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Dear Mr. Wisniewski:

This final audit report, entitled National Aviation Academy — New England’s Lender
Agreements, presents the results of our audit. The purpose of the audit was to determine whether
the agreements between the institution and all lenders complied with the anti-inducement
provisions of the Higher Education Act of 1965, as amended (HEA). Our review covered the
period July 1, 2007, through September 30, 2008.

BACKGROUND

National Aviation Academy — New England (NAA-NE) is a proprietary aviation maintenance
training school located in Bedford, Massachusetts. The Aeronautical Maintenance Technology
Program offered at NAA-NE prepares students for the Federal Aviation Administration written,
oral, and practical examinations for the Airframe and Powerplant ratings. For the 2007-2008
award year, NAA-NE received a total of $1,314,576 in Federal Family Education Loan Program
(FFELP) funds.

The ownership of NAA-NE changed during the period of our review. From July 1, 2007,
through April 30, 2008, NAA-NE was owned by Corinthian Colleges, Inc. (Corinthian) and was
known as WyoTech-Bedford (WyoTech). On May 1, 2008, National Aviation Academy of
Mississippi, Inc. (NAA) purchased the assets of WyoTech from Corinthian. NAA is a private
company located in Clearwater, FL. NAA currently has two locations, its Tampa Bay Florida
Campus (in Clearwater, FL) and its New England Campus (in Bedford, MA). Since our audit
period covered both ownerships, Corinthian assigned an audit liaison to represent WyoTech.

The Department of Education’s mission is to promote student achievement and preparation for global competitiveness by
fostering educational excellence and ensuring equal access.
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Corinthian is a publicly traded corporation based in Santa Ana, California, that operates 89
for-profit colleges in the United States. Corinthian had private loan agreements with three
lenders: Student Loan Xpress, Inc. (SLX), Sallie Mae, Inc. (SLM), and College Loan
Corporation. These agreements provided private loans to Wyotech students who still needed
financial assistance after exhausting all Federal financial aid.

According to Section 435(d)(5)(A) and (C) of the HEA," eligible lenders are prohibited from
offering or paying certain inducements in connection with FFELP loans.

The term “eligible lender” does not include any lender that . . .

(A) offered, directly or indirectly, points, premiums, payments, or other
inducements, to any educational institution or individual in order to secure
applicants for loans under this part; [or]

(C) offered, directly or indirectly, loans under this part as an inducement
to a prospective borrower to purchase a policy of insurance or other product. . . .

A violation of this prohibition may result in the lender’s disqualification from further program
participation and other sanctions.

AUDIT RESULTS

We found that the agreements between Corinthian and two lenders were not in accordance with
the HEA. We also found that NAA-NE did not disclose to borrowers the method and criteria
used by the school in the selection of any lender that it recommended or suggested in its
preferred lender list. In addition, we received conflicting information from NAA-NE regarding
the existence and use of its preferred lender list. We found no lender agreements in effect during
the period of NAA ownership.

We determined that Corinthian had two agreements with SLX and one agreement with SLM that
included inducements prohibited by the HEA.? The two agreements between Corinthian and
SLX included prohibited inducements in the form of Web site services by SLX and provisions
limiting WyoTech’s students’ access to private loans based in part on WyoTech’s FFELP
volume and Federal cohort default rate. The SLM agreement offered inducements to parents of
Corinthian students to borrow PLUS loans with SLM.

Section 435(d)(5) of the HEA prohibits offering or paying inducements to institutions to secure
loan applicants or offering FFELP loans as an inducement for a borrower to purchase another

L All citations to the HEA are to the requirements in effect during our audit period, from July 1, 2007 through
September 30, 2008.

% The agreements between Corinthian and the lenders applied to all of Corinthian’s schools, which included
WyoTech.
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product from a lender. We found that the lenders entering into the agreements did not comply
with the HEA’s requirements. We did not identify any noncompliance by WyoTech with
Section 435(d)(5)(A) and (C) of the HEA; however, the lenders offered inducements to the
school in the agreements. Since our audit was of the school and the noncompliance we identified
was attributable to the lenders, we present the details of the agreements between Corinthian and
the two lenders in the Other Matters section of this report.

