln?enancoloporaflonal Costs of Pledged Faclllfy -

"7 "We are agreesble that the Loan Management Reports neaed to be .
revised, however, we are not .agreesbie as to the percentage of ] .
the |llocaﬁons stated in the audit report. We feel thet the
indirect cost aliocation basis suggested has not taken into .
consideration the -unused space-ih 8 non-project dormitory that
Is equally cost allocated as If It were occudled.. Our percentsge
allocations teke out this unused space. We dre agroeablo, houever.
thet certain costs unaliocebie per the trust agreement were -

“included,- We wili revise the Loan Managemen? Reports accordingly.

2, Revenue Fund Account Not Used - Tl t o
The Unlversity entered into » new Norkou? Agree'men? ‘deted
July (1, 1983. With the impiementation of this agreement, we
are currently uslng » revenue fund .to record and account for -

. the net revenues from the operation of the pledged. facklities.

. 3. “Need to"Rpquest Prior Approv, ] for Costs -

The Unlversity had requested the approval of the Department. of

Education for maintenance apd replscement costs and received this
$ppr0\'ral on August 29, 198, ' We will be seeking future approval

or all additional maintepince and réplacement work .that neads _
16 be accomp)ished on These dormitories eccording to the Workout [
Agreement, . - A S :

Hoboﬁ:l ly, this answers your-'concorns 'p'n fhe audit report. It you
have any questions, do not hesltate to write.: S

SIncoroly,

BT A A S

_ . John W. Gresn
o : _ Vice President for Administration
: and Treasyrer

sip . ) -
17 ' E , .
“A UNIVERSITY TO BELIEVEIN .. " ’ -
A Franciscan Ubera) arts sniversd iited o swoviving e tu.q.umhuf-
; / .
[} w .
S L.-_-/.
- . .. . . 7
Q o ' ) -

' -
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REPORY DISTRIBUTION LIST -

'Acuon official

Assistant Secretary
Office of Postsecondary Education
Room 4044, ROB-3
-Hashington 0. C. 20202 - .

_Auditee .

Rev. Michael Scanlan, President
University of Steubenvi]le :
Franciscan Way

Steubenviile. Ohio 43952

Other Partx

Secretary's Regional Representative
Region -V

. v

Office of lnspector Genera] ~—_

'Chief ' '
Postsecondary. Education Audit Branch

Chief .
Contract Audits Branch

Audit Office Region X _
Audit O0ffice Region V

—"
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- REPORT ON SELECTED ASPECTS -

OF THE COLLEGE HOUSING AND ACADEMIC
. FACILITIES PROGRAMS

_FOR FISCAL YEARS 1981 AND 1982
' " VITERBO COLLEGE

.u . LA CROSSE, WISCONSIN
/ : .. -
4 NOTICE
"The designation of financial and/or managerial deficiencies or a recommenda-
. tion for the disallowance of costs incurred or claimed, as well as other

conclusions, observations and recommendations in this report, represent the
opinion of the ED 018 Office of Audit. Final determination on these matters -
will be m_de by appropriate ED operating or program ofi'lrc-ials.'

A

L

i - T
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UNITED STATES DEPARTMENT OF EDUCATION
OFFICE OF INSPECTOR GENERAL

’ Reglan vV
300 South Wacker Drive
Chilcago, iliinols uoqn

Audit Control ¥o. 05-30060

R ‘pa;tlb"‘
-Dr. Robert B, Gibbons .
President .
Viterbo College
815 South 9th Btreet
LaCrosse, Wiaconain 54610

. Dear Dr. Gibbons: B
~

Due to some typographical errors’ in the audit raport entitled
"Report on Selected Aspects. of the College nousin? and Academic
Pacilities Loan Programs at Viterbo College for Piacal Ypars 1961

- and 1982, we have reissued that report., Your comments; have
been incorpotated into the final Yeport. If you have addi-
tional comments, please submit them within 30- days from /the date
of this laetter to the following Bducation Department officiali

Assistant Becretary .
Office of Postsecondary Education
Department of Bducation -
Room 4907, ROB-3

" Washington, D. C. 20202

Revised Office of Management and Budget (OMB) Circular .A-50
directs Federal agencies to expedite the resolutioh of audits by
initiating timely action on thes findings and recommendatigns.
Therefore, receipt of your comments within 30 days would be -~
greatly appreciated. A ’ . ’
In accordance with the principles of. the. Freedom’ of Information

. Act (Public Law 90-23), reports issued to the Department's
grantees and contractors are made available, if requested, to
members of the press and general pubiic to the extent“information
contained thegefn is not subjeot tc exemptions- in the Act.

" Please refer to the above audit control number in all correspond-
ence related to this report, We regret any inconvenience caused

by the reissuance of this report. . .
Bégcerjz{.
Robert G, Seabrooks.

Regional Inspector General * -
for Audit ~ Region V : .

' - .o«

w . : . : o

Aruitoxt provided by Eic:




. ' " VITERBO COLLEGE
o .- u““gg‘g‘i_ﬁcags . WISCONSIN
INTRODUCTION .

BACKGROUND

Viterbo College, formerly St. Rose College, is a Catholic,
- . 1iberal arta, coeducational college offeging:undergraduate degree
- programs. Organjized by the Pranciscan Sisters of Perpetual
Adoration (FSPA) in 1890, the College currently operates as a
nonprofit institution of higher education under the laws of the
* 8Btate of, Wisconsin. The members of the corporation are four
~ officers of Bt. Rose Convent, La Crosse and the President of -
_ Viterbo College. L . )
A Collsge Housing Loan (CHL) was awarded to St. Rose Convent for
-and on' bahalf of Viterbe College in 1964 under the College
Housing Loan. Profram by the U. 8. Department of Bousing
and Urban Developmsnt (HUD}. The administration of the loan was
_ transferred from HUD to the U. S. Department of Education (ED) in
- May 1980. The CHL program was estabiished uhder Title IV of the
‘Housing Aq} of 1950. The program originally provided long-term
loans at’ 3 percent interest to educational institutions for
.8tudent and faculty housing. ..The program was later broadened to
include financing of other facilities such as student centers,
health centers and dining halls. The CHL was executed with.a
""trust indenture which states the rights and obligations of all
parties to the loan. - R i
" The principal amount of the CHL was $1,158,000 repayable ovsr 40
years. St. Rose Convent issued serial bonds (S8eries A for
$358,000 at 2.75 percent interest and Series B for $800,000 at
3.75 percent interest) as security for the loan. The bonds are
currently held by ED. The purpose of the loan was to (i)
refinance the previous debt on the existing Marian Ball (known as

the South Wing of Marian Hall) and (ii) constfuct a new dormitory ,

for approximately 168 astudents and dining facilities for seating
390 persons (kAdWwn as the North Wing of Marikn Hall). The bonds
are secured by (i) a first .mortgage on ths entire Marian Hall N
facility and site and (ii) a pledgs of the net revenues of Marian
Hall. . : ’

\
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Viterbo COllege did not pay the CHL prlnclpal amount due October
1, 1973. They requested deferment of that payment and each
subsequent payment through October 1, 1979, HUD granted the
first request for deferment and several others on an Intermittent
"basis. Viterbo College did not make principal payments or
request deferment of payments due Aprf g900 through October
1, 1982. As of July 15, 1983, past due prlnclpal payments on the

2 CHL totaled $217,000 ($89,000 on Series and $128,000 on Series

4 B Bonds). Viterbo" College made all req‘gred CBL interest
payments, '

An ‘Academic Facllltles Loan (AFL) was awarded to Viterbo College
in 1970, under the Academic Pacilities Loan (AFL) program by the
U. 8. Department of Health, Educhtion and Welfare (HEW).. The
administration of the loan was transferred to ED in May 1980.
The AFL program- was established under Title VII C of the Higher.
Education Act of 1965. The program provides long-term financing
to institutions for construction of academic facilities such as
classrooms and libraries. The AFL was executed by a trust .
indenture which states the rights and obiigations of all parties.
The principal amount of the loan was $2,500,000, repayable over

t 40 years at 3 percent interest. The purpose of the loan was to
provide partial payment for the construction costs of the Viterbo
College Fine Arts Center (FAC). Viterbo College {ssued serial

. 11 . bonds for the loan amount. The bonds are secured by a first

R 2 mortgage on the PAC and the College's general pledge to meet

: ¥ payménts as they are due.

Viterbo College did not pay. the AFL interest due May 1, 1972 and
missed a number of interest, principal and reserve payments from
that date through May 1, 1979. Requests for payment deferrals
were granted by-HEW. On November 14, 1979, a supplemental
payment agreement was executed which requires interest payments
graduvating from $15,000 to $75,000 between 1979 -and 1999,
*Viterbo College has made ‘the lnterest payments specified in the
supplemental payment agreement. The indenture agreement requires .
-that those payments be applied to past due interest and then to
past due principal starting with the amounts farthest in arrears.’
As of July 15, 1983, principal ($317,000) and interest ($540,000)
were past due, and the required reserve ($120,000) had not been

s estabilshed.

SCOPE OF AUDIT

The purpose ‘of our audlt was to review gelected aspects of the
CHL and AFL at Viterbo College. Our specific objectives were to
determine whether (i) pledgeéd revenues were properly retorded,
reported and applied to. debt service payments on the CHL, (ii) a

L]
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sorkout agreement for deferred loan payments was executed, and .
whether the College complied with the terms and conditions of the
agreement, (4iii) the CHL and APL received equal treatment with . :
other long-term obligations of the College, and (iv) debt service ‘
paymants vere curren®, fox the AFL. - : B T C

We revieved the College's Loan Hanagement Reports for Piscal
Years ended June 30, 1981 and 1982, tested selected items of
receipts, evaluated maintenance and operation expense and their
bases of allocation and analysed the status of the Pederal
loans and related trust indentures with the trustee, First Bank
Minneapolis (tor-er1¥ Pirst Rational Bank of Minneapolis). Our
audit was conducted in accordance with generally accepted -
governmental auditing standards approprgate.to the limited acope
audit described above. Our audit did not include an evaluation
of the efficiency and economy of operation, nor did we review the
records of St. Rose Convent, an entity closely affiliated with
the College. |, : ) . )
Audit field work was performed during the period June 21, 1983
through July 19, 1983 at Viterbo College in La Crosse, Wisconsin
and the Piret Bank Minneapolis, in Minneapolis, Minnesota.

-
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' ‘HIGHLIGHTS OF AUDIT RESULTS

Viterbo-College has not fully complied with ‘the terms of its CHL
trust indenture, The CHL requirements not met’ included (1)
deposit of revenues in a separate bank account, {2) establiihment
of accounts and maintenance of required reserve balances with . the
Trustee, (3)>iaccurate reporting of pledged revenue (under state-
ment 850,338r; and (4) deposit of pledged net revenue for fiscal
year. 1981 and f@82 ($76,066 including the understatement) with

“the trustee. The CHL Trust Indenmture was not met in that a

sinking fund was not established and annual deposits were not
made to that fund., We attribute these conditions to the
College's lack of concern for adhering to terms and conditions it
finds to be difficult or {nconvenient.

We are recommending that (1) Loan Management Reports for fiscal
years 1981 and 1982 be resubmitted to correct the $50,338 revenue
understatement, (2) total CHL net revenue for the two-years of )
$76,066 ba deposited with the trustee, and applied to debt
servicing, (3) improvements be made in the methods used for
recording and reporting CHL project revenues, (4) required CHL
and AFL accounts be established and deposits ba made to keep the
funds at appropriate levels, - .

While in default on the CHI, and AFL locans, Viterbo College,
prepaid other debt, acquired additional real estate, and made
significant real property improvements. College officials did
not view these activities as preferential treatment. 1In their
opinion, ptepaymezt through related organizations kept the
College solvent, And property acquisitions an improvements
benefitted the CHL and APL loans by increasing the value of the
school and increasing its revenue potential, We are recammending
that CHL and AFL debt servicing payments ba given egqual treat-
ment to that accorded other long term debt, /and priority over
real estate acquisitions and improvements.

These conditions are discussed in detail in the Findings and
Recommendations section, ’ ’

The only items tested pertained to those aspectg.of the admini-
stration of the College Housing and Academic Pacility Loans
identified in the Scope of Audit section. No information came to
our attention to indicate that there were weaknesses in any
untested aspects of the two Loan programs,

o

" College officials have indicated they are rectifying the opera-

Q

ERIC

Aruitoxt provided by Eic:

tional problems cited in the report. 1In addition, they are re-

examining policy positions which created questions regarding the
College's intentions to resolve its default status. Comments of
the officials are summarized at the end of”each finding and their
written response is attached to this report, :

~
.. .

)
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FINDINGS AMD RECONMENDATIONS - .
L R .
A PLEDGED REVENUES (CHL) : - .

Viterbo College has not fully complied with the terms of the
trust indenture. ‘We found that (i) a separate fund account was
not used for the deposit of all pledg ravenues, nor were the
required reserve account balances maintained, (ii) net revenues
of §126,004 reported on the Loan Management Reports for fiscal
years 1981 and 1962 were understated by $50,338, and (iii) the
net revenues totaling $76,066 ($176,342 ($126,004 + $30,338) leas
§100,276) for fiscal years 1981 -and 1982 were ot used\for debt

servicing.
. L3 Y

47 - X
Section 2, Article V of ttht:uut indenture states:

. The borrpwer covenants and agrees that.as sdon: as
L the Bonds have been delivered, all rentals, charges,
income and revenue atlllng from operatfons or owner-
ship of the Pledged Pacilities shall be deposited
"to the credit of a special fund, to be known as the
“1964 Revenue Pund Account® and held ‘in the custody
of the Treasurer of the Borrower, separate and apart
from all other funds.- Such 1964 Revenue Fund Account
"shall be maintained as long as any bonds are out-
standing in a bank which is a member of the Pederal
Deposit- Indurance Corporation, and shall be eéxpended - .
‘and used by the Treasurer only in the mawher and
order specified below. ) , '

Sections 3, -4 -and 5. provide, in order of precedence, that (1)
current expenses of the pledgad facility, as defined in the
section, shall be payable, as a first charge from the revenue
accoynt, (2) a Bond and Interest Sinking Fund be established with
the Trustee and maintained at the established/level as long as
any bonds are outstanding, and (3) a Repair and Replacement
Resefve Account be established. Semi-annual/deposits of at least
$35,000 are réquired to the. Bond and Interest Blnklb? Pund until
funds and/ér investments are sufficient to meet the Interest .due
on the next interest payment date and*half of ‘the principal due
within the succeeding twelve months, plus a4 daebt service reserve |
of $72,000. Revenue account balances in excess of Sinking Pund .’

sit requirements are to be used to estiablish a $40,000
lacement reserve and an $8,000 repair reserve in the nepaﬁgp .
Replacement Reserve Account, The trust indenture also
uires Viterbo College to report. the results of operating the
pledged facility and the status of the required accounts to ED
ot later than 90 days after the close ‘'of each fiscal year using
he Loan Management Report (HUD Porm 4370).

~
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our review disclosed’ that Viterbo Corloqe had established
adequate accdounts in their accounting system to facilitate
recording the revenues and expenses related to the CHL loan.
However, we .noted that the separate revenus fhnd account, the .
bond and interest sinking fund account'and repair and replacement
‘resetve accounts were either not established or not maintained at
.the required levels. PFiscal year 1981 and 1982 revenues were
deposited in Viterbo College's general checking account. Slince

the Pledged Pacility-revenues were camingled with.other College

revenues, it is impossible to determine axactly how the funds
were used, The bond and interest sinking fund account was

established with the trustee., However, during F¥s 1981 and 1982, -

Viterbo College did not maintain the required $72,000 reserve
balance, The current balance in the ‘account is upptoxlmately

The repair and replacement reserve account has not baen
established with the trustee.

College off iials told us that it was. not practical to eatabllsh
a separate Bank account for the revenue fund, Maintaining a
separate account would require additional gecounting entries as
well as the reconciliation of another bank account. 1In their
opinion, the present method accomplishes the same objective as a
separate revenue fund account would without ‘tying up cash that
could be.put to batter use in the operation of the College.

The net revenues reported on the Loan Management Reports for FYs
"1981 and 1982 were understated by $50,338. The difference .
between the reported and audited net.revenues were due to several
audit adjustments which-both increased and decreased reported
revenues and expenses., Our adjystments are presented in Exhibit
1I1 and summarized in the fbllowing paragraphs. '
Reported Pledged Pacility revenues were overstated by a net of .
$4,692 (350,223 less $45,531). The net overstated amount con-
sisted of untecorded rental income of $8,673, 1napptoptlate meal |
discounts of $22,000, unreported snack bar revenue of $14,858,
for a total of 345 531, and food service expenses erroneously

\

A

|
recorded as income of $50,223, Details are presented in the |

following paragraphs. ¥l

 In 1975, Viterbo Cpt%éézltequested and received approval to use

Q
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the Eirst floor of the South Wing of the Pledged Facility as a
student commons area and College offices. The approval required
Viterbo College to pay 25 percent’of the -residential rental rate .
for the rooms used as offices, Viterbo College has not complied
with this requirement. We found that 14 rooms were used as

college offices at the time of our .audit. Por FYs 1981 and 1982,

the required rental fee at the 25 percent rate for the rooms.was

e

\
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84,130 and $4,543, respectively. i‘. therefore, added the rental
faes of $8,673 to tha regottod net revenues, College officials
stated they were aware of the conditions of the approval, but
that the money for the rental fees ral_needed for. the College's
general operations. _ T \ K]

- ,.—’/”—" . .
Viterbo ege provided meals to 17 Sisters of 8t. Rose Convent
in the-Pledged .Pacilities at a rate significantly lower than )
that ‘charged to students, We calculated that the difference in
‘rates resulted in lost revenues o approximately 810,000 and
$12,000 respectivaly for PYs 1981 ; 1982. We, therefore,

. increased reported net revenues by $22,000 to adjust for the
preferential treatment given to the isters. Viterbo College
officials stated that the adjustment|w inappropriate bacause
the Sisters eat less than the students. s :

PY 1982 revenues of $14,858 recorded|in th general ledger as
generated by the snack bar in the Pledged Facility were not
reported on the Loan Management Report. - We, erefore, ‘increased
net revenues reported for FY 1982 by $14,858. T ' :

‘Pood Service reyenueé ot'$§0,223 wer® overstated {m the Loan
Management Report during FYs 1981 and 1982 due to account

misclassifications recorded-on adjusting journal -vouchers. 1In an

attempt to transfer costs.of the Poofl ‘Service Unit to the 8nack
Bar, the crediting entry was applied| to the Pood Service
‘fevenue account rather than the expephditure account,
Consequently, the net' revenues reported in the Loan Managemant
Reports for PYe 1981 and 1982 were verstated by the anack
expenses of $22,953 and §27,270, respectively. . Therefore, we
reduced the reported net ravenues $50,223. :

O ) :
Reported Pledged Facility expenses were overstated by a net of
$55,030 consisting of a computational error resulting in the
under reporting og Fecorded expenses, ($10,656), College Work
Study wages funded under a Pederal want ($34,188), stipends paid
to resident asaistants not servicing the Pledged Facility
(89,158), administrative cost applicLble to othér residence halls
($3,442), and operating losses charggable against the College's
general fund ($18,898). Details arelpresented in the following
paragraphs: B ’ .

== Pledged Pacility expenses recorded on Viterbo College's
General Ledger for fiscal year 1981 exceeded reported ex-
. penses by $10,656. Our review indicated that the differ-

ence was attributable to a computational error made in e

compiling the reported amount. Therefore, we adjusted
reported net revenue downward by $10,656.

i
|
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™ - Bxpenses for the Pledged Pacility included 100 percent of .
- the College Work Study (CWS) wages pgl§ to students working.® ..
in the facility. We found that 82.33 percent of the wages:,
." were provided under a,Pederal grant program ($18,089 for N
PY 1961 and $16,099 for FY 1982. Therefore, we adjusted ]
reported net revenue upward by $34,188 ($18,089 plus $16,090 .

-- Stipends paid to fifteen resident assistants (RA) were fte
" ported as expenses of the Pledged Pacility. We were. -
informed that four of the RASs actually worked in.other. student .
... * residence facllities. We computed the prorata share of wages.
: " attributable to other fagilities in F¥s 1981 and 1982 as.
$3,208 and §5,950, réspectdvely. Therefore, we adjusted re-
. .ported net revenue upward by $9,158 ($3,208 plus $5,950).

-- All costs attributaple to the Office of the Director of

¢ Residence were reportéd as expenees of the Pledged Facility.
We were informed that abont 25 percent of office effort re- .
lated to other studént residences. - We appligd the 25 percent

. to the Office of Director costs charged.against the. Pledged’

" Pacility and ldentified overreported cost of $3;118 and $324
for*FYs 1981 and 1982; respectively. Therefore, we adjusted
reported net revenues upward by $3,442 ($3,118 plus $324).

-- Pledged Pacility operating losses Mere charged and reported
©  as a CHL expense. -HUD approved the request- for alternative
use of the first floor of the South‘'Wing of the Pledged
Pacility.in 1975. At that time, they. s ecified that any -
) . operating revefiua shall be-considered C L reyehue.and. any
«.- -losses from the commons area use shall be chatged against. - ..
- ~. the general_fund of the College. We found that the anack '“
. bar, which operated in the copmons area, incurred lossegs of .
. $6,410 and $12,488 during FYs 1981 and 1982, respectively.
: These losses wer rded adainst Viterbo College's . =
general funds but were inclided in determining the repor ted
net revenues. Therefore, we adjusted reported net revenues..
*upward by 318,}98 (56,410 plus $12,4388)..
Y [}
The net overstatement of net revenue ($4,692) and net upvard
adjustment to reflect overstated cost ($55,030) discussed above
resulted in a $50,338 increase in the previoysly reported net
, -revenue of $126,004. We determined that debt service payments
for the two years ended October 1, 1982 (this cut-off was used to
. allow for the difference batween the College's. fiscal period and -
.- the loan payment due dates) totaled $100,276. Thus, $76,066
Tey [$126,004 plus $50,338 ($176,3423.1ess $100,276] should have
. been used for debt servicing. Application‘of all revenue to -debt--
servicing would have reduced past due principal from $217,000 to
$140,934 ($217,000 1eas $76,066). .
~ -t
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The total net revenue earned in u-on yoars 1981 and 1902 N
(8176,342) -excesded the debt servicing requirements ($127, 278) -
for that pericd by 849,067. Viterbo COllogq officials ltntod
that they had not applied CHLP revenua to debt service paynentl
because the Colleqe was exferlenclnq financial difficulty and
requlred the fundo to provide for. its: contlnued existence.
4

As dlscusued below under: 'Preferentlal Treatment,' *yiterbo '
College acquired real estate adjacent to the campus during the
audit period and undertook campus improvements .subsequent to- the
"audit periocd, Because.separate bank accounts had not baen
es-tablished, we could not determine whether the excess revenues
were used to support thooe traneactions.A

RECOMMENDATIONS

R .., 7
We recommend that Viterbo Colleges

1. .Establlsh a separate bank account for pledged revenues’ ‘as
required by the g!ust indenture and deposit all revenus
attributable to Marian Hall in the account. .

" 2. Develop adequate cost accountldg procedurés to preclude
charging costs attrlbutable to other cost centers to the
Pledged Plcillty.

3. . Deposit $76,066 into the.Bond .and Interest sinking Pund Ac-
» count for the diverted fiscal yeéar 1981 and 1982 pledged net 1w
.revenues, Instruct the trustee to apply the funds currently
« in the Bond and Intefest Sinking Pund to past due prtncipal
payments. .
. 4. Assure that finds are transterred from the College's gen-
eral fund to the revenue aécount in the £utune-to cover:

-5‘ .a. The rental .fees due for the alternative use of the first '
o floor of the South WLng of the Pledged PFacility.

b:. The losses incurred due to the operation pf the’ snack
bar. .

c. The ditferencﬁkbetween the normal meal rate and ‘the re-
duced rate charged to the slsters of St Rose Convent,.
1 .

S. Use aLl pledged net revenues to meet current CHL debt ser-.
vice requigements and apply any excess net revenues to past
due principal, Bond and Interest Sinking Fund Res¢rve, and
the’ repair and. replacement reserve in that order,

_?W
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Develop written procedurgs to assure accurate compilation of -

.the Loan Management Reports, and resubmit the fiscal year.:

1981 and 1982 reports to reflect additional revenue totaling

$50,338. . . R

Viterbo College Comments
Viterbo College ‘atated ‘thats

1.

4.

L0

ED-OIG Response . ’ Lt -‘

It's present accounting system, by clearly ldentifying and
assigning transactions to Marian Hall, complies with the in-
tent of ‘the Trust Indenture. Establishing a separate bank
account would seriously disrupt the college's accounting
system, - ’ - : ’

. ) ) D e ..
It had not established required reserve accounts because CHL
net reserves were more than offset by larger AFL deficits.
Viterbo believes that disclosure of the AFL deficit'on thas
cblleie's financial statements would adversely affect philan-
thropic sdpport. : ) s :

It has historically provided the Sisters of 8t. Rose Convent

with discounts on all services provided including meals at

Marian Hall, in consf8eration of the vital support provided )

by thg. Order. S : TN

It had taken a number of steps to actively correct its de--

fault status on the APL and CHL loans.

. :

follows: .

ED-0IG response to the Colleges Comments 1 through 4 above

1.

« to correct Ehe'default,

O

ERIC

Aruitoxt provided by Eic:

-4

The. CHL Trust .Indenture specifically provides for the estab=
lishment, of - a separate bank account. Questions about the
efficacy of other methods of fund accountabtltﬁy are there-
fore. irrelevant, e : \ :

The CHL and AFL Trust Indentures- each required the establish-.
ment of a separate reserve account. Transfer of reserves
from one account to another is contrary to the agreed upon
loan terms. Purther, Viterbo does not explain why a reserve
account was not established during the eight year périod in

which only the CHL was in force.-

The historical practices of thecollege do not bind the Gov-
ernment to accept deposit of less revenue to the pledged

revenue account than is appropriate. While ¥iterbo College
may foster its relationehip with the Siaters of Bt. Rose Con-
vent in any manner it deenms appropriate, the costs incurred
must.be borne from unpledged funds. '
Application of net revenues derived from Marian Hall (pledged
facility) in fiscal years 1981 and 1982 to CHL debt sefviczng
would have been a further demonstration of good faith effort

PNy
*
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.Viterbo College has not established a debt sinking "fund ¢ maet
the annual debt service payments of approximately $330,000 re~

Quired between 1999 and 2010 under the APL supplemental payment o

agreement executed in November 1979, 1In our opinion, it is
unlikely -that Viterbo College will have sufficienit resources to
mest these payments unless an adequate debt sinking fund is
established. While the supplemental agreement does not require .
the establishment of a sinking fund good busidness practice would
indicate that appropriate measures be. taken to lessen the possi-
bility of future defaults. Such action would rediice risk to the
Federal government and maintain Viterbo's credit rating. :
The supplemental payment agreement established the following
repayment schedule for interest due on the $2,500,00 APL:

Period - -Due Date S Amount ofgggzﬁont
-1979 -~ 1984 November I .- 815,000 . *
19684 -- 1989 R - 30,000
1989 -- 1994 -~ . = = = + 45,000
1994 ~-- 1999 LI 715,000
L2 L] "

1999 -~ 2010 All outstandlng principal and in-

terest in equa annugl'paymantl.

" We noted that Viterbo College has complied with the terms of the
agreement by making -the $15,000 annual payments since 1979, ) .
'However, our analyses of ‘the repayment schedule disclosed that 12
annual installments of approximately $330,000 will be required to
pay all outstanding principal and interest between 1999 and 2010.°

We were irformed by Viterbo College officials that as of July 15,
1983, a debt sinking fund had notwbeah established to meet the
required payments. -The officiale stated that two organizational '
meéetings were held to form a fund raising commiPtee to meet ths~
AFL debt service requirements, However, no fdasible plans of ac-
tion or fund raising activities were 'in progress at the time of
our fieldwork., Since the amount of sinkfng fund-deposits depend
on the length of time and rate at which deposited funds are in-
vested, delays in establishing the fund could raise required .de- .
posits to an unacceptable level. Our analysis indicates that an-
nual bond sinking. fund deposits of approximately $56,000 -

- beginning in 1983 woul@rbe required to meet the payments due be-
tween 1999-and 2010. (This amount is based on an assumed annual

interest rate of 10 percent),

RECOMMENDATION . :

We recommend that Vitaerbo College take immediate action to eatab+
lish and fund a debt sinking fund to meet the annual payments of
about $§330,000 required by the supplemental payment agreemant
between 1999 and 2010 or renegotiate the supplemental  agreement
with BED to increase the level of current payments and -decrease.
the payments required during the last years of the repayment
schedule. ‘ L L _

Vitergg'n:Comment-

- Viterbo College's reabdnae_to.the draft report did’ not address
_this finding. : ’ : . .

ERIC - N

JAFunText provided by enic . I - . . =
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PREFERENTIAL TREATMENT

Viterbo Colle o has not been eonailtent or equitnblo in 1to re- - :

» payment of debt to the Pederal goverament. It made debt service .
payments through St. Ros's Convent (prepaying both principal and
interest) and acquired real estate while in arrears on both its °
‘College Houaing Loan (CHL). and its Academic Pacilities Lban -
(APL). Past due principal on the $1,158,000 College Housing Loan -
(CHL) currently totals $217,000. Past due principal and interest - - -
on the original trust Lndenture for the $2,500,000 Academic
Pacilities Loan (APL) currently totals 5857 000 ($317,000 princi-
pal and 8540 000 integest).

Although no specific evidende was nvnllnble to determine the
cause for Viterbo's inequitable treatment of Federal debt service
payments, we believe the college pursued this policy because of
ED's lenient loan policles, the low loan interest rate charged on
outstanding principal amounts, -and the absence of late payment
penalties. As a result, Viterbo has remained continuously in
arrears on its’ Federal loans to the' detriment of the Federal
government,

While in default. on the CHL, Viterbo College has remained, current
on the $1,300,000 debt to St. Rose Convent, and has cont _ued
real estate acquisltlon and improvement activity. 1In o
opinion, ED's debt service costs for providing the CHLf/to Viterbo
College were unnecessarily increased due to the pre .
treatment given to 8t. Rose Convent and the real estate . " h
transactions. The basis for our position is disoﬂssed in the :
followin& patagtnphs.

Viterbo College's audited financial statements for the year ended
June 30, 1982, reflect approximately $5.1 million of 'long-term
obligations. The debt consists of the $1,029,000 CHL balance,

the $2,500,000 AFL balance,. $924,827 qWed to St. Rose Convent on
three 1nstruments, $419,494 on other college buildings, and i
$234,938 owed on four residential real estate properties. A
The largest debt instrument due the Convent is a note with &
remaining balance of $425,000 against an original loan of .

. $1,300,000. through the Connectlcut General Insurance Campany. .
The reduction in the balance due was effected by two transactions,
On October 25, 1973, Viterbo College transferred a stock
portfolio (market value $354,058) and other investments with a
total value of $444,408 to St. Rose Convent. 1In return, the
Convent reduced the $1,300,000 balance of the loan by $500, 000
to $800,000. The teducéd ptinclpal balance was recognized in the.
College's financinl statement for the year ended June 30, 1974.

-
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This transaction prepaid the installments due on the loan .ti&.
‘8t. Rose Convent from FY 1974 through FY 1978, On November 18,
.- 1976, Viterbo Collegé transferred $373,000 in. cash to 8t. Rose
Convent in exchange for an 8 percent demand note for the same
. amount. The demand note was recorded as a receivable in the
Collage's plant fund. Beginning in PY 1979 through PY 1982, the
College offset annual payments due to 8t. Rose Convent on thea
$1,300,000 loan against the 8 percent demand note due from the
Convent® In substance, this trarsaction was a repayment of the
installments due to 8t. Rose Convent from PY 1979 to g;/roaz.

The October 1973 prepayment occurred within one month of the

.first CHL principal default of $21,000 and the deferment of

$37,500 of APL. interest due WNoxember 1, 1973. This deferment :
increased the total past due ‘integest on the APL to $112,500. In
‘raquesting these deferments, thz lege indicated they were

experiencing financial difficulty. t the time of the .

second prepayment of $375,000 in;Novembar 1976, Viterbo College -
was prepaid on their debt to the Convent "through FY 1978 but in s
arrears for $89,000 on CHL principal, $41,000 on APL principal.

