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March 20, 2014

Mr. Sewell Gelberd, Owner : UPS Tracking Number:
Academy of Cosmetology o ' 1ZA5467Y019611386
1110 Barnwell St.

~ Columbia, SC 29201

RE:  Final Program Review Determination
OPE ID: 03088300
PRCN: 201230427939

Dear Mr. Gelberd:

The U.S. Department of Education’s (Department’s) School Participation Division - Atlanta
issued a program review report on July 18, 2012 covering Academy of Cosmetology’s (AQC’s)
administration of programs authorized by Title IV of the Higher Education Act of 1965, as
amended, 20 U.S.C. §§ 1070 et seq. (Title [V, HEA programs), for the 2011 and 2012 award
years. AOC’s final response was received on December 28, 2012. A copy of the program
review report (and related attachments) and AOC’s response are attached. Any supporting
documentation submitted with the response is being retained by the Department and is available
for inspection by AOC upon request. Additionally, this Final Program Review Determination
(FPRD), related attachments, and any supporting documentation may be subject to release under
the Freedom of Information Act (FOIA) and can be provided to other oversight entities after this
FPRD is issued.

Purpose:

Final determinations have been made concerning all of the outstanding findings of the program
review report. The purpose of this letter is to: (1) identify liabilities resulting from the findings of
this program review report, (2) provide instructions for payment of liabilities to the Department,
(3) notify the institution of its right to appeal, and (4) close the review.

Due to the serious nature of several of the enclosed findings, in the normal course, this FPRD
would have been referred to the Department’s Administrative Actions and Appeals Service
Group for its consideration of possible adverse administrative actions. Since AOC is no longer
participating in the Title IV, HEA programs, this FPRD will not be referred at this time;
however, should AOC apply for reinstatement in the future, in addition to meeting all other
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requirements, these findings wi_ﬂ need to be addressed. Please note that the appeal instructions
contained herein apply only to the dppeal of the financial liabilities established in this FPRD.

The total liabilities due from thé institution from this program review are $717,866.00.

This final program review determination contains detailed information about the lability
determination for all findings.

Protection of Personally Identifiable Information (PII): -

PII is any information about an individual which can be used to distinguish or trace an
individual's identity (some examples are name, social security number, date and place of birth).
The loss of PiI can result in substantial harm, embarrassment, and inconvenience to individuals
and may lead to identity theft or other fraudulent use of the information. To protect PII, the -
findings in the attached report do not contain any student PII. Instead, each finding references
students only by a student number created by Federal Student Aid: The student numbers were
assigned in Appendix A, Student Sample.

Appeal Procedures:

This constitutes the Department’s FPRD with respect to the liabilities identified from the July 18,
2012 program review report. If AOC wishes to appeal to the Secretary for a review of monetary
liabilities established by the FPRD); the institution must file a written request for an
administrative hearing. The Department must receive the request no later than 45 days from the
date AOC receives this FPRD. An original and four copies of the information AOC submits
must be attached to the request. The request for an appeal must be sent to:

Ms. Mary E. Gust, Director

Administrative Actions and Appeals Service Group
U.S. Department of Education

Federal Student Aid/PC

830 First Street, NE - UCP3, Room 84F2
Washington, DC 20002-8019

AOC’s appeal request must:

(1) indicate the findings, issues and facts being disputed;

(2) state the institution’s position, together with pertment facts and reasons supporting its
position;

(3) include all documentatlon it believes the Department should consider in support of the
appeal. An institution may provide detailed liability information from a complete file
review to appeal a projected liability amount. Any documents relative to the appeal that
include PII data must be redacted except the student’s name and last four digits of his /
her social security number (please see the attached document, “Protection of Personally
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Identifiable Information,” for instructions on how to mail “hard copy” records contairﬁng
PII); and L ) ‘

(4) include a copy of the FPRD. The program review control number (PRCN) must also
accompany the request for review.

If the appeal request is corrilplete and timely, the Department will schedule an administrative
hearing in accordance with § 487(b)(2) of the HEA, 20 U.S.C. § 1094(b)(2). The procedures

followed with respect to AOC’s appeal will be those provided in 34 C.F.R. Part 668, Subpart H. _

Interest on the appealed liabilities shall continue to accrue at the applicable value of funds
rate, as established by the United States Department of Treasury, or if the liabilities are for
refunds, at the interest rate set forth in the loan promissory note(s).

Record Retention:

Program records relating to the period covered by the program review must be retained until the
later of: resolution of the loans, claims or expenditures questioned in the program review; or the
end of the retention period otherwise applicabie to the record under 34 C.F.R. §§ 668.24(e)(1),

(€)(2), and (e)(3).

The Department expresses its appreciation for the courtesy and cooperation extended during the
review. If the institution has any questions regarding this letter, please contact Robert Scott at
(404) 974-9300. Questions relating to any appeal of the FPRD should be directed to the address
noted in the Appeal Procedures section of this letter. ,

Sincerely,
(b)(6); (b)(7(C)

Charles Engstrom /
Division Director

Enclosure:
Protection of Personally Identifiable Information

cc: Penny Sweatman, Financial Aid Administrator
National Accrediting Commission of Cosmetology Arts and Sciences
South Carolina Department of Labor, Licensing and Regulations



PROTECTION OF PERSONALLY IDENTIFIABLE INFORMATION

Personally ldentifiable Information (PIl) being submitted to the Department must be
protected. Pll is any information about an individual which can be used to
distinguish or trace an individual's identity (some examples are name, social
security number, date and place of birth).

PIl being submitted electronically or on media (e.g., CD-ROM. floppy disk, DVD)
must be encrypted. The data must be submitted in a .zip file encrypted with
Advanced Encryption Standard (AES) encryption (256-bit is preferred). The
Department uses WinZip. However, files created with other encryption software are
also acceptable, provided that they are compatible with WinZip (Version 9.0) and
are encrypted with AES encryption. Zipped files using WinZip must be saved as
Legacy compression (Zip 2.0 compatible).

The Department must receive an access password to view the encrypted
information. The password must be e-mailed separately from the encrypted data.
The password must be 12 characters in length and use three of the following: upper
case letter, lower case letter, number, special character. A manifest must be
included with the e-mail that lists the types of files being sent (a copy of the
manifest must be retained by the sender).

Hard copy files and media containing Pll must be:

- sent via a shipping method that can be tracked with signature
required upon delivery

- double packaged in packaging that is approved by the shipping agent
(FedEx, DHL, UPS, USPS)

- labeled with both the "To" and "From" addresses on both the inner

and outer packages
- identified by a manifest included in the inner package that lists the
types of files in the shipment (a copy of the manifest must be retained

by the sender).

Pll data cannot be sent via fax.
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A. Institutional Information

Academy of Cosmetology

5117 Dorchester Rd.

Charleston, SC 29418-5667

Type: Proprietary

Highest Level of Offering: Diploma

Accrediting Agency: National Accrediting Commission of Cosmetology Arts & Sciences
Current Student Enrollment: 51 (2012)

% of Students Receiving Title [V, HEA funds: 84% (2011)

Title IV, HEA Program Participation (Funding Data Summary/PC Net):

2011
Federal Pell Grant (Pell) - $389,335.00
Federal Supplemental Educational Opportunity Grant (FSEOG) $ 8,533.00
William D. Ford Direct Loan - ' $457,962.00

Default Rate FFEL/DL: 2010 22.2%
2009  94%
2008 5.0%
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B. .Sc0pe of Review

The U.S. Department of Education (the Department) conducted a program review at
Academy of Cosmetology (AOC) from May 7, 2012 to May 11, 2012. The review was
conducted by Robert Scott, Melody Parker-Venable and Pamela Clemmer.