Scope Limitation

In our Audit Notification Letter, dated January 21, 2009, we requested the most recent and prior
year’s internal audit reports for WyoTech since Government Auditing Standards, paragraph
7.11(e), states, “[a]uditors should assess audit risk and significance within the context of the
audit objectives by gaining an understanding of . . . the results of previous audits and attestation
engagements that directly relate to the current audit objectives.” Corinthian responded that the
internal audit reports were not applicable to our audit. Another Corinthian official informed us
that Corinthian’s Internal Audit Department conducts an audit of the campus every year and if
we wanted a copy we were to go through the Corinthian/WyoTech audit liaison. A second
request for WyoTech’s internal audit reports was made to Corinthian’s audit liaison.

The WyoTech audit liaison informed us, in an email, that:

The candid self-appraisals contained in our internal audits can only be conducted
because we understand they aren’t going to be disclosed to third parties. If these
audits were freely available to third parties, we . . . would be hesitant to conduct
robust internal audits for fear that the information contained in those reports could
be used to our detriment. And, in fact, no government agency has, to our
knowledge, ever sought our internal audit reports. For that reason, we prefer to
maintain our practice of keeping our internal audit reports confidential within the
company.

More to the point, however, our internal audits are not designed to identify
"lender inducements,” so the . . . reports would not be helpful in that regard
anyway. | have personally reviewed the internal audits . . . for the past three years
and can confirm to you they contain no findings regarding lender inducements (or
even inquiries into that subject matter). If the OIG’s [Office of Inspector General]
audit is moving beyond lender inducements, we would appreciate the opportunity
to discuss the revised scope.

On March 23, 2009, Corinthian and OIG agreed that Corinthian would produce the “index” of its
internal audits in an attempt to demonstrate to OIG’s satisfaction that the issue of prohibited
inducements was not covered by its internal audits. Corinthian’s legal counsel provided, via
email, three documents in Portable Document Format (PDF), entitled “Internal Compliance
Audit Audit Program — US Schools,” which consisted of a table of contents for each section of
WyoTech’s internal audit reports for fiscal years 2006, 2007, and 2008. Upon review of the
tables of contents provided, we requested additional details on selected sections of these reports
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for review. Our request for additional details regarding WyoTech’s internal audit reports was
denied.

We determined that the tables of contents were insufficient to satisfy our requirement of
obtaining an understanding of internal controls within the context of our audit objective.
Although the stated subject areas did not indicate that the internal audits specifically examined
the issue of prohibited inducements, we could not determine whether the internal audits
contained findings relevant to our audit without examining the internal audits reports.
Government Auditing Standards, paragraph 8.11, states, “[aJuditors should also report any
significant constraints imposed on the audit approach by information limitations or scope
impairments, including denials of access to certain records or individuals.”

Corinthian Comments

Corinthian concurred with OIG’s Audit Results section that WyoTech was not in violation of
Section 435(d)(5)(A) and (C) of the HEA. However, Corinthian expressed no view on OIG’s
Other Matters section and reserved the right to concur or disagree with the information at a later
time. Additionally, Corinthian disagreed with the scope limitation and requested that the scope
limitation be removed from the report. Corinthian stated that while it recognized the importance
of auditors assessing audit risk through gaining an understanding of the results of previous
audits, such assessment should be performed within the context of the audit objectives and the
results of previous audits that relate to the current audit objectives as indicated in Government
Auditing Standards, paragraph 7.11(e). Corinthian further stated that its audit liaison made
representation that the internal audit reports did not address the issue of prohibited inducements
and its outside counsel reviewed the internal audit reports and informed OIG that such reports
did not address the issue of prohibited inducements. Corinthian argued that OIG’s request for
the internal audit reports raised the issue of whether the internal audit reports were protected
under the “self-critical analysis privilege,” citing Bredice v. Doctors Hosp., 50 F.R.D 249
(D.D.C. 1970). Corinthian stated that the “self-critical analysis privilege” protects evaluative
materials from disclosure in order to permit a business to engage in candid self-assessment
without fear that such materials will be used against it. Corinthian’s response is included in its
entirety as Attachment A to this report.