\\\;and $225,000 on APL interest, : >

.We attribute this condition to (1) the close affiliation between .
the College and the Convent, (2) the opportunity to protect the
Convents' credit rating , and (3) the interest rate apread on the
indebtedness (2 3/4 to 3 3/4 percent on the Government loans as
opposed to 9 1/4 percent on the commercial loan). College Offi-
cials disagreed stating that the transactions were necessary to
assure the College's .continued existence during a period of se-
vere financial difficulty. The Officials added that Viterbo
Cbllege did not have the capability to manage the transferred
assets. 8t, Rose Convent (1) reduced the indebtedness to
Connecticut' General by $875,000, (2) credited .the College for
income earned on the $444,408 of transferred assets, and (3) paid
8 percent interest on the $375,000 demand note. The College“s
financial statements confirm operating deficits from fiscal year
1972 to 1978 and net revenues thereafter. The significance of
the College's operating losses and gains is somewhat diminished.
by the materiality of related party transactions batween Viterbo
- and St. Rose Convent. E T :

-

Prom 1979 through July, 1983, the College acquired seven
residential real estate properties near the campus. The total
cost of these properties, including cash ahd notes Tayable, was -
$424,121. As of June 30, 1982, the outatanding obligations which
related to four of the properties totaled $234,938. .One property
was' received as a donation and generates sufficient rental income

to service the $117,280 mortgage. The remaining .three proper- . A,
ties were purchased by Viterbo and have outstanding long term o
* _ . _ ' ' T A
I q L] 1
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Aruitoxt provided by Eic:
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obligations of $117,658. Dur ing - our fieldwork, we noted the

#College was improving the propert adjacent to the Pine Arts

Center (PAC). College officiale informed us that a parking lot
was being constructed, at a cost of approximately $123,000, net
of donatqd material. Becfuse these real estate transactions -
occurred while Viterbo College was in default on the CHL, the
transactlonallndlcatQAtho-College.gave priority to real estate
acquisitions and improvements over thé,ggpaynent of CHL.

The College officials informed us that the real estate
transactions should not be considered preferential treatment’
because the transactions were funded by Plant Renewal and
Replacement funds. The transactions also enhance the value of
the College in general and specifically the value of the PAC on
which ED holds a first mortgage. The Officials also expressed
the opinion that the FAC improvement would attract additional
revenue, ’ . B

The actions taken by Viterbo to secure Aeferral of the Pederal
debt, meet its property acquisition and gongtruction goals, and
maintain debt service payments to commercial lenders may be
substantlall{ benefitting the college. The benefit, however,

is being achleyed at a substantial cost to the government,; - In
recent  years, Anterest paid by the Federal government on pubs
licly held delft haa ranged from 9 to 15 percent, Viterbp Col-.
le?e 1is obligated to repay the defaulted principal at the
original ilow rates and is not obligated to phy interest on the
defaulted interest. We estimated the excess cost to the
government of financing the deferred principal, none of which is
scheduled for repayment until 1999, - At an estimated interest
rate of 10 percent per annum, the Federal Government will incur
over $2.2 mflllén in interest charges to finance the principal

. payments deferred by the AFL Supplemental Agreemant.,

RECOMMENDATIONS

We recommend that vlpequ College;

1. Treat the College Bousing and the Academic Pacilities loans
¢qual to other long-term debt. ' - e -

2. Give the College Housing and the Academic Pacilities debt .
service payments priority over real estate acquisitions and
improvements. ! :

tvtterbo College Comments ¢

The college co;tended that the property acquisitions and plant
mprovements further secured the debt to ED. Furthermore, _
ailure to acquire the properties would have had a negative .

impact on future philanthropic- considerations. The collega "

- also stated that the plant improvements were funded out of "

restricted gifts. The spacial .operational considerations

extended to the convent which is Viterbo's most important source

of glift revenue, were necessary in order to enhance 1ts financial
sture and avoid deficit borrowing. = ,

ED-0IG Response

Thé college is responsible for. payment of its Federal loans.

It {should therefore, assure that the CHL and APL dabts -are

tradated equitably with other creditors .and given priority over
us expansion activities. : : -

"'noée‘n'é.‘ sa.'ti iookt ‘

. Regional Inspector General
for Audit - Region V
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. Due -

Past Due : . .
Date Pﬂnclgai Interglt. Total

Viterbo College - 10/1/74 8 7,000 0 $ 7,000
Auxiliary . : 10/}/75'. 9,000 0 9,000
‘Pacilities Refund= 10/1/76 ©.10,000 0 10,000
ing and Constructio 10/1/17 10,000 0 10,000
Bonds of 1964 ’ 10/1/78 10,000 0 10,000
: .- Y0/1/79 10,000 0 10,000,
Series A . 10/1/80 11,000 . 0 11,000
' 1051;81- 11,000 . 0 11,000
10/1/82 - _ 11,000 0 11,000

; . , _
Vftetbo College. | 10/1/74 $ 6,000 $0 $ 6,000
Auxiliary " 10/1/7% " 14,000 0 14,000
. Facilities Refund-: -10/1/76 14,000 0 14,000
" 'ing and Constructipn 10/1/77 ° 14,000 - 0 14,000
Bonds of 1964 r 10/1/78 14,000 0 14,000
] 10/1/79 16,000 0 - 16,000
Series B . ! 10/1/80  ° 16,000 0 16,000
’ . } io;i;glﬁ : }6,000 0 . iG,ggO
v 0 2) 8,000 0 8 0
N meoN Lo Hzon

fi .t.'ootnote

i

first to past due interesat, then to past due princi- -
pal beginning with amounts furthest in arrears, -

\.

\
!

1
'

(1) ‘Payments made after thi Initial default were 'Applfed

i
|
1
i
i
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PAruntext provided by enic [
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. Pootnote

" bue __past Due . =~ - :
i Date grlnciggi Interest - Total
Viterbo College  5/1/76 - § _ $ 15,000 § 15,000

Pine Arts Bldg. 11/1/76 - 41;900 37,500 78,500
* Bond of 1970 8/1/71 - 37,500 37,500
.. 11/1/717 43,000 37,500 80,500 -

5/1/78 o 37,500 37,500

11/1/78 44,000 - 37,500 81,500

8/1/39 . 37,500 37,500

11/1/79 45,000 37,500 82,500

. 5/1/80 - 37,500 -37,500

- 11/1/80 47,000 37,500 - 84,500

5/1/81 37,500 37,500

-~ *11/1/61 48,000 37,500 85,500

5/1/82 _ 37,500 37,500

11/1/82 49,000 - 37,500 - 86,500

"5/1/83 37,500 37,500 -
| EITO00 - 40,0007 §E5L000 .

. | .
(1) Payments made after the 1n1t1a1 default were applied’to
' past due interest, then to past due principal beginning
w!th amounts furthest in arrears.
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961 FY 1982 -Total _

" Net Revenue Per Loan Hanagement ' . '
Report _° $ 51,076 § 74,928 $126,004
gdjustmentan o _.I

) ?gvenue ncreases: .
" 1. Alternative Use Rent.Not Paid 4,130 4,543 8,673
2. Revenue Lost Due to Reduced

Meal Rate for Sisters of St. : - .
Rose Convent . 10,000 .12,000. 22,000

3. Actual Snack Bar Revenue S 14,858 14,858
Revenue Decreases . : '
ntra-Fac Yy Transfer Re-~ | L
corded as Revenue o -(22,953) (27,270) (50,223) . .

Expense Inrease: ’ ) /
. Difference Betwean Reported - . - ’ A
Expense and Expense. Per .Gen-
. eral Ledger . (10,656 . 119,656)

Expense Dacrease: ' SN
17 Pederal Share of College Hork '
Study Wages Regotded as a : ] .
Marian Hall Expense 18,089 16,099 34,108
2. Resident Assistants Stipends : . .
not Allocable to Marian Hall 3,208 5,950 9,158
3. Director of Residence Expens-’ T .
es not Allocable to Marian

Hall ) : 3,118 o 324 3,442

4. Snack Bar Loas 5 41( 12,488 18,898 ] ,

, Total Adjustments 11,34 - 38,99z 50,338 -

- Adjusted Net Revenuves Per ED-0IG § §2, $113,920 3176.7 _ ]
N ~.

/
i
\

ERIC .
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. Chicago, IL 60606 o . ' N

‘.L% Viterbo College

" .APPENDIX - - ":
age J of 5

. FeBruary 15, 1984

Robers C. Seabrooks
Regional Inspector General
for Audit - Reglon V Co
U.S. Department of Education : . ’ s
300 South Wacker Drive : -

REF: Audlt Control No. 05-30060
fear Mr. Seabrooks:

This Is In response to ym.ar letter of Decembar 22, 1983, accorpanylng
ithe draft report entitled "Audit of Selected Aspects of College Housing and Aca-

" demic Facitities Loan Program at Viterbo Collage for Riscal Years I98I and 1982."

O

ERIC

&

Viterbo College Is grateful for an opportunity to review the draft,

"make commants, and present clarification relative to the information contalned

therein. We-are alréady taking s rectify operational errors cited by
your auditors when they were on ‘é'r campus and set forth In the draft audit
report; and we are in the proces$ of reexamining policy posjitions which appear
to have created-a question as to the good falth and intentipns of Viterbo College.
I ia discorcarting te read zbout ''the colisgye's luck of concern for adhering to
te.rmy and -conditions it finds te be difficult or inconvenient’ ypage 4, parus. 1),
when we believe the opposite to be true. Viterbo College Is. 9r$tly concerned
about its failure to comply with some of the terms In the Trust Indentures under
review. In the remarks which follow | hope we Wm@ﬂt our concern and
demonstrate that the College’s actions have greatTy enhanced debt security for
those funds owed to the United States Government.’ /

| The draft report .is factual and accuratb in the presentation of back-
grund information, and the two "Schedules of Principal and Interest Payments )
Past Due as of July 15, 1983" (Exhibit 1 and Exhiblit 11 In the draft) are acknow-
Jedged to be correct. Likewise, most of the adjustments Visted in Exhibit 111

dre acknowledged to be the result of accounting errors by Viterbo College, and
the .procedures which produced them have -already been corrected. We do not be- ¢
Vleve the adjustment labeled "Revenue Lost Due to Reduced Mesl Rate for Sisters

. of St. Rose Convent'" is appropriate, and our ratlonale is set forth later in this’

letter. One other factusl error occurs in the statement at the top of page A:
"Viterbo College has not, fully complied with“the terms of Its CHL trust Indenture
or ‘its AFL Supp]emo'ntal Agreement.!! The second.part of thls statement is not true.
That Viterbo Colliege has complied with the terms of the AFL Supplerantal Agreement
is acknowledged later in the draft report (page 10, line 15): 'Viterbo Coltlege

has complied with the terms of: the agreement by making the $15,000 annual pay-
ments since 1979." In general, though, the factual content of the report, from
the perspective of Viterbo College, is accurate.

k-
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Houqvcr. we do not find the report-to be complete or uniformly sub- .
stantive In its analysis |and Interpratation of cortoln College actions or In_
I€s presentat:on of certaln Issues and explanations. Many places in the report
comments are attrlbuted 0 unidentified ""College officials," but none of the
statements so attributed \represents clearly and completely the offidlal.position
of Viterbo College on the issue being addressed. There are five Issues In the
draft report which we beliieve require further elaboration: (1) the establlshment .
of a separate bank account and of a reserve account for net revenues; (2) pro-
““perty acquigitions; (3) plant Improvements; (4) the College's relationship to
the Franciscan Sisteérs ofl Perpetual Adoration; and (5) the Collegp's efforts to
respond to Its default suatus In positive ways.

ngarate Bank Account an¢ Reserve Account

anerbo Collegg did not establish a separate bank account for College
Housing Loan (i.@., Marian Hall) recelpts and expenditures, but its accounting
system, correctly implemented;, clearly identlfies such transactlons and assigns
them to the Marian Harh\occount. The effect desired in having a separate bank
account has been achieved. Moreover, to establish the separate bank account
would cause serious disruption to the Collegets accounting system, which we do
not belleve was intended by the terms of the Trust Indenture. The present
accounting system of the CollegoAco@g§}es with the intent of the Trust Inden-
ture regardlng establishment of a separaio bank account.

The College did ‘not establlsh a reserye accoth with the Trustee for~
the deoncit of ne: revenues from Martan Ha') b:\qusp such ae* revenues vere

" more than offses b, 'arge negative net rey.nues fron. opc-stisne of the ccademic

facility (Fine Arts Center) constructed with the Academic Facilities Loap ih
question. For the College to direct Marian Hall net revenues to a reserve’
\pcc0unt when large operating deficits are occurring in the Fine Arts Center
would have a negative effect on its Current Fund Balance Statement and thereby
substantially weaken our ablility to -attract the level of phllanthropic support
which perdits Viterbo College to balance its budget.

- Property Aqucsltlon ; . - : ) .

The. draft report is accurate in noting, 'From July 1979 through July
1984, the College acquired seven residential real estate properties near the
campus"' but it do#s not reveal some material circumstances regarding the ac~
quisition of these properties. These circumstances are delineated below.

V. One of the properties, an elght-plex at 119 South 10th Street,
was 8 gift to Viterbo College. In accepting the $240,000 gift,
Viterbo assumed a mortgage of $117,280. There was no cash out- |
lay, and renta) payments fully cover all costs of operation,.
including debt service.’

"2, Two of the properties, 948 Mississippi Street and 920 South 1Cth
Street, had previously been owned by Viterbo Collegé. During
the years the College was having severe financial difficulty,
‘the houses were sold and leased back to provide operating funds.

- »
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Terms of the Ium Intluded repurchase by the College. Repur-~
chase of one of these properties was accompanied by an estate
note which will have a long-term beneflt for thé College. ¢ Repur-
chase of the other may have the same long-term result. Viterbo
College needs to capitallze on such oppor!unl!lel when they pre-
sent themseslves. o= .
3. -Acquislition of the vacant lot adjacent to the Fine Arts Center . ~
(Lot 11 in Block 10 of Esperson-Burns Additlon) was a long-standing )
College objective. The lot was an eyesore, ill-kept, and It-pre- ) '
cluded direct access from the Fine Arts Center parking lot to “its -
main entrance. This acquisition was important to enhance Fine
Arts Center operatlons and to increase the revenue po!entlal of
the faclllty.

- 4." The thijee other residential properties, 924 Hlsslsslppl Street,
814 5./ 9th Street, and 914 S, 9th Street, are all adjacent to
campu boundarles. Neighborhood propertles_become available
approximately once in |15 years. For the sake of long-range
campus development, such properties should be acquired by Viterbo
" College as they become available. The Viterbo College Board of
. . Directors approved these acquisitions and made generous contri- .
butions to enable them. .

Each of these acqujsir4bns further secured the debt owed 2 the United
vtates, beiausc the fatlyure %o take timelv. cciion inleath-cre of these trars-
Jctions wouid have conveyed a nega!lve impression to Board members, other donors,
ind prospective donors that could have only an adverse effect on future phllan-
thropic considerations.

>lant Improvements

The draft report notes (page B, last parag;;}h) that "Viterbo College... .
undertook campus improvements during the audit period." We believe this state-
ment is subject to misinterpretation. The: campus improvements referred to were
begun ‘in June, 1983, while your¥auditors were on our campus: they did not occur
during the period covered by the scope of the audit (FY 1981 and FY 1982).

More importantly, these Improvements {demolltlon of nonfunctlonal
residences, landscaping, and parking lot construction) were not funded out of
Current Unrestricted Revenues. Restricted gifts were made to the College to
carry. out this project, and parts -of the project were donated by local con-
tractors. ’ .

Relationship to Franclscan Sisters of Perpetual Adoration

Viterbo College was founded by the Franclscan Sisters of Perpetual
Adoration In 1890 and was owned and bperated solely by the FSPA for more than
seventy years. In 1967 tHe first laymen were elected to the Board of Directors,
and by 1973 lay mén and women constituted a majorlty on the Board of Directors.
This majorlty has continued and exists today.

_nﬂ\/itg'rbo College * = ‘ . _
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. Untid |962.”iﬁ. faculty and administration of Viterbo College were
antirely Franciscan Sisters of Perpatual Adoration. The first two lay faculty
members were hired in 1962, and the first lay administrator in 1965. Over the
past two decades, the percentage of lay teachers and adminlstrators has grown

gradually, and today -20% of the College's administrators and 28% of its faculty
sre FSPA's.

®  Untll the mid-1960's, the Franciscan Sisters accounted for virtually
1003 of the College's private philanthropic giving. With the gradual emergence
of lay leadership on the Board of Directors and the implementation of a broad-
based develépment program, the FSPA today account for Just under half of the
unrestricted annual revenues contributed to the College. In 1982-83, the FSPA
- contribdtion to the College was $403,793, which was 49% of Viterbo's gifts and
8 substantial 7% of its totg} Educational and Genersl Revenues.
. Lt nery T .
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The historical and financial ‘acts cited above are directly related to
what the audit report characterizes as 'preferential treatment' (pages 11-13).
éecause of more than 90 years of close affiliation between the Sisters and the
ollege, there exists a fiscal interface which defies simplistic Interpretation.
The College extends speclal operational considerations to the FSPA, its most
Important source of glft revenua, in order to enhance its financial posture and
. avoid deficit borrowing. Because there is little that is-obligatory in philan-
thropic benevolence, the College has always ‘sought to preserve the integrated
relationship with the FSPA and by such actions to enhance the security of the ‘
debts owed to the United States. This is.one such action. -

. 7. taied to -hese wpacial operet’c 2! considerationt ¢ the '"Reduced
Meal Ratd for Sisters of Sr. Rose Zunveniy” -.ited in Eatihit i1l (;age 16) o ibe
draft report. While it is factual that the Sisters taking their meals in Marian
Hall eat less ttan the students served there, it is also true that Viterbo Col-
lege discoujts all of Its services to the FSPA: meals in Marian Hall, copy ser-’
vices, roomirates in Murphy Center, and rent for collg?e houses used for Sisters'
residences.- v/ . ags

* . . “ug%u"

Inl 311 these policies which reflect the historical affiliation with
the FSPA, thé College is both nurturing-a vital part. of its heritage gnd ensur-
‘ing its survival. 1t is our belief that debt security to the Feder Government
-is gradually|being enhanced th-ough theke policies.

! .

- Viterbo Colljfglnitiatlves Rgﬁgrdlng Default Status . *
. B - ’ - . . .
Dufing the perlod of tl&e that the property acquisitions, plant improve- -

ments, and alileged préferentlal treatment of the FSPA were occurring, Viterbo
follege was also active in trying to correct its default status on the Academic
‘Facilities Loan and College Housling Loan,

&l- Viterbo College initiated negotiations which resulted in the
Supplemental Repayment Schedu]P on the Academic Facilities .
Loan in 1979. N :
2. Viterbo College proposed a Supplemental Repayment Schedule ’
on the College Housing Loan in a letter.of May 15, 1981, to
HUD officials (Milwaukee office). o

R ﬁViterbo-Coliege- _,25. ' _’ _ o

I gl R,

Paat
'l
w?

3'“‘.’;‘—0 m--a’s'- o | e 177

. K
PRI 1701 Providd by ERIC . ‘.



Chemg s L - .. LI

3. In response to Informal requests from David Burwell ‘of the Depart-
. ment of Education, Viterbo College prayided complete historical
records to the Deparlment of Education/Loan Management Division
in 1982 after the transfer of the Loan Hanagemen! Program authority
to the Department of Education.

- b, Early ln 1983, prior go the commencement of this-audit, Viterbo - ‘
College subfitted-a proposal for a new Tfust Indenture Agreement
on the College Housing Loan to the Department.of Education/Loan
. © Management Division. It provides for a reasonable Increase in
- the payment schedule based upon slowly improving ?lscal conditions.

- The. draft audlt report does not acknowledge'these initiatives, ‘but we .
hope ‘that tie final report will, for we believe they can help to establish the .
»  good falth the College in meellng its obligations,’ ’

o

We hope that you will consider these comments in light of our _lnten-
tion, which Is to enhance the accuracy of the final audit report. | wiltl be.
happy to address any questions you may have in this regard or to provide.addi-
tional detall as .necessary.

cerely yours,

- 'y . .
/ L Rober! E (nlbbons
'_'7 . - b Preslde?ll .
REG/ams
\
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- Mr. LaINe. We found three principal reasons why these institu-
tions were in default on their loans. _ .
We found some of the institutions simply did not have the funds
-$0 meet payments due and past due. o '
- Other institutions were crelinquen't because of management deci-
sion to make payments‘on other long-term debt. :

For example: - _

One institution never made payments on the princi{;)al and only
made irregular payments on the interest on its college housing
loan. Although the institution was delinquent about $481,000 on its
college housing 1dan, it paid at least $263,000 on debts to private
lending institutions. The interest rate paid on the non-Federal debt

_ was significantly higher than the 3-percent college housing loan..

Another institution that was delinquent about $1.1 million in its -
payments for collegé housing and academic facilities loans gave
preferential treatment to other debt. This institution also pur-
chased real estate and- made improvements to its facilities. .

A third reason institutions were delinquent was that they chose
not to pay on their loans even though they had funds to do so. One
institution was about $1.1 million delinquent in its payments to
ED. This institution had sold land for about $10.9 milfi’on and had
received a $§1 million nonrefundable downpayment and was about:
to receive an additional payment of $1 million at the time of our -
audit. As of April 30, 19§

" tiorr had not made any. payments to ED to reduce its delinquency.
- Our audits found . signficant problems in accounting for the -
pledged revenues and the operating expenses of the projects. Insti-
tutions had pledged project revenues and other revenues.and were
to have accounted for thesé¢ revenues separately and deposited
-them ih a separate fund. An institution can use these revenues to
pay for only those expenses of the project specifically provided for
in the agreement with ED. After paying the allowed expenses, the:
s retnaining revenues must be used to pay principal and interest
payments to ED. ’ : o
~ Our audits found a need for some institutions: One, to develop
accounting and cost allocation procedures to properly account.for
revenues and expenses of the facilities; two, to deposit all revenues
into the required accounts; and, three, to ensure that net revenues °
are used to make debt service payments on the college housing and
academic facilities loans and not used for other purposes, such as
real estate acquisitions and improvements. _

In addition to recommending improvements in these areas, .we

recommended that college housing and academic facilities loans be -
: %iven equal treatment with other long-term debts of the institution.
n our opinion, the problems we found existed, at least in part, be-
cause of loan policies, and practices thdt were in need of strength-
ening, and the absence of late payment penalties. As I indicated
- earlier, we are currently developing a report which will make rec-
ommendations to improve the management of the programs at in-
stitutions and at OPE.- R : o
Mr. Chairman, this completes my statement. I.will be happy to
answer any questions you may have. . '
~ Mr. Weiss. Thank you very much, Mr. Laine. We do have some
questions. e : ).\

»
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I will be asking you about certain audits and investigations that
you have' referred to, which were conducted by your office. Those
audits and cértain investigative memoranda habe been entered into
the record already. - - | _ ) .

Based on your testimony, Mr. Laine, I gather that the Office of -
Inspector General believes that the College Housing and”Academic
Facilities Loan Programs need improvement. Is that a correct as-
‘sumption? - - L ; '

~ .Mr. LAINE. Yes, sir, Mr. Chairman. - _ : g

Mr. Wess. I take it that your office believes that more audit.
work needs to be done on these programs; is that right?

Mr. LAINE. That is correct, Mr. Chairman. :

- We plan to continue the work that we are doing at this point in
time and issue a final report with recommendations and to consid-
“er this as a priority area for future years. ' - o

Mr. Wess. I have examined all of your audit reports. The ‘under-

- lying finding in all of the audits is that the Department-of-Educa- .-
tion has been lenient in its handling of delinquent colleges.

What evidence exists that the Department has been soft on delin-
quent borrowers? ' ' .

Mr. LaINE. Well, Mr. Chairman, if I might summarize, with re-

~f

spect, from our survey report——
" Mr. Wgiss. Please do. ' _

Mr. LaiNe. The summary of the areas where we felt improve-
ment was needed based on the results of our preliminary survey,
" which will, of course, be expanded upon when we issue our final

report, includes the following. =~ - , o '

We talked about the need to assure that the necessary docu-
.ments to. initiate billing and. collection of the loans be provided to
the fiscal agent, the Federal Reserve bank. L _

Of the 111 loans closed between May 1981, and February 1983, 27
. may not be in pay status with the bank because original loan docu-
ments were either in the Education files or could not be located.

Of these 27 loans, 21 original loan documents, totaling $19.6 mil-.
lion, which are required by the Federal Reserve bank to.initiate
billing, were still in the Department’s files. In addition, six original
loan documents could not be located. Eleven of the twenty-one
" loans should have been in the billing and collection cycle and had -
payments past due. We could only determine the amount of the
principal and interest payments past due on 6 of the 11 loans be- :
cause ED’s files did not have the information on the other five; The .
six loans totaled about $10 million with initial principal and inter-
est payments totaling $231,967 past due, . :

Our recommendation in this area was that original loan docus
ments be forwarded to the bank, that appropriate substitutes or
missing documentation be Igcated and forwarded to the Federal Res
serve bank, that institutiong be billed for all payments due, and °
that a complete inventory of all the College Housing Program
loans be developed. : _ -

-- With respect to the issue of the audit inspection fees, we believe
that"the transfer of the College Housing Loan Program audit and -
inspection fees from the Department of HUD to Education needs to. ~
be actively pursued. - - I

® N
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HUD .had collectéd millions of dollars in fees from borrawers. -
before the program was transferred. Contrary to Office of Manage-

- ment and Budget guidance in 1980, HUD has retained these fees.
We recommended that the Assistant Secretary prepare a-letter for
the. Secretary of the Department of Education formally requesting -

“that . HUD determine the ‘amount of the fees that should be trans-
ferred and transfer such fees..Such a letter has been prepared and
there. is dialog in process at this time. -~ . . &0 0 T ¢

4 Institutions are'not required to establish that a severe housing

' shortage exists at the time a loan is made nor do they have to
begin construction within a specified period: aftet they receive their .
loan reservation. = v o J . =

‘At one institution; changing conditions indicated that the hous-

ing shortage which- existed at the time of the loan reservation no-
longer existed at the time that the loan agreement was executed.

At another institution, College Housing Program loan funds had -

been obligated for 3.5 years before the institution began construc-.
tion. We recommended that program regulations and loan agree-
‘ments be revised to address this situation. - A

- Mr. Wgiss. Mr. Laine, how about the utilization
and receivership on defaulted institutions? . S -

Mr. LaiNe. Well, Mr. Chain:ran, We had recommenided that the

policies be reviewed ang withinl what is in the best iriterest of the
Government and of economic benefit to the Governme
_ sideration be given to strengthening such procedures, . ,
Mr. WEiss. Do you beljeve that the leniency exhibited\by. thg De- .
partment, which, by t{® way, was also practicéd by the Depart-
ment of Housing and Urban Developmeht when it ran\thepro-
- gram, lras given the colleges the impression that they can get away
with not making loan payments? . T : <
- Mr. LAINE. Well, Mr. Chairman, it.is very hard to say specifically
what the colleges are thinking in that regard, but ‘we did noté that
there are instances in which the colleges and universities did pay .
off other long-terih debts but did not pay off the.College Housing-
Loan Program. E : ST
Mr. Weiss. Right: In fact, your testimony states that your audits 3
discovered. colleges that appeared financiglly able to pay their~
debts to the Department but chese not to; is that correct?, ~ * .
Mr. LAINE. That is correct, Mr. CHirman. /- A
Mr. WEeiss. And you also testified that colleges were payirig their’
. debts to private lenders at the same .time that'they refuse. to pay
.o . their college housing and academic facilities loans; is that correct?
. Mr. LaINE. That is correct, Mr. Chairman. - EE A
- . Mr. WEiss. Does the Départment of Education have:gnforcement
power to force collection of past-due debts? =~ - . .
Mr. LAINE. Mr. Chairman, my ungerstanding is.that there is
such a process and with respect-to the>details, I can submit that for
the record or have you agk the Assistant Secretary on that. - -
We would be happy to submit that in ‘more detail for the record. (
There is'a procedure. - - Ol
Mr, Weiss. Without objection,, we will hold the record open to re-.

foreclosure "

t, that con-

. _ceive that material at this point in the record.
. {Material] to be supplied follows:] i '
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According to program officials, the Department has the legal authority of foreclo- .
. 8ure or rent receivership. - . " . _ S S

Mr. Weiss, And, do you kriow, just ‘generally, what enforcement
‘tools are available to the Department? - S
Mr. LAINE. I know, Mr. Chairman, that.there are certain in
-stances where there can be foreclosure but withy respect to the spe,I
cifics, not off hand, Mr, Chairman. S Co ) &
Mr. Wess. Right. And, are you familiar with receivership and
the seizing of reserve accounts, which are also available? ° "
Mr. LAINE. Those are dvailable tools; right. _
Mr. Weiss. So, at:least in the cases that you have mentioned in
your testimony, thé Department has chosen not to use all of the . '
enforcement tools at its digposal; is that right? o s
""~Mr. LAINE. That is correct. _ o o '
Mr. Weiss. You testified, Mr. Laine, that-the Department is ex-
, re__nding all of its staff resources in these programs on gollection of .
oans from defaulted borrowers. —_— - :
< Do you-see a ‘danger that by neglecting.the loans which are in S
“gurrent status, those that are paid up, that the Department may be. :
threatened by even greaterdefaults in the long-term future? o
" 'Mr. LAINE. Mr. Chairman, the concern we have in that area is
that-adequate technical assistance be provided to those institutions
that; appear to have the potential for default. While we do not dis-
.agree. with the need to pursue defaulted loans, there is also a need
‘to assure that a priority is also given fo. assure that future loans
are not defaulted on also, Mr. Chairman. ' —
- Mr. Weiss. You_testified that security for loans at four schools
that you audited was questionable. and that in the event of forfeit- -
‘ure the Department may-not be able to recover the $10.5 million -
on these fouf loans alone. - - o
" Could you elaborate on that point? S
Mr. LaiNe, Yes, sir, Mr. Chairman. ‘ .
. The. $105 million is 'made up -of four institutions. Two. schools,
Hofstra University—$8.5 million—and Florida Memorial 'Colle%e——
$1.5 millign—constructed. facilities on land.donated under the Fed-
eral Real Property Assistance Program. There is some concern, be-
cause of the nature 6f the donation, that title fo the building might
not be securedto the Department in the event of the transfer of
the property. -~ - . : ' :
At Windham College, a loan of $1 million was for a library which
has na separate heating facilities. The heating facilities are part of ..=
other building. Am‘inﬁm'-at, of course, is a concern. And, in the case . .-
M&i% loan of $4.5 million, we were e
unable fo locate the bonds:™—— " _ _.° : e T
. Mr. Wmsg. So that'in spme of these instances-there hasbeena—-——
failure toLsecure title searches or title insurance or to have legal R
representation. of theé Department at the loan closings so that the P
ﬂroblems did not becomé known 'f;g the Department as they should = ¥
have in the normal lggal process R : ‘

" Mr. . LAINE. ‘Mr. Chairman, as you did indicate, that is ct;rrect_; o ,2
and the concern is that, because certain actions may not have been. . Yoy
taken before every loan executed, ttl}eoa Department and the Govern- _ ; P

ment's interest might not be protec d.- Vs
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Mi' WEIB& Your audlts found that the Department does not have -
: 'legal representation at loan closings. I understand that the Depart-
~“ment relies. on attorneys pald by the borrewers to- represent the
- Federgl Government’s legal interest: ‘

Dg,you dee the potentlal for conflicts of interest in that sntua-\
~ tion? : '
*" Mr. LaINE. Yes; we do, ‘Mr. _Chalrman ’

.. Mr, Wiisg. Do {ou recommend that the Department have legal

v re resentatlon at loan closnn
r. LAINE"Yés; we do.- We belleve to properly rotect the De-

p rtinent’s interest that,a legal representatlve of the Department
v, ' should be.present. .