The focus of the review was to determine AQC’s compliance with the statutes and
regulations as they pertain to the institution's administration of the Title IV, HEA
programs. The review consisted of, but was not limited to, an examination of AOC’s
policies and procedures regarding institutional and student eligibility, individual student
financial aid and academic files, attendance records, student account ledgers, and fiscal
records.

A sample of 30 files was identified for review from the 2011 and 2012 (year to date)
award years. The files were selected randomly from a statistical sample of the total
population receiving Title IV, HEA program funds for each award year. Appendix A
lists the names and social security numbers of the students whose files were examined
during the program review. A program review report was issued on July 18, 2012.

Disclaimer:

Although the review was thorough, it cannot be assumed to be all-inclusive. The absénce
of statements in the report concerning AOC’s specific practices and procedures must not
be construed as acceptance, approval, or endorsement of those specific practices and
procedures. Furthermore, it does not relieve AOC of its obligation to comply with all of
the statutory or regulatory provisions governing the Title IV, HEA programs.

C. Findings and Final Determinations

Resolved Findings

Findings 3,4, 8,9, 12,14 -17,19, 20,22 - 25 and 28

AOC has taken the corrective actions necessary to resolve findings 3,4, 8,9, 12,14 - 17,
19, 20, 22 - 25 and 28 of the program review report. Therefore, these findings may be
considered closed.

Findings with Final Determinations

The program review report findings requiring further action are summarized below. At
the conclusion of each finding 1s a summary of AOC’s response to the finding, and the
Department's final determination for that finding. A copy of the program review report
issued on July 18, 2012 is attached as Appendix D.
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Note: Any additional costs to the Depariment, including interest, special allowances, cost
of funds, unearned administrative cost allowance, etc., are not included in individual
findings, but instead are included in the summary of liabilities table in Section D of the
report. ‘

Finding #1. Lack of Administrative Capability

Citations: 34 C.F.R. § 668.24 (a), states that an institution shall establish and maintain,
on a current basis, any application for Title IV, HEA program funds and program
records that document—

(1) Its eligibility to participate in the Title IV, HEA programs;

(2) The eligibility of its educational programs for Title 1V, HEA program funds;

(3) Its administration of the Title IV, HEA programs in accordance with all
applicable requirements;

(4) Its financial responsibility, as specified in this part;

(3) Information included in any application for Title IV, HEA program funds; and

(6) Its disbursement and delivery of Title IV, HEA program funds.

An institution shall account for the receipt and expenditure of Title [V, HEA program
Jfunds in accordance with generally accepted accounting principles. An institution shall
establish and maintain on a current basis—

(i) Financial records that reflect each HEA, Title IV program transaction;
and '

(ii)  General ledger control accounts and related subsidiary accounts that
identify each Title IV, HEA program transaction and separate those
transactions from all other institutional financial activity.

In addition, 34 C.F.R. § 668.32 of the General Provisions states that a school
participating in the FFEL Program is eligible to receive Title IV, HEA program
assistance if the student—

(i) Is a regular student enrolled, or accepted for enrollment, in an eligible
program at an eligible institution;

(ii)  For purposes of the FFEL and Direct Loan programs, is enrolled for no
longer than one twelve-month period in a course of study necessary for
enrollment in an eligible program; or

(iif)  For purposes of the Federal Perkins Loan, FWS, FFEL, and Direct Loan
programs, is enrolled or accepted for enroliment as at least a half-time
student at an eligible institution in a program necessary for a professional
credential or certification from a State that is required for employment as
a teacher in an elementary or secondary school in that State;
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For purposes of the FIFEL and Direct Loan programs, is at least a half-time student, Is
not enrolled in either an elementary or secondary school.

Noncompliance: During the review, the following areas of Title IV non-compliance
were noted and are considered to demonstrate a lack of administrative capability by
Academy of Cosmetology in administering the Title IV Federal Student Aid Programs.

o [nstitution Not Following Its Own Policies ,
e Satisfactory Academic Progress (SAP) Policy Inadequate
e Leave of Absence Déficiencies

e [Failure to Perform Entrance/Exit Counseling
Return of Title IV (R2T4)

Verification Violations

Aggregate Loan Limits Exceeded

Excess Cash Maintained

Inaccurate Ledgers

Cost of Attendance/Need Fxceeded

Missing ISIRs

Prior Year Charges

Lack of Internal Controls

Required Action: Fach of the above listed areas was discussed more fully in the
remainder of the Program Review Report (PRR) which outlined the actions necessary for
the Academy of Cosmetology to correct the deficiencies. In response to this finding the
institution was to submit to the Department a comprehensive plan to improve the school’s
administrative capability.

Final Determination: This finding was not fully addressed by AOC’s reéponse. Asa
result of AOC’s closure and loss of eligibility in the Title IV programs, effective
February 1, 2013, no further action is required with respect to this finding.

Finding #2. Inaccurate COD/Ledger disbursement dates

Citation Summary: 34 C.F.R. § 668.24(c), Student Assistance General Provisions,
states the records that an institution must maintain in order to comply with the provisions
of this section include, but are not limited to, the date and amount of each disbursement
or delivery of grant or loan funds, and the date and amount of each payment of Federal
Work Study wages.

34 C.F.R. § 668 24(d), Student Assistance General Provisions, states an institution shall
maintain required records in a systematically organized manner. A school’s fiscal
records must provide a clear audit trail that shows that funds were received, managed,
disbursed, and returned in accordance with federal requirements.
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34 C.F.R. § 690.75, Determination of Eligibility for Payment, states that for each
payment period, an instilution may pay a Federal Pell Grant to an eligible student only
after it determines that the student—

(1) Qualifies as an eligible student under 34 CFR Part 668, Subpart C,

(2) Is enrolled in an eligible program as an undergraduate student; and

(3) If enrolled in a credit hour program without terms or a clock hour program,
has completed the payment period as defined in $§668.4 for which he or she has
been paid a Federal Pell Grant.

34 C.F.R § 685.303, Processing of the Proceeds of a Direct Loan, states that schools
shall follow the procedures for disbursing funds in 34 C.F.R. § 668.164.

Noncompliance Summary: The reviewers found that the disbursement dates in the
Common Origination and Disbursement System (COD) did not match the disbursement
dates on the student ledgers at the school.

Required Action: The issue was systemic across both award years and affects both
grant and loan funds. The institution was to reenter the COD system and adjust the COD
disbursement dates for any Title IV disbursements made for the 2010-2011 and 201 1-
2012 award years so that they accurately reflected the actual disbursement dates shown
on the student ledgers.

The school was to inform the Department of when this corrective action was expected to
be resolved and provide written assurance that the adjusiments had been made. Further,
the institution was to update its procedures for processing Title IV funds and provide a
copy to the Department detailing resolution of this issue.

AOC’s Response: The institution provided what appears to be a copy of procedural
steps on how to access COD to update student records; however, a formal reply was not
submitted nor was written assurance provided that the adjustments had been made or
were being made. The institution was contacted for additional information on this
finding; however, no subsequent information was ever received.