OIG Response

Corinthian’s comments did not cause us to change our scope limitation. Corinthian’s assertion
of a self-analysis privilege to withhold internal audit reports does not change our obligation to
report a scope limitation under Government Auditing Standards; that obligation applies
regardless of whether information is validly or improperly withheld. We routinely request and
receive without objection internal audits prepared by parties that we audit. We note that in
Bredice, the case cited by Corinthian, the district court applied the self-analysis privilege in the
context of private litigation. The Court of Appeals for the District of Columbia subsequently
concluded that “courts with apparent uniformity have refused [the privilege’s] application where,
as here, the documents in question have been sought by a governmental agency.” FTC v. TRW,
Inc., 628 F.2d 207, 210 (D.C. Cir. 1980).
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FINDING - Preferred Lender List Did Not Include Required Disclosures

We found that NAA-NE’s preferred lender list did not disclose to prospective borrowers the
method and criteria used by the school in the selection of any lender that it recommended or
suggested. The preferred lender list that NAA-NE provided to us at our entrance conference
directly addressed borrowers and informed them that they needed to find a participating FFELP
lender or select a participating FFELP lender from the school’s preferred lender list. The
preferred lender list identified NAA-NE’s three preferred lenders, Sallie Mae Ed Trust, Regions
Bank, and Fifth Third Bank.

According to 34 Code of Federal Regulations (C.F.R.) 8 682.212(h)(2)(i), a school that provides
or makes available a list of recommended or suggested lenders must “[d]isclose to prospective
borrowers, as part of the list, the method and criteria used by the school in selecting any lender
that it recommends or suggests.” This requirement became effective on July 1, 2008, and was
effective during the last 3 months of our audit period.

Furthermore, the Dear Colleague Letter FP-08-06, states that “. . . a preferred lender list can be
an effective tool to help families looking for [F]ederal student loans to finance the costs of
postsecondary education, when the list reflects the school’s unbiased research to identify lenders
providing the best combination of services and benefits to borrowers at that school.”

NAA-NE officials stated that they were not aware of the requirement to disclose the method and
criteria used by the schools in the selection of any lenders. As a result of non-compliance with
applicable regulations, students could not make an informed choice of FFELP lender.

Scope Limitation

During our audit, we received conflicting information from NAA-NE’s president and from other
NAA-NE officials about the existence and use of a preferred lender list. As a result, we question
the validity of all information provided by NAA-NE during the audit concerning preferred lender
issues.

During our field work, three key financial aid officials and two NAA-NE students stated in
interviews that NAA-NE possessed and used a preferred lender list. Prior to concluding our
fieldwork, we held a meeting to inform NAA-NE’s president, director of student finance, and
assistant director of student finance of our concern that NAA-NE’s preferred lender list did not
include all required disclosures.

During our exit conference, we again informed NAA-NE’s officials that the preferred lender list,
provided to us during the entrance conference, did not comply with Federal regulations.
NAA-NE’s president then informed us that the list given to us was never provided to students as
that list had been produced for purposes of audit.

Subsequent to our exit conference, we re-interviewed NAA-NE’s director of student finance and
NAA-NE’s assistant director of student finance regarding the existence of NAA-NE’s preferred
lender list. Both stated that NAA-NE had never used a preferred lender list, which contradicted
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the statements made by each in interviews during our field work. In addition, the students
interviewed during field work stated they were provided a preferred lender list and one
confirmed SLM was the preferred lender he selected.

Since we received conflicting information from NAA-NE’s president, director of student
finance, and assistant director of student finance, we do not have adequate assurance regarding
the validity of information provided by NAA-NE during the audit concerning preferred lender
issues.

Recommendations

We recommend that the Chief Operating Officer for Federal Student Aid (FSA) ensure that
NAA-NE—

1.1  Obtains training for employees who administer Student Financial Aid, to ensure that they
are aware of current requirements for Title IV programs.

NAA-NE Comments

NAA-NE agreed with our finding that the preferred lender list provided to us was not in full
compliance with the regulations cited in the report; however, it contends that the non-compliance
occurred only during the transition period after WyoTech was acquired from Corinthian.
NAA-NE disagreed with OIG’s recommendation in the draft report that appropriate action be
taken against NAA-NE under 34 C.F.R. Part 668, Subpart G, due to misleading information
provided to OIG during the audit. NAA-NE stated that in no way did it attempt to mislead OIG.
NAA-NE stated that two former financial aid employees from WyoTech, subsequently retained
by NAA-NE, updated and used a preferred lender list that was probably used by the two former
financial aid employees from WyoTech. NAA-NE asserts that this preferred lender list was
provided to OIG and probably the one provided to students during the transition period before it
implemented a new system in the fall of 2008. According to its comments, NAA-NE cooperated
fully with all OIG requests for information or interviews during fieldwork, however, prior to the
exit conference it was never informed by OIG that the preferred lender issue was found at
NAA-NE. NAA-NE stated that at the exit conference its president made an attempt to explain
the situation; however, he mistakenly gave the impression that the document provided to OIG
was created in response to OIG’s request for NAA-NE’s preferred lender list. NAA-NE stated
that any non-compliance has been fully corrected and proper training procedures were
implemented to ensure that it does not occur again. NAA-NE’s response is included as
Attachment B to this report.