: "Mr:¥Weiss.  You also testlﬁed that your auditors dlscovered
Sy f“nvearl:,' 20 milion in loan files that had not been forwarded. to the
? ~+ Federal:Reserve ‘bank.-where the bllllngels initiated.
¢ ... 7. Armeyou. baying that bﬂlmg had ' not begun on these loans because‘ |
i thle necessgary g ocuments were not forwarded by or at the behest of

the De art t as'réquired? . _

. meghat;jls -correct, Mr. Chanrman :

; .‘.-'_=. As We. hiad indidatéd, because of the nature of the’ files, certain

L documents necessary to initiate collection proceedings had not been
forwarded.\ -
r. WEiss. W'here did you dlscover those files? '
B L INE. Mr. Chau'man, I could supply you ﬁiis information
f or. the récord, if you so desire.
A What we, did-do in’ this instance was to look at 111 loans and we
o ? found that, 21 original loan documents were not-forwarded to the

“Federal Resfrve bahk—g++ '
S : Mr.. Waiss. Right 'and th }é‘ were ﬁles located at the Department
.j h quarters ,\tsell"

M AINE. -Yes, sir. -~".." -
- ‘_ " Mr ‘Welss. The: -proper dooumentatlon {0 1 commernce the bllllng to
Coa the colleges simply had.not been forwardet-to the Federal Reserve
oot ’bank lﬁ- ‘that: k;})gect"
P, MF LAINE ‘Mr. Chalrman if I might elaborate.
" We found that {8r 21 of the 111, that was the situation.
Mr W,mss Are’ you satlsﬁed that this problem has been correct-

e Mr LAmE MJ Ghalrman, wnth respect to the corrective actions,
!;r'--/ ! .-most of the mecommendationg that we have made have been con-
4. " curred with by phe Office of Postsecondary Education. At this point

. dn tlmf though, we have: not had the o VJ)portunnty to go back and-
., ‘;_.-; vet'lfy \ghat- actlorls have been taken:- do, however, plan to do’

' :r"r N Mr,, MEIss. The baslc premlse of the College Housing Loan Pro-
fram, 1) ‘Created by Congress, is: that only schools with severe. hous-
shortaﬁes are ellglble to'receive loans. - e
gt 80 your un erstandlng'? » i
. Mr:LAms 08, Bif. '
- Mr. WEigs. Yet, you testified that “mstltutlons are not requlred-_
R to establish that & séverg. houslng shoﬁage exists at the time of the.
-+ o 1, “emecution of the loan agreement.” " -
Ry ,Are you daying that-you know of sehools that dld not have hous-
' 1ng shortages atithe tlme that they recelved the1r loans?
i : ; . ,‘#_ K .
A —‘:f.—‘_‘ " ” N
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Mr. LAINE. Mr. Chairman, we are aware of a situation where, in

our opinion, this was in fact the ¢ase. S
- Mr. Weiss. Let me discuss that case with you. a
., According to the Department’s records, the University of Wash-
llrsx)%tzon in Seattle received a $3.2 million college housing loan in

but prior to-the award of that loan an owner of student hous- -

ing in Seattle complained to the Department that a housing short-
age did not exist in Seattle and that the loan would be a waste of
Federal funds. - . SR : ) ‘ S

As a result of that complaint, your office conducted a prelimi-
naﬁ' investigation; is that correct? _

r. LaiNe. We did look into that situation; yes, Mr. Chairman.

Mr. Weiss. I have before me a memorandum from the Inspector
General to Secretary Bell on this matter. The memorandum:‘is
dated June 25, 1982. It states that “we have been advised by the
Office of General Counsel that ample availability of housing in Se-
attle at. the present time does not impact on the decision to execute
the loan agreement.”

Mr. Laine, does that mean it is the Department’s position that a

loan must be awarded on the basis of the housing situation at the -

time of the application, regardless of how many years before the
actual loan is awarded after the application was made?

Mr. LAINE. That is our interpretation, Mr. Chairman. _
- Mr. Weiss. So, in the case of the University of Washington,
which applied for its loan in 1980, you found no housing shortage
at t}‘;e time that the loan was actually awarded in 1982; is that cor-
rect? - - : ' _

Mr. LAINE. That is correct. v

"Mr. WEerss. Is it the common practice of the Department to award
loans based on old housing data? SR -

Mr. LAINE. Mr. Chairman; my understanding is that the norm is
that- the construction would normally be undertaken within 18
months but that extensions can be granted. oL
. Mr. WEeiss. The data that they use, though, is that which was
submitted in the application, regardless of the timelag between the
application and the execution of the loan; is that right? Tt

r. LAINE. Yes, sir. e

Mr. WEss. Do you recommend that the Department change its
criteria for awarding loans? . ) .t

Mr. LAINE. Yes, sir. We believe that the situation should be

looked at again before the loan is executed to assure that there s - '

still a severe housing shortage. _

Mr. Wess. Mr. Laine, on February 8, 1983, the Office of Inspec-
tor General initiated an investigation involving a loan to Creighton
University in Nebraska. Your investigation found that.thé school

declared in its application for a loan that students living in a build- "~

ing only five blocks from the campus lived more than .1 hour’s, dis-
tance fronr the campus. : - . L
Your. investigation further found tiat Department of Education
officials advised the school to list the students as living-more than
an hour away because the school was about to lose its Tease on the
building jn question and, therefore, the students could be consid-
ered living more than 1 hour away* -
"-Based on that representation, was the loan awarded?

fo

.o _ i
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Mr. LaiNE. Yes, Mr. Chairman. = o SR
Mr. Weiss. The Department, then, knowingly accepted informa-
tion that was untrue, but more than that, did the Department at--
tempt to see if there was available housing for the students living’
.in the building five blocks from campus, and did the Department
attempt to learn if other leasing arrangements could be made with
the owners of the building? : :

Mr. LaiNe. With respect to that, Mr. Chairman, I do not know
the answer. : : S _ L

Mr. WEiss. You testified that your audits found that schools were

- diverting revenues from federaﬁy financed projects, revenues that
were pledged to the Federal Government for loan repayment. Your

. audits also found that schools were attributing unallowable costs to

- these pledged projects. These schools have signed agreements with
the Federal Government that those revenues will be used for debt
repayment. ' : :

Is that correct?

Mr. LAINE. Yes. - . :

- Mr. Weiss, If a school knowingly and willfully diverts or misrep-
resents those revenues in reports to the Department of Education,

. rvou'l)d you consider those intentional representations to be fraudu-
ent? . o -

Mr. LAINE. Mr. Chairman, with respect to the definition of fraud
and with respect to defining criminal wrongdoing, the distinction
between l{aud and abuse—the line between them is ot very clear.

What we do in those instances where we feel there’ may be crimi-
nal wrongdoing is to do a preliminary inquiry and determine
whether there may be a situation such that criminal wrongdoing

© Aas occurred.

Certainly, though, it is either abuse or fraud, one of the two, Mr.’
Chairman. : ‘ .

Mr. Weiss. Has the Office of Inspector General considered con-
- ducting criminal investigatjons of schools that send purposefully
erroneous information to the Department of Education?

. Mr, LAINE. Yes, sir; we have, and when appropriate we have con-
ducted either a preliminar inquiry where we look further to see if
there is a need to do a criminal investigation, or in a few of the
cases, we have begun immediately doing a criminal investigation.

Mr. Wiss. Last year your office issued an audit report on Alaska

Pacific University, a school that received a $2.9 million college
hodsing loan. Your audit found that the school had diverted reve-
nues pleldged to the Department of Education. '

Is that correct? ‘ - , .

Mr. LAINE. Yes, Mr. Chairman; that is true. These revenues esti-

mated at $136,000. ) : S

Mr. WEiss. Did your audit also find that the school attributed un-
allowable costs to the federally financed building?

. Mr. LaINE. Yes, Mr. Chairman. The project had been allocated or
charged about $110,000 more than what we determined to be its
equitable share of such expenses. , L

Mr. Weiss. Did your audit find that the school had sufficient
assets through a land sale to repay,its debt to the Department?

* . Mr. LaiNe. Mr. Chairman, we determined that the university

- had executed an agreement to sell land for about $10.9 million and .
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that a $l gmllnon optlon payment was die at the time of our audit.
‘We, in_ fé did recommend that this money be used for this pur-

Mr WEssS. For repaymg of its loan; is that right?

Mr. LAINE. Yes, sir. ,

Mr. Weiss. Did your audlt also f"md that Alaska Pacific Umverm-
ty was leasing the federally financed building to the U.S. Geologi-
cal Survey for $283,000 a year at the same time that the school was -
delinquent on its debt? *

Mr. LaiNe. Mr. Chairman, offhand I am not sure on that 1tem
We would be happy to respond for the record if you so desire. - '

Mr. Weiss. Well, perhaps you can check that and we will call you
back before we terminate to get that answer into the record.

Mr. LaiNe. That would be fine, Mr. Chairman.

Mr. Weiss. Do you believe that the Department of Education
should have attempted to collect the revenues and proceeds from
the land sale? I believe you already testified yes to that. '

Mr. LAINE.-Yes, we did recommend that in our audit report.’

Mr. WEeiss. Has the Department collected the full past-due
amount on the loan?

Mr. LAINE. To the best of our knowledge, Mr. Chaxrman, it has
not.

Mr, WEiss. Your officé audited loans to Florida Memorial Col-
lege, which received more than $3 million in loans. Did your audit
find that this school had not included at least $100,000 in revenues
1in its project funds?

Mr. LaiNe. That is correct, Mr. Chairman; $101,000 of student
union fees were not credited to the project. _

Mr. Weiss. Did your audit find the buildings financed by the Fed -
‘eral Government in that instance in disrepair?

Mr. LAINE. That is correct, Mr. Chairman. d _

Mr. Weiss. Did the Department of Education defer past—due
amounts on that loan and enter into a workout agreement with the
school?

'Mr. LAINE. Let ‘me just check that one, Mr. Chairman. .

»1 am sorry, Mr. Chairman, could you repeat the question, please"
- Mr. Weiss. Yes. Did the Department of Education defer past-due
:.'anlllou{})ts on that loan and enter into a workout agreement with the
‘schoo .
;. Mr. LAINE. There was @ workout agreement signed, ‘Mr. Chair-.
man, and in fact certain payments were deferred.

Mr. Weiss. Did your audit defermine if the projects are generat-
ing sufficient revenues to pay the loans in that instance under the
workout agreement?

%Mr. LAINE. Mr. Chairman, I don’t have that one offhand and,
again, would be happy to submit that for the record.

Mr. WEeiss. Without objection, the record will remain open to re- -
ceive that informatipn : :

[The material fol ws]

Qur review found that the projects are generatmg sufficient revenues to pay.

maintenance and -operating expenses and meet the payment schedule requxred
uhder the workout agreement. .

187
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Mr. Weiss. Do you have information with you indicating whether
Florida MemoriarCollege adhered to all payments under the work-
_ out agreement? o ' : :
Mr. LAINE. Yes, Mr. Chairman. They did not. - .
Mr. Weiss. They did not? - o
Mr. LAINE. They-did. not. S _
* Mr. Weiss: Your office also conducted an audit of more than $3 .
million in loans to Hawaii Loa College. Is this school in default on
its loan?" IR ' _
Mr. LAINE. Yes, Mr. Chairman. - B
Mr. Weiss. Did Hawaii Loa charge $80,000 in costs to a federally "
financed building that were not allowable? C .
Mr. LAINE. Mr. Chairman, there were certain expenditures, as
you indicated, charged that we felt were not allocated . properly,
that were improperly allocated. . ' '
Mr. Weiss. Right. And is that '$80,000 figure accurate? S
Mr. LAINE. Mr. Chairman, T would want to check that for you for
the record. e : :
- Mr. Weiss. OK. » '
Without objection, the record will remain open to receive that in-
. formation at this point. _ ' .
[The material follows:] .
Our review found that about $42,000 in costs were allocated to the Federally fi- '
nanced building. We felt that these costs were not properly allocated. We also found

other costs charged to the facilities which we believed were improperly allocated,
but could not determine the proper allocation of these costs.

Mr. Weiss. Did the charging of those costs to the building cause
the revenues from the building to be understated?

Mr. LAINE. Yes, Mr. Chairman. If excess expenditures were allo:
cated, the net revenues available to make the debt payments would
not be ayailable. That is correct. .- '

.Mr. Wess. Did Hawaii Loa continue making payments to private.
-creditors while it was in default on its Education gepartment loan?

Mr. LAINE. Yes, Mr. Chairman. '

. Mr. Weiss. Did your audit state that the reason the school gave
inequitable treatment to the Department was the Department’s -
own lenient loan policies? - .

Mr. LAINE. Mr. Chairman, our audit report stated that in our .
opinion that was the case. That. contributed to this situation, yes,
sir. : . -

Mr. Weiss. Mr. Laine, your office conducted an audit of nearly §4
million in loans to Shaw University in North Carolina. Did the
audit find that Shaw had impro rly charged salaries and other
‘ ?ch(éo}? operations costs to the uildings financed with Federal.
unas " . . : -

Mr. LAINE. Mr. Chairman, we found that certain costs were not’
properly charged and certain costs were not allocated properly, yes,
sir. -, . . ) [ :

Mr. Weiss. Did the audit also find that the school had not depos- -
ited revenues from pledged facilities; in segregated accounts as re- -
quired by the loan agreements? / .

Mr. LAINE. Yes, Mr. Chairman, the proper revenue fund acéount

was not ‘used. ' _' : - LT

i)

[ 4
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Mr. Wess. Does the loan agreement requnre. that all net reve-’ -

nues be paid to the Department of Education?

AINE. Yes, Mr. Chairman.

155. Your office conducted an audit of Steubenville Uni-
versity of\QDhio which has received more than $2.8 million in loans.
ind that net project revenues at the school had been

understated byN§362,000 because improper costs were charged to '

the federally 1nanced facilities?

_Mr. LAINE. That is correct, Mr..Chairman.

'Mr. Weiss. Your office also conducted an-audit of more than $3.5
mnlhon in loans to Viterbo College in Wisconsin. The audit found
that more than $50,000 in pledged revenues were not reported to
the Department of Education. The audit also found that the school
made debt service payments on other loans and purchased real
estate while its loan from the Department of Education was in ar-
rears. =~ _ _

Is that correct? ‘ ,

Mr. LAINE. Yes, Mr. Chairman.

Mr. Weiss. Mr. Laine, were all of the audlts conducted by your
‘office only of loans that are in default?

Mr. LAINE. Yes, Mr. Chairman. -

Mr. Weiss. And in every case audited, did your office determnne
that true net revenues of the schools were understated in reports
to the Department of Education?

. Mr. LAINE. Not in all, Mr. Chalrman, but in many of the schools
we audited we have 1ndlcated in our report that net revenues ‘were
understated.

Mr. Weiss. You conducted no audits of schools in current loan
payment status; is that right? -

r. LAINE. That is correct.

~ Mr. WEeiss. To your knowledge, does the Department of Educa-
tion.verify that tg

e buildings financed by loans which are in cur+»
rent payment status, that is those which are paid up to date, are
indeed being used for educational purposes?

Mr. LaiNe. Mr. Chairman, I am not able to comment on that at

this time, although I do believe these types of issues will be com-
mented on in our report that we are in the 'process of finalizing on’

the overall management of the program.

Mr. Weiss. Do you know of anyone who ‘can assure this subcom-

mntte‘t?a that all those buildings are bemg used for educatnonal pur-
87

" “Mr. LaINe. I would defer that to t Assnstant-Secretary, Mr.

airman.

Mr. Weiss. Before. I ask counsel for the mnnornty if she has some .
questions, we had asked before about |the ‘leasing. of one of the
buildings at Alaska Pacific to the U.S; Geologica Survey If you
will look at ypur audit report on page fl the fourth paragraph do
you have that'with you?

Mr. LAINE. Yes, Mr. Chairman.

Mr. Weiss. Does that fhen refresh your recollectlon that “the

.bulldlng which in fact was paid for by the Federal loan was then

leased to- the U S. Geologlcal Survey for annual payments of
$283,9456? -

Mr LAINE. Yes, it does _ S \

R L
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Mr. Weiss. Thank you very much. } )
Now I will ask counsel for the minority if she has questions.

Ms. MorrisoN. Thank you, Mr. Chairman. _ Lo
During the course of your review of the management of these

~ programs by the Office of Postsecondary Education, did you receive

any indications that some of the problems that you found had al-

rready been identified by the program staff?

Mr. LAINE. Yes, we did. - e . o
Ms. MorrisoN. Did you receive any indicdtions that refedial
action was being contemplated? -

taken. = .

- Ms. MorrisoN. How many loans are in' default in""t.;_he College
Housing and Academic Facilities Programs? In total? - i

"Mr. LAINE. According to the information that I have available, in

. Mr. LAINE.. In certain instances action was in" process of being

‘the College Housing Loan Program, the number of loans in default

is 155, for the Collegé Housing Loan Program, and 47 for the Aca-
demic Facilities Loan Program. - . 2

Ms. MorrisoN. What percent of the total number of logns would
those numbers represent? _

Mr. LAINE. I do not have that number offhand.

I would be happy to submit that for, the record.

Ms. MorRIisoN. . ' o

Mr. WEeiss. Without objection, the record will remain open to.re-
ceive that answer. : :

[The material follows:]

According to program officials, the College Housing default rate is 3.8 percént and
the Academic Facilities default rate is 9.2 percent.

Ms. MorrisoN. How do you define the term “default’?

In other words, if an institution missed a payment, would they be
considered in default? S o :

Mr. LAINE. Yes. .

Ms. MorrisoN. A single payment?

Mr. LAINE. Yes. -

Ms. MorrisoN. Would you have any idea of how many institu-
tions that are presently listed in default might have just missed.a
single payment? '

*Mr. LAINE. I would not know that offhand.

Again, we could submit that for the record.

Ms.-Morrison: OK. - ' : oL

Mr. WEeiss. Without objection, the record will remain open to re-
ceive that answer. , : o

[The material follows:] _

According to Department officials, institutions are not shown as in default in, offi-
cial records unless they are delinquent in payments beyond a two-month period.

Data is not immediately available to determine the number of schools delinquent
only one payment. N ’

Ms. MorrisoN. Do you believe that raising the interest rate on
these programs closer to the prevailing market rates would help
with future collections efforts? . ' . -

Mr. LaiNE. One of our observations and recommendations was
that late payment penalties be considered, but we also recommend-
ed that raising the interest rate be considered, yes._\\ h

-

1Y J
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Ms. MorrisoN. Mr. Chairman, are we going to address any ques-
g%r_xs ?about the dlscount authorlty to the Inspector Gé'ﬁérﬁi's“"”"‘“‘ —
1ce! Ve
Mr. Wess. No. Of course, -you may: ask whatever questlons you - TR
would like, but we will have those questions addressed I think most ™™ - "~
ap&ropnately to the Assistant Secretalz
8. Morrison. If you don’t mind, I have one I would hke to ask : |
100} e ..’_...
“Mr. Weiss, Of course, go ahead.
Ms. Morkrison. With respect to the. new dxscount authonty that
the Secretary has just been given, what would you recommend be
the policy with respect to defaulted institutions?
Mr. LAINE. Well, we have not had & chance to study in depth the "
regulations at this point in-time; but with respect to the discount
authority overall we are in favor of the basic concept of net present
value discounting. '
The application of that conce t however, to payments that are B
in arrears is something that we’would want to look at very closely o
o assure-that any such writeoffsare appropriately controlled and
in the best:interest of the Federal Government.
We have not, at this particular time, seen in detail the plans for
dealmg with dxscountmg of payments in -default, so I am unable to
comment any further. _ :
Ms. MorrisoN. Thank you, Mr. Chairman:
Mr. Weiss. Thank you very much "
Thank you, Mr. Laine.
If you will submit to us some of those open items which you dxd
not have the information for at this time, we would appreciate it,
and we may submit some further questions to you in writing.
Mr. LAINE. That will be fine, Mr. Chairman. :
Mr. WEiss. Thank you for your testimony. *’
‘Mr. LAINE. Thank you.
- Mr. WEmss. Our next witness will be Dr. Edward M. Elmendorf, -
Assistant Secretary for Postsecondary Education in the Depart-
ment of Education, accompanied by some of his associates. '
Dr. Elmendorf; if you would -approach the witness table and -
before you take your seats if you would identify your associates
who are with you, we would appreciate that for the record.

STATEMENT OF DR. EDWARD M. ELMENDORF, ASSISTANT SECRE-
*TARY FOR POSTSECONDARY EDUCATION, DEPARTMENT OF
- EDUCATION, ACCOMPANIED BY DR. RONALD KIMBERLING,
DEPUTY ASSISTANT SECRETARY FOR HIGHER EDUCATION
PROGRAMS; DR. EDWARD BRANTLEY, DIRECTOR OF DIVISION
OF FACILITIES AND GENERAL SUPPORT PROGRAMS; DR. RICH-
ARD FAIRLEY, DIRECTOR OF INSTITUTIONAL SUPPORT PRO- -
GRAMS; CHRIS CONANAN, ATTORNEY, OFFICE OF GENERAL '
COUNSEL; AND THOMAS STACK, DIRECTOR, CREDI’I‘ MANAGE-
MENT IMPROVEMENT STAFF - :

Dr. ELMENDORF, Mr. Chairman, to my right, I have Dr. Ron Kim-

berling, Deputy "Assistant Secretary for Higher Education Pro- .
-ams; Mr. Conanan, Program Attomey for the. College Housmg .
rogram
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Mr Wgiss. Would each of you raise your right hand?

Do you swear ot affirm that the testimony that you are about to
‘give shall be the truth, the whole tfruth andmothlng but the truth?

[Chorus of “I do.”]

Mr. Weiss. Let the record show the responses are in the affirma-
tive.

. Before we start Dr. Elmendorf, who is directly responmble for
running these specific programs and is that person in the w1tness
room at this point?

Dr. ELMENDORF. The person in charge overall is Dr. Klmberlmg'
.The person directly in charge of the loan program is Dr. Brantley
“who is present in the witness room.

Mr. WEeiss. Well, suppose we have Dr. Brantley also w1th us at
the witness table?

Dr. ELMENDORF. That would be fine, Mr. Chairman..

Mr. Weiss. Dr. Brantley, before you sit down, would you raise
your right hand?

Do you swear or affirm that the testimony you are about to give
is the truth, the whole truth, and nothmg but the truth?

Dr. BRANTLEY I do.

Mr. Weiss. Thank you.

Dr. Elmendorf, we understand that you have been suffering from
a cold and that you are having some difficulty talklng We apprec1-
ate your being with us.today.

We have your full statement which will be entered into the
record, without objection, and we would ask that you proceed as
you deem it most convenient.

[Dr. Elmendorf’s prepared statement follows: ]
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Mf. Chairman and, Members of tﬁg Subcommittee:

Thaak you for providing the Department with an opportunity to testify

v
'

- before this eubcommittée'on oti:tmprovements ia the adaintstration of both
»

O

RIC-

Aruitoxt provided by Eic:

v . . . r 4

the Academic Facilities and College Housigg Losn Programs, and oa our succeas@
N o . . 3

' ) i . i 3 i

LIRS

" strengt?en{ng our collections efforts under both programs:

a

The Academic Facilitiea Program, which was originally authorized by the

+

Higher Education Facilities Act of 1963, 18 now authorized under the pfoviaions

o{ Title VII of the Higher Education Ac? of 1965, as ameaded. Siace the
- o~ N
A}

.

fnception of the progfhms funde have been made available for the isauance of
. - :

576 loans. The majority of these funds were awarded for direct graats and

? .

annual {anterest grdh{a fdr'con'truction of undergraduate and graduate facilities.
- The College Hoﬁsing Loan Program was first edacted as Title IV of ths
. . '

Housing Aét of 1950, This program was transferred from Departmeat of Housing

i .

and Urban Development (HUD) to fhe Department of Education (ED) in -1980 uader the

. ' -
Department *,Bducation organization Act. This Department first made loans

under this programiin fiscal year 1981 énd;began servicing loans in 1982,

rd .
.

buring the t}fil life of this pré*ran 3,363 loans have been made, oanly 87 of

. L} B
which have been made since the transfer of the program to ED..
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.

We beélievs .that ln the &hrée years since thé DepartmBnt assumed
’ ) . : ’ . T

.

¥3&aonaib111ty for thg College Hoysing Loan program, there have been’

o |
.

significant lmprovémenta in 1ts managemgnt, : -

. .
M .

When ' the Ope?atlons'3f.Coflege_Hodstng Loan program was transferred from
; ! . e v

. 4
.

« HUD {in l98i, there were a numher'of problems that ﬁad been 1dentified by the
: . . . v . &

L

General Accounting Office in its reports of 1980 and 1981. These. reports
3, , ]

' ' ¢
‘

overe constructive in ldentlfying the an« where we should foqua immediate

. ‘attention in terms of administrative improvements. Most of the recommendations
. N . ,

‘made by the GAO in 1ite reportdf;and by our own Inspector.General, have been
. ~ . 13
succesafully implemented. At the sdme tlme, the procedures governing loang

-
o

_under both programs have been  revised te ensure confd}mity ia the handling of
1] B .

. . .
- . N o

loans.

. 'The'COllege Housing Loan Program ~~ o

. T . 2 .o
-The major management lmprovementa-we have {mplemented. since the program

.

®
wag traneferred from RUD, include: -

.1

) Loan origination regulationh vere completely re-written Qnd simplified
. : v .

to anau;e a fair and thorough evaluation of an institution’s loan application.

z

Inéluded vas a proﬁlbition against the mak}ng'of'a College Houeing loan to

. [ . N . )
an institution in default on another College Housing or Acgdemic Facilities

» L
R ‘ .*—.
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" when the program was tran-afer;'ed were 1ncomplete'.

k4 A Y ] -
‘ . ﬁ
' o192 b -
- . * + Ll ° . R -
loan. * ” ~ e
L ] . . ¥
o Procedures were eatébltahedo for verifying data gubmitted with an insti-.
A} . o -
tut 10:}'3 appltcatto.n. This was one of the kéy GAO and 16 recqmme*x.lapttnna.
s ‘ . '

. e
[ The loan application procedure ug% improved by sub'stttuttng a single, .
- B [ - [ .
. . . . - .

. simplified application form for two comple;t appltcatténs.
[} - : L
- ‘e -

o The files of more than '3;(')00 loans issued by HUD wh#th were received from !

. o | R .

HUD's central offtce,'ttt‘» 10 regional, ‘and 43 area offices have been’ centialized
A " v .

. L ’

. . . ’
and are being reviewed and Jbrought up to date. Mady of the files we received
- 3 . .

0 - -

N e - R
) . . ) . -~
[ A review of the HUD -files found 81 institutiens in default on 211 loans.
. - . . i ) €

. * ’

Thes De.partment immediately began negotiating with .the;e-inétttuttona. As a

result, the number of fnstitutfons in 8efault has been reduced to 67 and

negotiated and implemented work-out agreements have been made with 49 of these

-
[}

institutions. ‘These institutions are Jnow making annud}. agreed upon payments,

(] ) . }

(] - - .
'co.lttnutng to work with the remaining 1nat1tt=ttons. CEL L

i 5 ~190 T
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J . . . R
: ' . 4 L, '
o In carrying out these acttﬁﬂaa, the Department not only reduced the number
. , "
<t ¥ _ .
of defauited borrowers, but also sucdeeded in collecting $5.7 million from
% . . ’ .

) . ) . ! : :
theee borrowers in FY 1982, $6.7 million in FY 1983, and is projecting a

. : + N :
L To. * * Sk, - . j
" collection of approximately $8 Dillion in FY 1984. ) e - .
; : B - _ . . . & ‘_‘_ . . - - R t‘_ ES
o” ":He hia.ve completed the ayat’e’ms desfgn.for ‘a computerized management informa- *
. . . . g e P .

3 . - . -

[ 3

. . [ . .

.tion* system that will allow us to develop finanoial profiles of all institutions = - .

- . = q T . e

. t o ) ; '

receiving loans and to provide regdily accessible, accurate information on
~ S F:y N ..

S - . L. o S ea e

the status of loan accounts. . - " ‘ - - : .
¢ . . . - -

. - .

o We signed;an intemggmcy' agreenén:t with the General.Sgrvices Admi;nia'tra&ion

* - ’

I
- .

in 1983 to ‘dispose of rep'quessed properties. This agresment results in 3t;h'e Lo
. -

pffective utlizatlon of thedexpertise. found ina each agency to maximige
© ) -

o We have also si‘gned. an intsxlgency agreement with the Department of Hsalth . '
. 73 .
. L )

and Human Ser'vices’ “Regional Operations for Facilities Engineering and Construotion,
. . . [ 4
~ )

__to_provide arehiteetual -and-engineerthy review services on all active projeots.

- - Rl

»

Academic Pacilities ' _ ’ e

. .
.

, © Authorization to grant Qoratoria on loan repayments vﬁa added to the
- \ \. .

academic facilities statute in 1976. The loams in moratorium status hdve
: . .

- . ~ - 3 ) )
‘been revigwed fn the last three yeare resulting in 28 institutions signing \ L .
. -
»
”> hd ~ . . -
; / . | p
. -
'v ‘.
1
. ‘ “ o
) v ‘e
o
v ~ - .
° -
* [ ]

e 18y -

"
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work-out agreemants or refinanoing ._thelr losna. The $3.4 million collected -

. . /
. - o

. _ N .
aa.a regult of thias action ia included in the collectign totala atatad above.

-~

® ' oo . Approaches to Loan Management )

¢

* The Department considera protecting tha Federal financial intarast

, v - ~

to be ita primary cesponeibility in the management of these loan pr?)grama.
. . .

1

Yet responsidtle loan -managament '.'vould not % complete unlésa the financial
1} .

hgalth of the loéﬂ\recipient ia alao conaidered. ;The collactiona prooeaa

.
P LI hd
. g a.

ia’ unproduétivn. both for the Faderal government and our dollegaa and
. a

c e

. & . ' A Y
. . : ] : -
univaradties, -if;collection remedies jeopgrdise the continued existenca _
N 't ' _ . ’
" of the lanenta. ] .
. y :
’ . ® — t . -
' In dealing with an inatitution in financial difficulty,.we oonaider the
o

‘factors whicMcontribute tp the ,‘Lhatitution'a instability, and cooperatively

- P
. - ) - . -
develop a plan to "work-out” its financial 6bligations‘to the Paderal government..
R ® e ] . o . .
- b 2. %

.o uch plans hay include: ' .
N h p . -
Ny C

‘ .0 Deferment for a limitad period of payment of principal or interest or both;

- , _ N

or The laase or sale of fl.icilitiea for educational 01" alfoma'ti‘va usen; and
. »

o * Refinancing of loan obligationa. ~

rRic -2 198 L.
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- ’ :
In addition, there are almo legal remediee for default incorporated °
. -

in the originkl loan document. Theee remedies include rontiroco;Vprghip aad
A\ ] . ' .

E -

-

foreclosure. However, our experience with.thoao ;:;co&ures 4o that fhby are v

- *®
the least cost effective er proteoting the Government's financial interest.

In addition, Pub.L. 98-139, enacted Ootober 31, 1983, provides another

L} -

option to institutions to meet their loan obligatione. The Department is
- s .

.

authorized to accept in full payment of any dutstandiné college housing loan,

2

a prepayment in the amolint that repreeents the present value of the loan
. g - ]

discounted af turrent Treasuty interest rated for loans of comparable maturitiee.

-

'The forgula ueed in dofprmlning the discount is the same one used :-by the

-
'

Departmént of Treasury, and. is based upon Net Present Value of ‘thg outatquding
1 .
N ’ A’ . ' . n} }
loan, thue contributing to the Federal defioif. .

' -

We are pleased that this disoount proyisioe*hag been provided because the

N . ’ 7 .
coet to the Government of subsidising the difference between the 3% interest
- - . ° i . .f
rate the ifatitutions pay and the current. interest rate ie ‘exceesive. In

C e . . r

fact, at current rates we project that the Federal government will pay more 4

in subsidiged interest than it vill receive in payments from loan

. a
Vhile we take oonsiderable astisfaction in the progress ve have/made,

_there'are atill problems to be addbeaa:L. Ve have solicited he

o '

" ERIC G -
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efforts 1noludﬁﬁg, for gxampls, ggqueafing our Inspector General to audit

.

a ahmber'ogfbrobgbm inptitutions whigh we identified. We believad the audite

would apéiat gur collection efforts by revealing the actual roadblocks.to.

.

cfllection and, what actions detrimental to the Governmen@'a financial interests

[
[y

were being taken by loan recipients, e.g. paying off loans to other entities

’
1]
~ -

rather than paying our loans. OQur loan servicing specialists currently are

vigorously following up on the recommendations. .

Mo appreclate the fact that you share our intarest in the effective

managemant of this program and will;ba pleased to rgaspond to queé&iona.
. . -

RIS R

» -

e e e ———— e

FRIC | o
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. Dr. ELMENDORF. Thank you, Mr. Chairman.” . _

I do appreciate this opportunity. I would like to take 5 or 10 mif-
utes and just summarize the testimony. s )

"> Mr. WEiss, Fine. The microphone is not very sensitive, so-you
almost have to swallow. it to be heard through it. . o

Dr. ELMENDORF. We have approached the testimony that we have
provided to you in a report-card format. We believe that the De-
partment’s administration of the program has focused on accom-
plishments and measurable objectives that will give our successors
a chance -to look back and have benchmark data. That is an oppor--
tunity we did not have when we took over this- program from the -
Department of Housing and Urban Development [HUD].

The College Housing Program is 33 years old. It was transferred
to the Department of Education from HUD in 1980. It had about a.
$3 billion outstanding balance, about 3,363 loans to 1,216 institu-
tions. . . - .

Since the Department has had the program, we have issued 87
loans te institutions. None of these loans are in defaulit.