Final Determination: Under normal circumstances, the institution would be required to
reenter the COD system and adjust the COD disbursement dates for Title IV
disbursements made for the reviewed award years so that the actual disbursement dates
are accurately reflected. However, the institution has closed and Title [V funding for the
reviewed award years is identified as a liability pursuant to other findings. Therefore no

adjustments are necessary.
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Finding #5. Early/Late Disbursement of Title IV Funds

Citation Summary: 34 C.F.R. § 668.164, Disbursing funds, states that an institution
must disburse title [V, HEA program funds on a payment period basis. An institution
must disburse title [V, HEA program funds once each payment period unless—
(i) For FFEL and Direct Loan funds, 34 C.F.R 682.604(c)(6)(ii) or 34
C.F.R. 685.301(b)(3) applies;
(ii)  For federal Perkins Loan, FSEOG, Fi ea’eral Pell Grant, ACG and
National SMART Grant funds, an institution chooses (o make more than
one disbursement in each payment period in accordance with 34 C_F.R.
674.16(b)(3), 34 C.F.R. 676.16(a)(3), 34 C.F.R. 690.76, or 34 C.F.R.
. 691.76, as applicable; or
(iii)  Other program regulations allow or require otherwise.

34 C.F.R. § 682.604, Processing the borrowers loan proceeds and counseling borrowers,
states that unless the provision of 682.207(d) applies, if a loan period is more than one
payment period, the school must deliver loan proceeds at least once in each payment
period; and for a loan certified under 682.602(f)(1)(i)(B), the school may not make the
second delivery until the student successfully completes half of the number of credit hours
or clock hours and half of the number of weeks of instructional time in the payment
period. The school must deliver loan proceeds in substantially equal installments and no
installment may exceed one-half of the loan.

Noncompliance Summary: The reviewers found instances where loan proceeds were
either drawn down too early or were not posted to the student ledger within the awarded
payment period. Proceeds not posted within the awarded payment period were posted in
subsequent payment periods.

Required Action Summary: The school’s response to this finding was to explain
corrective actions the institution would take to ensure the correct disbursement of
Federal funds in the future.

Due to the extensive errors discovered during the review, the institution was also to
review all of its files for the reviewed award years for all students who received Title 1V
Sfunds to determine those studenis for whom Title IV aid was not disbursed properly.
Once the institution completed its file review, it was to provide a list of all students
identified by its file review whose Title IV aid was not disbursed/posted timely.

The institution was also to update its procedures to ensure that the errors did not
reoccur. A copy of the institution’s revised policies and procedures for disbursement of
funds was to also be included with the institution’s response. The institution was to
engage an Independent Auditor (I4) to test the file review completed by AOC. The IA
was to develop a set of procedures designed for testing the accuracy and completeness of
the file review. The auditor was also supposed to supply a confirmation statement that
the file review conducted by AOC was accurate.
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AOC’s Response: The institution stated that it recognized that it did not always disburse
Title IV, HEA program funds in accordance with Federal regulations or institution policy
and that it had made disbursements prior to the determination of the students being
eligible to receive them. The institution also recognized that in a clock hour program, a
payment period is the period of time in which the student completes the number of clock
hours in the payment period prior to becoming eligible for a subsequent disbursement.
The institution completed a review of all posted disbursements of Title IV funds outlined
those funds that were improperly disbursed.

The institution claimed that it had received improperly, $7,890.25 of ineligible funds, and
that it received early and without proper determination, $333,318.00 of Title IV aid, but
that students otherwise became ellglble for those funds at a later date.

Final Determination: The institution did not submit an updated copy of its procedures
as required by the PRR. The institution was contacted for additional information
regarding this finding multiple times; however, no additional information was received.

Additionally, AOC was required to perform a file review to respond to this finding, and
have that file review attested to by an Independent Auditor (IA) and submit the results of
that review to this office. Although a file review was completed by AQC, the institution
did not have the results attested'to by an IA. The institution was contacted regarding the
lack of an IA attestation, both verbally and in writing. These contacts were done by
email on December 20, 2012, and on March 12, 2013 as well as via letter on January 16,
2013. Phone calls were also made to the institution over a period of several months
starting in December 2012 and ending in March 2013. The owner declined to have the
IA step completed stating the Department would have to use the information already
received. :

IA attestation is confirmation from an approved third-party Certified Public Accountant
that required actions have been taken, are clear, and any corrections necessary have been
accurately made. TA attestation was required and necessary because AOC’s student files
and fiscal records were incomplete, missing, unreliable and institution officials were not
confident of which information was correct.

Based upon records the institution had on hand, it was impossible to determine if AOC
had properly accounted for Department funds and credited student’s ledgers properly.
After requesting extensions to respond to the PRR on October 19, 2012, December 21,
2012, and January 31, 2013, AOC submitted an incomplete response to this finding that
this office cannot reasonably rely upon to establish liabilities. Consequently, the
Department has determined that all funds disbursed to students for the 2010 — 2011 and
2011 - 2012 award years are a liability.
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Pell FSEOG | EALF
Liabilities | (Closed DL
Award
Year)
AY 2011 $389,335.00 | $6.400.00
AY 2012 $254,050.00 | $2,512.00 [%
Subtotal $643,385.00 | $8,912.00
Interest/SA $14,451.00 | $243.00
ACA R $292.00
Subtotal $14,451.00 | $535.00
TOTAL $657,836.00 $9,447.00 $50 582 00
Payable To: 'téls B
Department | $657,836.00 | $9,447.00 | $50,582.00 | $717,866.00

See Appendices E and F regarding liabilities. Additionally, a Final Audit Determination
letter was sent to the institution on September 24, 2013 based upon multiple years of
missing audits that have not been provided to the Department that identified as habilities
all funds for which an accounting was not provided.

Finding #6. Pell Under Award

Citation Summary: 34 C.F R § 690.62, Federal Pell Grant Program, states that the
amount of a student’s Pell Grant for an academic year is based upon the payment and
disbursement schedules published by the Secretary for each award year.

Noncompliance Summary: The reviewers identified three students for whom Federal
Pell Grant funds were under awarded.

Required Action Summary: The institution was to provide a copy of its updated
procedures to ensure that future students are not under awarded Federal Pell Grant

funds.

Due to the errors discovered during the 2010 - 2011 award year, the institution was to
review all of its files for the reviewed award years for all students who received Pell
Grant funds to determine if the funds were properly disbursed and/or prorated. Once the
institution completed its file review, it was to provide a list of all students identified.by its
file review who had funds that were incorrectly prorated or disbursed.
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The institution was to engage an IA to test the file review completed by AOC. The IA was
to develop a set of procedures designed for testing the accuracy and completeness of the
file review. In addition, the auditor was to supply a confirmation statement that the file
review conducted by AOC was accurate.

AOC’s Response: The institution claimed that Pell under awards occurred due to
improper calculation of eligibility based on pro-rated hours of the award year. The
institution concurred with findings related to student eligibility, specifically related to
proper calculation of Federal Pell Grant eligibility for students during the review period
in question. The institution stated that it removed the calculation of Pell eligibility from
an antiquated system to a modern automated system with the change to the new third
party servicer. '

The institution alleged that in addition to the three student files identified by the program
reviewers, there were 15 additional improperly paid students for a total of $16,410 of
under awarded Pell proceeds.

Final Determination: AOC was required to perform a file review to respond to this
finding, have the file review attested to by an A, and submit the results of that review to
this office along with the IA’s attestation. While it appears that a file review was actually
completed by the institution, it was not attested to by an IA and the institution refused to
do so. AOC was contacted both verbally and in writing multiple times regarding this
matter and the owner declined to have an IA attestation completed stating that the
Department would have to use the information already received.

Given the liabilities established for other findings, no additional action is required
regarding this finding.