OIG Response

Based on our review of NAA-NE’s comments and our record of interviews with NAA-NE
officials, we revised our final report and eliminated a recommendation for administrative action.
However, since NAA-NE officials did provide conflicting statements about the existence of a
preferred lender list, we have retained our scope limitation, modified to apply to preferred lender
issues.
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OTHER MATTERS

The agreements between Corinthian and SLX and SLM did not comply with the prohibitions on
inducements in Section 435(d)(5)(A) and (C) of the HEA, and they contained inducements that
were attributable to SLX and SLM. We found that two agreements between Corinthian and SLX
and one agreement between Corinthian and SLM included prohibited inducements. In general—

e SLX agreed to provide prohibited services to Corinthian, assisting it with the
development of a Web site and administrative reports;

e SLX limited WyoTech students’ access to private loans based on WyoTech’s FFELP
loan volume and Federal cohort default rate; and

e SLM agreed to offer students’ parents a $500 credit towards closing costs of a new
SLM Home Loan, if the parents borrowed PLUS loans with SLM.

A March 30, 2007, agreement between Corinthian and SLX specifically stated that “SLX shall
assist Corinthian with the development of a [Web] site providing student loan information and
assist Corinthian in establishing a link to SLX’s [Web] site (including a splash page) for the
purpose of PLUS pre-approval, loan management, and Stafford loan applications.”® SLX also
agreed to provide administrative reports for each campus Corinthian owned, upon Corinthian’s
request.

Another agreement between Corinthian and SLX offered Credit Risk Subsidy Program (CRSP)
loans to WyoTech’s high-risk student borrowers but required Corinthian to pay a 10 to

40 percent premium on those loans. The agreement limited WyoTech’s students’ access to
CRSP loans based on WyoTech’s FFELP loan volume and Federal cohort default rate.* Under
this agreement, SLX could temporarily terminate the agreement if the CRSP loans exceeded

15 percent of all educational loans made to Corinthian’s students, including loans made under
the FFELP. In addition, the agreement stated that it may be terminated immediately by SLX
upon delivery of written notice to the school if the school’s Federal cohort default rate exceeded
15 percent.

A program review report of “Fifth Third Bank as Eligible Lender Trustee (ELT)” issued by ED’s
FSA on February 23, 2009, also stated the two concerns we identified with respect to SLX. The
program review report indicates that Fifth Third Bank, as ELT for SLX, provided Web site
redesign services to a particular educational institution with the sole purpose of securing FFELP

® A “splash page” is the page of a Web site that the user sees first before being given the option to continue to the
main content of the site. Splash pages are used to promote a company, service, or product or are used to inform the
user of what kind of software or browser is necessary in order to view the rest of the site’s pages.

* In general, Federal cohort default rates, calculated under 34 C.F.R. Part 668, Subpart M (for Federal fiscal year
2008 and earlier) were the percentage of a school's borrowers who entered repayment on FFELP or William D. Ford
Federal Direct Loan Program loans during a Federal fiscal year and defaulted before the end of the following
Federal fiscal year.
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volume. As set forth in the report, such services are prohibited by Section 435(d)(5)(A) of the
HEA.

The program review report also found that a termination clause that was present in many SLX
agreements tied private loans to overall education loan volume. The report stated that the
application of the clause to the overall education loan volume which includes FFELP loans could
appear to be increasing the amount of private loan volume that a school may have available to its
students. The report recommended that SLX modify its agreements to clearly explain that the
relationship between a school's access to private loans and SLX’s FFELP volume is to limit its
financial risk.

Resolution of the above mentioned program review report was included in a Determination and
Voluntary Disposition (Settlement Agreement), dated March 23, 2009, between ED, Fifth Third
Bank, SLX and SLX’s parent company, CIT Group Inc. Fifth Third Bank and CIT Group Inc.
agreed to respectively pay ED the sum of $300,000 and $4,837,500. ED agreed to take no
further action against Fifth Third Bank or CIT Group Inc. on the issues raised in the program
review report.