We bégzan servicing these loans in 1982. Of course, the Academic
Facilities_Program which was created in 1963 and is currently au-
thorized uhder the Higher Education Act of 1965, title VII. We
have about 576 loans to 434 institutions, for about $386 million.

Between the two loan programs, we have 1,308 unduplicated in-
stitutions participating in these programs. The total amount of out-
standing obligations is about $3.4 billion, oveg 3,939 loans.

I would, like to bring to your attention, Mr. Chairman, that 98.6
percent or 1,290 of these 1,308 institutions are making good on
their loans at this time. Eighteen institutions, or about 1.4 percent
are in trouble. We have ideftified them"as being in trouble, and we-
have asked the Inspector General for assistance. They are not
making payments, but we are making progress toward bringing
them into repayment.

.. The default rate in the combined programs is 4.4 per |
College Housing Pregram, it's 3.8 percent, apd in the Acadgmic Fa-
cilities, it's 9.2 percent. <o T

“We have, cooperated with the IG and the GAO. Most of
.ports they have issued were done ‘on the program either befoxe it
came from HUD or while it was in the period of transition and\a:
. the Inspector General testified, the majority of the recommenda-
tions made by the IG and GAO have been implemented or are well
on their way to being:implemented. T

We’have made some major improvements in the management of
the program. We have developed loan-origination regulations,
which are simpler and tougher than the regulations used by HUD.
We, for example, do not allow institutions in default to participate
in the program.

‘We have files that came from 10 regional offices and 43 area of-
fices, many incomplete and outdated. If you wish, Mr. Chairman, I
have a letter and internal memorandums documehting the status
of those files when they came to the Department which would show
the condition of the files when the Department received them.

‘We have reduced the number of institutions in default to 67 and
49 of those 67 are in repayment. In fact, we have exceeded both de-
‘partmental and OMB target collection goals on defaulte.d loans, col-

. 'Y .
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lecting about $5.7 million {n, 1981, $6.7 million in 1982, and $8 mil-
- 110n expected.in 1983 and 1984, -

-Additionally, we have developed financial profiles on institutjons”
which we expect to have com guterlzed We have also negotiated
interagency agreements with GSA and HHS to utilize their serv-
ices in areas to which they bring particular expertise.

Let me go back to anearlier statement, Mr. Chairman, that you
made about leniency in the Academic Facilities Program. That le- *
‘nient attitude was not something uniquely developed by HUD and
carried on by the Department of Education. It was recommend in a
Sénate appropriation report by Senator Magnusorr on June 8, 1971.
The language regarding this program reads as follows “The com-
mittee urges the department to be more llberal in the using of the
academic facilities loan authority. It also urges the Secretary to co-
ordinate efforts with the Secretary of HUD and other areas so that
the policies are similar.” .

And, that in fact was done. '

With more recent istruction from Congress, we have been a
great deal less lenient. brm ng those HUD moratoria loans on the
academic facilities— em into repayment agreements, so we
- think we have both mmpler’ and tougher requirements.. .

In my testimony I have included a history of the collections
within th@épaﬂment and that simply tells the story of increased
collections each year while the Department has 'had the program. I
also might add that the majority of the increase in delinquencies
that you cited occurred betwedn’ 1977 and 1980. There was-a 200-
percent increase in delinquencies in the College Housing Loan Pro-
gram, a 350-percent increase in Academic Facilities. Howgver, since
1981 to 1983, there has been less than.a 15-percent incyease in’ de-
faults in the housing program, &nd I think it is betweén 20 and 25
percent in the Facilities Program,

Our approach to loan management is ﬁo protec the Federal in-
terest without unnecessarlly Jeopardlzmg the coritmued exlstence .
of loan recipients.

As you may be aware, Mr. Chairman, there are no wmners irr
bankruptcy,’and, frankly, there is not a very good market in used.
college campuses these ays _

.For those that we find to be in. financml dlfficult we have tools -
to use that go from deferment to sale or leasé of a acﬂlt"y toa refi-
nancing arrangement, and we, have seen fit to use all three. -

Insofar 4s-legal remedies are concerned, rent receivershi
foreclosure are two options which we have, but only after autﬁorlty
is given or delegated from Justice. In both cases, these are least de-
sirable options. They have been least successful. I give you the ex-
ample of a campus in my home Stage of. Vermont which had a loan
for $3.4° million. Its assessed value was $3.1 million. The Depart-
ment, after foreclosing on it, sold it for $400,000, and énded up.

aying $274,000 to maintain that facility, nettmg out about
gl 0,000 on a $3.4 million purchase.,

We also now have the option of Public Law 98¢139, discounting
which we think w1ll give us some additional leverage to bring these
in default either in repayment or out -of the program altogether.

Finally, I would like to address myself to the fact that we think
' that tbe audlts done by GAO and the IG on the program prlmarlly

» .o

205

»*



200 - ' L

uwhen it was with IIUI) have helped us 1mmensely in gettmg the
program up to speed. We also-have our own mternal‘ department
A-123 system of checks and balances.

We have an-OMB circular on debt collectiorr which also encour-
ages the usc. of discounting to pay off obligations. We believe that
your guidance and your suggestions today will also help usor assist
us in 1mprovmg even more the significant accomplishments in the
program, and I would also like to bring to your attention the fact
that to demonstrate the sincerity of our commitment we have en-
couraged and allowed your staff to have open, unrestricted, uncon-
ditional access to all of the files in both of our programs for the
entire period that they desired.

Mr. Weiss. Dr. Elmendorf, let me just stop you right there.

That, is not as a matter of favar or courtesyyto us; that is a con-
gressional right. .

Dr. ELMENDORF. Yes, sir, .

Mr. Weiss. Thank you. ' ' '

Dr. ELMENDORF. I just wanted to put on the record that that was
not something that was controlled or even suggested-to be con-
tralled by the Department-of Education.

Mr. Weiss. I den’t want to get into a hassle with you on access,
but if you will check—and we will give-it to you after  the hear-
ing—as ‘a matter of fact we did have\some difficulty with some of
" your people in getting access to some material.

Dr. ELmenporr. Thank you Mr. (,hanrma-n.,\bat does conclude
my statement. . :
For the record, I will try to answer any policy questnons For
questions on individual institutions and data, I w1ll defer to_Dr.

Kimberling. .

Mr. Weiss. Thank you very much. '
Dr. Elmendorf, most of the loans made under.the College Hous-
ing and Academic Facnhtnes Loan Programs are current; s that

correct? _

. Dr. ELMENDORF. Yes, sir. ’ '

Mr. WEiss. In February 1983 you received a memorandum from |
Dr. Brantley on the future of the programs. The memorandum .
stated that college enrollments are declining and, as a result, “It is
.becoming increasingly. difficult for the colleges and umversntles to
generate income to pay their debts.”

Given this fact, it is more important_than ever to make sure that
the schools which are current on their debts remain so. '

80 you agree?

r. ELMENDORF. Yes, sir. - . '

Mr. Weiss. Witnesses from the Department of Educatlon Inspec-
tor General’s Office just testified about the findings of their investi-
gations and audits of the (,ollege Housing and Academic Facilities -
Loan Programs. You heard their testimony, 1 believe, yes?

Dr. ELMENDORF. Yes, sir.

Mr. WEeiss. In essence, do you agree with tHe Inspector General’s |
findings and testimony?

Dr. ELMENDORF. In gengral, I would agree that those conditions
did exist at a time in the evolution of the program. Most of those
findings were at a time when the progrant was in transition trans-
fering from HUD to the Department of Education, and I do agree

AY
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with the Inspector General that our-staff did in fact.identify many .
of Yhose deficiencies first and bring them to the attention of the In-
specyjr General. We were well underway to- correcting most of the

. deficlbncies in the program. -

‘My. Wess. You testified .that collections have been _increasing

r the College Housing and Academic Facilities Loan Programs.
However, since 1977 the delinquencies in the College Housing Loan
Program have increased from $10.9 million in 1977 to $24 million .

. today, and the delinquéncies in the Academic Facilities Loan Pro-

] have mcreased from. $2.5 million in 1975 to $10.6 million -

.may be collectmg more, but the delmquency rate is also -
rising. How do you explain that?
Dr. ELMENDQRF. Mr. Chairman, I hgve. some charts.l would be
happy to submit for the record. There was a growth.in the defaults
" in the program from—— :
“WEeiss. I am sorry, I am having difficulty in-hed¥ing you.
Df. ELmENDORF. I will give this one te*Dr. Knmberlmg
. WEiss: OK.
WIthOUt objection, we w1ll insert ‘those charts into the record at
“thls point. .
_[The éhart.i.fallow ]
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Dr. KiMBERLING. Mr. Chgirtan, ‘your figutes are substantlally

correct. In the €ollege: Housing  Program in 1977 there wére $10.9
million, as you have stated, delinquent. The ‘actual figure for ‘1983
is $25.5-million, according to our records. But we are looking at the
. slope of the curye here. :

From 1977 to 1980, the dellnquenmes rose from $10.9. to $222

- million. In the last 3 years they have risen from $222 to $25.5 mil-

lion.

program was . administered by HUD, as opposed to 15 percent _
during our administration. —

Now, let me also point out that these rates include the sum of
*missed payments for closed schools, where in many cases, we are

————p

v

That was atr increage of 204 percent. during the period when the .

proceeding with court action and foreclosure. When you subtract °

~ that from the current total,.it comes down to $20.1 million that is

delinquent. That is out of a total of $3 billion outstanding in the |

- program.

With academlc facilities, it, rose from $2.5 to $8.5 million from
the period’ 1975 to 1980, for a 340-percent growth record during
that decade. From 1980 to 1983, it rose from $8.5 to $10.5 million or
29 percent increase. If you subtract the closed. institutions where
the, clack is still ticking on missed payments, and we don’t have the
writeoff authority, it goes down to $9 million. .

Again, putting -into perapective those ﬁgures against the $576

million outstanding in the program, we don’t feel that any amount -

of delinquencies are tolerable and we share your concern for get-
t1ng a handle on this, but we would point out that the growth rate
in delifiquencies has been slowed down, that it is nowhere near the
growth rate that was experlenced in the 1970’s, and that it still
represents a fractional portion of the total outstanding balances in
the program. . ,

Mr. WEeiss. The numbers don’t seem to indicate your conclusmn
but be that as it may.

You also testified, Dr. Elmendorf, that when the Department in-
herited the program in 1980 you dlscovered 81 schools ln default
but now only 67 are in default.

-

Did the 14 schools you say are no longer in default pay off all )

past-due principal and interest?

Dr. ELMENDORF. Mr. Chairman, 20 of those schools were brought
current. In the interim period, some schools closed, but Dr. Kim-
berling has the precise breakdown of the 67, 49 of which I testified’
are in current repayment now; only 18 of which ; are not.

Dr. KiMBERLING. Mr. Chairman, the period between January
1982 and April 1984 includes 93 institutions that were in default at
some ‘period of time during that timeframe. Of the 93, 20 have,
become current, that is to say, either through a workout agreement
" with .us or through the use of reserve funds that we have asked the
institutions to draw down upon, they are now current and out of
default completely in their payment

There are 49 with ‘workout eements making payments on

those agreements. Eléven schools have been sold and 15 schools are -

what we would call the hardcore.. These borrowers have either re-
- fused or been unable to identify workout agreementswith us.

b
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T should point out that ‘two of the closed schools had workout . -
‘ a%reements, so while your figures may ‘add up to 95, there is a bit
-~ of an overlap, and they cometo93. =~ | ' ' :
~ We think that the fact that 20 institutions with workout agree- -
.ments have now.become current on their loans supports’our gener-
al practice of workouts where the institutions make accelerated
payments in order to meet their current debt service and to chip -
away proactively at the defaulted amounts. ' oo
- Mr. Wuiss. Is it your testimony that where you enter into. & . .
workdut, agreement that the workout agreement by itself brings o
the situation into_current status? T _ o
* Dr. KimBeruiNG All of our workout agreements are<intended to
bring an institution into current status over a set periyd of time
through accelerated—— - . : '

~ Mr. Weiss. I know,’but my question is: Is it your pésition that
when you have a workout agreement entered into that'simply th&\\/

-

signing of that agreement brings it into current status? -
Dr. KiMBERLING. No, Mr. Chairman, our position is that in 5 out
of 7 cases, the workout agreements have proven to be effective, and™ -
insofar as they are an effective tool, we believe that they are a val- .
uable tool. In the cases where they are not proving effective, we
have no recourse. but to-take roore stringent action, such as work-
ing with our Inspector General to conduct a more detailed audit.
I would. remind the chairman that the Inspector General has tes-
. tified that the selection’ of the institutions that they visited was
~done. in conjunction with our' program staff. These were-institu-
)&ions that our program staff had identified in most instances as
“hardcore defaulters, and we had conducted five site visits.of our -
own prior to the Inspector General’s audit. We feel that we have a
- good relationship with our IG, that they have the kind of audit ex-
pertise that can give us & more pinpointed set of information. on
-~ the situation at these institutions that we have identified.
Mr. Weiss. The Federal Reserve bank delinquency report for -
~April of this year lists 107 schools in default for both programs.
_.Is that an accurate figure? . ~ o
r. KiMBerLING. I don’t know whether it # accurate or not, but 1
can.describe a process which occurs about every. 6 months and
ho’Fefully will put this into perspective. -
ypically, the. payments schedules that were set up for HUD are
semiannual, the payments falling due in October and April. That is
. because these are revenue-producing facilities. Colleges typically ,
receive money in August.or September.that they can deposit in Oc- )
" tober or in the spring semester, in February and March that they  -.
“can deposit in April. _ :
, If an institution is late just a few days and if you are receiving a o
, report done.shortly after the due date, it has sometimes been the
" case that the Federal Reserve bank will report institutions that are
technically in default} S )
A couple of years ago, for example, it showed Johns Hopkins
University in default technically. It turned out that their payment
tvas-about 2:weeks late and well within the grace period that banks
normally allow. L - '
So, when you get past a 30-day period or so beyond the normal .
- payment date, the number of-institutions really and truly in de- *
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(f)ault shakes down td the kind of numbers we afe talking sbout—
'7. ' . \ .. B
Mr. Weiss. In an audit of one defaulted school—Hawaii Loa Col-
lege—the Inspector General found that ‘the school was paying its-
private debts but was not ‘paying its debt to.the Department of
Education. The audit stated that the “school pursued this inequita-
ble repayment policy because.of ED’s lenient loan policy.”

- - 1 might add that the IG ‘made this conclusion in several audits.

~ mentypolicy because of ED’s lenient loan policies. .

1

Do you believe that that conclusion is correct? - C

Dr. KiMBERLING. I don't know. under “what circumstances the
school was characterizing our lenient-loan policies. It is very possi
-ble, Mr. Chairman, that they were referring to the artificially low
3 percent interest, rate charged in this program, and I think if you

. or]l had—— '

- Mr. Waiss. No; they were talking. about the fact that they were
making payments to their private lenders but they were not
making payments to the Federal Government. .

Dr: KIMBERLING. Yes, sir. And, those interest rates and private .
loans, as werknow, are typically 12, 15, 18 percent. : T

This school, by, the way, is on our list of hatdcore problem cases,
and one of the followup actions that we deemed necessary was to .
get the kind of detailed audit information—— ¢ } ‘

Mr. WEiss. Would. you like to try.to answer the question that I
asked you? . _ ' o M _

The audit stdted that the school pursued this inequitable repay- . |

Do you believe that that contlusion is correct?

Dr. KiMBERLING. No,.sir. - : -

Mr. Wiiss. Dr. Elmendorf, has the Department of Education ever
foreclosed on a defaulted school that had not already declared
bankruptcy? _ i T

Dr. ELMENDORF. Yes; we have foreclosed on schools, contrary to
the operatiori of the program under HUD when no foreclosures of .
any kind were made. ' ' '

I cannot tell you ‘whéther or not barikruptcy proceedings had
started, but Windham College is an example of one case where we
did foreclose, and I went through that scenario with you.

Mr. Weiss. But, again, if you would like to try to answer my
question. '

. Has the Department of Education ever foreclosed on a defaulted -
school that had not already declared bankruptcy? C

Dr. ELMENDORF. Let me ask Mr. Conanan to respond to shat.

Mr. Weiss. Thank you. _

Mr. CoNaNAN. I believe the Department of Education did fore-
close on a school which did not declare bankruptcy, and that school-
was Milton College in Wisconsin. '

Mr. WEiss. Milton College in Wisconsin?

Mr. CoNANAN. Yes. - i ' '

I will check the records that the Department possesses, but I be-
lieve, to the best of my knowledge, that Milton College did @bt go
into regular bankruptcy proceedings under Federal district court or

' . supervision.

Mr. Weiss. Any other school?

DA
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"Mr. CONANAN I cannot recall ‘but agam, I will check the records T
to see if there is any information ¢encerning whether Educatien.or
HUD foreclosed on a school that did not go into bankruptcy or re-

anization proceedings. ! _

y. the way, we gid recommend Toredfsure recently in the
. matter of Eisenhower College. That school closed down in 1979 and
was taken over by Rochester Institute of Technology and recently
Rochester Imstitute of Techndlogy decided not to maintain and con-" = -
finue Eisénhower College or the campus facility at Seneca Falls,
.'and the General Counsel of the Repartment of Education récom-
- mended to the U.S. Justice Qepartment t6 pursue or consider fore- -

closure on some of the campud facilities that were located on,that -

_ campus Justnce did not go along w1th our recommendation, by the, )
way

Mr Wmﬁs 'Is there somebody back at the office’ who could give -
~ you the,information as to whether -and when Milton , College was’

. foreclosed upon? L .

Mr.€onaNAN, Well—— , ~ - - ) '

Mr. Weiss. Is there somebody here on your staff who is sitting in
the audience Wwho could check with the office and get us that infor-
mation before we:conclude this mormng‘? . .

. Mr. CoNANAN. Yes, thete is. - ' e

"Mr. Weiss. Would you ask them to please do that'?‘

Mr. CONANAN. Yes, I wnll _

. Mr. Weiss. Thank

- An alternative col ectlon enforcement method at your disposal is
to-put the buildings constructed with loan proceeds in réceivership
until the defaulted loan is brought current.

1Is that correct? .

c.

Dr. EkMENDORYF. Yes, sir. .

Mr. WEeiss. How often has the Department used recelvershlp on
defaulted schools? ~

Dr. ELMENDORF. I will défer to Dr. Kimberling..
. __Dr. KiMBeRLING. Wé have not: used that procedure yet, Mr.
. Chairman. We are contemplating it with a couple of the schools
that the IG has audited.

Mr. Weiss. Jowa Wesleyan'College received a $1. 5 million college
~ housing loan in 1965. The loan has a $602,000 delinquency. A July
21, 1982, internal Department memorandum concen'mng t 1s school
stated that the college was giving the Federal Government “second--
ary ‘consideration” and that the school waé charging unallowable-
~ costs to its federally financed buildings, thus causing its true reve- -

‘nues to be understated. On June 3, 82 the Department notified
* .the school that the building would be placed in recewershnp unless
the delinquent debt was satisfied.

In response to this notification a school official sent a memoran-
- dum to other school administrators stating “the general feeling is
that this is bluster and that in actuality nothnng would be gajned
by placing the residence halls into recelvere;hlgl

Did the Department, in fact, place the buildings m recelvership?
. Dr. KiMBerLING. No, Mr. Chairman.
. Mr. Wemss. Is it correct that-the Department is more likely to
" defer payments, Trant moratonums, or recast loans rather than
foreclose on schoo s or place buildings in recelvershnp?

21
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Dr. KiMBERLING. It is more likely that we would recast loans.or -
" execute a workout agreement. In the late 197(’s, acting under.the
instructions from the Senate Appropriations Committee that Dr.
Elmendorf read, a more liberal.moratorium policy was followed by
.the Office of Education in the Academic Facilities Program, and
-the College Housing Program in HUD, - - :
That was' at the expressed desjre of the Congress. Since that
time, in the 1980’s, I think we have all realized the need to be more’
- aggressive in our debt-collection efforts, so if you look back in time,
a more liberal policy toward moratoria and (ﬁ;ferments was in fact
followed upon the advice of the Congress. That policy—— T

Mr. WEIss. You are not suggesting, Dr. Kimberling, that the Con-
gress told you to gverlook the manipulation of revenues and, the
charging ofy inappropriate expenses or any of those kinds of things.
That is not what Congress told you to do, is it? ;

" Dr. KiMBERLING. No, sir. - _

Mr. WEiss. Right. 3 o :

I want to ask you about th&ttitude of some of the colleges that
participate in,these loan programs. I have the minutes of a meet-
ing of presidents and other officials' from schobls which have de- -
faulted on thjir Federal loans. The meeting took place on February
22, 1982, and was conducted by the Conference of Small Private
Colleges. L '

.The meeting attendees were advised then—and I am quoting di-
rectly from the minutes—'‘defaulting -institutions should stay low

» key and wait until the Federal Government makes the first move.
However, once the Government does move, the golleges should be..
prepared-with workout agreements but save their ‘big guns’ (that -

" 18;'influential Congressmen) until last:” .

T Are you aware of this strategy ta avoid repaying loans?-

Dr. KiMBERLING. We are very disturbed by this strategy, Mr.
Chairman.. We are“very disturbed when any group ot association
talks about such strategies. ' : .

I .would quote from the samle memorandum, however, where it
says as follows: R '

Sheldon Steinbach made the group aware of the new Federal image. He said that

* we are in a whole new ballgame, that is, we should throw out everything said before

January 1981. Right now the pressure is on. The Federal Goverhment is serious
about debt collection, *

I can furnish a complete copy of this memo for the record.
Mr..-Weiss. We have it. Thank you. '
One of the college officials at this meeting stated, and, again, I

s

am quoting directly from the minutes:

We have had annual deferments in our academic facilities loans and some. defer-
ments on our HUD loans. With respect to academic facilities, we made an agree-
ment which would make us current on our debt due in 1996. We do not expect to
abide by this agreement, but we had to agree to something in order to survive.

Have you found that colleges do not abide by their workout
agreements and original loan agreements? . . Y
Dr. KiMBERLING. We have found that some colleges are not abid-
: inglby their workout agreements, and we take this action very seri-
ously.
Approximately two out of°seven do not abide by their workout
" agreements, oo T

a -
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Clearly, any institution whlch is delmqpent dr in default in its
.loan is not abiding by the terms of its origing! loan agreement, and
so we have 67 institutions ot of the 1,300 that have not abided by
those agreements either.

Mr. Weiss. The minutes go on to dxscuss how the defaulted col-
leges should not be .too cooperative with Federal -auditors and
should not notify the Department of Educdtion of defgults but .-

“should let the departments try to catch them first. :

What is your view of that kind of attitude, Dr. Eimendorf? - -«

Dr. ELMENDORF. I would answer that, Mr.- Chairman, -by saying .
that they don’t hdve a choice in that matter Every college is re-
* quired to have an audit ®very other year. Thdg audit is to cover the
entire operation of the university. The audit is submitted directly
to the Inspector General. The Inspector General then submits those
that deal with student financial assistance to the other half of the

“student aid program for a resolution. The same action ought to be
taken by the Inspector General to have thgse audits reviewed from
‘that,perspective, as well. .

Mr. WEeiss. When did those minutes X@'ebruary 1982-first come
into your possession? . '

- Dr. KiMBERLING. Yesterday.

Mr. WEeiss. Without objection, those mmutes will be entered mto
the record at this point. . _

[The material follows:]

J
5
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: - Publice Pollcy on Debt Deferment -
for : ’ _ v
nlgher xducetlon'rabllltial'Leanl ) .«
Backirdund’ ' - ) ' ‘
L ) C. [N ’ ’ ' .' T . .. -
As of August, 1981, 87 higher education institutions had -

defaulted on 211 federal housing and academic facilities loans.

Thair defauits represent a total of $19.8 million in delinguent .

paymenthiA'wlth the exception of Lincoln Unlverslt? in'ﬂlssouri an
historically black, publicly supported instltution, all of the ' T
defaulters are private lnntltutlons.' At least 29 of the colleges

.in default have histories of delinguent payments that begin before

1976. ‘.
The' new effort to collect on~de11nquent-payménts was~the regult
of Office of Budget and-Management (OMB) Bulletin No. 81-17 (April,
1981) requiring of all departments of government “a productive and C,
aqgressive program' of debt collection. 1In a press release fromf
Mr. Stockman's office, dated May 7, 1981, OMB calculated that “"more - T
than $25 billjon of the 8176 blllion in debts owed to the federal
governement ware either delinquent or in default as of ‘September 30, .
1979." : o

In the President's Budéet Message to Congress of February 8,
1982, the intent to collect on overdue debt’wasragein underlined.
"A comprehensive effort to collect $33 billion. in delinguent debts
had been ‘launched and will recover $1.5 billion in 1982 and $4 billion
in 1983." .

OMB has asked each department of qovernment to set a goal for
the collection of back debts for the "loan program it administers.
The 1982 goal for the Department of Education's facilities loan
program is $6.8 million. This represents approximately one-third
of the delinguent payments outstanding or an aveiage of $78,000 for
each of the 87 delinquent lnstltutionl. i .

Conhnnco of Smnll Prlvm COMn

£.0. Box 24 : .. )
* Prinosion, NJ.0BS40 7 ] R
a . > -
Y ¢ .
. ; R - r if
Y &
: 215
\.1 ) e - - to, ’

E

r - .. LY .
FullText Provided by ERIC . . g B . . -

"

IQJ!:‘._ : . ' . ) . . : " . '~;f



¥

Ptiot Policy on Debt Deferment ?Eﬂ'

v ) . ’

‘a deferment of debt payments (e.g., non-paxgent ofv intetest ahd/or

[
[}

The official KUD policy* on the- college housing program limits

p?incfpal or failure to make reserve fund deposts) to a period not

to exceed one yeut.

menta for ten years or ‘more without the Depattment taking action

to foreclose or assess penalties.

not bound by a defined time limit.

A ‘ e

Debt deferment on academic.facilities Ioans (Title VII) is

-
”»

©

The Qode:of Federal Regulations

In ptactice, some colleges ‘have ‘had debs defer~

L

45, 170.66 giwes the Commissioner of Education the authority to approve

A moratorium "if the borrower can demonstrate a temporary 1nab111ty‘

to make those payments without undue fihancLal hardship.,®

%ﬁopoaes ‘New Actions on Debt Collection ’ .

The Department of Education's regponse of OMB bulletin B1-17

-has t‘ken forn in five ptoposals:’

.==agsess penalttés for late payment ©
‘ ) L4

’ 1}
--rent receivership N

.

—-selecéive.joteclosuta - t
--offset, i.e., withhold monies due to the’college ftom
other federal gtants or contracts

--denial of eligibility-fot 5edera§ gtants and contracts tg,
. A

institutions in default. <

O

*College Housing haﬁagement Handbook, July 1977, p. 23.
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'ot~ ;.ho five proposals, rent :miveroh.tp and effget v;ould be:
the most dmgxng to a concge’. financial health and the leaat _
~ amenable tot'a *political” ‘solutfon, (sympathy can be _generated . o, |
against !orocloom, but seizure of rent that is due the governmeht
would be harde.r to attack.) It should also be noted that rent
receivership would qpply only to the college nousing program whne
offset would apply tb loann as wen. DeZial o.‘.‘ eligibnity 15
~ already in effect for the facilities loan program. . .
Poreclosux-e and sale of a bui-l\di,ng to_:athfy.debt makes. sense
only if a potential- buyer {s at hand, Selecti}m for.ecloaure is"a
more vational stra'tei;y in urban/suburban settinga than 1n rural -
ones. Final,ly, ‘assessing penaltias for late ﬁayment is unnkely : n
to affect conegea vhich are 'unable @ keep curyent on the original

payments. Penalties are uae.ful only where there 15 wn.ful disregard
!

of an obligation when one has t.he financial resources to, mke

current payments. ' . N

.
Some institutions have already been called in by the Depart-
ment , Letters will’ go out to other conegea in the near future.

The following are auggeattona t.o prepare for a meeting,with ofﬂclala

from the Departmenta . . "“ .
1. Wait for them to come to you. ~1If you haye filed a . <
‘ requeat for a debt moratortum or’ for a new repnyment - s

' achedule and they have not anawered, you are not obliged

te contact them again, '

2. If they do ask for information, provide it, These' .

35-107 O—84—14 T S 4
O ) : : ' '
FRIC - .
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N

.requeltl may provc annoying since you have probably

already filed the infomtion they are asking for. But
provide it again. ’ . T -
If you are called in for‘a\meetin?, bring two Xeroxed sets
qf‘a'il- corres'po'ndence dealing with your facilities loans,
Thé Department's staff is freguently unable to f£ind past
gforrespondence. Your copies may be the only ones.avail-
able, . o «
Br1n§ uit.h. }ou your most reéant'. certified audit, - Be pre‘-
pared to prc;ve that net revenues from your' dormitories
-and/or student \il_li'qn ar_a'inadequate to meet the actual
costs of utilities, maintenance and debt service,.

If you are rentimng any po;'tion of a federally financed’

facility to a group or agency that :is.not part .oﬁ the. college,

_have your attorney ang your auditor review the arrangement - "_- ‘

before you meet' with Department otﬁ.ciala. Depar tmant

xegularions require that all Met reve?}ues from the leased’

] facility be applied to ouﬂatandtng loan balance,

.«

7
If you wish to apply some net ’§‘evenues of a leased

facility to the college s operations be prepared to defend . -

that réquesg. 3 . o . g

If you are asked to p'x'esent a repay"'mant plan for your
federal loans, analyze beforehand which of the following

strategies beat suit your financial conditions; -~

[ v -
h « .
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’ ,--uke the total o! tho dglinquont paymntl due and lpuad
‘them out over the entire ’iife of the loan. T
---do the sama as lbovo, but extend the life of the loan
10 yeatn. . : '_ - ' '
~-assess your npility to make some paymont in’espeotive of -

..the amount due, -

%7, 1f you ask for a debt defarment‘, remember that they can-

© e,

more easily grant a multi year moratorium for the aoademic
_facilities loan ptogram than the college housing loans.’
) Thé . housing loan tegulatiom allow .a one year deferment,
The one year tule, howevet, is a matter of regulation, .

not legislation, and can be waived. .

"Public Policy Questions on Debt Collection .

" fundamental distinctions:

The Reagan Mminintnt;on‘l debt collection iqm)tea several

LY

-:-Pro!it veuul Non-Ptofit: While all goviirnment loan programs

are initiated to fulfill some public purpose, loans to
individuals or profit-making corporations result in a direct
-eponomic-benefit to the individuals or shareholders involved,

Loans ‘to non-profit colléges and hospitals are more akin -

-to grant px:ograms in that the loan is meant to. b'enefit third
parties, i,e., students or patignts, and not the recipient,

-=Public Policy_ver'sui"‘l’rﬁiie Initiative: Colleges and uni-

versities were encouraged by Congress tormeet the educational

" needs of post World War II v}teram and the subsequent’

"baby boom" genetation of ltudentl, Congressional encourag%-

" ment took the form. of low interestﬁong—tem loans for

L4

" dormitory and academic facilities. :
Now that the need for these facilities hn passed, the
government may not treat debtl incurred to implement public
policy as Af they were the result of merely a private initia-
tive, ‘me.federal government was more a partner than-a
banker in the college housing program, It must share the
risks as well ‘as the rewards of partnership.” - '

#

R
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" --Taxable ‘versus Tnx-lxonptu coflcgolandumiver-itic-. as
tax-exempt institutions, ccnnot by definition benefit directly
from any -upply-nide stimulus based on dccrcancd tax linbilitiel
play the same lupply-lidc xolc in boosting productivity and

. innovation for the tax~excmpt sector as rcducttpn of tnx
& liabilities will Ao for the tax-paying sector?
- A New Public Polidy on Debt nefe'ment
L Rational public policy naking lhould tnkc into account the
following: L oa )
~=There will be 735,000 fewer 18-24 year olds in 1990 than
. there were in 1980. It is.this age group, and no other,
: . that occupies the nation's 1.4 million collegc dormitory
'bedl.
A reasonable estimate is that some 350,000 "beds”™ will"
be in surplus by 1990,

. . R . . o
=-The loss of anticipated revenue to colleges and universities

at $1,000 per bed would be $350 million a year. Much of
this loss would be absorbed by the private college sector.

==In the short term. the federal government should fashion

" a policy of debt deforment geared to alleviate the problems
of. colleges which serve. a high proportion of 1ow-income
studentp.

There is a préecedent in_the_cutfbnt college loan facili-.
ties program for granting special consideration to institu-
tions eligible for. Title III grants. This precedent could
usefully be applied in the granting of debt deferments as
enrollments decline or shift away from regidential ltudenta.