Finding #7. Verification Violations

Citation Summary: 34 C.F.R. § 668.51 states that an institution shall establish and use
written policies and procedures for verifying information contained in a student aid
application in accordance with the provisions of this subpart. These policies and
procedures must include —

(1) The time period within which an applicant shall provide the
documentation; ’

(2) The consequences of an applicant’s failure to provide required
documentation within the specified time period;

(3) The method by which the institution notifies an applicant of the results
of verification if; as a result of verification, the applicant’s EFC
changes and results in a change in the applicant’s award or loan,

(4) The procedures the institution requires an applicant to follow fo
correct application information determined to be in error.
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34 CF.R. § 668.54 states that if an institution has reason to believe that any information
on an application used to calculate an EFC is inaccurate, it shall require the applicant to
verify the information that it has reason to believe is inaccurate.

34 C.F.R §668.55, Updating information, states that an applicant is required to
update—The number of family members in the applicant’s household and the number of
those household members attending postsecondary educational institutions, in
accordance with provisions of paragraph (b) of this section; and his or her dependency
status in accordance with the provisions of paragraph (d) of this section.

If the number of family members in the applicant’s household or the number of those
household members attending postsecondary educational institutions changeés for a
reason other than a change in the applicant’s marital status, an applicant who is selected
for verification shall update the information contained in his or her application
regarding those factors so that the information is correct as of the day the applicant
verifies the information.

34 C.F.R ¢ 668.56(a), Items to be verified, states that an institution shall require an
applicant selected for verification under 668.54(a)(2) or (3) to submit acceptable
documentation described in 668.57 that will verify or update the following information
used to determine the applicant’s EFC:

(1) Adjusted gross income (AGI) for the base year if base year data was used in
determining eligibility, or income earned from work, for a non-tax filer.

(2) U.S. income tax paid for the base year if base year data was used in
determining eligibility.

(3) For ari applicant who is a dependent student, the aggregate number of family
members in the household or households of the applicant’s parents if—

YT (4) The applicant’s parent is single’ divorced, separated or widowed and the
aggregate number of family members is greater than two, or
(B) The applicant’s parents are married to each other and not separated and
the aggregate number of family members is greater than three.

34 C.F.R §668.57, Acceptable documentation, states that an institution shall require an
applicant selected for verification to verify AGI and U.S. income tax paid by submitting
to it, if relevant

(1) A copy of the income tax return of the applicant, his or her spouse, and his or
her parents. The copy of the return must be signed by the filer of the return or

by one of the filers of a joint return;
(2) For a dependent student, a copy of each Internal Revenue Service (IRS) Form
W-2 received by the parent whose income is being taken into account if—

(4) The parents file a joint return; and
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(B) The parents are divorced or separated or one of the parents has died.

Noncompliance Summary: The reviewers found multiple instances of incomplete
verification.

Student #3. The student’s ISIR for 2009/2010 shows five family members with two in
college. The student application shows four family members with one in college. The
student verification worksheet shows student with one parent only.

Student #7: The student states “non-filer” in relation to taxes but provided no
documentation or statement as to income earned.

Student #12: The student’s ISIR Jor 2010/201 1 shows three family members with one in
college. The student verification worksheet shows two family members with one in
college.

Student #20. The parent states “non-filer " in relation to taxes but provided no
documentation or statement of income earned. Additionally, the father states he is
widowed but is married to student’s mother.

Student #22: The student was selected for verification but no tax forms in student’s file.

Student #24: The student was selected for verification but no verification documentation
in student’s file.

Required Action Summary: The institution was to correct the discrepancies and send
the Department proof that the errors had been corrected. If the corrections resulted in a
change in funding for the student, the institution was liable for the difference. The
institution was to also update its procedures o ensure that this issue was properly dealt
with in the future.

Due to the extensive errors discovered during the review, the institution was to review all
of its files for the reviewed award years for all students who were selected for verification
to determine if verification for those students was completed and correct. Once the
institution completed its file review, it was to provide a list of all students identified by its
file review whose verification was not completed or was incorrect.

The institution was to also update its procedures o ensure that these errors do not
happen again in the future. A copy of the institution’s revised policies and procedures _
Jor verification was to be included with the institution’s response to the PRR. The
institution was to engage an IA to test the file review completed by AOC. In addition, the
auditor was to supply a confirmation statement that the file review conducted by AOC
was accurate.

~
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AOC’s Response: The institution stated that it recognized that it did not accurately
satisfy the verification requirements for Title I'V funds.

AOC acknowledged that it did not always complete required verification or report
accurate verification results concerning the 63 total student files selected and concluded
that verification was incomplete for 23 (36.5%) of 63 Title IV recipients.

AOC stated that it had disbursed $139,606.00 in Title IV aid to those 23 recipients.

Final Determination: The institution did not submit an updated copy of its verification
policies and procedures as required by the PRR. It also did not provide an IA attestation

- with its file review as required, rendering the review unreliable. AOC was contacted both
verbally and in writing multiple times regarding this matter and the owner declined to
have an A attestation completed stating that the Department would have to use the
information already received.

Based upon records the institution had on hand, it was impossible to determine if AOC
had properly accounted for Department funds and performed the actions necessary for
proper verification of students to determine whether or not they were eligible for Title I'V
funds. Additionally, by the institution’s own admission, it did not accurately satisfy the
verification requirements for Title I'V funds disbursed to selected students or report
accurate verification results.

After requesting multiple extensions, AOC submitted an incomplete response to this
finding that this office cannot reasonably rely upon to establish liabilities. Consequently,
the Department has determined that AOC is required to pay back 30% of all funds
disbursed to students for the 2010 — 2011 and 2011 - 2012 award years to satisfy this
finding.

Pell FSEOG | EALF

Liabilities {Closed DL
‘| Award

Year)
AY 2011 $389,335.00 | $6,400.00 [SEE SR
AY 2012 $254,050.00 | $2,512.00 |EHTEE
Subtotal $643,385.00 | $8,912.00 | $50,582.00 [
X30% $193,015.00 | $2,673.00 | $15,174.00 m'&;
Payable To:
Department | $193,015.00 | $2,673.00 | $15,174.00 | $210,862.00

See Appendices E and F regarding liabilities.
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Finding #10. Return of Title IV (R2T4) Not Performed/Performed Late/Incorrect

Citation Summary: 34 C.F.R. § 668.22, General Provisions, states that when a
recipient of Title IV grant or loan assistance withdraws from an institution during a
payment period or period of enroliment in which the recipient began attendance, the
institution must determine the amount of Title IV grant or loan assistance that the student
earned as of the student’s withdrawal date in accordance with paragraph (e) of 668.22.

Furthermore, it also states that the amount of Title 1V aid that is earned by a student is
calculated by determining the percentage that is equal to the payment period of
enrollment that the student completed as of the student’s withdrawal date. The school
must calculate Return to Title IV refunds pursuant to 34 C.F.R. 668.22 and retain a copy
of the documentation in each student’s file.

Financial responsibility regulation 34 C.F.R. 668.171, General Provisions, states that
making refunds to students as prescribed in regulation 34 C.F.R. 668.22 is one of the
standards the Secretary uses in determining whether an institution is financially
responsible. '

Noncompliance Summary: The reviewers found multiple instances where a student
withdrew from the institution but an R2T4 calculation was not performed or was not
completed within the required time frames.

Student #1: The R2T4 calculation was rnot correct based on scheduled hours. The use of
correct hours shows that no refund is due as student passed 60% enrollment mark.
$4,525.00 was paid to student in Pell/DL.

Student #2: The R2T4 calculation was required but not completed. The student
withdrew on 05/10/2011 and notified the school of withdrawal on 05/10/2011. $9,500.00
was paid to student in DL Subsidized/Unsubsidized.

Student #1]: The student left on leave of absence as of 01/04/2011 but never returned.
An R2T4 was not completed until 03/22/2011. $2,775.00 was paid to student in Pell.