On November 17, 2009, SLX was made aware of the results of our audit and given an
opportunity to respond. SLX’s response was provided to us on December 4, 2009, indicating
that SLX did not concur with our results. According to its response, SLX did not believe any
improper inducements occurred in its agreements with Corinthian since it had developed its loan
programs in consultation with experienced industry counsel and within the context of the
guidance that was available from ED at the time. In addition, SLX believes that the issues raised
by our audit are moot because SLX has ceased originating both government guaranteed and
private student loans, and any actual or potential issues on inducements had been resolved by the
Settlement Agreement with ED.

SLX’s comments did not cause us to alter our conclusion that improper inducements were
offered. On July 9, 2010, we separately referred the SLX issues to FSA in an alert
memorandum, Lender Agreements between Sallie Mae and Student Loan Xpress and Corinthian
Colleges, Inc., Contained Inducements (Control Number ED-OIG/L02K0001), in which we
recommend FSA determine whether the issues were resolved by the Settlement Agreement, and
to take appropriate actions if the issues were not resolved. We included SLX’s comments as an
attachment to the alert memorandum.

Sallie Mae Offered Parents an Inducement to Borrow PLUS Loans

SLM’s agreement with Corinthian states that SLM would provide a $500 credit towards closing
costs on a new SLM Home Loan to parents who obtained a PLUS loan from SLM. A

March 21, 2007, “Letter of Understanding” between Corinthian and SLM summarized the
products and services that SLM would provide to Corinthian, its students, and their parents.
According to the letter, SLM would be Corinthian’s primary loan provider and would grant
Corinthian students access to both Federal and private education loans. Included in this
agreement was a provision for parents to obtain a one-time $500 credit towards their closing
costs of a new home loan from SLM if the parent obtained a PLUS loan from SLM. Through
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this provision, parents of Corinthian students were offered an inducement to borrow PLUS loans
in order to qualify for a one-time $500 credit towards closing costs on a new SLM Home Loan.
According to Section 435(d)(5)(C) of the HEA, lenders cannot offer, directly or indirectly, loans
as an inducement to a prospective borrower to purchase other products.

On November 16, 2009, SLM was made aware of the results of our audit and given an
opportunity to respond. SLM provided a response on December 4, 2009, indicating that it did
not concur with our results. According to its response, SLM did not believe that the $500
closing cost credit was an inducement by SLM for Corinthian parents to apply or obtain PLUS
loans from SLM. SLM stated in its response that it did not violate Section 435 (d)(5)(A) and (C)
of the HEA in view of the facts that: 1) the $500 closing cost credit was not, in fact, marketed to
any prospective parent borrower, and 2) Corinthian parents were allowed to obtain PLUS loans
regardless of whether they agreed to apply for or obtain an SLM home loan. SLM stated that no
PLUS borrower at WyoTech obtained a mortgage from SLM during the timeframe.

As part of this audit, we did not examine how SLM marketed its mortgage loans or marketed the
FFELP loans to WyoTech students and parents and cannot corroborate the statements made by
SLM. However, whether the closing credit was in fact marketed to students or parents, the fact
remains that SLM offered the inducement through the agreement itself in violation of

Section 435 (d)(5)(A) and (C) of the HEA. While parents may have been allowed to obtain
PLUS loans regardless of whether they agreed to apply for or obtain an SLM home loan, the
$500 credit was an inducement to obtain PLUS loans, thus violating Section 435(d)(5)(C) of the
HEA. Therefore, we have not modified the Other Matters section based on SLM’s comments
and separately referred this matter to FSA in the memorandum we issued on July 9, 2010.

OBJECTIVE, SCOPE, AND METHODOLOGY

The objective of our audit was to determine whether the agreements between the institution and
all lenders for the period July 1, 2007, through September 30, 2008, complied with the
anti-inducement provisions of the HEA. We reviewed all agreements between lenders and the
institution, including the corporation that owned the institution. The institution changed
ownership during the period of our review. Under Corinthian’s ownership (July 1, 2007, through
April 31, 2008) the institution was known as WyoTech. Under NAA’s ownership (May 1, 2008,
through September 30, 2008) the institution’s name changed from WyoTech to NAA-NE.