: --In the longer run, a nignificant portion of college housing
facilities should be directed to non-educational uses, e.g., N
- " housing for the elderly. A program of 'debt defcrhent 1inked
. to remodeling facilities for other uses wgp]
government to both recoup its investmentfl

Y Rerve policy |
,goall at the same time. L : ' v
. . | . ot o - ) .
;‘; . »
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'ADMINISTRATORS OF TING_INSTITUTIONS AND REPRESEN
' - b : .
SHER EDUCATYON 'ASSOCIATIONS. : .

& ° .The Department of Education has become well orglniseq in -
itse dealingu'wifh égllegei lnd'univerti@ieu which are in de-
feult. The purpose of this meeting is fo‘make defaulting in-
stitutions edua;ly as well organized in:their_dealingo.with

the federal government. Also, 1t te hoped that an #ntgfchangé

of 1deas from those present can be ugeful in influencing

For easler reading, I have divided this report into
" three distingt sections. .They are: the experiences. of de-
faulting insﬁitutions. what the federal zovernment 15 doing
and whbt the Vnstitutiona should do, and future aseignments

for qsqociatipns and individuals.

1 o t
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I. EXPERIENCES OP DEPAULTING 'INSTITUTIONS.
A TRINITY COLLEGE (W?BHINGTON -D.C,) .

We raquested. our first defermemt in the mid 1970's and
we have eontinuod requeeting derormente throegh the present.

~ In 1978 we gold prine real estate at a price of $3,000,000,
John Pisano called ue after the sale, and asked us to use
this money to repay our past dud account. However, we were
adble to_convince'him that if we gave HUD a substantial ;mbuht
ot'the money - at ehco, Trinity would g¢ out of business. As a
result, we worked out a six year repayment schedule for past
due prinéipal e%d interest. But 1t_ehou1d be noted that- we
had only a verbhl\acceptance of the six year schedule from’HUD.
We were granted a series of one year dererments in writineg.
Finslly, on January IP. 1982, we received a written letter
-of acceptance of our repayment schedule. '

. Observationu John Pisano is a reasonable man. (This is con-
{firmed by other colleze experiencea.) .1t appears that he did
not bvelieve foreclosure ‘was the angwer to the-default probdblem.
Rather, he attempted to make 8 series of private deelstatlored
to meet the needs of the 1ndividua1 1nst1tutions. and hoped that
these deals ultimately would’ become mutually benericial. How=-
e3er. John Fisano is no longer with the Department.

- Also, there ‘was a. relugtance among HUD orriciels to accept
.long term commitment€ in writing, But. as will be diecussed

~-in the next section, thie attitude appears to be changing with

the current edministration.

[E
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” ' KEOKA - COLLEIE v - N SRR
N8 were not requlred ty put up’ reeervel or collateral
for ogr KUD loinl. Over the past séveral yeere. we have agked
tor defermerite. Our greatest difficulty has been that we '
keeo e};ng the govern-ent for defernente. but have not had .
‘& wijtten responee sirice 1979. We assume ellence means coneent.
and therefore, we recogriise eQnuel deferments as footnotes in -
our annual reports. -I have with we part of a file which'con-
talne & record of lettere and telephone conversations askihg
for defermente. I have talked with many different~lndlvlduels
about thie. But therg have been_so many changes in pereonnel
in the Department. t makes it very difficult to find anyone .:'. oo
who is familar with our particular case. . SN '
Ovservation: Perhaps “silence is golden™ can be used fo
describe the Keuka experience. It was euggeated by Sheldon
Steinbach that defaulting inptitutions should" etay low keyed ' .
and wait until the federal government makes the first move. -
. However, once the government does move, the colleges should
be pr jred elth workou; egreemente. 5ut gave their "big gune'
(1.e. influentisl Congressmen) until last. This etfetegy
-wlll be-deec;lbed more fully in the'next'eectlon.
Aleo. Keuka probably like many other colleges. hee
become fuptrated with the heavy turnover of employeea serVIclng . .
"college loans. However, this may have chenged. That is, lt * .
-Ippelrs that the "cast of characters” le now eet. at least for

the next .two years.

N ,
o . ~~
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Finally, Keuka was not required to put up collateral and
étuerves for its loans while other college:rhad to do thio.
R

1t was mentioned by Jlnot Jackl&y that difforont collegea had

different loan agreements. Thus, the terms of “the Lolnl

dependad, in part, on the individual set of circumstances.

.

>

C. MOUNT SCENARIO

v

Our co%}oge experianced a number of deficite over the °
past y@ars. and we nave not been able to service out debdt.
We hgve had annual deferménts on oﬁr academic facilities loans
and some deferments on our HUD leans. With ra?pect to academic .-
facilities, we made an agréement whiéh would meke us cu§rent T
on our debt due in 1996. W? do- not expect.to_abiJe by this
agreement, but Wg had to agree to something in order to
sufvive.' Also, the government wpuld not agree to stretqh-out
the loan period beyond 19qp With respect to HUD. we met with
John Pisano in 1981 and-we received e deferment in. writinz.
until the end of 1982, : E . i :
'Observationu Agre;ments with zovernment officlals have been ’
made, but none of them have included stretch-outs of the loan
. periods. Perhaps the President of Mount Scenario would have
- co;siderﬁd his agreement.doable if strec:-outs were included. o
A further discuesion of streth-outs will be found in the next

“section. Also, we again see HUD putting qnly'one year péreeﬂenta

fn writing.

-

'El{lC' :
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D. .BARAT GOLLBGE

vo have roqueatod defernentl on principll and intere’t~gn
v

our HUD losne for 1979, 1980, 1981 lnd 1982, and we have had

. & series of no answers from ﬁho-govorn-ont.otticinxp. ¥a

_once g0t & varbdsl OK for s zlypjr deferment from John Pisano, -
but nothing in writing. MNowever, the longer I don't hear, '

the better 1 feel. The footnotes in our snnual répért -t_&te.'-
th-tlwe have- apprbval for the loan defermonts, .
Obsérvation; Again we mee. 8 reluctance on the part of HUD .m\.
to put multiple year agreements in writing. In addition,

thoye persiats ln.inability smong coilige administrators

to obtsin responses from the federal ofticials;

E. SHAW COLLEGE

We have been in default for a number of years. ; euspe;t
- tpat John Pisanc did a Jot of things he shduld néf have done.
But I- think he was trying to be cooperativo.
Observationn John Pisano is gone. How coopefative will the:
new “cast of characters® be? .

1

[
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1. WHAT THE PEDERAL GOVERNMENT IS DOING AND WHAT THE INST]-

TUTIONS SHOULD DO« - et i ’ .

This section was obtained through a discusgion among
.collegf adminietrut&rs and repreaantltiv;a of It@ending
sesociations. The comments p;e ;ummArized as follows:

‘ As Proposed new federal act{vity'on debt collec;ion and
. the nhew federal image. : I
Joe 0°'Neill deacribed the new federal ﬁlan'for dealing
with defaulting\inatifutions. It inéluded penalties for
'léte baymanta. rent receivership and selective-foreclosure.
. v In addition, it is possible that'gther federal moniee would
be withheld.

Sheldon Steinbach made-the group aware of the new
federal image. He said 2hat Qe are in a whole new ball game.
That is.ode ahouldrthrow out éverything sald before 5anuary.
v 199}. Rigzht now tha-pressure is.on --- the federal govern-
ment is.aarioua about debt collection. " Burearcrats have
glened zué letters, and theBe are ready’to be_sqnt'out.to
institutions-in default. These letters will Ve askiné for a
game ﬁlan. . - ) .

Ke aleo mentioned that thé “cast of characters® is in'
.blace. Important membere include Mr. Pairl& and Nr. ﬂ?antly.

B, How-to deal with the federal government,

:Sheldon Steinbach gave the‘group,some helpful suggestiona.
He said that first, do not stick your head above the water.
Let the federal government {ind you;' Seéé%d. while you are

LY
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weiting, begin to develop a workout lgreenent. Burearcrats
ere looking in terms of nultiyle year agreements that make sense.:
Stretoh-oute of the loln terms might be ooneidered. However. .
there are probleme with etretphing out 1oene due to increesed

- costs (suoh as edditionel legal fees) and a legal" limitation
of 50 yeere. Also, when developing your plan, neke sure there -
., 18 some room left for negotiltion. Third, ‘the federel gd&,rnd
nent would 1ike to see some cash up front. This will show
that you are in good faith, Realize that after your plan is
approved, ¥f you send in:eonething leee than the required amount,
the eovernment probably will cash your check. Even a token

- amount will suzzest that your institution is committed to its
plan. - Fourth, hold your big guns-until later. As long as

. neeotiatione can be considered re:eonable. do not call in your
Congressman, However, it is the time to call him in when thinge
bé¢come outrageous.

Sheldon Steinbach ;leo stated that the government appears

reasonably open to new ideas. Burearcrats have been looking
at a college's entire financiel picture. Thus..even if a
workout agreement results in a.college becoming-an entrepeneur

. and miking a’profit on & HUD financéd building, a colleze-t :
wide operating deficit will be. considered. Therefore. it ie
unlikely that a1l profite from a building will be demanded by

- the government to.repay delinquent loane. Instead, compronieee

-7 probably will be worked out'to benefit both parties.

e
N
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C. Innovotive ways to deal oith delinquent loans.

Joe O'Noill suggestad eoverll innovntive ideas which
should be coneidored. Por :;;;ple, ho uentionod that dorni-
tories can be renovated and ohonged into housing for the

_elderly._'Howeyer. he oornod that it may be difficult for
colleges to find llternetive uses {or facilities financed by
state bonds. This is because certain alternative uoee can
make bonde in some states lose their tax exempt status, '
Therefore. it was suzpested that 1netitutione instead consider

‘finding alternative uses for facilit;ee financed by federal
resources. ' ’

Aleo. he wmentioned the possibility that collegea eligivle
for Title III money use this eligibility as & lever fotr longer
deferments. However, this idea . was hag well received by

L 4
the colleze ndminietratore. They feored that Title III funds
mizht be cut if the government bezan to link the Title III

. proeram with delinquent academic facilities and colleze

housinz loans.

Last, Joe O'Neill introduced the idea of a five year mora-
torium on_debt collection to-the college administrators. . This .
class action would be in reaponse to. Reagan’s supply-side
economics. Such e.moretorid; could be used to increase the
‘productivity of colleges mich the Same oe ecoelereted depre-~
ciation.ls used to incresse the productivify of industry.
However. Robert Atwell stafpd that thie class action would not

wash too well with the bureajcrats. Ip Iddition. others

queotioned.where.eu

Reogen people.
D. Auditoro as sples. * -
Shelddn Steinbooh'uarned oduinietrltore to be oorefnl

if an suditor comes to their college representing lnother
federal program. »lthough he may be suditing & différent -
college qnit, the fact is that the govornmont ouditore do

. talk to each other.‘ Thua, if you are delinquent in your

housing loans, you might get l_otudenf?aid review, Beware!

T
.
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113, ] ' # SOCIA D IN N
The future lueignmont. deternined at thil neeting includen

A. Rober& Atwell eaid thet ﬂr. Ieledy has ehown an interest
in ‘helping colleges in default. Perhaps, he doee not wlnt

.,to do down in histofy as the one to blame for oloeing pany -
small independent oollegee. Robert Atwell will write a memo™
to Dr. Melady suggesting activities to be carried out by
government officials. Theee aotivities would be mutually
‘beneficial to the government and to the defaelting inetitetione.

| The memo will follow this outlinel .

_I. Only 1‘ of . college loans are in default - BN excellent

~ record. .
2. This ia a bad time for sccelerated debt collection, activity

on the part of the fedt;ll government. Colleges are being .

squeezed from all sides. 1In addition to debt collectieh.
they are responding to inflation, proposed cutbacks in stu-

dent aid and a temporary decline in the number of 18 year

‘01ds. : . N , T

N 4 - T '
3. The workout agreements shoulsﬁyénaider stretch~outs of

the loan terms and token cash payfents.
¥, The federal government should foreswear egainst 'capital
-;unishmeng'. That is, they should not go sfter certain
pledged collateral such as endowment and ce;tain buildings
because it would mean sure death'ko some colleges.

- 5. The federal government actively should aid defaulting

institutions by offering them technicel assistance. :

lglgi};« ‘-. -“ oo  . ;x-tiz:- e. zz;zs) i

. I
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6. The fedérll _government should not say to developing in-

stltutlona thét they cnnnot obtnln tholr Title III funds

. until they become current with’ delinquent loans. -

7. Each school is a different set of clrcumutnncel.-lnd there-

" fore, solutions$ cénriot he'paintod with a broad brush. Govern=

ment officials should realize this wheh they deal with the’

-

defsulting inetitutions. . ’ ' *

v

B, Sheldon Steinbach ylli_be available to counsel institutions -

thht have been called in‘ to meet with government officiale"
on an ad hoc basie. T ; '
*C. .Joe 0°Neill and Roberta Cable will do the following:

1. Dlstr!butethﬁ,mlnuteé of the February 22 meeting to

_ presidents of 1nst1tutiona in default.’

2. Develop & model plan to deal with dellnquept loans,

3. Research and circulate .information on how the federal
zovernment has dealt with institutions in default. It Woulﬂ
be beneficlal.-for colleze preeidenta to know what the federal

-

zovernment is doing with other institutions when developing

4

a atratezy.

D. Joe 0°'Neill will dlatribute information on the alternative

. uses of space for colleges and universities.

O

]

o 5 A
Roberta J. Cable

ERIC
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- ) - ‘ S . ._/
227

" Mr."Weiss."How would you compare the rolicy of the Department
- in the Housing Loan Program with the college student loah collec-
. tions.policy? ' . :

* Dr. ELMENDORF. Mr. Chairman, let me just give you a sense of*.
magnitude. The total amount owed the Government by students in -
the Guaranteed Student Loan Program and the National Direct
Student Loan Program that is currently in default using that defi-
-nition is nearly as much as the total amount of money that has,
- been loaned in the history of both of these programs. The default

rate ig néarly two and a Kalf times as great as the default rate in
these programs. The effort to collect is a combined use of private
sector debt collectors along with the Federal Government collectors -
for the Department of Education residing in Atlanta, Chicago, and
*San Francisco. . Y S '

The Debt Collections Act of 1982, passed by Congress; gave the
Government some tools it did not ‘have before to collect these loans.
For example, we were prohibited from referring defaulted student
loans to a credit bureau. We, in fact, could not do much with the
Internal Revenue Service. We now think we have some tools and
we take our responsibility. very seriously and perhaps as a part of
these hearings we might ge able to recommend some additional col- -
~lectioixl tools that could provide better enforcemeént in this program
as.well. . . . '

Mr. WEiss. You are not suggesting that because the total amount
of the loans made by the Housing and Academic Facilities Loan
Programs and the total amount of them in default, compared to
the student loan programs, is much smaller and, therefore, there is
no urgency in ferreting out fraud, waste, or abuse are you?

Dr. ELMENDORF. No, sir. It is a very different type of a program.
In one case you are going after individuals and in the second case
you are going after institutions. There is a completely different set
of mechanisms and collection tools available in one sector and not
available in the other. The most serious problem we have in de-
faulted student loans is finding the student. That is not a problem
in this program. - e . '

- Mr. Wess. Right. The reason I am asking the question is that
you seem much more understanding: of the defaults on the part of
the institutions than you do g the pdrt of the*students. - ., -

I can ,understand wanting”to go aftet the students who have
made an obligation. That is fhe law. They ought to be held account-
able to it. ‘ . :

I don’t-understand why you don’t take the same tough attitude
as far as the institutions are concerned. : _ :
- Dr. ELMENDORF. Well, let me tell 'you that there is a ecomparable
- ‘analogy between this situation with the student and ari institution,
in this regard. - ' ;

We will.not get—once we find the student—the full payment
from that studentt Once we locate a student, we have to ge through
the same process of developing a workout agreement. This is the
same type of arrangement that we work out with the institutions.
"You have to find out how much they can pay. * '

The key is to find them, first; then, second, get them in repay-

ment; and, third, continue to assure ourselves that the payments -

are made. . .

Q-
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It is the same general collection strategy that is used by the prl-
vate. sector, and is used for collecting defaulted student loans and is
also used in collecting institutional loans. |

Mr. Wess. Are colleges required to forward loan documents to
~ the er’al Reserve Bank of Rlchmond so billing and collectlon
can n’ )

Dr. g¥. Yes, sir. )

Mr. WEeiss. In 1978 Jamestown COIIege in'North- Dakota received
a $1.2 million college -housing loan. There is,no record of this loan -
at the Federal Reserve bank whlch maintains all b.lihng and collec- *

. tion records. . . .

Do you know why?

Dr. ELMENDORF. Dr. meberhng -can report on the status of
Jamestown, please.

Dr. KIMBERLING. Mr. Chanrman, when we received. the program
from HUD; we were very disturbed to find that HUD failed to com-
plete the closeout of the loan by forwarding these documents to the
Federal Reserve bank so that billing could be started.

When.we attempted to forward the documents to the Federal Re-
serve bank, Jamestown College was already in default, and the

. Federal Reserve bank refused collection. Therefore, we had to set
up a special billing account for that institution because of FRB's
refusal to bill. _ N

Mr. WEiss. What has happened as a result?

Dr. KiMBerLING. What has happened is that we have recentli\:
completed a workout agreement which requires $5 000 per rnont.
from May to December of this year.

Jamestown has informed us that they are expecting a large be-
Yuest from a private donor in December of this year and that by
January 1985 they CT completely liquidate their dehnquenc:es

-

We are——
eri?Wmss Between 1978 and May 1984 they rnade no payments
at a
Dr. KIMBERLING. Let me verlfy that, if I may, for a moment.
No, thgy did remit $72,368 in March 1983. They have not made a
payment since that time. :
:  Mr. Wess. And they made no payments between 1978 and 1983?
Dr: KIMBERLING. As far as I can tell, no. If there is any discrep-
ancy rdn this, the answer is no. If there 15, I wﬂl furnish'that for the
reco
"~ Mr. Weiss. Should that be necessary, the record will receive that
answer. at this point. )
.[The material follows:] .

19.§gmeswwn College has made a total of $72,369.42 in payments between 1978 and

Mr. Wess. I understand that the loan was already $133,000 in
arrears before your Department dmcovered that FRB was not bill-

- - ing Jamestown. .
» %s ' ‘,

that true?
Dr. KiMBERLING. Before the file came over to us from HUD m
the transfer of the program, they were that far in arrears, yes, 8ir.
They are current, by the way, on three issues, three other loan.

\

[
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. issues. This is ‘an energy loan, and they are only in default on this
" one. . : L - . 4 -
Mr. Weiss. Have similar instances happened? R
_'Dr. KiyieruiNG. I think as the Inspector General. indicated our -
.- program staff had identified in the process of transfer of documents
~ ‘trom HUD that there were aw)ro:umately 27 institutions that had
not had their billing and collection paperwork forwarded to the .
. FRB. We have completed all of bur action. We were in the process
of compléting action on this at the time of the Inspector General’s
-. review, 80 some of these . pipeline projects that we did get from -
HUD, bearing in mind that we got them from 53 separate field of-
- fices used-by HUD in administering the program, were not in
' g;'g/fer shape, yes, sir. _ Lo ‘ o '
. r. Weiss. If I understand correctly then, according to the IG’s
_testimony, of 111 college housing loans, closed between May 1981
- and February 1983—now that is all during. the time that the pro-
gram was under your jurisdiction;is that correct? - - . .
v Dr. KimerLING. The closing of ‘the loans was under our jurisdic- .
- tion,yes. . g - o o
. Mr. Wass. Right. B S T R
Of those 111 college housing loans bétweén those dates, 27 were
- not in« pay status at the Federal Reserve bank. According to a 1983
.* Inspector General audit, 21 of the loan files were found within the
. Department of Education and had not been sent to the Federal Re-
: {ﬁrve bank. Six of the loans were worth a_total of $10 million and
“were already $230,000 past due. .- )
:  Is that true, Dr. Elmendorf or Dr. Kimberling?
.- Dr, KIMBERLING. Yes, at the time of the IG audit.
The chronology is important here, Mr. Chairman. :
- ‘The program was o 1ciall{ltransfe_rred_ in May of 1980 with the
creation of the Department. Under an interagency agreement HUD.
continued to administer the program through the end of that fiscal
. year. Under a subsequent second agreement between HUD and the
new Department, from September of 1980 to April 24, 1981, HUD .
- continued to have administrative control of the entire program.
Through the remainhder of fiscal year 1981, HUD made the new
- loan originations, but in May of 1981—and you correctly quoted
that date—we did assume responsibility for_ previous loan reserva-
tions made by  HUD. As we began to systematically go through all
of these projects, we discovergd that .some of the paperwork had
not been properly transferred to the Federal Reserve bank. :
- We have taken two .corrective actions. With respect to the 21
loans 18 of them are currently with the Federal Reserve bank in
proper pay status. Two of the projects were listed in error. One of .
- the projects has not been completed and, thus, the total loan has -
‘not been disbursed. o S S o
With respect to the six files that could not be located, those files
have beeh reconstructed, and they are all in currént pay status.-
-That covers the 27 in question. - . - = =~ = -
.., ‘Mr. Weiss. Right. K A .
Six_more of the loan files could not be located -at all, and you
have had to reconstruct those files; is that right? L

" Dr. KiMpeRLING. Yes, sir; we have now reconstructed them. They -

are:in thé FRB. We havé shortened the pipeline, by the way. The

QO m o_g;_.;ﬁ. . T '
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documents- used to go through thé finance office ‘They now go

straight from our proiram office to the FRB, cutting out an extra
layer. of bureaut¢racy that we feel mlght have contributed to this .

kind of probl%%n

Mr. WEiss you assure Mtoday. that no loan, no addntlonal :
loan documents are missing and that the Federal Reserve bank has
complete records on all loans?

Dr KIMBERLING. 1 can assure you that the Federal Reserve bank

the exception of Jamestown, as 1 prevnously 1nd1cated h@ all
loan hat have been closed.

I éannot assure you that no loan documents are missing because
we are still in the process of verifying fthe many files we received
~ from HUL and rebuilding some of them.. '

Mr: Weiss. So, you,are telling us that there may be loans out
there that the FRB has no record of and that are not bemg paid. Is
that correct?

Dr. KiIMBERLING. With the’ exceptlon of Jamestown no, 8ir;

Mr. Weiss. After inheriting the College Housing Loan Progr
from HUD, did Department” of Education officials order that alL
" loan files in current status be gurged of all records except loan
. agreements and trust indentures?

Dr.-KIMBERLING. I am. soryy, 'Mr Chairman,’ could you. repeat
that question. ' ,

Mr. WEss. After inheriting the College Housing Loan Program~ '
from HUD, did Department of Education officials order that all
loan files_m current status—that is, paid up—be purged of all

records except loan agreements and trust indentures?
- Dr. KIMBERLING. Not to my knowledge.

‘Mr. WEiss. Do all of you at the witness table have that same im-
pression—you have no recollection at all? . '
Drd KiMBERLING. Mr. Chairman, I bqheve Dr. Brantley can re-

* 8pQn

Mr. Wxiss. Dr. Brantley, please. . '

Dr. BRANTLEY. Mr. Chairman, what happened was this. When we
received the records from HUD, they came to us from 54 different
offices. They came to us in boxes and so we had boxes all over the
corridor. .

What our staff did was that they went through these boxes, took .
out the pertinent important documents and filed them. ,

Where there were papers that we did not need, thdy were
.. purged. We did not throw away any documents that we needed for

. our files.

~ So, that is what they mlght be referrmg to 1f they are talking -

_about the purging. . ;
We did go through and purge those boxes because many of the

* papers in there wete not needed for our work.

.- Mr. Wgiss. I assume, again, that that did not happen just at the

whim of ‘.employees who were about to file away those-boxes. .
Dr. BRaNTLEY. No, no. That was done under the direction of the

) ‘peﬁle in char%{a of the program.
- Wiiss. Right. And those. people in charge of the rogram ;

** made a determination and gave an order that all loan iles that

o were paid up, that were in current status be purged, that i 18, have

v , Y ’
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removed from them all records except loan agreements and trust

indentures.
Is that correct?

. [
]

¢ . Dr. BRANTLEY. Mr. Chairinan, at the time that we were filing our

. records, we did not know those institutions that__had paid up.’ We .

. did not have that knowledge.
Mr.. Wxiss. I have a report

Budget from 1982. On- page 18, referring to loan management -

from

branch files, they say the following:

Boxes of files were stacked along three halls of the third-floor corridor creating a

fire hazard and much antagorfism. With no cabinets to put the:files in and no space

. in which to'store the boxes, a decision was made to purge the files of nondelinquent
* borrowers, keeping only the loan agreements and trust indentures. The files of de-
faulted borrowers were kept in their entirety. This may well cause future legal diffi-
culties. Current nondelin%l;:nt borrowers could go into default at any time. Pro-

. grammatically, there whll

the Office of Management and

little historical record of the selationship with the in-

stitution. Legally documents may be requested if a case is brought to court. Most of
these documents, including all correspondence, no longer exist. '

meman

RPANS H

a second.

me are no longer in those fi o v
Mr. CoNANAN. Mr. Chairman, I would like to respond to that for
A

es; r

..........
SN

ight?

In any of these enforcement actions, by the way, or in any litiga-
tion the key documents are the trust indenture instruments and
the loan agreements. It is not necessary to really have ‘all corre-

- ‘'spondence between the institution and the Department of Educa-
tion in the event that an institution has missed payment on its

loan amount, on its loan. -

Mr. Weiss. Mr. Conanan, what is_your title?
Mr. CoNANAN. I am an attorney with the Office of General Coun-

sel. :

- Mr. WEiss. Then the Office of Managemenf and Budge_b is incor-

rect in their characterization which I just read?

Mr. CoNaNaN. Well, I think they are speculating to a certain. - |
extent, and it is speculation based on not much evidence. I believe

that in most case® when you sue or when you seek to recover pay-

ments under a loan, the critical document that you have to file in

¢ourt is the loan agreement 4nd the trust indenture instrument.
Mr. WEiss. How about correspondence which relates to defer

- ments or insistence thgf payments be made? a
Mr. CoNANAN. Wel), in thjs case, as I understand it, the docu- -

ments, if they were purged or
concerned nondelinquent bo%r

destroyed, were documents that .only

owers, 80 there would not have been

__any corkespondence of that hature at\all. - - :

r. Wess. Supposing in fact they were current at the time but .

that there had been prior defaults or deferments? ,
Mr. CoNANAN. Again, it:is mere speculation to believe that those
documents might be critical. They may be critical to some defense,

- but Idon’t know what exactly an institution would defend or have ..

- grounds to defend on.

-~ Mr. Weiss. So, the Office .-of Managethent and_-Btidget_ doesn’t

know what they are talking about? -

Mr. ConANAN. I am not suggesting that. 1 believe it is specula-

ion, however, to say cases-maiylbe
ile

respondence- is missing from a
. _ Rl

‘prejudiced because certain cor-

235

LA

e et s . .

R



- .. 282

1 kpow for a. fact,, h_ewever, that the key critical documents are -
the trust indenture instrument or the loan agreements.

Mr. WEiss. In the event ‘that tHe Department- must take legal
action against them, none of the other mformatmn would be essen-
tial or helpful, is that right?

"Mr. CoNaNAN.: I think we would be. speculatmg again because it
is difficult to figure out what defenses or what greunds an institu-’
tn n may contest or have some legal defense on.

y the ‘way, I think with respect to institutions that have been
involved in this program the Department has never lost any legal
case, to our knowledge.

Mr. WEss. Again, just to summarize, obv1ously, the Department
-of Education and the Office of Management and’ Budget have an.
entirely. different view because OMB believes, shown in the section .
" that I rdad that the Department may have. ellmmated substantlal .
protection to the Government. - . , S

You disagree with that? - o '

Dr. ELMENDORF. Mr. Chairman, I refer in my testimony to an in- -
ternal memorandum that we had written by the Deputy Assistant
Secretary for Institutional Support on June 30, 1981, where they
o}tlxtl}'nled or described the program at that time and the condition of
the files '

Although it makes no, reference to specnfic key documents as part
of the Status report, this is inserted:

Key doctiments and entire parts of files are missing. There is duphcatlén, even -
triplication of certain files, within files making it impossible in some cases to deter- -
mine the current status of the project. These documents should have been in safe

keeping, and they have been loose in files dmong large amounts of extraneous corre-
spondence. . i e

Without trymg to do hmdsxght that may have ‘been a reason to
purge unnecessary documents from the files, but I do know onepE:f

-

the major things that the then-Assistant Secretary did was to

in a significant purcisée order to try to get file storage space

order to get those files out of the hall and into files where they

could be monitored and updatéd on a regular basls That was done, -

Mr. Chairman. ,
Mr. Weiss. Well, it seems to me that it is one thing to suggest’

that duplicate materxals be removed from files, or ¥riplicate materj- -

.als, but that,it is qufte another to direct that all materials exce

the loan agreements and the trust documents be removed.

Let me at this point ask if Mr. Walker has any questions.
Mr. WaLKER. Mr. Chairman, let me-begin by asking a couple of -
questions about the perspectwe here in which we deal with the pro- :
gram.
- "As I understand it, there’ have been over 3,000 loans made, ac-

. cording to your testimony. in the life of the program. Am I correct
from ‘this statement here that only 87 of these have been made"
sincé the Department of Educatnon ook over the program? -

Dr. ELMENDORF. Yes, sir.

- Mr. WALKER. Are any of those 87 in default?-—

Dr. ELmeNpORF. Not a one.

Mr. WaLkER. So, all the defaults occurred durmg the perxod of
time that HUD managed the program; is that correct? _

Dr ELMENDORF. Yes, sir. . :

L
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Mr WALKER Am 1 correct that during a period of time in the 4
years prior to the takeover of the program by HUD, in a ’Flfm,d of
1977 to 1980, that the default rate went up substantlally? at that
was a perlod of time where we showed a rather enormous increase

: m default rates?

Dx. ELMENDORF. If you don’t -mind, Mr. Walker, I mll have Dr.
Kimberling answer that ‘question. .

Dr. KIMBERLING. Mr. &’alker, there is a difference between the
total unt of money dehnquent and the default rate, which is

- - the total amount in default over the total amount loaned out.
.- The default rate climbed but not as steeply. However,(thg total
- amount delinquent climbed quite steeply during that ti riod.
" Mr. WALKER. So, in otlier words, some of the institutions that
" were -already in default simply were in-4
"-during that period of time? - :
Dr. KIMBERLING. Absolutely. ’
Mr. WALKER. As I understand it,the default rate went in the one’
. program from about $11 mllhon up to $22 million for about a 200—
. percent increase? . _
~.  Dr.KIMBERLING. Yes, sir.
- Mr. WALKER. And in another program we had about a 350-per-
cent increase in the default rate during that period of time? _
: Dr. KimMBERLING. We had a 340-percent increase in academic fa-
' cilities from'$2.5 to $8.5 million. '
) 84!)\'Ir WaLKER. What. has been the default rate in the period 1983-
. Dr. KIMBERLING. The current amount of mone delinquent i in-the-
;. -academic facilities is $10.5 million; in ‘college housing it is $25.5
:*million. The current default amounts include the total amount in
default, both payment and principal. For example, if I billed you
~ tomorrow . for everything you owed me, if you missed €50 pay-
ment on your credit card and you: owed $1,000 in bal e, it 18 -
-~ $1,000 that would be considered in default. We treat 1t just as
“whanks and the private sector does.
r. WALKER. Sure.

Dr KiMBERLING. Using those figures, we have a default rate in~ -
college housing of 3.81 percent. In academic facilities it is 9.28 per-
cent—for &n overall rate of 4.43 percent. ' '

Mr. WaLker, Well, what I am trying to get is a comparison be-
tween where we are today and where we were in that 1977 to 1980 .
time period. At that time we saw the delinquency rate or the'de-
fault rate go up bg 204 percent during that period of time. Now,

- where are we in this period of time that would be a-number that :
would be equal to that 204 percent? = = .

Dr. KIMBERLING. Then 1 will go back to my previous numbers.