Student #15: The R2T4 calculation was not correct based on scheduled hours. The use
of correct hours shows that no refund is due as student passed 60% enrollment mark.
$2,775.00 was paid to student in Pell.

Student #19: The student withdrew from school on 03/09/2012 but an R2T4 calculation
was not completed until 05/07/2012. 34,750.00 was paid to student in DL
Subsidized/Unsubsidized. '

Required Action Summary: In response to this finding, the institution was to review
and resolve the discrepancies noted for student #2 listed in the original student sample.
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The institution was to complete the R2T4 calculation and return it as part of the
institution’s response to this finding.

Due to the extensive errors discovered during the review, the institution was to review all
of its files for the reviewed award years for all students who withdrew or dropped to
determine those students for whom R2T4 funds were calculated. Once the institution
completed its file review, it was to provide a list of all students identified by its file review
whose R2T4 funds were calculated incorrectly.

The institution was to also update its procedures to ensure that these errors do not
happen again in the future. A copy of the institution’s revised policies and procedures
Jfor R2T4 was to also be included with the institution’s response to the PRR. The
institution was to also engage an IA (o test the file review completed by AOC. In
addition, the auditor was to supply a confirmation statement that the file review
conducted by AOC was accurate.

AQOC’s Response: The institution stated that it recognized that prior to the program
review that the institution had not developed and implemented sufficient policies and
procedures to accurately analyze student account transactions when determining amounts
needed to calculate refunds and-failed to adequately ensure it made all required refunds
and made refunds timely. The institution stated that, since the visit it had developed and
implemented revised policies and procedures that have been in full effect since the
conversion to the Boston Education Network third party servicing with the 2012 - 2013
award year.

The Institution claimed to have completed the review of each and every student record
that had any inconsistent attendance and/or unofficial withdrawals.

The entire withdrawal portfolio identified 102 students who withdrew for whom there
was a failure to calculate a Return of Title IV funds. This resulted in $94,570.49 of
improperly retained and unearned Title IV funds. AOC purported to offset these funds
with otherwise eligible and undisbursed Federal Pell Grant funds totaling $18,389.28 due
to students identified. Therefore, the institution recognized that it owed refunds in total
of $76,181.21. '

Final Determination: AOC was required to perform a file review to respond to this
finding, have the file review attested to by an IA, and submit the results of that review to
this oftice along with the IA’s attestation. AOC conducted a file review; however, it was
not attested to by an IA and the institution refused to so. The institution was contacted
multiple times both verbally and in writing regarding an auditor attestation and the owner
informed the Department that decisions would have to be made regarding the finding
with what the Department already had on hand. '

After requesting multiple extensions, AOC submitted an incomplete response to this
finding that this office cannot reasonably rely upon to establish liabilities. AOC is
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required to pay back to the Department a percentage of all funds disbursed to students for
the 2010 — 2011 award year to satisfy this finding. The percentage of funds to be
returned is based upon the school’s student withdrawal rates (35% for Pell, 15% for
FSEOG and 26% for DL).

Pell FSEOG | EALF
Liabilities (Closed DL -

Award

Year)
AY 2011 $389,335.00 | $6,400.00 | $50,582.00
Percentages | 35% 15% 26%
Subtotal $136,267.00 £960.00 | $13,151.00 _
Payable To: Totals
Department | $136,267.00 | $960.00 | $13,151.00 | $150,378.00

See Appendices E and F regarding liabilities.
Finding #11. Leave of Absence Not Monitored/Inadequate Policy

Citation Summary: 34 C.F.R. § 668.22, Approved Leave of Absence, states that the
number of days in the approved leave of absence, when added to the number of days in
all other approved leaves of absence, does not exceed 180 days in any 12-month period.
If a student does not resume attendance at the institution at or before the end of a leave of
absence that meets the requirements of this section, the institution must treat the student
as a withdrawal in accordance with the requirements of this section.

An institution’s leave of absence policy is a “formal policy” if the policy —
A. Is in writing and publicized to students; and

B. Requires students to provide a written, signed, and dated request that includes the
reason for the request, for a leave of absence prior to the leave of absence.
However, if unforeseen circumstances prevent a student from providing a prior
written request, the institution may grant the student’s request for a leave of
absence, if the institution documents its decision and collects the wrilten request
as a later date.

34 CFR §682.604(c)(4), Federal Family Fducation Loan Program, states that a school
may not credit a student’s account or release the proceeds of a loan to a student who is
on a leave of absence, as described in 668.22(d).
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34 CF.R § 66822 Treatment of title IV funds when a student withdraws, states that
when a recipient of title IV grant or loan assistance withdraws from an institution during
a payment period or period of enrollment in which the recipient began attendance, the
institution must determine the amount of title IV grant or loan assistance that the student
earned as of the student s withdrawal date in accordance with.paragraph (e) of this
section.

34 C.F.R. § 682.605, Determining the date of a student’s withdrawal, states that except in
the case of a student who does not return for the next scheduled term following a summer
break, which includes any summer term or terms in which classes are offered but
students are not generally required to attend, a school must follow the procedures in
668.22(b) or (c), as applicable, for determining the student’s date of withdrawal.

Noncompliance Summary: The reviewers found instances where students were put on a
leave of absence (LOA) but never returned or completed LOA forms, and LOA forms
were completed but no reasons were given.

Student #4: The student was absent from 07/26/2011 — 03/20/2012 with no
documentation of a LOA in the student’s file. The student shows no hours from
03/20/2012 — 04/10/201 2 but attended on 04/11/2012 and 04/12/2012 to obtain
remaining hours needed for graduation. The student should have been withdrawn from
program due to lack of attendance.

Student #10: The student was on a LOA from 04/02/2011 to 04/27/2011. The form was
completed but no reason given.

Student #11: Per student attendance records, student on LOA from 01/04/2011 through
02/28/2011 but no LOA documentation in student file. The student left as of 01/04/2011
and never returned. An R2T4 was completed.

Student #30: The student was on an approved LOA from 01/03/2012 to 05/22/2012.
Unsubsidized loan funds were posted to the student’s account on 01/18/2012 which is
after the student lefi for a LOA. The student earned funds prior to departure but funds
were posted late.

Required Action Summary: For student #30, the institution was to explain why funds
were posted to the student’s account several weeks afier the student's departure on an
approved LOA. AOC was to also update its procedures to be in compliance with federal
regulations. The institution was to submit its updated procedures to this office as part of
its response to this finding.

Due to the extensive errors discovered during the review, the institution was to review all
of its files for the 2010 — 2011 and 2011 - 2012 award years for all students who were on
a LOA to determine if the LOA documentation was completed and correct. Once the
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institution completed its file review, it was to provide a list of all students identified by its
file review whose LOA was not properly documented or was incorrect.

The institution was to engage an IA4 1o test the file review completed by AOC. In
addition, the auditor was to supply a confirmation statement that the file review
conducted by AOC was accurate.

AOC’s Response: The institution stated that it recognized that during the defined
program review period that it had not properly documented requests from students who
were not withdrawn and who were not attending according to its published policy. The
institution also recognized that during the period in question it did not have adequate
policies and procedures to ensure that funds were not disbursed to students who failed to
maintain attendance requirements nor were properly on LOA.

The institution claimed pursuant to its file review that only three students in the
population of 28 had received any type of Title [V payment while on an unapproved
LOA.

Final Determination: AOC was required to perform a file review to respond to this
finding, have the file review attested to by an IA, and submit the results of that review to
this office along with the IA’s attestation. AOC conducted a file review; however, it was
not attested to by an IA and the institution refused to do so. AOC was contacted both
verbally and in writing multiple times regarding this matter and the owner declined to
have an IA attestation completed stating that the Department would have to use the
information already received.