To accomplish our objective, we:

e Obtained an understanding of NAA-NE’s, NAA’s, WyoTech’s, and Corinthian’s internal
controls over prohibited lender inducements through direct observation and by
conducting interviews with corporate and school officials as well as students.

e Reviewed requirements prohibiting lender inducements in the HEA and pertinent
regulations.

e Reviewed NAA-NE’s documents related to all lenders, including (but not limited to):
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0 The list of lenders NAA, NAA-NE, WyoTech, and Corinthian had interacted with

in the past 5 years;

NAA-NE’s preferred lender list;

NAA'’s and NAA-NE’s chart of accounts;

Listing of services provided by the preferred lenders;

o0 Individual student files for those who participated in the FFELP.

e Obtained and reviewed written policies and procedures regarding incentives that may be
provided to Corinthian employees.

e Obtained and reviewed a list of charitable contributions made by Corinthian.

e Obtained and reviewed any agreements between the corporate entity, the school, and
lenders to identify those with arrangements that warrant further review or indicated
potential improper inducement activities.

e Obtained and examined NAA-NE’s, NAA’s, and WyoTech’s general ledger detailed
accounts report.

e Obtained and reviewed NAA’s, NAA-NE’s, Corinthian’s, and WyoTech’s latest audited
Financial Statements Reports, and Compliance Attestation Examination of the Title IV
Student Financial Assistance Program and the related audit documentation.

e Conducted interviews with the Independent Public Accountants (IPA) that performed the
financial statement audits and the institution’s Compliance Attestation Examination of
the Title IV Student Financial Assistance Program.

O OO

We conducted audit fieldwork at NAA-NE’s office in Bedford, Massachusetts, from

February 10, 2009, through March 13, 2009. We conducted fieldwork at Corinthian’s corporate
headquarters, located in Santa Ana, California, from May 11, 2009, through May 15, 2009. In
addition, we went onsite to the IPA’s office in San Diego, California, to review the work of the
IPA that performed WyoTech’s compliance audit. We held our exit conference with NAA-NE
and a Corinthian official on August 31, 20009.

We conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions based on our audit objectives.

Scope Limitations

A request for WyoTech’s internal audit reports was made on two separate occasions. In response
to our first request, Corinthian responded that the internal audit reports were not applicable to our
audit. Upon our second request, we were informed that WyoTech’s internal audit reports did not
contain any findings related to lender inducements. On March 23, 2009, Corinthian and OIG
agreed that Corinthian would produce the table of contents of its internal audits in an attempt to
demonstrate to OIG’s satisfaction that the issue of prohibited inducements was not covered by its
internal audits. Upon review of the table of contents provided, we requested additional details on
selected sections of these reports for review. Our request for selected sections of WyoTech’s
internal audit reports was denied. Corinthian’s refusal to provide WyoTech’s internal audit
reports prevents us from obtaining a complete understanding of internal controls within the
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context of our audit objective and causes us to qualify any conclusions we have drawn on the
basis of the data made available.

Moreover, NAA-NE officials provided conflicting statements about the existence of a preferred
lender list. As a result, we do not have adequate assurance regarding the validity of information
provided by NAA-NE during the audit concerning preferred lender issues resulting in a scope
limitation.

ADMINISTRATIVE MATTERS

Statements that managerial practices need improvements, as well as other conclusions and
recommendations in this report, represent the opinions of the Office of Inspector General.
Determinations of corrective action to be taken will be made by the appropriate Department of
Education officials.

If you have any additional comments or information that you believe may have a bearing on the
resolution of this audit, you should send them directly to the following Department of Education
official, who will consider them before taking final Departmental action on this audit:

William J. Taggart

Chief Operating Officer

Federal Student Aid

U.S. Department of Education
Union Center Plaza, Room 112E1
830 First Street, N.E.
Washington, DC 20202

It is the policy of the U. S. Department of Education to expedite the resolution of audits by
initiating timely action on the findings and recommendations contained therein. Therefore,
receipt of your comments within 30 days would be appreciated.

In accordance with the Freedom of Information Act (5 U.S.C. 8 552), reports issued by the
Office of Inspector General are available to members of the press and general public to the extent
information contained therein is not subject to exemptions in the Act.

We appreciate the cooperation and assistance extended by your staff during the audit. If you
have any questions, please contact me at (646) 428-3888.

Sincerely,
Daniel P. Schultz

Regional Inspector General
for Audit
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C.F.R.