We have numbers in 1980, 1982, and 1983. In colle, ge housing it
¥§893$22 .2 million in 1980; $24 mllhon in 1982; and $25.5 million in

One of the key factors here is that until a closed mstltutlon is
completely settled out, we continue to accrue’ (delinquencies in
those institutions. When you take the institutions. which have

_ closed and you subtract that amount from the current delinquen- .
: -mes, the number goes down to $201 80 there is a shght decrease. *
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- Mr. WALKER Well, 1 Juet want to put this into some kind of per-:
spectWe . '
In other words, since the Department. of Education took over the
_ - program, we ‘have gone from a 204-percent default rate’ down to a
15-percent default rate? = -
Dr. KIMBERLING. No, the default rate climb. has been lowered to
the 15-percent climb. (
) Mg ‘WALKER. OK. The climb in it has been lowered to 15 per
cent? .
' Dr. KiMBERLING. Right. It was going up- like that [1nd1catmg]. and
no;/v[ it ‘1;, going UR adllttle fl)lt close‘r 21;6)4ﬂat Lo b
r. WALKER. And my figure of percent 18 rea clim 1ng
_ rate figure, too—— . /ly/a .
Dr. KIMBERLING. Yes, sir— .
Mr. WALKER [continuing). So the comparlson between those two
is that in fact whatever management practice you put into place,
. be it perfect or imperfect, has not settled the problem at this point
. but has, substantlally ameliorated the problem of the climbing de-
fault [ates is that an accurate representatlon of what has gone on?'
Dr. KiMBERLING. I think that is accurate. ,_'
Mr. WarLker. What percentage* of the 1nst1tutlons that we are 3
talking about are essentially mlnorlty-based institutions? .
- Dr. KIMBERLING. Well, of the 67 institutions currently in default,
8 ‘of them are hlstorlcally black collegés and universities. Of those
eight, one.is closed; seven are in current work-out status.
Mr. WALKER. | not1ced also that* there were some women’s col-'
leges on the list, too.
r. KIMBERLING There was a Colorado women’s college, now ab-
sorbed by the University of Denver, yes, sir.
: Mr? WALKER. What percentme of them are communlty-based col-
eges’
r. KIMBERLING. Mr. Walker, I don t have that informatien and
would have to furnish that for the record.
Mr. ‘Weiss. Without objection; the record will remain open to re-
‘ceive that answer at this point in the record
" [The material follows:] '
Commutiity-based colleges represent 2\98% of the total number of defaulted..insti-

tutions. They are Alpena lege, Alpéna, Michigan; Southeast Commumty Col-
lege—-Falrbury, Fan'bury, Nebraska.

" Mr. WALKER. Are a number of\thege colleges relatlvely new col-

leges? . ~
% KIMBERLING It is' a mixed bag. Some are relatively new;
some have undergone a transformation. They had been sold to new -
owners or are operating under new ‘management.
Again, I would have to go back and get those figures.
Mr. WEiss. Again, the record, w1th\put obJectlon, w1ll remain open :
to receive that answer. . . _ :
[The material follows:] - S

Three of the colleges presently in default are ‘:_'elati'v‘ely new. .
Mr. WALKER. Among the 67 colleges\ is there any distinguishin,

characteristic other than the fatt that\they are having a tough fi-
_nancial situation, evidently? ‘But is tlxere some characterlstlc of

~ [
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liberal arts colleges serving J)redominately-rural populations with °
.enrollments hovering aroun

at that time, so dormitories were being built by HUD al
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them that 'woﬁld give us some reason to be ‘able to know whether
there is a likelihood of default or not? o '
Dr. KiMBERLING. Yes, sir; typically these are small private 4-year

600 or less. These are precisely the
kinds of institutions that have been targeted in nationwide reports

- since the 1970’s as extremely vulnerable to the decline in the num-

bers of 18 to 22 year olds as a result of the baby boom generation.
growing up. . - .

Mr. WALKER. So, we are in the case of this program then talking
about a program which served some of the more vulnerable of our

- higher institutions—— _

_ Dr. KiMBERLING. Yes, sir. It-is important to note that in the early
days of the Housing Program, the general purpose of the statute
from 1950 to 1973 was to help accelerate construction for all of
higher education. There was not a requirement of housin% shortaﬁe.

_ over the
country. Only in 1977 when the law was renewed was the structure
of the program changed so that the construction activities were tar-

- geted on institutions with severe housins shortages.

Mr. WaLkeR. The GAO criticized HUD in 1980 and 1981 for care--
less procedures in verifying student enrollment and housing short-

.ages before making awards. -

- What steps have you taken to correct those problems?—-—— -
Dr. KiMBERLING. We have taken several steps, Mr. Walker. In

fact, one of the key things that we focused on when the program
| g

first came over was the GAO criticism of HUD. They largely were
criticisms of what I call the “front-end management,” the making

+ of the loans, making sure that the loans required need assessment, ;

" dressing the findings of 1980 and 1981 showed that we had, in’fact, -

that enrollement numbers were verified, et cetera.

We took two actions. We revised and published new regulations .,

in May 4982. As an example, for the first time we required, we

- made sure that an institution in default under the College Housing

Program or the Academic Facilities Program, could not borrow

again. Strange as it may seem, that requirement had never been in . -

_the HUD regulations.

We also tightened up ;)ur appliciation form. We tightened ﬁp our
verification procedures. We feel that the letter from the GAO in
1982 indicating their satisfaction with the progress we made in ad-

made progress on that front end. :

From.1982:to the present, our efforts, in conjunction with the
help that we have been given by our IG, have focused on the back
end or loan collection phase. RE ——

. Mr. WALKER. It sounds to me as thoughj as part of this investiga-
tion that-we need to have another heari_n%wher‘e we get the Carter
administration offjcials in here, who ran this program in the 1977
to 1980 time period, to come in and tell us why all these problems
developed. \- : ' L ' .

.Why hasn’t the Department collected the audit collection fees

- still held by HUD, egpecially since this problem was identified in

the Inspector General's report? _ _ ~
Dr. KiMBERLING. Well, Mr. Walker, our Office of the Comptroller

‘has been in touch a number of times with the financial people at

\ .
. . . \ . N
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HUD. Apparently when they collected these revenues, they com-
 mingled it into a general purpose fund, so it has been a difficult
audtt process for them. We certainly would like to see a terminus
point to it, but it has been somewhat difficult for them to go
through 10, 12 years of back records and break out inconre generat- -
ed from the field expenses collections and separately break out the
expenditures under these funds.

am assuréd by our Comptroller that HUD has now come forth
with their accounting of the funds available and the transfer is ex-
pected to take place shortly. i _ :
~ We welcome this. It has been a long time .coming—too long, we
fge{,' but'it has been a tedious accountﬁlg process for the HUD offi-
cials. : _—
Mr. WALKER. I understand that ear/'{ier while I was at the Repub-
lican Conference that the chairmarn did ask you some questions
about the foreclosure situation, but why don’t you consider. foreclo-
sure action more frequently? :
Dr. KiMBERLING. Well, we have foreclosed in instances where col-
‘leges have themselves closed down. : :
. With respect to other colleges, this is our measure of last resort
and before we get to foreclosure, would like to do what we havg .
done—work in cooperation with ofir IG, get a more detailed audit,
turn the screw a little bit tighter, if you will. This is exactly the
same &8 a bank would do if you Had misa\led a few payments on the
- mogtgage. They are not going to come in and immediately take
your house away. / ' _
hy? It is an expensive optign. There is no guarantee that the
taxpayers will get their money back if we foreclose. I can cite you-
the example of Windham College which was essentially a white ele-
hant on our hands. Jt took a long time to sell that. If nobody
" bids higherthan the Department of Education at a sheriff's foreglo-
sure sale, then we. are stuck with the property and all the liabil-’
ities, all the costs of maintaining the property, and in this case we
had spent approximately $150/000 just to keep security and mainte-
nance for the college. The building ultimately sold under our inter-
agency.agreement with GSA for property disposal for $400,000. -
So, foreclosure has the risk of shutting down a college or univer-
sity providing education in the local community. We would have to
look at the percent in delinguent status versus the total amount
owed, and in most cases if we¢ can work with a Celleﬁe or university
. ap tighten the screw bit by bit to get that money flowing back in, -
it is better to have our-full investment repaid than to run a heavy
risk with referral to the Department of Justice and administrative
exK:nses. That is a gamble in terms of return fo the taxpayer. '
: r. WALKER. In testimon{ that you all presented here today, ‘y(')u_
- said that there is anothgr legal remedy that might be available—
rent receivership. % o . R
‘Why not consider that one? -
Dr. KimBerLING. Mr. Walker, I- had indicated to the chairman
that we are considering rent receivership .4n a couple of instances
where the IG’s office has completed its audits. R '

‘Rent receivership also does not guarantee that the Government-
is going to get any:-more money than we are getting right now.-
Rent receivership ifivolves placing management, say, of a dormito-

2
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ry in the hands of a third party, a bank, a CPA, some other outside
official. That party acts as the landlord, collecting the. rents and
raking off a management fee on top of that. It is not clear in most
cases that after they deduct their management fees and after we.go
through the tedium of dealinﬁ-with the third party-that we are
going to get _ang'- more money than we are going to get if we tighten
that screw bit by bit and pin the institution to a more severe wqrk-
out agreement. _ L Co

Mr. WaLkER. Thank you, Mr. Chairmman. : -

Mr. Wgiss. Thank you very much, Mr. Walker.

Let me just say by v;zﬁy (;l comment that our thrust here has not

been to characterize he schools as having ‘created problems.
Indeed, I have repeatedly #aid and framed my questions to indicate
that most of the schools hgve in fact maintained their obligations.

The remarkable thing to'me is that such a large percéntage have
maintained those obligations, given the mismanagement that has

occurred from the very inception of this program. S

"I hold no brief for mismanagement that o<§
cratic administrations any more than I hold

ment under Republican administrations. This program goes back to
the . Truman ~ administration. It has been mismanaged under
Truman, Eisenhower, Kennedy, Johnson, Nixon, Ford, Carter, and

Reagan. I think this has been a sorry example of a bureaucracy"
which has forgotten, if it ever knew, what its responsibilities were. .

I don’t want to sit here to excuse anybovsﬁ’s role in this thing. I
think there is lots of blame to go around. What we are trying to do

is to make sure that it doesn’t continue. That is really what this

hearing is all about, :
*Mr. WaLkegr. If the gentleman will yield, let me say that the gen-
tleman is absolutely right. I think there are a number of problems

that go over a long history of the program, and I think that it is

important to deal with the program in that light.

I would say, though, that the officials that we have brought
before us today seem to have at least stemmed the flood to some
extent and that there is a reason to take a look at the 1977 to 1980
time period when the default rates shot up so dramatically. -

I mean, there was a tremendous, dramatic increase in the default .

rate that took Flace during'%at period of time—
- Mr. Weiss. If the gentleman will allow me, I was not the Chair of
this sabcommittee during that time. I am now. I think, as I say,
there was a Jot of mismanagement from the word “go.”

It just amazes me that when we hear all the rhetoric about fraud

and abuse and waste in the Federal bureaucracy, when you have a
situation that _just about jumps up and bites ‘._you"in_the neck—and I
am using the “you” generally, not you specifically, Mr. Walker. *,_
" In fact, there seems, at least on the part of the bureaucracy, an
inclination to “not- us; there is no waste or abuse here.”

Mr. WaLKER. Well, if/bf\'e\, gentleman will yield again, once again
L.agree thoroughly that anywhere that you have waste, fraud, and
abuse that we ought to be ferreting it out, but I think that we also
have to lend a note of perspective, that that appears to be what is
happening right. now- in the Department of Education, that the de-
linguency rate has dropped from a 204-percent rate between 1977
and 1980 to a 15-percent rate at the present time. ,

. & .
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While the rate of growth is still there, it is a dramatically lower
rate of growth, and I think it does symbolize that at.least an at-
tempt is being made. It ought to be redoubled. If these hearings
serve the purpose of making certain that the Department of Educa-
tion knows that this subcommittee is interésted in a redoubling of
those efforts, it would have served a very, very good purpose, and
the chairman is to be congratulated for making certain that that
kind of emphasis is there.

But the perspective is certainly needed.

Mr. Wgiss. I thank the gentleman.

Dr. Elmendorf, I assume that the Department considers it impor-
tant to regularly inspect buildings financed with Federal loan pro-
- ceeds. Is that your position?

Dr. ELMENDORF. As resources permit, yes, sir. We try to do that
through an agreement with HHS right now on architectural and
engineering reports for new construction projects. -

: Mr. Weiss. I take it then that the Department knows the condi-
. tion of all of the buildings financed under the programs?
~Dr. ELMENDORF. No, there is no way to know that, except
through what might be noted in an audit report submltted every
other year as a problem on a particular campus. That would be dne
- way to do it, through a process that institutions now already go

* through, which_is the independent. audit required for colleges to
continue to receive title 1V student financial aid funds.

Mr. Weiss.. How does the Department know for a fact that the
buildings financed by loans still outstanding no matter when they
were granted—these are 30-, 40-year loans—are being used for edu-
cational purposes?

Dr. ELMENDORF. We have no way at this time. We have taken
some steps to place monityrs in each of our 10 reglonal offices to
review each of the higher £ducation programs, not'just these pro-

- gyams, but title III and other programs as well.

. This had not been done before. It had been recommended by sev-

eral GAO reports. We took the initiative to_not only reorganize the
higher education programs but to. put reglonal on-site monitors in
the offices who could go out with program review teams when they
look at campuses'. financial a1d files to also look at other programs
on that campus.

We are beginning that program now and will begin it full time in
the fall. We would hope that some of the revenues that will come

ack from HUD might be used to strengthen the onsite review
ocess on the campuses.

Mr. Weiss. I understand that the Department had no 1nspect10n
at all for the first 15 months after the program was transferred
. from HUD to DOEd; is that correct? -

. Dr. ELMENDORF. [ would have to_ask Dr. Klmberllng to answer

that. .

Mr. Wkiss. Dr. Klmberllhg’?

Dr. KiMBERLING. There had been an agreement that lapsed. The
inspectlon occurs with respect to new construction. We do now
h{ave an agreement with HHS for ROFEC engineers that is fully in

place.

There was a gap in that, yes, sir.

i
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Mr. Weiss. Were the buildings constructed during that time in-
spected by Federal engineers at all? : - ’
Dr. KiIMBERLING. I"don’t believe so.
.- Mr. Weiss. The fact is that they were not; is that right? .
" The Department of Education relied on local architects and engi-
neers hired by the school to inspect the buildings; isn’t that right?
Dr. KiMBERLING. I believe so. _ _
Mr. Weiss. How many buildings were constructed without Feder-
al engineering inspections? g ,
Dr. KiMBERLING. I would have to get that numher and furnish it
for the record, sir. - . . : :
Mr.. Weiss. Without objection, that answet will be inserted into
the record at this point. - ‘
[The material follows:] , : -
The Department of Education became. responsible for the College Housing Loan
am In 1980. From.1980-83, 63 buildings have been approved for construction.
ine of the 19 buildings pil;ich were approved for construction in 1980 have been

closed without Federal inspéction. The Department did not obtain engineering serv-
ices until 1982. E :

There remains 54 additional buildings_ to be closed; all of thes_edbpildings will re-

ceive Federal inspection. :

Mr. Weiss. Would more site inspections better protect the. Gov-
ernment’s interest in these loans? _

Dr. KIMBERLING. Yes, sir; that is why we do have this agreement
in glace with ROFEC engineers, and we won’t close out a project
without their signoff. : - -

We feel it is a very important service.

Mr. Weiss. I understand, Dr. Elmendorf, that your Department,
and HUD before it; collected audit and jnspection fees from borrow-
ers. These fees are then used to pay for site visits by Deﬁartmént
officials to the schools for the purposes of inspecting the uildings
and the finances of the colleges. i ' :

Is that correct? - ' o .

Dr. ELMENDORF. I missed the first part of your question, Mr.
Chairman. _ ’ )

Mr. Wess. I understand that your Department and HUD before
it collects audit and inspection fees from borrowers. Those fees are
used to pay for site visits by Department officials to the schools for
thﬁ purgose of inspection of the buildings and the finances of the
‘colleges’ " ' ' o :

Dr. ELMENDORF. Yes, that is the procedure. _

Mr. Witiss. Did OMB order that the fees held by HUD be trans-
ferred to the Department of Education? e ' '
' Dr. ELMENDORF. Yes, there was a final determination by OMB to
HUD on that. o _ ST

“ Mr. Weiss. When was the order given to HUD? :
_Dr. ELMENDORF. I would have to ask Dr. Kimberling to give the
chronology on that. ' L : :

Mr. Weiss. Dr. Kimberling, when was that ordered by OMB?

Dr. KiMBERLING. That determination order was dated -in 1980 -
when the program was officially transferred—— .

Mr. Wriss. 1980. . o

When did the transfer take place? _

- Dr. KiMBERLING. It has not taken place.
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Mr. WEiss. Now it is 1984.
Have you aggressively tried to obtain those fees?
Dr. KimMBerLING. We have had, as I indicated earlier, several con-

~ tacts with HUD at the level of our Comptroller. The HUD account
" that the funds had been placed in was a commingled account, and

they were not able to identify all of the deposits into that account
that had been made -over a 10-year period from 1970 to 1980 with-
: el AN ~ .

11t -

They have subsequently completed that. - o

We have been after them for the last couple of years, since I
have been in Postsecondary Education. It has thken them some
time to reconstruct all of those accounts, and they lee now done
so. We expect the transfer to take place shortly.

In the meantime, we have been collecting the fee on our own
loans. The field insgection_fee -account has a balance: of $52,000,
and we have been able to fund our own site visits and inspections
from the fees that we have collected. . o '

Mr. WEeiss. You notified the Inspector General in September -
1983, Dr. Elmendorf, that the Department was vigorously pursuing
the transfer of the audit inspection fees. E S
What have you done to implement the transfer? »
Dr. ELMENDORF. The matter of the transfer is being handled at a

X (2330 Rl
%

~level in the Department “here financial accounts are managed.

The Comptroller’s Office is negotiating with HUD for the Depart-
ment of Education. : :

I think Dr. Kimberling can explain the efforts on our behalf. We
did not go into HUD@nd, try to reconstruct their records for them.
We did not, in fact, know how to sort out the commingled accounts
for them. We placed what pressure we could on them to do that at.
the earliest possible time. It will result in an amount of money
coming to the Department that will be used for better monitoring
and enforcement. That is where we would use' it.. E '

Mr. Weiss. I don’t know about useful; what I am asking is what
steps did you guys take to'vigorously pursue the transfer of those
moneys? - v o

- Dr. ELMENDORF. I would have to ask Mr. Stack who is a repre-
sentative of the Comptroller’s Office to come forward: He is pre-
pared to respond to that question.

Mr. WEiss. Mr. Stack. ' :

Before you testify, do you swear or affirm that the testimony
that you are about to give will be the truth, thq whole truth, and
nothing but the truth? : . T

Mr. Srack. I do. oL S

Your question, sir? ' ,

\' My. WEeiss. What steps—— - - o
. Mr. Stack [continuing). Is as to what steps have been done——
\Mr. WEIss [continuing]. To try to get that transfer completed.
r. Stack. We hdve corresponded several times and met several

- timgs with HUD’s Office of Budget.

commingled funds, in order to get at the records, we had to
UD go down to the Federal Records Center and go through
gain, down -there. They found no evidence that was very
helpful,\so it was decided that what we would do is that we would
try to compute the amount of money that was most likely deposited

e o ch



241

in ?&t fund and -the amount of money that was most likely ex-
“pen

We have assurances from the staff level at HUD that a memo-
randum for their Office of Budget Director has been prepared and .
is ready for his signoff whereby th funds would be transferred to -

- the Department. '
- Myr. Weiss. Couldn't you in 4 ears time have communicated with
the colleges and universities, which in fact made these payments to.

with to recenstruct the amount? . -
r. Stack. No, that would not have been possible because they
were all Federal expenditures; sir. ~ .
» The historical background, if I may—-—~ ,
- Mr. WEeiss.The fees are paid by the colleges.

Mr. Stack. Yes, the fees are paid by the colleges, and then one-

el%hth of 1 percent is placed into a fund.
t was about 2 years ago, when reviewing the admmlstratlve re-
3u1rements of this program, we found that such a fund existed. We
id not know that when the program was transferred to the De-
partment. It was through a consultant who found this mformatlon
that we asked HUD if such a thing existed.

- Mr. WEeiss. When did you make that dlsco,very"

Mr. Stack. It was about 2 years ago.

In other words, we™didn’t know . about it when the Department
was established or when the program was sent -from HUD to the
Department of Education, and HUD did not tell s and it was only
through our review of the legislative authorities and regulations
{,’l;at Y{ve found such a regulation where an eighth of 1 percent could

taken.

When we found that regulatlon we asked HUD, “Did you in fact
‘do that?” They said, “Yes.” We then asked for the money. They
said, “Let’s see what the records show.”

'I‘he records showed. that it had gone into a rather large general*
purpose fund and then we asked them to get us the specific
records. They went down to New Orleans and went through
records and found no evidence that would support the precxse
amount of money. .

‘Based on that, we had to develop a methodology to com ute the
amount of money that was due.to the Department, and that is
w;_ha:l has taken so long—records centers not knowing and that sort
‘of thin

Mr. Weiss. In the meantime, no mspectlons were takmg place"

Dr, KiMBERLING.: No, Mr. Chairman, mspectlons were taklng.
place under—— -

.. Mr. Weiss. No inspections were takmg place by HUD, certmnly,
before they transferred to you; isn’t that correct?

Dr. KiMBERLING. There were no inspections made&' HUD ‘after
the transfer. . .
The information ‘we have been’ given is that there were mspec

thl'lB through the 1970’s by HUD using those funds. :
Mr. Weiss. According to your Inspector General, there may be as .
much as $4.9 million in fees owed to the Education Department.

Do you have any reason to disagree with that?

Mr. Stack. Yes, we do, The range, [ think, was between $1.6 mnl-._ -

- lion and $4 mllhon That was a g‘uesstlmate made by the InspectOr

’
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General. It is our estimate right now, working wjth $he HUD staff,
that it will be slightly less than a millign dollars.\ S

Mr. WEiss. Great management. PR
Mississippi Industrial College is one of the sch Is that received
R its loan proceeds before construction was .completed on its- build-
ings. According to your Department’s files, Mississippi ‘Industrial-

“College received a college housing loan and an acad mic facilities
loan for a total of a little more than $1 million. '

- _Is it Department policy towait until the buildings are completed
before issuing final payments to borrowers? _ -

DBr. KIMBERLING. No, Mr. Chairman, final payment usually
~ occurs after a building is 80 percent complete.  ° _
Mr. WEiss. Do you see any danger in disbursing all the laan pro-
ceeds before thé buildings are completed? . . "
“ Dr. KIMBERLING. - We have not experienced any danger with any
of the loans that were originated by our Department. - '

_ Mr. Wess. You think that because it is now your Départment
rather.than HUD that the 80-percent rule works better under ¥ou
than it worked under them? : LT \

ll)r. KimeerLING. T am not certain if HUD ‘had the 80-percent
rule, sir. o .

Mr. WEiss. On December 12, 1980, Mississippi Industrial College’
tost its accreditation; is that correct? . -

Dr. KiMBERLING. To the best of my knowledge, yes, sir... ~

Mr. WEiss. When_a school loses it accreditation, is it still eligible
for Federal education assistance? - = - . .

Dr. KiIMBERLING. No, sir. . )

_ Mr. Wess. I understand that the Departmeny did not learn that
the school lost its accreditation until October 1981; is that correct?

Dr. KIMBERLING. That is correct. The Southern Association of
Colleges and Schools took 10 months to notify us:
Mr. Weiss. When the Department-learned that the school had
lost its accreditation, the final loan proteeds had not been awarded,
but 1 month after learning that Mississippi Industrial College lost
its accreditation, final loan proceeds of $402,000 were disbursed to
the school. . -
Is that correct? ' d
Dr. KiMBERLING. 1 believe the timeframe was very close here.
The Southern Association notified our eligibility and agency eval-
uation staff. They are responsible. for the process of maintaining
eligibility records on institufions of higher education. '
- My understanding is that informgtion came to them at just
.+ about the time that the final payment was being made under a
* trust indenture signed in May of 1981 and the two documents es-
gentially crossed in the bureaucraty. That is clearly troublesome. I
think tl);e most troublesome part of it all is that the Degartment
was informed late by a recognized accrediting agency of the loss of
accreditation that could have prevented the entire situation.
. Mr. Weiss. I know what you have just told us. I assume that you
_believe it to be possibly so. b -
" Are you sure that in fact that you did not know a month before,
that is, that your Department did not know a month before the
$402,000 was disbursed that accreditation had been lost?

4
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- Dr. KiMBerLING. The part 'of:the Department dealing with ac- -
creditation and -eligibility did know in October. The dispersal is
made in November. 1 don’t believe it was a full month, and, obvi- .
ously, that information did nét travel to,the program . people .
m'a'kinﬁvthat dispersal in a timely enough'fasﬁion to prevent it. - o

Mr. Weiss. How ‘have you remedied the systém -or corrected:the -
system so that that kind of thing can’t happen again? '

Dr. ELMENDORF. Let me try that one, Mr. Chairman. : -

‘We have had one other report of failire of an accreditation asso-
ciation to adequately notify us so that the information can be
passed along to the various constituents that need to know. It was
in title IV, not in title VIL. - - ' _ L

We have just consummated the purchasé .of a mini-computer
which will put all of these offices up on a'data base which allows -
them to.update and pass that information along electronically and -
(gx:ry it on a daily basis. The one way that I can assure you that -
that will helms is that at least within'the Department the offices
that need to know will know. at the same time. .

. How we deal with those outside that are responsible to notify us

is another matter. The best way we can deal with that problem is

that if we have repeated failures -by an accrediting -association to

notify us in"a timely way, we have the right to question whether .

we ought to renew. them as an accrediting associ_atiort We do not -

accredit institytions—— ) o o '
“Mr. Weiss. Well, I have a problem with that, too; ~ -+, -

But I have a greater problem with the fact that the:information
actually reaches the Department, :and then, bécause of a lack of a
system, the Department’s one hand doesn’t know.what the other .
hand knows. * T

Dr. ELMENDORF. 1 am sayipng that when you have the manual
transfer of;}papers among offices, I would say that that is a possibil-
ity across Government, not just in the Department of Educations _

I think and I hope and I believe that the implementation that we -
fought so hard for in the way of computer up£ab_es bxinﬁin% the De-.
partment to a level of twentieth. century elgctronic technology will -
reduce, if not eliminate, those problems. o R

-Mr. Weiss. Thank God the computers were invented. -

According t6 an internal memorandum froim the gﬂ:ge Facili-
lies Branch, the Defartment does not know the dispd®tion of all - =~
the funds thdt were loaned to Mississippi Industrial College. -~ = -

Is that true? - . . © : T
~Mr. CoNANAN. Mr. Chairman, I should mentign that Mississippi = =~ -~
Industrial . College .is on pending investigation, I believe, by a, . v
number of other-agencies, including this' Department and-we are T
till trying to-ferret out sufficignt information about the disposition
of funds; not jubt refated to college housing loans but also related '

0 student financial assistance and some other funds that were.
Jiven by another agency in the Department. - - ' i S
_I have been in commuhication  with the assistant U.S. attorney in'. - f
Misgis ipﬁi rei)resentin'g the Department -in court litigation con-. - - »
erning the college housing loan or academic facilities Joan and we s
e still trying.to ferret out sufficient information at this particu- - - ./
ar;time so-that_the Government’s interest in all these loan funds ~/ - - “f
and programs would be adequately protected. = - . -« . 3
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I don't think it would be in the best interest/ of the Government_
at this particular point in time to commen{' extengively on the
nature of some of these investigations that are perrdmg

I should just mention that there are other agencies involved, not
just the Department of Education. .

Mr: Wess. I also understand that the buildings financed with
Federal loans at Mississippi Industrial College are incomplete and
deteriorating and that the college itself is closed

- Is that correct?

Mr. CoNANAN. That is correct, and there is court litigation in-
volved and the Department is being represented by the Justice De-
partment in that litigation. We are trying also to negotlate a settle-
ment with some of the other parties that are lnvolved in that lltl-
-gation. -

. Mr. Wess. This all happened on your watch; right? This doesn’t
go back to anybody else’s? The disbursements took place while you
" guys were in charge; is that right?

Dr. KiMBERLING. The dlsbursements took place the loan reserva-
tions were made on the other guy’s watch. :

Mr. Weiss. Right. '
~ In the case of Mississippi Industrlal College, do you believe that
the Department d1d all it could to protect the Government’s inter-
est? .

Mr. CONANAN. Could you repeat the question, please?.

» Mr. Weiss. Do you believe that in the case of Mississippi Indus-
trial College that the Department did all it could to protect the
Government’s interest?

Mr. CoNaNAN. The Department of Educatlon is domg all 1t can
‘right now to protect the Government’s interest.

Mr. Weigg. Thank you—did, not is doing.

‘Did—before it gave out the money? - :

)r. KIMBERLING. Given, the adequacy of our data systems sup-
port or lack thereof, yes, sir.

'Mr. ‘WEss. In light of this case, do you think the Department’s

- policy of disbursing Federal proceeds prior to the completion of

‘construction is wise?

Dr. KiMBERLING. I believe if you look at this as an isolated exam
ple, you might have the telescope turned around backward. It is ab-
solutely necessary for construction to proceed on any-construction
“project that some disbursements to be made and verlfied as they
are being made. That.is our procedure.

Mr. WEss. Total disbursements.

Dr. KIMBERLING. Before 100 percent completlon"

Mr. WEiss. Yes. . '

Dr. KiMBERLING. I am not an expert in that Mr. Chalrman, and ]
think. those who are expert with construction projects can“place
- before you better arguments than I can about ‘why it is wiser t
- disburse with 80 percent completlon .
Mr. Wrigs. OK. :

Do Department regulations stipilate that revenues fr0m the
‘projects to be constructed be used for repayment of the loan?:

Dr. KIMBERLING Yes, sn' . L .
. : v
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. Mr. Wess. If a school does not use revenues from the pledged
project to regay-_ its loan, does the school violate its agreement with
'the Federal Government? . _ '
-+ " Dr. KIMBERLING. Yes, sir.. o o :
Mr. Weiss\ What does the Department do when it discovers that
schools are not using revenues to repay their loans? .
Dr. KiMBERBING. We tdke a number of steps. :
. Initially we would write a letter to the institution asking that
those identified revenues be put to use to pay back the loan. If that
doesn’t work, then we will attempt to identify more precisely those
- revenues through an Inspector General audit. Again, working with
-our Inspector General, that was one of the reasons why the 11
schools that they selected jointly with us were selected because we
_susptlact.ed dat many of these schoels would be in violation. of the
r ations. ) o T
‘Generally if fyou flash a Department of Education employee card
in somebody’s face, they will react one way. Théy get a little more
nervous when they see an Inspector General’s card flashed in their-
face. I think the memorandum that you quoted earlier indicates
- that healthy respectful fear of the audit function. S
If the institutions are not forthcoming in responding positively to .
those audit. findings, we can take a number of other steps. We can - -- .
go all the way to receivership or foreclosure. Our feeling is that
there is one area, a yery significant area where we currently lack
. authority and where the Congress might provide us some relief and
that would be authority to offset against othér drawdowns against
" Government accounts that the institutions might be making. = . -
We have examined our authority currently and find that because
of the trust indentures terms, there is no offset authority against
other grants or against administrative cost disbursements under
the student aid programs. We would suggest to the Congress that
- authorities of that nature, to offset other Federal disbursements, if
.enaoted into law, would give us some very strong teeth to'go after
this kind of fraud, waste, and abuse. - L e
Mr. Weiss. Have you made that recommendation?
. Dr. KIMBERLING. We have not formally made that recommenda-.
tion, but we are examining together with our student financial aid . . =
office exactly how we would frame.that kind of a recommendation
- to the Congress. .- T L -
*Mr. WEss. An audit was prepared by the Department’s Inspector
General of a $3 million college housing loan to Alaska Pacific Uni- - - -
versity. That loan’ is ag roximately $1.8 million delinquent. The'
g};dit found that $136,000 in revenues that should have been used
pay the school’s Federal debt were diverted elsewhere and that -
$110,000 in improper costs were charged to federally financed
~ -buildings, thus reducing the true revenues of the Froject. :
Do Department regulations prohibit this kind of activity?
. -Dr. KIMBERLING. Yes, sir. : ' : -
Mr. Weiss. The IG audit states that the school’s assets exceed its
- liability. In fact, the audit notes that Alaska Pacific was to receive
- $10 million from a land sale.. The Inspector General recommends
that the Department demand that the $10 million be used to bring

that loan current. - :
. Was that recomgendation gccepted? :

86-701 O—84—~16
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Dr. KiMBERLING. Mr. Chairman, we concur with the Inspector
General’s recommendation  that thxs would be a good course of
action. Unfortunately, we lack the legal authority to enforce the
recommendation. We can only go after assets that are part of the
trust indentures or mortgages to the institutions. These assets were
not covered by the trust indenture or mortgage ’

This would bé another area where we would like to explore some
_additional authorities for this program. Right. now; it is a recom-
mendation that makes perfect sense. If wé try to seize assets of an
institution not covered %e trust indentures as collateral, we would
bﬁ highly vulnerable; and I think our attorney would concur with
that. '

Mr. WEiss. So, now 30- some-odd years after the onset of the pro-

ram, you think that the law ought to be amended to give you that
_ md of protection?