After requesting multiple extensions, AOC submitted an incomplete response to this
finding that this office cannot reasonably rely upon to establish liabilities. Given that the
institution did not provide a proper file review, the liabilities have been estimated by
taking the average liability by program (i.e. Pell, Subsidized Loan, Unsubsidized Loan
and PLUS) for the award year and averaging the liability over the review sample for that
award year. The average liability per the review sample was then multiplied by the
population of students for the award year to determine the estimated liability by program
for each award year. The Estimated Actual Loss formula was then used to calculate the
final liability for the loans.

For 2010 - 2011, the liabilities for the review sample were $5,500.00 for Pell, $5,500.00
for Subsidized Loans, $5,500.00 for Unsubsidized Loans and $10,000.00 for PLUS loans.
To get an average liability per the review sample, these amounts were divided by 15
(number of students in each award year sample) and then multiplied by the population of
AOQC students (125) resulting in liabilities of $45,832.00 for Pell, $45,832.00 for
Subsidized Loans, $45,832 for Unsubsidized Loans and $83,333.00 for PLUS. Using the
Estimated Actual Loss formula the loan liabilities are $7,130.00.

See Appendices E and F regarding liabilities.
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Finding #13. Prior Year Charges

Citation Summary: 34 C.F.R. § 668.164, Disbursing Funds, states that an institution
may use title IV, HEA program funds to credit a student's account at the institution to
satisfy current year charges for—

(i) Tuition and fees,

(ii) Board, if the student contracts with the institution for board;

(iii) Room, if the student contracts with the institution for room; and

(iv) If the institution obtains the student's or parent's authorization under

§668.165(b), other educationally related charges incurred by the student at the

institution; and

Prior award year charges for a total of not more than $200 for—
(i) Tuition and fees, room, or board; and
(ii) If the institution obtains the student'’s or parent's authorization under
$668.165(b), other educationally related charges incurred by the student at the
institution.

Noncompliance Summary: The reviewers found that students were being charged the
entire amount of tuition for the course upon the start of classes. Current year financial
aid was being used to pay charges from the previous award year in amounts greater than
those approved by the Secretary per regulation. For example:

Student #3: The student started classes on 03/09/2010 with total tuition charges of
$16,900.00 being charged to the student for tuition at that time. Title IV funds for the
2010/2011 award year were used in excess of the allowable tolerance of $200.00 to pay
the balance due after she entered the new award year. Funds used were in the amount of
8$3,332.00 in Pell $3,000.00 in Subsidized Loans and $1,332.00 in Unsubsidized Loans.

Student #4. The student has a loan period of 03/15/2011 — 09/20/201 1; however, funds
for the 2011/2012 award year were used to pay the remaining balance left from the
201072011 award year. Funds used were in the amount of §1,332.00 in Subsidized Loans
and 32,332.00 in Unsubsidized Loans

Student #6: The student was initially enrolled 12/13/2005 and withdrew from the school
on 04/26/2007. The student left with a balance of $4,186.00 due to the school. The
student re-enrolled 01/20/2011 and the balance due of $4,186.00 was paid with
2010/2011 award year funds. Funds used were in the amount of $5,550.00 in Pell,
$2,332.00 in Subsidized Loans and 31,332.00 in Unsubsidized Loans.

Required Action Summary: AOC was reminded that the institution may only use up to
$200.00 of current award year financial aid funds to pay prior year charges.

In response to this finding, the institution was to review all student files for the reviewed
award year and determine which students were affected by the payment of current year
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financial aid on prior year charges. Once the institution had completed its file review, it
was to provide a list of all students identified by its file review to the Department.

The institution was to also update its procedures to ensure that this does not happen
again in the future. A copy of the institution’s revised policies and procedures was to
also be included with the institution’s response to the PRR. Additionally, the institution
was to engage an IA to test the file review completed by AOC. The auditor was to also
supply a confirmation statement that the file review conducted by AOC was accurate.

AQC’s Response: The institution acknowledged that it did not have adequate controls in
place to ensure that adjustments to student charges on the account ledger are accurate. In
most cases, the total charges the institution assessed the student in any academic period,
year, or other instructional period, were not properly adjusted or re-entered upon changes
in enrollment.

Final Determination: The institution did not submit an updated version of its policies
and procedures regarding this matter. AOC was required to perform a file review to
respond to this finding, have the file review attested to by an [A, and submit the results of
that review to this office along with the IA’s attestation. AOC conducted a file review;
however, it was not attested to by an IA and the institution refused to so. The institution
was contacted multiple times both verbally and in writing regarding an auditor attestation
and the owner informed the Department that decisions would have to be made regarding
the finding with what the Department already had on hand.

Based upon records the institution had on hand, it is impossible to determine if AOC
properly accounted for Department funds. AOC constructed new ledgers for students
but a sample check of the new ledgers showed they were not correct.

After requesting multiple extensions, AOC submitted an incomplete response to this
finding that this office cannot reasonably rely upon to establish liabilities. Given the
Institution did not provide a proper file review, the liabilities have been estimated by
taking the average liability by program (i.e. Pell, Subsidized Loan, Unsubsidized Loan
and PLUS) by award year and averaging the liability over the review sample for that
award year. The average liability per the review sample was then multiplied by the
population of students for the award year to determine the estimated liability by program
for each award year.

For 2010 - 2011, the total liability for the review sample was $8,882.00 for Pell,
$63,866.00 in Subsidized Loans and $33,300.00 in Unsubsidized Loans. To get an
average liability per the review sample, these amounts were divided by 15 (number of
students in each award year sample) and then multiplied by the population of AOC
students (125) resulting in liabilities of $74,016.00 for Pell, $63,866.00 for Subsidized
Loans and $33,300.00. Using the Estimated Actual Loss formula the loan liabilities are
$9,935.00.
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See Appendices E and F regarding liabilities.
Finding #18. Incorrect Student Ledgers

Citation Summary: 34 C.F.R. § 668.24, Record Retention and Examinations, states that
an institution shall account for the receipt and expenditure of title IV, HEA program
Jfunds in accordance with generally accepted accounting principles. An institution shall
establish and maintain on a current basis — financial records that reflect each HEA, title
IV program transaction. '

Noncompliance Summary: The reviewers found multiple instances where funds were
awarded but not posted to student ledgers, loans were miscoded, Title IV funds were
drawn down through COD but not posted and Title IV funds were posted to student
ledgers but not drawn down through COD. Additionally, initial contract charges were
not listed as a debit on any student ledgers.

Student #4: The student was awarded $1,195.00 in Workforce Investment Act (WIA)
funds. These funds were not posted to the student ledger.

Student #7: The school posted the gross amount of subsidized loan disbursement
(81,750.00) to ledger for payment on 07/14/2010. The amount actually disbursed to
student was $1,742.00.

Student #18: The student was awarded a $§3000.00 scholarship by the school on
02/21/2012. These funds were not posted to the student ledger nor are they listed as part
of the student’s award packaging.

Student #19: The student was awarded §5,550.00 in Pell Grant funds for the 2011/2012
award year. The initial disbursement of 82,775.00 was posted to the student’s ledger on
03/13/2012. However, no Pell funds were disbursed through COD.

Student #29: The student was awarded 33,500.00 in unsubsidized loans. Both
disbursements of §1,750.00 each were posted to the student ledger on 02/07/2012 and
04/09/2012. However, only one disbursement was drawn down from COD.

Student #30: The student was awarded 83,500.00 in subsidized loans. The loan was
coded as an unsubsidized loan on student ledger.