Corinthian

CRSP

ED

ELT

FFELP

FSA

HEA

IPA

NAA

NAA-NE

OIG

PDF

Settlement Agreement

SLM
SLX

WyoTech

Acronyms /Abbreviations Used in this Report

Code of Federal Regulations

Corinthian Colleges, Inc.

Credit Risk Subsidy Program

U. S. Department of Education

Eligible Lender Trustee

Federal Family Education Loan Program
Federal Student Aid

Higher Education Act of 1965, as amended
Independent Public Accountant

National Aviation Academy of Mississippi, Inc.
National Aviation Academy — New England
Office of Inspector General

Portable Document Format

Determination and VVoluntary Disposition
Sallie Mae, Inc.

Student Loan Xpress, Inc.

WyoTech-Bedford
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Via A_maail and Overniqht AA~Gl

Daniel P. Schultz
Resional Inspector General for Audit
U. S. Department of Education

Office of Inspector General

32 0ld Slip, 26 Floor
Financial Square
New York, NY 10005

Re:

Dear Mr. Schultz:

We are in receipt of your draft audit reports entitled Everest Institute’s Lender
Agreements (Control Number ED-OIG/A02J0001) and Nationai Aviation Academy —
New England’s Lender Agreements (Control Number ED-OIG/A02J000S5), both dated
April 26, 2010, and appreciate the opportunity to respond. As you are aware, Corinthian
Colleges, Inc. ("Corinthian”) is the parent company of Everest Institute in Brighton,
Massachusetts (“Everest”). Additionally, prior to May 1, 2008 Corinthian was the parent
company of WyoTech Bedford (“WyoTech”), now known as National Aviation Academy
- New England (“NAA-NE").

Audit Results

Corinthian concurs that during the relevant periods Everest and WyoTech were not in

Reports: Agreements (Control
ED-OIG/ADN2J0001) Academy England’s
Agreements (Control ED-OI1G/A02J0005)

violation of Section 435(d)(5)(A) and (C) of the Higher Education Act of 1965, as
amended (the “HEA”). We express no view as to the compliance of lenders that are
described in the draft audit reports.

Other Matters

Corinthian has no comment regarding the findings with respect to NAA-NE after the

Member of the Corinthian Colleges, Inc.
Glohal Nerwatk
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change of ownership on May 1, 2008. Additionally, Corinthian has no comment on the
information contained in the "Other Matters” sections of the draft reports because they
do not allege that Everest or WyoTech were in non-compliance with Section
435(d)(5)(A) and (C) of the HEA. Rather, they address alleged non-compliance by
lenders. Corinthian reserves the right to concur or disagree with the information in the
future, if necessary.

Scope Limitation

Corinthian disagrees with the scope limitation described on pages 2-3 and 7 of the draft
audit report for Everest, and pages 3-4 and 9-10 of the draft audit report for WyoTech.
We recognize the importance of auditors assessing audit risk by gaining an
understanding of the results of previous audits, but, as the draft audit reports note, such
assessments are to be performed "within the context of the audit objectives," and the
auditors are to review previous audits that "relate to the current audit objectives.”
Everest Draft Audit Report, at 2 (quoting Government Auditing Standards, atq] 7.11(e)).

Internal Audits were Unrelated to the Audit Objectives

Corinthian's audit liaison made representations to the auditors that the internal audits in
question did not address the issue of prohibited inducements and, therefore, did not
“refate to the current audit objectives," i.e., the inducement prohibition. Further,
Corinthian’s outside counsel, Jonathan Vogel, reviewed the internal audit reports and
explained to the OIG's chief counsel that the internal audits did not address lender
inducements. Moreover, Mr. Vogel explained that Corinthian was reluctant to disclose
evaluative materiais, and that, considering that the internal audits did not at all address
the issue of prohibited lender inducements, the auditors’ examination of those
evaluative materials would not be "within the context of the audit objectives.”

In order to enable the auditors to verify that the internal audits did not address
prohibited lender inducements, Carinthian provided the auditors with relatively detailed
indices of the compliance areas addressed in the internal audits for fiscal years 2006,
2007, and 2008 that were requested. The indices showed that prohibited lender
inducements were not addressed in the internal audits.