. KPMBERLING Well, we certainly w1sh that these 1deas had
come forward in the past They have not come forward, and no
time like now is the right time to——

Mr. WEiss. Have you made thlS a leglslatlve recommendatlon'?

Dr. KimBERLING. No, sir; not

* Mr. WEss._The Inspector eneraL’s audit also found that the
school had been Jeasing a building financed by the College Housing
Loan Program to the U.S. Geologxcal Survey for $283,000 a year
since 1979. ,

Were all the leasing revenues used for debt repayment?

Dr. KiMBERLING. I do not believe so. Some of the revenues were _' :

‘used in deferment workout -agreements for 2 consecutive years in -
1982 and 1983, but not all of those revenues have been applied to
payment of this loan.

r. WEeiss: Doean’t the loan agreement require that all revenues -
from the federally financed projects be used to repay the college
housing loans? '

Dr. KIMBERLING. Yes, sir.

Mr. WEiss. As a matter of fact, if you had the 5 years of $283, 000
a year from the U.S. Geologlcal Survey, you would practically have
‘no deficiency at all; isn’t that correct?

Dr. KiMBerLING. Well, I haven’t tallied up the numbers, but it
could be the case.

Mr. WEiss. The Department did try to help Alaska Pacific. Defer-
‘ments were granted and the. Department .entered into a workout
- agreement which further deferr the loan. Has Alaska Pacific also -

defaulted on'its workout agreement? - ’
" Dr.KiMBERLING. If 1 might be precise.in the termmology, Mr.

" Chairman, thereris & difference between a workout agreement and

a deferment agreement. :
.A workout agreement is a sustained plan of paybacks designed to
cure the default status over a period of years. .
- Deferments by.law and regulation can only be’ granted in the
College Housing Program for a 1-year genod In this case, the de-
. ferment included d payment schedule during that year. The same
. schedule was adhered to in a second deferment agreement, which
accelerated payments and, therefore, reduced the total amount of .
default.- It wasn't the same as a total workout, which is a plan'of
action to reduce the entire default :




¢ - -
_ Mr. Wiiss. Were you aware of the U.S. Geological Survey. lease
.ford$?)83,000' a year when that deferral agreement was agreed to’
made? . -
. Dr. KiMBERLING. My understanding is that the deferral agree-
- ment amounts approximated the amounts of revenue that the insti- -
tution was receiving from the lease to the U.S. Geological Survey,
and that it was those revenues that were used for paying back, on
an accelerated basis, on the defaulted amount. S
Mr. WEiss. Department regulations, I understand, state that the
Secretary of Education: “does not grant a deferment if the borrow-
er proposes tq use pledged revenues for any purpose or purposes
other than that provided in the loan agreement.” ' .
Given the Inspector General’s finding that Alaska Pacific al-
ready was not using pledged revenues for authorized purposes, why
‘did you grant deferments to the school?

Dr. KiMBERLING. The Inspector General’s audit occurred after

the two deferments had been granted. The deferments were grant-- o

ed in, I believe, 1981 to 1982 and 1982 to 1983; prior to the Inspec-
tor General’s audit. = N _
. Mr."WEiss. You are not telling me that until the Inspector Gen-
‘eral’s audit you had no idea that in fact Alaska Pacific' was using
the funds for wrongful, for inappropriate purposes are you? '
Dr. KiMBERLING. We had no audit reports indicating that this |
was 80, yes, sir. We had no idea of the degree, the magnitude, and -
the precise nature of those diverted uses. . '
Mr. . WEmss. -As a result of the audit of Alaskg Pacific, the case
-was referred to the Inspector General’s Office of Investigations, but
on April 2, 1984, the investigation was closed because, according to _
~ the closing memorandums, Alaska Pacific was going to exercise its
option under the Department’s discount plan.
Would you at this point explain the discount plan to us?
Dr. KIMBERLING. I would be happy to, Mr. Chairman. :
Discounting essentially takes into account the concept of net
present value over time, and it is a principle thaﬁ those in account-.
inieand finance use all the time. : .
Let me cite for you a specific example so that we can compare
the same numbers, and I believe it may be the same example that
was used earlier. _ :
~ .If we have a loan, say, for $4 million—running a rhi of 30
-years—that’ capital is in the hands of the institutions for their use.
It, is notin the hands of the Federal Government for use. .
~_ With 3 percent interest, the Government would receive $6.1 mil--
- lion total over 30 years. S o
If we had access to those funds right now, and we were private .
investors, we could put them in 30-year bonds sold by the Treasury
Department with a guaranteed interest rate currently of 12.25 per-
cent. If we had $4.5 million, we would, at the end of the 30-year
period, have in excess of $15 million in hand. B
.. Since we are not private borrowers byt we are the Federal Gov-
. érnment, what we really are doing in,this program is trying to
reduce the off-budget subsidy costs in the program. We do that by
- telling the institution what amount of money it would take for
them if they invested it in 30-year bonds td come up to that same
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- $6.1 million-amount that they would be sbending over the same
time in paying back the Government. _ .
When you run the standard present value formula, that amount "

- comes to approximately $1.8 million. In other words, if you have .

$1.8 million today, you invest it in 30-year bonds at 12.25 percent,
then you would receive $6.1 million for your investment. That $1.8
million is equal to $6.1 million over the 30-year period of time.

.When you give that money to the Federal Government instead,
- essentially this is a financial hedge against outyear deficits that we
are all concerned about. If we received $1.8 million today, that is
$1.8 million less that the Treasury has to let out in the form of
. bond borrowing, and over that same period of time, it is $6.1 mil-

lion less that the Theasury has to pay out to the bearer of those
bond certificates. : . % . v

In fact, currently Yor the loss of capital over time, we would be
losing $15 million on the $4.5 million paid, us. : ;

I think this chart displays the picture & little bit more clearly.
And, it is a complex finance concept, but it is one that is standard
practice. ) ! o _

Mr. Weiss. Without objection, a copy of that chart will be placed
in the record at this point. ' ' '

[The chart follows:] .-
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Dr. KiMBERLING. The green numbers represent the total amount
of payments that an institution, using these numbers that'I have
been citing with the $4 million-debt, would be paying into the Gov-
gz‘nlment over the éntire 30-year period, and it comes out to about

- . However, the cost of borrowing the money from the Treasury, .

- the off-budget cost of borrowing for that same amount of $4 -million

capital rises for a total of §15.1 million. The red shows the net loss
to the Government over that time. It is a net loss of $9 million in
off-budget spending because these are low-interest 3 percent loans,
and they are not close to today’s market rates.

. By discounting these loans, we would in fact be collecting all of

- the amount or saving the Government all of the amount covered by

-ence, and then ﬁnal}‘y adopted.’

the green area, and the red area would be spending that we would

- avoid. So, there would be a net savings to the taxpayers of $9 mil-

lion.

I would be very happy to work with you and your staff in run-
ning through some othex examples and explaining the part of this

- scenario, the off-budget expenditures, which we .are very concerned

about. .
As Dr. Elmendarf explained, this is a standard strategy used by

- the banking industry in a time whén you have got a large portfolio

of low-interest loans and market rates that are substantially
higher, banks have long realized that it is to their financial advan-
tage to offer a present value discount in exchange for getting rid of
the debt servicing cpsts over time of that kind of portfolio. _
. Mr. Weiss. We will explore that issue further wheh we return.
There is a vote on/the floor of the House at this point, so we will
take a break for about 10 minutes, and then. we will resume.
The.subcommittee stands in recess. :
[Recess taken.] « . ' o : }r
Mr. WEesss. The sybcommittee will come to orddr. .
We heard  an explanation before the break of the Department’s

discount plan. Legislatively; I understand that under- Public .Law

98-139 the Secretary of Education is authorized to accept discount-
ed prepayments of college housing loans. - : '
That legislation emanated in the Senate, was agreed to in confer-
On April 20, 1984, the Department published a regulation for
comment that outlines a formula for'tge discount plan. The dis-
count, I understand, will depend on the/Treasury rate on the day of -
apfrlication. Department. officials have told us that the discount
will be as high as 55 percent but could also be lower depending on
the loan circumstances. If the 56-percent figure holds across the
board, tNe Department could discount as much as $1.5 billion in

" loan funds.

" Dr. Elmendorf, or Dr. Kimberling, do );'ou.plan to grant a dis- .
count to Alaska Pacific? - -
- Dr. KiMBERLING. That decision has not been made, Mr. Chair-

“man. In our published, in our notice of proposed rule we specified

that we would examine separately the cases of institutions in de-

- fault. The reason for this is that those institutions not in default—

some 1,230 institutions out of the 1,300 in the program—would

have a very simple formulaic computatiop. -

. . _
Q : ' ,\‘
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‘We have not determined final policy. We are anxiously awaiting -
public comment on the notice of roposed rule as to exactly how, or
:{ ?t ti.ll, we should extend the discount provision to institutions in

efault. . . : - ) . .
- They are eligible and certainly I don’t think anyone would quar-
.-~ rel with the concept,of applying the discount formula to those pay-
" ments which have nf, yet come due. But for Alaska Pacific or for
any other institution that has delinquent payments, we would want

'to examine that very carefully. . o -

". Mr. WEss. Do you believe that a school that has been delinquent

on its debt and has hidden revenues owed to the Federal Govern-
ment should be rewarded with a 53-percent discount? ; -

-+ Dr. KiMBeruING. I don’t believe that the discount provision

should reward misbehavior. : - .

I do believe that the discount provisions should protect the Gov-
ernment’s best financial interests and that the decision to discount -
should be matle on the basis of that cost-benefit analysis as re-
quireday the law.. ' : - '

Mr. Weiss, I had indicated in my summary a moment.ago that
the ‘discount regulation was published for comment on April 20,
1984. Is that correct? ' o

Dr. KIMBERLING. Yes, sir. :

Mr. WEiss. It is normally the position, I understand, of Federal
agencies that regulations, when in draft form, ar sensitive matters
and are not disseminated to interested parties gutside the Depart-
ment. - ' '

Is that the po\hcy of the Department of Education? |

Dr. KiMBERLING. Yes, sir.- . .

Mr. WEiss. Therefore, I would assume that you would not.be dis-
cussing draft regulations with colleges that could fipancially bene-
fit from them. I assume that is your position. .

Dr. KiMBERLING, In the process of regulatory development, we
would be discussing the concept.of regulations with any interested .
party. We feel that is part of gbod governmentithat you don’t want

~ to have the rules made up by those who are not aware of the. cir-

cumstances in the real world where the regulations affect those ac-.
tions. S

Mr. Wess. I understand that Dr. Fairley is.in the room,; is that

. correct? S - v

Dr. ELMENDORF.: Yes, sir. : '

Mr. Weiss. I wonder ,if for the purposes of the next question, if
* Dr. Fairley could come:to the witness table, if that is all right with

you, Dr. Elmendorf? =~ - o . :
* Dr. ELMENDORF. That will be fine: . .
Mr. Weiss. Before you sit down, Dr. Fairley, would you raise
your right hand and do you swear or affirm that the testimony you
are about to give will be the truth, the whole truth, and nothing
but the truth? . '

Dr. FarLey. I do. T _ '

Mr. WEiss. I have a-memorandum, Dr. Fairley, from you regard-
_ing Dr. Kimberling’s instructions to begin negotiations. regarding
- the draft discount regulation with Alaska Pacific University. It- re-

gponds to a control memo of November 2, 1983. I will read a por-
tion: “Your control memo of November 2, 1983, requested the fol-

hY
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!o‘\ging: to begin negoiiation_s with aftox‘ney' Silver of Alaska Pacif-
ic T : C

» Why, Dr. Kimberling, were you negotiating or directing negotia-
tions with Alaska Pacific University in November of 1983, 6
months before the regulation on discounting was even published'
- for public comment? ' ot ) . '
Dr. KIMBERLING. Mr. Chairman, Alaska Pacific had expressed an
interest in the discount provision. My understanding at the time of
that memorandum was that the basic statute ngld give us author-
ity to ap;I)ly- the discount provision. - AN '
After I issued that memogandum, anxious to get on with the
" show now that the law had‘been passed, I was informed that.we
did in fact have to go through the regulatory procedure. I was
under the mistaken impression that the law itself, that the basic .
statute, wag clear enough that we did not have'to go through the
- process of developing regulations. '
" As soon as we learned that regulations needed to be_developed,
-we did not negotiate. We have not reached any kind of a settle-
ment. We have not finalized anything with Alaska Pacific Univer-
sity. My training is not in law, and I was less informed of the pro-
cedures than I perfaps should have been. I was not aware that reg-’
ulations needed to be issued in this case. ' :
Mr. WEeiss. Did you in fact negotiate with Alaska Pacific as to
the content of those to-be-proposed regulations? - _
‘Dr. KIMBERLING. No, sir. ) i _
Mr. Weiss. Which other colleges, if any, did the Department ne-
gotiate with before publishing the proposed regulations?
.. Dr. KiMBERLING. We did not-negotiate with any college, sir. We
have had a number of colleges express.an interest, prior to publica-
* tion of the regulations, in the discount guthority. - '
Lincoln University has expressed an intérest. Dr. Brantley r
~ ceived [a letter from representatives of, I believe, five colleges in
- Oregon who have borrowed under this pregram. The professnal
associations—NACUBO—has expressed an interest ‘and shared .
with uis -their. views: I think it is not uncommon in the process of
regulatory development to receive-public views from members of
~ the public who are interested parties even though you are not run-
- ning an official public comment period. This is particularly true of
an organization representing the Nation’s college and university
business officers would have an interest in conveying their views to

the Department. = - _ : .

So, we are happy to receive public views on any roposed policy.

l\g; WEiss. How were the negotiations with Alaska Pacific initi-
ate ! . I 3 . -

Dr. KiMBERLING. Mr. Chairman, I indicated that we have not ne-
gpfgiated any settlement on the discount provision with: Algska Pa-
“cific. : .

Mr. WEsss. I know, but I am asking you what induced you to su%;
gest to Dr. Fairley or direct Dr. Fairley to begin negotiations with -
Alaska Pacific? - o
 Dr. KIMBERLING, gAlaska Pacific was the very first institution
back in the late summer of 1983 to bring to our attention the fact
that there had been a discounting provision in title VII of the
Higher Ed‘cation Act governing the academic facilities program.
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This was a flat, 25-percent discount. THe authority expired in the
1970's, but during that time 17 institutions took advantage of that
disliounting authority.. ' -t O

8 you know, the Housing Act of 1950 is the legisl,ation govern-
ing the College Housing Program. Alaska Pacific’s attorney, Mr.

" Silver, initially met with our program staff and Dr. Brantley and
Dr..Fairley and pointed out that those two pieces of legislation did
not, were not congruent. He asked if the Department would be will-
ing to consider. geeking legislative authority for a discount.provi-
sion under the College Housing Program. . :

... -After. our General Counsel reviewed the provision, he decided

¢ that the Secretary lacked authority under the college housing legis-

_ -lation to.grant ‘a’ discount on his own authority, after running
through in consultation with some financial experts the cost-bene-
fit analysis that I presented earlier showing that discounting would
be to the best advantage of the Government and also receiving an
OMB circular which asked every Federal agency to try to liquidate
assets that were losses over a period of time, the Department devel-
oped its proposal in conjunction with Senator Stevens’ office. .

My instruction, after this legislation had been passed by both
Houses of Congress and signed into law by the President, since
Alaska Pacific had been the first institution to initiate an inquiry,
and as soon as we had the legislative authority that we ought to
get to the business of sound management and begin to recapture:
some of our losses. . ' :

Mr. WEiss. Adult student housing of Tennessee received a $2.9
million college housing loan on which it"is $222,000 delinquenti °
Five months ago, the Department received a letter from that bor-!
rower applying for the dis€ount. The letter contains the amount of \

- the discount based on $he formula that the Department was then |

-formulating. _ o : :

Do you know how this horrower had such specific information \
about the discount regulation a full 5 months before -it was to.
become public? _ : - .

Dr. KimBERLING. No, I don't, although I would point out that the
formyla used is a standard Treasury Department formula and ac-
countants who have talked with me about it characterize it as a
textbook example. ' _

Mr. Weiss. Will all schools with loans be eligible for the dis-
count? ' - S :

‘Dr. KiMBERLING. All schools with loans will be eligible for the
discount, yes, sir. . o : '

Mr. Weiss. Will the determination then be a blanket determina-
tion for all schools or’will it be determined on a case-by-case basis?

Dr. KimeerLiNG. Well, I can’t guess what the shape of our final
regulations: will be until we- have passed the public comment
period. We are anticipating a blanket application of the discount
provision to institutions not in default, and that have been. good
borrowers over the years, the vast majority of schools. _

We have proposed a separate review process for delinguent or de-

. faulted borrowers, and, as I indicated earlier, that process will have
to take into account the costs'and the benefits of a particular situa-

_tion. It would depend upon the school’s willingness to come cur-
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rent; it could depend on the ndmber of years remaining; just a
whole host of factors. . : ' '

o Thlﬁr_eare very good arguments for not applying the discount to

defaulted institutions. One of the most compelling of which is that

-~ don’t want to'do that.

~ it might serve as an 'ihc'enWhers to default, and we certainly

. But there are other arguments that bankers and other lending

- institutions have conveyed to our- program staff as we have at- -
" tempted to learn haw the private marketplace handles similar situ--
ations. They have indicated that, in many cases, with troubled
loans over the long haul where there is @ high risk that they will
never get a return on their investment, if\they can calculate $1 in
savings, they might offer the distount.

At this time we are seeking public comment. We do not have
final regulations. We are earnestly discussin .the pros and the
cons, and, in any case, I can assure you that we will separately
“ review on an individual basis with intense scrutiny each and every
aplellication from a defaulted institution. =~ _ o ,

r. WEiss. Do the proposed regulations include a different treat-

- .ment for schools which have been delinquent? B :
Dr. KIMBERLING. They do not propose a blueprint for a arate
treatment. They indicate that they will be reviewed separately. We
are eagerly awaiting public comment on what kinds of fadtors _

should be taken into consideration. We would be happy to haye
your views, those of your colleagues, those of any member of th
public who has experience in dealing with these issues. L
. Mr. Weiss. If I understand your testimony, you have told us that
the original idea for the discount legislation or proposal emanated
from counsel for Alaska Pacific; that after the egislation was
adopted, because ‘of your misinterpretation of what followu regu-
latory- provisions- had to be promulgated, you directed Dr. g‘airley :
to undertake negotiations with -Alaska Pacific; that both at the
time that the Department was first approached by counsel for .
Alaska Pacific Qndp at the time that the directive for commencing
. the negotiations: was undertaken, you were aware of the fact that

Alaska Pacific in fact had been delinquent, and had evaded some of
* the requirements of the law as far as attributing resources-and ex-
penses were concerned. T -

Yet, now you are saying that in fact you are going to be review-
~ing .on a case-by-case basis as to whether delinquent institutions
should or should not be included. : L

I am not.sure that I can trace consistency inlthat testimony.
Could you clarify that for us? -
Dr. KiMBERLING. Yes, I would be happy to, Mr. Chairman.
At that time the Inspector General’s report had not made its way-
* through to me. I was not aware of their audit findings showing in-
consistencies in their use of project revenues, and I would simply
say that a good idea is a good idea, regardless of who proposes it:
e think that discounting over the long haul is going to save the
taxpayers an awful lot of money, and we haven’t made any final
- determination of whether we are going to treat delinquent schools
"a8 a class or whether we are going to treat them separately on a

case-by-case basis. _ -
Mr. Weiss. Dr. Kimberling, I am a little bit confused.
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T-have an au_dit report’ from the Office of the Inspector G_er_\éral '
dated June 10, 1983. That certairily is ‘prior to your control mémo.

of November 2, 1983, to whigch Dr. Fairley:responds. . o

So, I think that part of your response is not valid. Your recollec-
tion may be inaccurate ‘as to why. you felt that it was appropriate
to commence negotiations with a school which in fact had beeri de-

linquent and where all of their various manipulations had been al-
ready audited and reported by the Inspector General.

faulty. I would dpoint-out that the Inspector General's audit reports,

once cempleted; in their normal procedures are -forwarded in draft -
* form to the institution and to the program offices for response.

I stand in a management hjerachy a couple of levels above that
program office; and so I do not recall seeing the audit repert from
the Inspector General, even though it may have been conducted- at

"that earlier date. I have no.recollection of seeing it prior to Novem--

If I did; it nevertheless behooves mg te stimulate discussion of
how the discount provision would apply to amy-institution seeking
to exercise the discount authority. )

"~ Dr. KIMBERLING. Mr. Chairthan, my.recollection may indeed be -

Mr. Weiss. Will-you be encouraging s_chools'to'takg_ gdva_ﬁta.ge: of -

- the discourit? - . Ml L
Dr- KiMBeRLING: We will be encouraging all of the nondefaulting -

borrowers to take advantage of theg discount. . o
We will be acceptin Jications from defaulted borrowers -and

- -reviewing them in actordance with whatever procedures appear in

our fina] regulations after we have sifted through public comment.
‘Mr. Weiss. As a matter of fact, the Department intends to hold
workshops on June 4, 5, and 6 in various locations across the coun-

\\tx’y g?n order to assist borrowers in using the discount; isn’t that cor-
~Sueet? - e . .

]

Dr. KiMBERLING. Yes, sir. We have received a number of inquir-

, :, ies, and we feel that it is most cost effective to share that'informa-

““tion with"ihstittitions. in a grou-ff ‘gession rather than one by one.
Mr. Wess. Do you find it equitable ‘to provide discounts fo:

sf;hools that are in default as well as to schools that have always
been current on their loans? . '
Dr. KiMBERLING. | do not -find it equitable to take a course of

“action which would encaurage any school which is not in default to

go into default, and inasmuth as we have to look at matters of
public policy and assui¢-that:we are not providing incentives for
‘tzgt kind of situation, I would absolutely want.to see equitable pro-
cedures. - - . - '
Insofgr -as we are dealing with. millions of dollars that the Gov-

- ernment is losing’ and insofar as we can employ management and

administrative strategies to recapture those funds or to prevent

the instance of defaulted schools, and I can assure you that it is not
going to be.me personally who is reviewing it. This kind of issue is
reviewed by budget people; by attorneys, and by decisionmakers
throughout the Federal Government. ‘.. _

Mr. Wgiss. Does the Department of Education intend to use the
money you collect under the discounts to make new loans?

x

4

- against future losses, I think we do need to look long and hard in
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D:é{minnm.im. We have asked for no new loan authority under

this -program for {,h‘e past 8 years. We would hope that'the money a

- can be used-to he
- aldebt. = . - A
~ * Mr. Weiss. I understand from officials of the Departimient and at -
- OMB that you plan ‘to use the funds repaid under the discount plan
" to pay off the Department’s liability on Treasury borrowings and
. Government National Mortgage Association: certificates.
. Do.you plan to also continue making new loans? - L
.- 'Dr. KIMBERLING. We are under instructions from the Congress to

p serve as a hedge against the increasing nation-’

.. :inake $40 million in new loans this year. That is:the, limit of our

“authority. We would make new loans to the extent that the Con-
. gress would require. us to use funds from the- revolving fund for
- this purpose. We do have a major debt coming due on these Treas-
« ury- Department salessg( Ginny- Mae participation certificates,
. ‘dating back to 1967, 1968. - v S
.. __Those certificates were valued at $451 million in the College
" Housing Program. We have been making steady payments on that -
. qver the last few years-and have reduced our total obligation to -
" Ginhy Mae down to $308 million. That is still a large debt that is
due by 1987, and we want to be certain that there are sufficient
- yesources in the revolving fund so that we are not placed in the
unfortunate position 2 years hence of having fo seek a special one-

time appropriation from the Congress in this huge amount. We -

- think that the discounting provision would gain us the short-term .

in the next couple of fiscal years. . _
Dr. ELMENDORF. Mr. Chairman, may I just make a correction for -
the record? » _ : ' _ S '
. +Mr. Weiss. Yes, Dr. Elmendorf. - o - }
* Dr. ELMENDORE. We hagt also’ asked the Congress for languaﬁe to
implement a rescision of that $40 million so that it would not have -
to be loaned out. - - _ L N
I might add that we have also asked the Congress for an exten-
sion of the deadline date of the loan discount provision to Septemi-
ber 1985, rather than September 1984. - I
‘Mr. Weiss. So, what you have told us is that you do not intend to
» make new loans with the money collected on-the discount, is that

Dr. KiMBERLING. Thatis correct. ... = - :

Mr. Wess. If Congress continued to authorize proceeds from the
revolving fund to be used for new. loans, where would you get the
‘money from? . . . R - R .

Dr. KIMBERLING. I am sorry. Could I have that question again?
~ Mr. Weiss. If Congress continues to authorize proceeds from the
revolving fund to be used for new loans, where would you get the

ey for those new loans? . T : '

~ Dr. KiMBeERLING. Well, any collections from the application of the
\ discount authority would be placed in the revolving fund, so insofar-
+\as Congress would direct -us to -make new. loans, we would be re--

ould include those assets. - e _
. {We ‘have been req}l:ired in’ approsriationﬁ.;--'-langua%e the "last -
ouple of years by both the House and the Senate, to fi

- capital needed to prevent this kind of large onbudget appropriation - °

uired to make those new .loans from, the ;Bgvolvihg- Funq, which - ..

e a plan of "



7

.

actlon for retlrmg the Ginny Mae debt ‘and those lans are on ﬁle
'with“the Appropriations Committee: So, that is a large prlorlty in
the view of the committee chairpersons. .

Mr. WEiss. According to, the budget officials of your Department

_' the College Housing Loan:Program owes approximately $2.8 billion

~in Treasury borrowings and .another $451 million on Government
National Mortgage Assqciation certificates when they mature.
Nows; if you provide discounts on $3 billion in loans outstanding,

: theoretlcally yau could collect ‘as much as $1.5 bllllon

.
%

f—

Where will the Department get' the remaining funds to pay off

the liability to Treasury and tg Ginny Mae? .-
' Dr. ELMENDORP. Mr. Chairman, I think that the assumptlon that

.50 percent of the. schools .would” participate 'in this program is at '

‘best optimistic. When the provision was available under the Aca-
demic Facilities Program, we-had only 17 takers, Looking at the fi-
nancial profiles at the- institutions out there, whom you have ac-

" knowledged are in default, we don’t find they have resources to -

_ take advantage of the discount proVIslon even. if it were om a case-

by-case analysis.
Dr. KIMBERLING. Mr. Chalrman, I would like to add to that

‘1 Helieve that the.costs to the Treasury of. sub81d1z1ng pro- .

“gram are precisely because théy are multiyeat, 3 percent lo&ns, We
are essentially paymg the spread between 3 percent: interest and
+market rate.

If all institutions, h theticallSr were to take advantage of the '

discount, then we would have no need to. pay that money“to the
Treasury at all. That would be the type of savmgs tl{at we agre talk-

T mg about realizing.

Mr. Werss. Do you' not in fact have $2.8 bxlhon that were bor-
rOWed from the Treasury to institute the program and isn’t that re-

) pa able?

r. KIMBERLING ‘Mr. Chairman, I wduld haVe to get some input

‘ from our budget officials on that number.

Mr. "Weiss. Well, I can appreciate that, but 1 get distresged when

you give me such firm, clear-cut amswers on-thg one hand, and
then when I ask you & specxﬁc question about how much is out- -
“standing and how miuch is repayable, you say that you have to -

have sufficient information to be so precise.

Dr. KimBeruinG. I will have our Office of Planmng, Budget and
. Evaluation submit a detadiled analysis of those ﬁgu.res 8ir’,

Mr. Weiss: Thank you. - '

Without objection, we will msert that analysls into. the record at
. this point. _

. [The material follows] S

HUD borrowed $2.811 billion from the Treasury to finance. College Housmg
prOJects The Department of Education has since assumed the resgonslblht for re-
payment of these loans. The current outstanding balance ip $2 6817,324,866. A partial
payment of $123,675,134 was made in April 1979

Mr. Wgiss. Dr. Elmendorf,:you were quoted on April 16, 1984, in
_the Education Daily story about Fisk University as saying, “I don’t .
envision thlS Government getting into the business of ballmg out
colleges.”, . . .

Was that an accurate quotation?

- check that with your people. It just seems to me ‘that you: may not
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Dr. ELMENDORF. That sounds like something I would have said, -
Mr. Chairman. ' o _ ot :
-Mr. WEess. Do you think that the discount reguﬁtion will
amount to a bailout of colleges? . "~ - . . - . :

Dr, ELMENDORF. Well; I' would like to make one point relevant to
Fisk. Fisk at one time was in default.and through a workout plan
‘has brought itself .current in all of these programs. They are no.
longer a defaulted institution. . -

I don’t know how much I can shire with you about the fiscal con-
dition -of Fisk except to say that they could not find the resources
needed to allow them to take advaktage of this provision. That is
what I think I was trying to get to éarlier. I just don't see a lot of
funds lying around that institutions tan use to take advantage of
this provision. = - S .

. Mr. Weiss. Husson College—and I think I am pronouncing it cor-
rectly—of Maine received a college housing loan and an academic -
- facilities loan totaling more than $6 milliorr. Both loans are in de- ;
fault with a total of $2 million in past-due principal and interest. .

Since 1979, Husson has been leasing a -building financed by a .
Federal loan to the Job Corps for' $184,000 a year. .

- Have all the lease revenues been applied to the delinquent debt?

'Dr. KIMBERLING. I believe, Mr. Chairman; the IG’s audit report

. indicates they have not.

Mr. Wess. Kittrell College in North: Carolina received three col-
lege housing loans tetaling $1.4 nvillion. The loans are $236,000 in
arrears. In 1975 Kittrell closed down as a college. I understand-that
the third loan Kittrell received was never closed and, as a result,
Kittrell has not begun paying on that loan. '

Is that correct? o ~

Dr. KiIMBERLING. Yes, sir. : - . : :

- Mr. WEss. Since 1978 the Job Corps of the Labor Department
has been leasing the Kttrell facilities for $60,000. The Job Corps
also spent $500,000 in Federal funds to refurbish the building.®

Why hasn’t the Department of Education demanded that the
lease revenues be used to repay the past-due debt? _

. Dr. KiMBERLING. Mr. Chairman, we are receiving lease revenues
from the Job Corps for their lease on the Kittrell facilities, .

Mr. WEigs. How much of that are you receiving? o

Dr. KIMBERLING. The figures I have show $7,000 per month—I-
am sorry—=3$70,000 per year, it looks like: _ _

I would have to——. . : ' . :

Mr. WEiss. Would you doublecheck that and submit the informa-
~ tion to us? o : _ '

. Dr. KIMBERLING. The information I am given says that we are re-
ceiving Job Corps leasing funds. ' . : Co

Mr. Wgiss. Without objection, we will insert into the pecord your
answer concerning the exact figure. , g :

[The material follows:] - : :

The first lease agreement was consummated in 1978 and Kittrell paid $5,000
monthly ot $60,000 annually. In July 22, 1982, the leasing agreement was revised,
and ED received payment of $77,000 annually. Kittrell requested a moratorium on-
January 31, 1984 on payments for one year 8o that ext’ensi&a repairs could be made

to damaged facilities. However, Kittrell has agreed to make a $19,000 payment on
interest in 1984. , _ i . . . )

263"
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Mr WElss ‘How long have you been receiving those funds'? :

‘Dr. KimMBerLING. The: dates | have here show that we contacted
them in 1982. They made a payment of $70,000 in December 1982,
We had -meetings ‘and followup letters in 1983 and .1984. Negotia-
tions are still underway on that, but we have recelved some of the -
Job Corps funds. S -

I would have to verify that for you, Mr. Charrman o

Mr. Wgss. In essonce, they made a one-tlme payment is that
correct? '

Dr. KIMBERLING. That is the 1nformatron that I have, Mr; Chair-

_ man.

Mr. Weiss. Do you c0nsrder it proper .for schools that are in de--.-

_fault .on their loans to:be leasing federally financed bBuildings to .

"~ I would imagine that in addition to leases with res

other Federal a ﬁdncres and to continue not paylng therr debt to the - .
Department of ation? - . : o
‘Dr. KIMBERLING. No sir. - y 2 '
-Mr.. Weiss. How many_ other schools partrcrpatrng i
program are leasing buildings to Federal agencies? .
Dr. KiMBeRLING. I would have to go back and get recgfds an that .
‘to defaulted -

the loan_ K

. institutions that ‘there are other approved leases with respect to

nondefaulted lnstrtutlons, and I would have to get the numbers on

-that. ——

Mr. WEiss. Would you get. that information to us and submxt iti in .

as much detail as you éan to the commrttee'? 2
» Dr. KIMBERLING. Yes, sir, -
Mr. Weiss. Without obJectlon, the materral w111 be 1nserted mto ,

- the record at this point.