Required Action Summary: AOC was required to implement a system that provided a
clear audit trail for each Title IV recipient. Student account ledgers must include
institutional (to include contract) charges, cash payments, Title IV disbursements,
scholarships, credit balance payments to students and return of Title IV funds (if
applicable} on one account ledger for each Title IV student. All transactions must be
identified by type (e.g. tuition, fees, Pell/DL, cash, scholarships, eic.) and by date.
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In response to this finding, the institution was to submit corrected ledgers for all students
listed in the finding. The student account ledgers were to present a clear audit trail for
all ransactions that have occurred from the student’s start date until the student’s last
date of attendance or last account activity.

For all other student account ledgers in the reviewed award years, the institution was fo
provide a statement stating the account ledgers have been reviewed and accurately
reflect funds that have been posted to and/or refunded from the student accounts. The

" institution was also to update its procedures on how student ledgers will be handled in
the future. A copy of the institution’s updated procedures was to be provided to the
Department as part of this finding.

AOC’s Response: AOC submitted as resolution to the finding, as required, each
completed account ledger for the five students that were identified by the Department.
These account ledgers purportedly represent the accurate use of tuition, the correct
posting of FSA Title IV funds, the identification of the credit balances and/or the
reductions in tuition amounts due to withdrawals, and the posting of any Return to Title
[V transactions that had occurred.

AQC also produced ledger cards on all accounts for all findings associated with this
program review report.

Final Determination: AQOC was required to implement a system that would show a
clear audit trail for each student which should be reflected on the student’s account
ledgers in chronological order. AQC was also supposed to provide corrected ledgers for
the students cited and was to update its procedures on how student ledgers would be
handled in the future.

Based upon records the institution had on hand, it is impossible to determine if AOC
properly accounted for Department funds. Ledgers were received for the cited students
as well as other students cited in additional findings. However, the ledgers continue to
lack posting dates for completed transactions and erroneous information still remains
unchanged.

Finding #21. Inaccurate Recordkeeping

Citation Summary: 34 C F.R.§ 668.16, Standards of Administrative Capability, states
that to begin and to continue to participate in any Title IV, HEA program, an institution
shall demonstrate to the Secretary that the institution is capable of adequately
administering that program under each of the standards established in this section. The
Secretary considers an institution to have that administrative capability if the institution
administers the Title IV, HEA programs in accordance with all statutory provisions of or
applicable to Title IV of the HEA, all applicable regulatory provisions prescribed under
that statutory authority, and all applicable special arrangements, agreements, and
limitations entered into under the authority of statutes applicable to Title IV of the HEA.



Academy of Cosmetology
OPE ID: 03088300
PRCN: 201230427939
Page 24 of 33

34 C.F.R. § 668.24, Record Retention and Examinations, states that an institution shall
account for the receipt and expenditure of Title IV, HEA program funds in accordance
with generally accepted accounting principles. An institution shall establish and
maintain on a current basis—

(i) Financial records that reflect each HEA, title IV program transaction, and
(i) General ledger control accounts and related subsidiary accounts that identify
each title IV, HEA program transaction and separate those transactions from all
other institutional financial activity. '

The records that an institution must maintain in order to comply with the provisions of
this section include but are not limited to documentation relating to each student’s or
parent borrower's receipt of title IV, HEA program funds, including but not limited to
documentation of— '

(4) The amount of the grant, loan, or FWS award, its payment period; its loan
period, if appropriate; and the calculations used to determine the amount of the
grant, loan, or FWS award;

(B) The date and amount of each disbursement or delivery of grant or loan funds,
and the date and amount of each payment of FWS wages;

(C) The amount, date, and basis of the institution's calculation of any refunds or
overpayments due to or on behalf of the student, or the treatment of title IV, HEA
program funds when a student withdraws, and

(D) The payment of any overpayment or the return of any title IV, HEA program
Sfunds to the title IV, HEA program fund, a lender, or the Secretary, as
appropriate,

Noncompliance Summary: Using the institution’s bank statements for the 2010 - 2011
and 2011 - 2012 award years, the reviewers selected four federal fund drawdowns
completed by the institution through G3 to test the accuracy and transparency of funds
being disbursed. This was also done to show a clear audit trail. The institution could not

provide records of disbursement for three of the chosen drawdowns.

Required Action Summary: The institution was to submit to the Department the
underlying documentation (ie. student rosters/amounts) for the requested G5 drawdowns
which should show which students the funds were drawn for. The institution was also to
provide student ledgers showing the funds properly posted. The institution was also to
update its procedures on the handling of federal funds and submit a copy to this office
‘along with the supporting documentation requested in response to this finding.

AOC’s Response: The institution agrees that during the period in question, and as
identified by the Department, that it did not have adequate controls over journal entry
posting or reconciliation. It further claimed, however, that its third-party servicer
updated and completed the review of journal entries and the supporting documentation
for accuracy.
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Final Determination: AQC was required to provide supporting documentation for the
G5 drawdowns chosen by the program review team along with updated procedures and a
detailing of student accounts for which the funds were drawn. Although it appears that
the Institution updated its procedures for the handling of Federal funds, no supporting
documentation was received to support the actual G5 drawdowns made by the school.

Based upon records the institution had on hand, it is impossible to determine if AOC
properly accounted for Department funds. The Department cannot determine which
students were associated with which drawdown.

After requesting multiple extensions, AOC submitted an incomplete response to this
finding that this office cannot reasonably rely upon to establish liabilities. Consequently,
AOC is required to pay back to the Department all funds disbursed for the three G5
drawdowns that cannot be substantiated.

G5 Drawdown Date G5 Drawdown Amounts Total Liability
10/06/2010 $15,325.00/$4,727.00 - $20,052.00
07/19/2011 $37,601.00 $37,601.00
10/04/2011 $10,780.00/$2,120.00 $12.900.00
$70,553.00

See Appendices E and F regarding liabilities.
Finding #26. Annual Reporting/Campus Crime Report Missing Components

Citation Summary: 34 CF R § 66846, General Provisions, states that the Jeanne
Clery Disclosure of Campus Security Policy and Campus Crime Statistics Act (formerly
the Campus Security Act of 1990) requires an institution to publish specific crime-related
information on an annual basis. The report includes information about a school’s
security policies and procedures, crime-prevention programs, and campus-crime
statistics. The school must distribute this information to all current students and
employees and, on request, to prospective students and employees.

34 C.F.R. § 668.41(e), reporting and disclosure information, states that by October I of
each year, an institution must distribute, to all enrolled students and current employees,
its annual security report described in Sec. 668.46(b), through appropriate publications
and mailings. '

34 C.F.R. §668.46(c)(1), Crime Statistics, states that crimes must be reported. An
institution must report statistics for the three most recent calendar years concerning the
occurrence on campus, in or on non-campus buildings or property, and on public
property of the following that are reported to local police agencies or to a campus
security authority.
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34 CF.R §66846(g). Emergency Response and Evacuation Procedures, states that an
institution must include a statement of policy regarding its emergency response and
evacuation procedures in the annual campus safety report.

Noncompliance: The school’s annual and campus crime reports are missing key
components as noted that are necessary for compliance with Department regulations.

Campus Security: The institution does not have a statemenl advising the campus
community where law enforcement agency information provided by a State under section
170101() of the Violent Crime Control and Law Enforcement Act of 1994 (42 US.C.
14071(j)), concerning registered sex offenders may be obtained, such as the law

enforcement office of the institution, a local law enforcement agency with jurisdiction for
" the campus, or a computer network address.