[The material follows:] S
Damel Payne College, Birmingham, Alabama, $2, 500 monthly o F

~ Mr. Weiss. The Inspector-General’s sudits.have found that delin-

quent schools are diverting revenues in order to hide the true prof-
enerated by bulldrnﬁs financed by Federal loans..In the course

t e investrgatlon of this-program, subcommittee staff discovered

a memorandum from one schoo] that the Inspector General did not

~audit. The school'is Ottawa Universit of Kansas. Ottawa received °

four loans totaling ‘$2.4 million. and is-delinquent by $386,000.

~'Ottawa has also been diverting révenues from its pledged projects
- to its general operatronal fund. An 1nt.ernal school memorandqm

"t years allocated financial Aid expense an

states that— . . .

In_grder to avéid’ showmg artificial groﬁt on the operatlon, we have for gome
dministrative costs to those operations. If
we do not recognize these allocations we show a profit of approximately $100,000 on - -

' . operatiops and HUD mll certamly expect us to make substantial debt-service pay

. ments.

‘What are you doing to prevent thls klnd of manlpulatlon, Dr. El-
mendorf?
Pr. ELMENDORF. In this particular case, Mr. Chairman, I would ,

' ‘have to.go back to that statement, of using r urces "that we h4 ve :
* wavailable. We do have independent auditors who are requlred

b

Q-.

Q

lock at the total assets and liabilities of every \institution ‘ev l'y _
other year on the title IV programs. That is information that is -
being submrtted now to the Department of Educatron, and Ibelleve-

"_-_- “ Y
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in conjunction with the Inspector General who gets the repott, we
ought to work out a better way of doing an accounting analysis on
_other higher education programs so that it can be given to the pro-
gram oflgxce for followup. R ' SRR _
- That has worked quite well in. student financial aid programs,
and I think jt can be done in this program, as well.

_ Mr. Wmsﬁl_. Dr. Kimberling, will Ottawa University be eligible for
‘adiscount? - . . ' ST

Dr. KimBeruING, All ingtitutions will be eligible for a discount, ' -
but in light of some of the seripus violations that we have seen
here, if those violations are upheld.and proven—and We do believe

in the due process right of any en»t_if\y\ghat has been audited to re-
spond to the audit with documentary evidefice—and once that due -
.process is complete we would have some reservations about offering
g\discount to an institution that has violated the Federal regula-.
tions. ' S .
Mr. Wess. The Inspector General audité found that schools that
were delinquent on their Department of Education loans were cur-
rent on their private loans. o : . : o
For example, the Inspector General noted that Viterbo College of. .

_ Wisconsin “has not been consistent or equitable in its repayment of -
debt to the Federal Government. It made debtservice payments

| ?nd a}?quired real estate while in arrears on both: its' Federal

oans.” - : _ .

“This school has a total delinquency -of more than $1 million, Does
_this example indicate to you-that some of these schools view the
*Federal Government’s interest as secondary to those of a local

bank, for instance? R : ‘
Dr. ELMENDORF. Mr. Chairman, I would try to answer that ques-

tion by-saying that I think the institutions looking at their own

best interests are going to pay off the highest interest rate loans. I
don’t think we can tolerate that, and one of the things that we

“might propose_is offsetting legislation. Such legislation could pro- -

* vide a negative enforcement tool that would restrict the continuous
flow of student financial aid dollars to an institution that finds
.itself in the position of choosing to an private creditors rather
than meeting their obligation to pay the Department of Education.

- Mr. Weiss. Tennessee Wesleyan College is another example of in-

_ equitable treatment of Federal loans. The school has received $1.3
‘million in construction loans under these programs. Since 1976 the -
‘school has not made any principal payments on these loans, yet.
during that same period Tennessee eanle{)s:,na aid regular pay-

' ments on g loan from a county development r«i). o

Morépver, the school’s financial stateménts indicate net revenues -

-'{‘;,"8? the’ pledged facilities amounted to §96,000 from 1981 through
' _Wb(‘;ld you know why you haven’-t tried to ;_:.ol'lect from those rev-
- -enues? . R T :
Dr. KimBerLING. You are talking about——
. Mr. Wass: Tennessee-Weslegvan. L . . ' .
Dr. KiMsenLiNG. Revenues that are actually placed in a reserve
- account? R - '
\ ~Mr. Weiss. Net revenues from pledged facilities.

‘ .Z-»-nl.ﬂ _,__...,.
: gmo o
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Mr. CoNANAN. Mr. Chairman, is this a public jnstitution or a pri-
fhte institution, by the way? ' T

Mr. WEiss. It is a private institution, but I am¢not sure what dif-

ference that makes.© = ™ N _

Mr. ConanAN. Well, in some of the agreements the Housing and
~“Urban Development Department entered into—or - HEW—under
- .agreements with pyblic institutions, revenues, net revenues from

the dormitory facility had to be deposited in certain accounts and

- were pledged as security for the indebtedness. _ _

' With respect to private institutions, however, generally. there
was no requirement that net revenues be pledged as security. In
most cases, the Government just took out a mortgage lien on the

’ facility instead of requiring pledged revenues from the facility.
' Dr. KIMBERLING. Mr. Chairman, [— '

_ Mr. Weiss. But it is clear that the revenues from those pledged

. facilities were in fact required to be paid back to the Federal Gov-

- ernment. Isn’t that correct? ~

'~ Mr. Conanafi. Well, for a public institution, that is the security

; 'f'(})‘r the indebtédness in the event the public institution defauits on

:‘the loan. . . B

. However, with respect to a private institution, there is generally
\no requirement that the private institution pay from net project
' revenues. The institution can pay from other sources. _

i Dr. KIMBERLING. Mr. Chairman, I do have information that in
1981 they were cited by our Department for not applying the net
revenues to their debt service reserve account. This is one-of the
reserve accounts set up under the program. SR

They claimed ineligible costs of $9,800, and they submitted a

check for that amount to us in November of 1981; The recent finan-
- cial reports indicate that they are running deficits due to a lack of
occupancy in their facilities. _ . :

Mr. Weiss. Regardless of what some general propositions state,:

Mr. Conanan, these IG audits indicated fhat most of these schools
were private institutions to begin with, and that in fact they were
pledged facilities and theK were required to pay those moneys, 80 I
am not sure what the theoretical discussion you are engaged in

, says to us.
?lr. ConaNaN. Let me just clarify something.

' hese private institutions may be required to pay into reserve ac-
counts, but they ate not required to pay from those reserve ac-
counts the principal and interest on the K)an.'Only the-event of a
default are they required to make those Ppayments from the debt
service reserve accourht. ' . : _

. WEIss. Well, but you have defaults here. That is the finding
in these instances. ' '
When the Department finalizes or closes a ‘loan, do you have a
legalirepresentative from the Department at the loan closing? - -
Dr| KIMBERLING. I 'believe our attorney,* Mr. Conanan, can
answer that. ' : . .
- Mr. CoNnaNaN. There isn’t an official or legal official from the
Office of General Counsel at.the loan closin%. L
However, there is a bond counsel genera ly available who repre-

. - sents the institution and the trustee ank, which are signatories to

the instrument under which the mortgage lien or whatever other

~

26 . .
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‘obligations are created. Many of the agreements that are negotiat-
ed betwéen the bank, the Government, as. well as the institution
are standard-form agreements which- were previously approved by
HUD or other attorneys at the Office of General Counsel in the De-
partment of Education. .- : S :

Mr. WEiss. Who then represents the Department’s/legal interest.
at the closing? -
Mr. ConaNAN. The closing itself is—no real title is being con-
veyed at that particular point in time at the closing, and it is not
. necessary for a lawyer from the Department of Education to actu-
ally be present at the closing, but I think the lawyers at the De-
partment of Education are constructively present in the sense that
in case there is a problem or in-case an issue arises from the clos-
}'hgd the lawyers from the Department would be immediately noti-

Mr. WEiss. Who pays the trustee and bond counsel?

Mr. CoNaNAN. I believe the institution itself.

Mr. Weiss. The borrower?

Mr. CoNaNAN. Yes. = | - ' .

Mr. Weiss. Do.you helieve that the Department’s interests are °
.adequately protected by attorneys who are paid by the borrower?

Mr. CoNnaNaN. Well,:it may not be a question of adequately pro-
tected. I believe that there isn’t that much of a risk of something -
going -wrong in thebe closings bécause you have standard-form
ments that are'being negotidted, and: because at the end of
tie closing the institiition must file with the Department of Educa-

on a certified recorded copy of &ny instrument or lien on ‘the .
roject facility, so we get that information so we have evidence
hat all recording steps have been tdaken. :
Mr. WEiss. Do you see any potential for conflict of interest?
Mr. ConaNaN. Wellj in many States the code of professional re-
sponsibility expressly 'allows. attorneys to represent three parties.
For example, in Virginia the code| of professional responsibility -
allows a lawyer to represent the borrower, the seller, and the fi-
nancial institution. : Vo

Mr. Weiss. Well, are they your representatives, the counsel for
the trustee and the bond counsel? -

"Mr. CoNaANAN. Well, they are not official representatives,

Mr. WEiss. Right. - . ) '

Mr. CONANAN. But the point that I think we are trying to make
here is that there may not be any need to have someone present at
- these closings because of the nature of the risks that are involved.
They are very, very small because all of the agreements are stand-
ard-form agreements, in essence. - - S

Dr. KiMBERLING. Mr. Chairman, if there should be any codicils or
modifications to those agreements as they come back to us, they.
are then transmitted to our Office of the General Counsel. So, our
attorneys would review them .if’they vary from the boilerplate lan-
: 'lg)pa e that, as our counsel has indicated, is preapproved and legally

inding. : : : : . )

~ We also verify that the documents are ‘properly recorded and”
properly filed and would have counsel present if there were any

discrepancies——.

\\




.o - -;‘\.'
4 R
e " 264

\

Mr. Weiss. We -had testimony in the’ course of today’s'hear'ing‘

that some of the documentation is never forwarded to the Federal
Reserve bank and, therefore, payments don’t commence hecause
the FRB is not aware .of it. '

Dr. KiMBERLING. We are talking about different sets. of docu

ments. These are the trust indentures and the mortgages which.

- preserve and protect the Government’s right to title in.the event of
private institutions—— . : : o
- Mr. Weiss. We are talking about all the Government'’s interests.
~ It seems to me that if you had your own counsel there that at'least,
he or she would get a co y of the instruments and wou)d know that
. the matter is closed amF would forward’it to the FRB or to you to
- forward to the FRB. . L o ,
Dr. KIMBERLING. But we do get copies of the instruments avail-
able. They are reviewed and counsel is brought ‘in whenever they
vary-from any standard form. -
r. Wess. The current regulations by which the College Hous-

ing Program operates were published in final form, I understand,

“on May 20, 1982, _

Is that correct, Dr. Elmendorf? Or Dr. Kimberling?

Dr. KIMBERLING. Yes." : o '

Mr. Weiss. The regulations contain no dan management require-
ments, v

I have before me draft loan management regulations that {un

derstand were supposed to be included in the final 1982 regula-
tions. They are not. . ' B

- Can you tell me why these regulations were not published?
. Dr. ELMENDORF. Thése regulations, Mr. Chairman, are about to
be published. There was a great deal of controversy in the Depart-
ment relative to 'some of tgtre provisions. We go through an elabo-
, rate review process, but I do expect to see those regulations pub-
_ lished in the near future. . _

| er Weiss. 1 undet;stand that the regulatjons were inadvertently
eft out. . : ' o s

- Dr. KIMBERLING. Mr. .Chairman, if I can recall the history here |

correctly; it was the opinion in the Department that the new regu-
lations ‘pertaining to the loan origination and construction manage-

ment processes were indeed necessary in order to follow up on

some of the items on the 1980 and 1981 GAO reports.

Our understanding initially was that, the loan management regu-

lations provided for under the old HUD regulations were still good
for our Department becauge the procedures did not vary from the
loan management procedures covered under the basic statute.

I understand that in publishing the new reguiations, whicti abol:"
ished the old HUD regulations, the loan management regulations

were inadvertently included. .

We, therefore, at the advice of the Office of General Counsel, pro-
ceeded with reviewing and tightening up our own loan manage-
ment regulations,. andg those are the regulations to which Yyou are
referring that are in the clearance process. '

Because we have been able to exercise our authority under the
basic law under the terms of the old HUD re ulations, which have
been sustained and under the provisions of t?\
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regulations-—which have provided us with sufficient aithority, we

haven’t had \any ,negative impact on our.ability to exercise any of
our enforcement tools. = . -~ : . o
. We do await the publication of our new regulations because we
think they will give us-a little bit stronger platform to stand on.
- Mr. Weiss. When is that intended to take place? B

" Dr. KiMBERLING. Those are now in final departmental clearance. .. -

I don’t believe I have a dae date, but thj}"ar_e in figal reviev. .
Mi. Wess, Dr. Elmendorf, you testified in your opening state-

ment that most of the recommendations of the Inspector General

and the General Accounting Office have been implemented by the

D'elpartment of Education. . ' _

. would like to go over those recommendations with you now.

The Inspector General recommended that the audit and: inspec-

‘tion fees fund be transferred to the Education Department from -

- HUD. We have already established that that has not been done.
_ The Inspector General recommended that a specific length of time
Be established through regulation for the start and completion of
construction. C . - . _
- Has that been done? _ - .
Dr. ELMENDORF. There are two basic things. .

. )
No, sir. We do not completely agree with the Inspector General. -
The 18-month provision we now have in place we feel is satisfac- _

tory and does allow for sufficient protection.. -
r. KIMBERLING. Excuse me, Mr. Chairman.

We agree with a po?
tion, the portion that there must be a fixed time limit prior to, be-
tween loan reservation and ¢onstruction. v
We are currently enforcing an 18‘month time period. The Inspec-

 tor General has indicated that they are fully satisfied with that

portion. _ o

They also recommended a reevaluation.of liousing shortage prior
_ to the final construction commencement; in other words, 18. months
after the application review.

Our view differs from the Inépector General with respect to that -

proviso. We feel the main problem in the past is that there was no
enforcement of any time line for startup of construction and that
18 months is a reasonable timeframe.
~ We also feel that, just as economic conditions in localities can
change one way within an 18-month timeframe, they can change
.another way in another 18-month timeframe. But the Government
. does have a commitment to go ahead with construction, and short-
ages have adequately been noted throu‘?h the -application process
- ~which we have tightened up, and, there
gecond evaluation a scant 18 months later.

‘Mr. Weiss. The Inspector General recommenided that a regula-

tion be issued that provides for the cancellation of a lean. That is
just what you referred to——

" Dr. KiMBERLING. Yes, our policy that we have been enforcing is
to cancel the loans if construction does not commence within 18 -

months.

eral Administrative Regulations}. s

&
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ion of the Inspector General’s recommenda- -

ore, there is no need for a. . .

We do that on the basis of EDGAR [Education Department Gen- . -
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Mr. Weiss. The Inspector General recofymended that the Depart-

ment have legal representation at loan clo: ngs. : '

Has that been done? _ o ' -
_ Dr. KIMBERLING. Well, the Inspector General recommended that

the Department have adequate representation and coverage. We.-
have made sure that we have representation. by the ROFEC engi-
neers in terms of engineering inspection. We do not have our own
counsel present at the closings. I think, as our attorney has indicat-
. .ed,"we do not feel that it is necessary at the time ofy closing with
.'the signing and notarizing of—— : o
+ - Mr. Weiss. OK, so you disagree with the Inspector General's rec-
ommendation on that? ' . : ' '
Dr. KiMBERLING. In short and in that regard, yes.

Mr. Weiss. OK. ' . _

- The GAO recommended in its 1982 discussion paper sent to the
Depdrtment that financial penalties be used against defaulted in-
stitutions. = B : :

Is that being done? . : '

Dr. KiMBERLING. Mr. Chairman, we do not have legal authority
to assess penalties in these programs. That is certainly an idea that
should be explored more. It is one of the extra Tet of teeth that I
think would be very helpful in this program. I

- Mr. Weiss. Have you had under active consideratjon the recom-
mendation of such legislative sanction? t -

Dr. KiMBERLING. I am quite certain that ag a result of this hear-

- ing, we will definitely have it under activegonsideration. ' '
, Mr. Weiss. The GAO .reccommended that delinquent borrowers be
ineligible for all other Federal assistance. © - _

Is that being done? ' ' - '

Dr. KIMBERLING. Delinquent’ borrowers are ineligible for assist-

. ance under the housing programs. We have had the ability to put
‘that into our regulations. We do not have sufficient legal authority,
we feel, to apply that across the board, but we are pursuing the
notion of either offsetting in order to bring delinquencies back into
current status or having some other kinds of prohibitions.

By the way, we are’currently preparing final regulations in our
Title III En! wment Program, and we envision those regulations
}mrring participation by any school in delinquency on a ‘housing
oan. : ' :

. . Mr. Weiss. Before we conclude the hearing, is there anything
further that you, Dr. Elmendorf, or any of your associates want to

' sa{)for the record? L S o

b r(.i ELMENDORF. No, sir. We ‘appreciate the opportunity to be.

eard. - : : :

Mr. Weiss. Well, T tHank you very much for coming at a time

. when I gather it has presented some difficulty to you physically
and personally. a

~ Mr. CoNANAN. Mr. Chairman, excuse me for a second. ,
"Mr. Weiss. Yes. . - ' o

Mr. CoNANAN. You had asked us before when the Department of
Education had foreclosed on Milton College. L 4

"~ Mr. Weiss. Right. - - o

Mr.. CoNANAN. That was a private institution and foreclosure

took place on November 10, 1982. The college was not in' bankrupt-

-
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K or not in any State necewershlp proceedmgs Judgment was--—l
think the foreclosure sale¢ occurred, however, on December 29, 1983.

Mr. Weiss. But isn’t it a fact that when you commenced that
foreclosure proceeding that the college had already closed its oper-
ations as a college? - .

Mr. CONANAN. Yes. . !

—Mr. Weiss. So, you had really not.very much chonce about that. It
was tantamount to worse' than bankruptcy.

If there. are no further statements, let me Just again w thout ob-
jection indicate that we have a series of statements that have been
referred to—if weihave. not received specific authorization—that
will be entered into the record. We may, both on the majority and
mmomty side, have occasion to submit some further questions to
you in writing. We wolld appreciate your respondmg to those as
quickly as you can. We: have a number of instances in which you

E ght permission to submit information for the record and | hope
that you will do that as- expeditiously.as possible. -

he subcommittee at this pomt is ad_]ourned subject to the call of "
the\Chair.

[Whereupon, at 1:20 p.m., the subcomrmttee adJourned to recon-

vene subject to the call of the Chair.]
\
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May 21, 1984

The Honorable Ted Weiss -

-United States House of Representatives’ X4
"B372 Rayburn House Office Building
Washington, DC 20515 ’
Dear Mr. Chairmant

The May 16 Washington Post "Federal Report" article "™fuch Delinquency
Found in College Building Loane" conveyed the erroneaus impression--
generated in a hdaring of your Intergovermmental Relations and Human
Resource Subcommittee--that there is a major delinquency problem in the
federal college facilities loan programs. '

The fact is that of §3.37 billion in outstanding loans to 1,308
" colleges and universities, only 67 institutions are not current in their
payments to the federal government. Of these 67 colleges, 49-have made
loan repayment arrangements with the/Department of lducution and only 18
"are in actual default. Currently, the eum of all missed peyments,
focluding those collegee that are making faysents under special agree-~
ments, is $36.1 million. This ie less than 1.l percent of the total
outetanding, a figure clearly not in keeping with the “much delihquency"
- stated in the Weshington Post .headline. * o

The two loan programs mentioned in the article have helped many of the -

nation's institutions of higher education provide their students with
needed facilities in which to live and receive an education. e ‘federal

. .government has not made any new loeds under the Acedemic Pecilities
Progren since 1973, and the College Houeing Prograw provides new loans
from a revolving 'account of repaid loans.

Our! assvciation ie distressed thet the report of the hearings would
foster the incorrect impression thet colleges ere @busing these baneficiel
faderel programs. The facts do not support euch e contention. Although e
few colleges hive fallen behind in their debt paymedte during periode of

\ financial difficulty, nearly 99 percent of the collegee ere fulfilling
\their commitment to the federal government, It is inappropriste to
tastigate the vast majority of aolleges based on the problems of e very

A . . . .
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of the lhy 15 lubco-n:ltt.e hearing.

We would nppuchto it if this letter could be includod in the record

r .

Sincerely ,"

D. F. Pimn
- Executive Vice l’teddent

Vod .

DF7/sg1 4
Meabers of the Bubcommittee on lntorgovetmntll Relations and

ce?
Hutan Resources
Hubern of the House Subcommittee on Posteecondary Educatioh

&N




CENTRAL MICHIGAN UNIVERSITY

» . . N ._ ~

May 29, 1984

The Hpnorable Tad Welss .

United States House of Representauvoa' ' . . T :
B372 Rayburn House Otfice Building : . . : ¢
Wushlnqton, DC 20515 ) o :

Dear Mr..Weiss: % ' i

1 currently serve as Liaisgn to the College Housing Loan Program for the Assoclation of
College and University Housing Officers--International. Qur Assaciation members are
most upset by recent newspaper articles reporting on the hearings your committee
conducted and the false impression that has been conveyed that there is & major
delinquency problem with the program. Please let ine help you set the record straight.

‘More than $5 biilion has been loaned to universities since approval and funding of’the
Colldge Housing Loan Program in the 1950s. Of the 1308 loans still outstanding only 18
schaols are in actua pefault. About 1% of the funds loaned are in default--99% of the
outstanding loana.z}e current. Any banker in tho country .would be delighted if their
own pertfolio was i) such good shape. . R o

The College Housing Loan Program is one of the best federal programs ever devised=~one
that helps people and is fully repald with interest. .It may well be an example of oné of
the best financial ajd programs available for college students. On my ‘own campus, -
Central Michigan University, we just obtained a $2.47 million loan for energy conservation .
projocts that will save our students $20.million over the next’'10 years. We actually
reduced our room and board rates last year. ; .

Also, we couldn't be happier with the current administration of the pregram by the \
Department of Education. Originally, the program was administered by HHFA in the 50s
and 60s, and later by HUD. The Department of Education began administering .the .
program in June, 1981, and have done, in my opinion an outstanding job for which they
should be comnllmented rather than criticized. 1 have worked with the program since
1963 and I thought another view might-be uséful to your’commln « ‘'Algo attached is an
article I wrote which gives some additional history. ) v

< \

Please make this letter a part of the record of tho May 15 subcommittee hearing. We want -

to do what we can to set the record straight-<the program has een well managed, it is an
excellent ?lzderal program and reiidence halls are an important and integral part of the

i

total edugational growth and development of students. The residence hall role on
canipuses [is one of "Education for Living®. I sometimes wonder if anything is more -
important‘than learning to work apd live with all people. Any support your committed can
give this proqrqm wiil be greatly appreciated by America's colleqe students. -

Slncerely, - . . . .
@ ., ) L { Lo

Jerry Quick ) )
‘Liaison, College Housing Loan Program - e
-Association of College and Unlvorsity Houslh/ Otﬂoers--lntornauonal S o

. - 4.
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JERRY QUICK

. Title IV of the Housing Ac1 of 1950 a1 amonded, authorized the
et

through long-term federal loans (ol up 10 lorty years), in the
construction of rehabilination of tésidence halls, dining halls,
dent vnions, infi es, and family housing. This provision
id universiy ors 1o comider five types of
financing for hausing and food service facilities; (1) govern-
ment appropriations, {2} gifts and grants, (3) revenue bonds,
{4) tederal loam, and (5 a2 comblnmon ol these sources. in
1938, Presid dvised the } g and Home

? dite ¢ tion on some
momoooo n colkge houllng loams on which planning is

been placed under construction. To this end you should
' undertgke, i cooperation with the governing officials of
applicant institutions, to assure that there s no avoidable delay

College Housing Loan Program'
Past Present, and Future

vernment 1o assist insthutions of higher educalion,

fman(e Agancy admlninmov as follows: "“You lhould launch .|

- complete or substantially under way and which.have not yer -

72 -

P
'olher-r_evenue.:. Inraddition, there is a general oblig onthe
part of the berroWing insti Public schogls usually pledge

only project revenues, since the good falth and:credh of the
sate is considered sufficient security for the lovestment.
. Alter HUD purchates the bonds—ingle, reglsiered, os

mond, Virginia, for salekeeping. The Federal Reserve Bank dlso
acts as fiscal agent for HUD by sending bills and collecting
payments, and it provides reports on the status of the program
. and bonds on a monthly and quarterly bash. .
The controlling loan documents used are! (1) trust inden-
tures, for private schools,- which require a irustee bank;
A bond redolutions, for public schools; with the treasurer of -
the school as trustee; (3) loan agreemants, lor both private and
public schools; and (4) a note-marigage, which, in some cases, . .
may be used 10 secure the Idan. These documents specify the
terms and conditions of the loan and are binding on all parties
concerned, In addition, HUD has kssued a College Housing -
Handbook and has published regulations to clarily the policies
and procedures. For example, HUD exercites the right to

in_she gommencement of construction on college hausing
. ptogram projects. iri thu case, again, federal advances for
.| construction should -be usted to the exien| necessary to
. accomplish this purpose.” This sense of urgency oa the pan of
Prasidens Eisenhower, as well a1 the rapidly expanding enroll-
rgnty &t colleges and universities actosy the country, led 10

1 g

. [ (HUD). This past yéar. the program was transferred 1 the new
-4 tederal Deparimen of Education. However, HUD will con-

rapld construction of houting and food service tacllities in the..

1950 and 1960y The program, generally known as the College -

Housrig Loan Program, was originlly administered under the-
. Hoysigg ant Home ilnance ‘Agency (HHFAI, ‘which: lalov’_
. became the Oepaumcm of Homlng andUrbsn Devdopmom .

tinue 10 administer thq program untll.such time & the *

defaults In loan modifications through the trusiee
_bank, md only the central office has the authority to approve
such actions.
© Many universities malne use of what is commonly Imown ”
*pyramid financing.” This i really sysiemwide fingncing, or
open and financing, through which all of the existin} housing
facilhies on a campus or in a-multicampus system, debi free and
otherwise, are brought under a single operating systeln, with
the earnings of the system, incfuding those of the propased
projects, pledged 10 amontize the bonds. Both the bond lisJley
sold privately and the issues sold to the government have equal
chaim on the revenue of the entire system, Another important
feawre of this form of financing is that provision is made for
) ﬁnure bond‘ 10 be issued under what s known as “open-end
ei," whenevir the linancial positign of the operating

_ Depaniment of tducation is prepared 10 absorb the f
< -] Thetomplete ramsler Is anticipated 16 take place in june, 1981.

. 1 - Under lhedum loan progtarm, the Secretary-of the Depiri-
v ment of H g and Urban Devel utilizing botrowing

sAequires and obtains all pledges and secufities custormarily

suthoray from lhe Treasury Depanmcm purchases revenue ,
"-bonds nsued by eligible borrowers, ds defined ig Thie 1V,
. Oanenlly the logm aré smanized over forty years whh al%.

" iferest rate and can cover 100% of the cost of 3 pvosea HUD .

* pvocated with private-market bond ﬂnancmg Many of the: '_
‘bonds originatly purdmed by HUD werelater, mold anithe

.yumwlll pﬂmllM ltwas lhhlmulmuredm rovided the
Hexibility colleges and ded o eet the de-
mind for housing and dining facflities as enrollments kept
- incteasing in the 19503 and 1960s.
"> Through the year 1977, the direct ldan-program had a bond
- ponlono thay conwed of app.onnmply b zsobouowm, with

B g o.' ’

Mr A ik n ’Axmum Vice. Pm:dm Ior Reuden«! and Auxiliaey .
vices #C Cefieal Michigan Univeniity The suthoc arimwhd]u

ntheant ¢entdibytions 1o thiy anicle Imm the-foliowing- Mr Neéwelt -

,:oupon—mey are sent to the Federal Reserve Bank in Rich- .|

i " private macket. St Duwéctor of Universiry Housing,” Unwveysiry of Wiscoosin,
R i . Intheckenta private school, uxumy is generally satiylled | Wf’“‘“’ Direstor of the b Collese W"ﬁ'y“‘"""l""‘ M Jack -
. £y s morigage on the completed preject, and/or Tand when m"‘"l' me ,bwm , vivte of Housing .md Director
. dnmed necepary, nnd by 2 pledgeol projectrevenues M\d/of 1 ‘orthe fouluehﬂ. Centpr, Central Michigat Unuveritty fnow umod;.
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| 3,234 loans having an cutstanding balance of $3-billion: the
public sector had 954 loans valued at $1.2-billion, and the
private sector had 2,235 loans vaiued at $1.6-billion. These loans
teprésenied 819000 reudence hall units and 29.000 hospital
units {food-service and student-union- facilities are not in.
cluded i these fifures). Since 1977, no new lederal monies
have been appropriated fot tdans, but 3445-million has been
made available from repayments received on previous lgans,
Under the direct loan program, apprositately $160-million

In prinaipal and interest is paid back annualiy to the Treasury.
There is no legislative authority to forgive any part of the
indebiedness, 10 write down thé loan, or to discount the
bonds in tecent years, appronm}ly one half of the amount
of 1he annual repayments has bren made available for new
loans. Thé balance of thevepayments has been used to retire
oumnndms bonds and to offset costsipl administering the
College Housing Loan Program. Congress has to authorize the
revolving-fund use of the repay s for loan purp each

million repaid directly to the Treasury.
The defadit rate on the ditect loan program ha\ beeh les
than 1% Collegm and universities have an excellent history of
probably the highest of any group in a lederal
. loah pmlum Cunemly, the voul amount of lpans outstand.

due | 07%).

" In addwion 10 the direct loan program, there are-some 450
‘nterest grants: jinterest subsidies) in support of some $860-
mitionin private-market bond sales. Grant paymentsare made
semiannually and toral $22-million a year. The grant agree-
ments have a recall provision thatthe government can exerche
in order to obtain moré lavarahle interest rates. The Borrowing
duthority for this program was rescinded in fiscal year 1974

fuel ¢ ption or other operating costyof existing eligible

housing dnd related dining facilities. “The balance went (3¢ new

houwng apd related dining faciliies o alleviate a current
student-housing shortage. i any money remained aher theé
above iwo priority categories were filled, provision was made

yedr. it has the option, of c'oupgol having me entire $160- -

ing exceeds $3-billiop. with only ‘N-mllhon in loans over-*

Up to 3% of the $83-million available for college housing
loans in fiscal 1960 was reserved for refiabilitation to reduce

comstruction or lof the acquisitionror rehabllitation of siudent |

-

for the construction, acquisition, and, rehabilitation of faculty
housing. in the category of new comiruction or acquisition of
lIudenI housing, up to 30% of the loan fundywere reseryed for
ltutions with full-time of fewerthan 3,000; 20%
for intitutions wjth enroliments of 3,000-4,999; 15% fot institu.
tions with enrgliments of 5,000-5,999; and 10% fos insthutioms
with enroliments of 10,000 or more. Nat less than 10% of the
total funds avallahle were ‘reserved for historically black

- colleges.

What i the future of the College Housing Loan Programi: .
Energy conservation and rehabilitation of facilities will con™”
tinue to be the emphasis of the program, since the age of most
of higher education’s faciities is approaching twenty years. The
real future of the program may be determined by how well -
housing officers across the country articulate.their needs and

. goncerns to the Department of Edycation and to thelr senators
. and representatives in Congress. It is important to point out

that no new money is required-—it is only necessary to recycle
the existing money that is being repaid by universities. Current

interest rates prohibit most schools from borrowing money on

the open market for new consttuction ot rehabllitation.
Significant sums of money are going to be required in the
futire to rehabilitate buildings that are twenty years old or
older. Buildings are alo going 10 require extensive remodeting |
10 meet the changing needs of ‘the students of the 1900s.
Unlortunately, too, most restdences and dining facilities were
bulit duting an era of cheap energy ard will require much
retrofiting to meet the current need for energy conservation.
The College Houung Loan Progtam is existing now only
because housing officers have been vocal in their support of
he progtam. It is essential that they be even more aggressive in
‘eipretsing their strong wupport and urgent need for continua-
tion of the program. ﬂ\eve is a new Department of Educatio %
and a new app b to educste,
housing officers must do the educifing. The continuation of
the College Housing Loan Program is vital to satisty the housing
needs of stugdents in the 1900s. 1t Is perhaps one of the best
federal progipaim ever devived—one that helps peopleand is
tully repaid with interest. Housing offlcens must show strong
mppon for the progtam if they axpect it to-be continued.
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