Campus Security Required Crime Statistics: The institution only has statistics on
burglary and motor thefi. The institution is missing the rest of the required components.
The Institution must have statistics for all of the below listed categories:

i Criminal Homicide
A, Murder and non-negligent manslaughter
B. Negligent manslaughter
il. Sex offenses
A. Forcible sex offenses
B. Non-forcible sex offenses
iii.  Robbery
iv.  Aggravated assault
v.  Burglary
vi.  Motor Vehicle Theft
vii.  Arson
viii.  Liquor Law Violations
A. Arrests for liguor law violations, drug law violations, and illegal
weapons possession.
B. Persons not included in part A, who were referred for campus
disciplinary action for liguor law violations, drug law violations,
and illegal weapons possession.

Emergency Response and Evacuation Procedures: The institution has none of the
required components. The Institution’s Emergency Response and Evacuation Procedures
must include: '

1. Procedures to immediately notify the campus community upon the confirmation of
a significant emergency or dangerous situation involving an immediate threat to
the health or safety of students or employees occurring on the campus.

2. A statement that the institution will, without delay, and taking into account the
safety of the community, determine the content of the notification and initiate the
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notification system, unless the notification, in the professional judgment of the
responsible authorities, compromise efforts to assist victims or to contain,
respond to, or otherwise mitigate the emergency.

3. A description of the process the institution will use to confirm that there is a
significant emergency, determine who to notify, determine the content of the
notification, and initiate the notification system.

4. The positions (titles) of the individuals or organizations who will:
i Confirm that there is a significant emergency or dangerous situation as
described in (g)(1) of this paragraph,
ii.  Determine the content of the notification;
iii.  Determine when to send the notification; and
iv.  Initiate the notification system.

Plans to conduct a test of the emergency response and evacuation procedures on
at least an annual basis..

i, A test may be announced or unannounced, but it must be conducted at a
time when most of the students, faculty, and staff are expected to be
present on campus.

ii.  Aninstitution must document each test, including the date, time, and
whether it was announced or unannounced.

L

Required Action: /n response to this report, the Institution must address and resolve the
issues noted above. The Institution must develop a complete Campus Security Report,
policies and procedures according to the requirements in the Federal regulations and
submit a copy of its Campus Security Report, policies and procedures to this office. The
institution must also provide assurances that this report is distributed to all of its current
students and employees and made available to all prospective students and employees.

AOC’s Response: The Academy of Cosmetology submits the followmg as required to
maintain compliance with the citation:

The enclosed Jeanne Clery Act and Campus Crime Statistics Report provided as part of
the campus security policy information and campus crime statistics is published annually
by the School Director.

AQC provides the following information to ail employees and students and is part of the
institution’s commitment to safety and security pursuant to the requirements of the
federal Jeanne Clery Disclosure of Campus Security Policy and Campus Crime Statistics
Act. It is the institution’s responsibility and intent to provide a comprehensive report
regarding the campus safety and security environment including the incidence of crime.
This report summarizes public safety and security requirements of AOC and the Wella
Professional School. Provided is the highlights of the required crime statistic concerns
available to the students, staff, and employees of the campus community. Crime statistics
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for the 2009, 2010 and 2011 calendar years provides the information regarding the
number of actions designated as criminal offenses during these time periods. The Jeanne
Clery Disclosure of Campus Security Policy & Campus Crime Statistics Report is
distributed to every student and employee on an annual basis and is available to
prospective employees and students at their request. Employees receive a copy through
the campus email system and are also informed that the information is on the school’s
website. The report is distributed to all students through the Student Handbook and an
email sent at the start of October for those attending at the time the report is updated.

It should be noted that the crime statistics included in this publication are organized by
locations that are 1dentified as either owned or leased property belonging to AOC or the
Wella Professional School. The statistics include incidents involving non-student, non-
faculty and non-staff individuals as well as on-campus, non-campus buildings and
property and public properties. You may view this file from the website in pdf format or
pick up a copy of the report in person at the financial aid office during normal business
hours, or have a copy of the report mailed through the United States Post Office.

Final Determination: As a result of these violations, AOC would have normally been
required to review and revise its policies and procedures regarding the preparation,
publication, and distribution of its ASRs. In addition, AOC would have been directed to
use those new policies as a guide for developing a revised ASR that includes all of the
consumer protection disclosures required by 34 C.F.R. § 668.46(b) and to submit its draft
ASR and policies to the Department for approval. Finally, AOC would have been
required to distribute the new ASR to all enrolled students and current employees and
provide evidence of that distribution to the Department. :

However, because the school has ceased operations and will no longer participate in the
Title IV, FSA programs, no policy changes or enhancements to AOC’s ASR or its
campus security program will be required by the Department at this time.

Notwithstanding this determination, AOC officials are reminded that the exceptions
identified in this finding constitute serious violations of the Clery Act that by their nature
cannot be cured. As such, AOQC is advised that these violations would have to be
addressed to the Department’s satisfaction before any future application for reinstatement
could be considered for approval.

Finding #27. Part 86 Regulations/Drug Free Schools and Communities Act

The purpose of the Drug-Free Schools and Campuses Regulations is to implement section
22 of the Drug-Free Schools and Communities Act Amendments of 1989, which adds
section 1213 to the Higher Education Act and section 5145 to the Drug-Free Schools and
Communities Act. These amendments require that, as a condition of receiving funds or
any other form of financial assistance under any Federal program, an institution of
higher education (IHE), State educational agency (SEA), or local educational agency
(LEA) must certify that it has adopted and implemented a drug prevention program as
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described in this part.

The Federal programs covered by this part include—
(a) All programs administered by the Department of Education under which an
IHE, SEA, or LEA may receive funds or any other form of Federal financial
assistance; and '
(b) All programs administered by any other Federal agency under which an [HE,
SEA, or LEA may receive funds or any other form of Federal financial assistance.

The IHE's drug prevention program must, at a minimum, include a biennial review by the
IHE of its program to—

(1) Determine its effectiveness and implement changes 1o the program if they are
needed; and

(2) Ensure that the disciplinary sanctions described in paragraph (a)(6) of this
section are consistently enforced. (Authority: 20 U.S.C. 1145g, 3224a)

Noncompliance: During the review, it was noted that the Institution does not currently
have a Biennial Review Document nor conduct the review as required per Federal
regulations.

Required Action: The school must submit, as part of its response, a completed Biennial
Review Document and give assurances that the review will be conducted in the future as
required to determine if program changes are needed and to ensure that disciplinary
sanctions are taken as necessary.

AOC’s Response: For compliance with this finding, the Academy of Cosmetology
submits updated policies and procedures as required.

Final Determination: As a result of these violations, AOC would have normally been
required to develop and implement a substantive drug and alcohol abuse prevention
program (DAAPP) that included all of the required elements set forth in the Drug-Free
Schools and Communities Act (DFSCA) and the Department’s Part 86 regulations. In
addition, AOC would have been required to develop procedures for distributing the
DAAPP disclosure to all current employees and students enrolled for academic credit.
Once the new program materials were complete, AOC would have been required to
submit them to the Department for evaluation and approval and then distribute them in
accordance with the Part 86 regulations. Finally, AOC would have been required to
conduct a biennial review to measure the effectiveness of its DAAPP and produce a
detailed report of findings and recommendations for improvement.

However, because the school has ceased operations and will no longer participate in the
Title IV, FSA programs, no policy changes or enhancements to AOC’s drug and alcohol
programs will be required by the Department at this time. Notwithstanding this
determination, AOC officials are reminded that the exceptions identified in this finding
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constitute serious violations of the DFSCA that by their nature cannot be cured. As such,
AOC is advised that these violations would have to be addressed to the Department’s
satisfaction before any future application for reinstatement could be considered for
approval.
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