The Seif-Critical Analysis Privilege Protects against Disclosure

In discussions with OIG's chief counsel, Mr. Vogel explained that the auditors’ request
for Everest's voluntary, internal audits raised the issue of whether those audits were
protected under the self-critical analysis privilege, or the important public policy
considerations that undertie it. The self-critical analysis privilege protects evaiuative
materials from disclosure in order to permit a business to engage in candid seif-
assessments without fear that such materials will be used against it. See, e.q., Bredice
v. Doctors Hospital, Inc., 50 F.R.D. 249 (D.C. 1970).
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The self-critical analysis privilege protects an organization from the dilemma of either (i)
investigating possibie regulatory violations, ascertaining whether they exist, and
correcting any violations, but thereby creating a self-incriminating record that may be
evidence of liability, or (ii) deliberately foregoing an internal evaluative review and
making a record on the subject (and possibly leaving a regulatory violation uncorrected)
in order to lessen the exposure of regulatory claims. The self-critical analysis privilege
is similar to, and based on the same public policy considerations as, Rule 407, Federal
Rules of Evidence, which excludes evidence of subsequent remedial measures.
Without this privilege, organizations such as Corinthian would be chilled from such self-
analysis. Indeed, in our experience, regulatory bodies have seemed to understand this
concern, as this is the first time we have encountered a request from a regulatory body
for our internal audits.

Summary

In summary, as demonstrated by the draft audit reports’ “Other Matters” sections, the
auditors obtained from Everest and WyoTech all of the schools' primary sources of
information on the issue of prohibited lender inducements. As a result, the auditors did
not experience “any significant constraints imposed on the audit approach.” Everest
Draft Audit Report, at 3 (quoting Government Auditing Standards, aty 8.11). Despite
the assertion in the draft audit reports to the contrary, the auditors did, in fact, obtain a
“complete understanding” of the schools’ information related to prohibited lender
inducements. Everest Draft Audit Report, at 7. There is, therefore, no reason for the
draft audit reports to qualify their conclusions on the basis of the information made
available.

Corinthian respectfully requests that the scope limitation be removed from both draft
audit reports.

Sincerely,

17

Stan A. Mortgnsen
Executive Vice President
and General Counsel

cc:  Jonathan Vogel, Esaq.
Linda Buchanan
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Attachment B

Tampa Bay

hcad,
S S, 6225 Ulmerton Road
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Clearwaler, ¥lorida 33760
Phoge: §00.659.2080
Fax: 727.535.8727

National Aviation Academy LSOER e s

Bedford, Massachusetts 01730
www.NAA.edu Phone: 800.292.3228
- Fax: 781.274.8490

May 24, 2010

Via email and Federal Express

United States Department of Education
Office of the Inspector General
Attention: Daniel P. Schultz

32 0ld Slip, 26™ Floor, Financial Square
New York, NY 10005

Re:  National Aviation Academy — New England (“NAA — Ncw cugland™)
Response to the United States Department of Education (“USDOE”) draft
audit report dated April 26, 2010: Control Number ED-OIG/A02J000S of
NAA - New England (the “‘draft audit report™)

Dear Mr. Schultz:

Iam in receipt of the draft audit report for NAA — New England dated April 26,
2010, and respectfully I cannot concur with the audit findings. I am the owner of
National Aviation Academy, the parent company of NAA — New England. I am the
Chairman of the Board and Chief Executive Officer of both National Aviation Academy
(“NAA”) and its subsidiary NAA — New England. In 1990 I formed NAA and acquired
an aviation maintenance technical training school in Tampa Bay, Fiorida, which had been
in business since 1969. and have operated it continuously since 1990. NAA has
established a preeminent reputation for operating a Federal Aviation Administration
(“FAA™) approved aviation maintenance technology school.

In late 2007, Corinthian Colleges, Inc. approached NAA with a proposition that
NAA acquire the assets of the aviation maintenance technology school it operated in
Bedford, Massachusetts as Wyo-Tech {formerly known as East Coast Aero Tech). NAA
viewed the asset purchase of Wyo-Tech (formerly East Coast Aero Tech) as an
opportunity to expand our mission of providing the highest quality aviation maintenance
education and to restore the good name of East Coast Aero Tech that has existed since
1932. Had NAA not acquired the Wyo-Tech assets in all likelihood the schoo! would
have closed displacing students and likely creating defaults on their student loans and
depriving the world aviation market of a critical tabor force of FAA-licensed aviation
maintenance technicians. NAA worked diligently and under a very short window of time
with the FAA, the USDOE, the Massachusetts Department of Education, our accrediting
body, ACCSC and the Massachusetts Port Authority, who were ati supportive and helpful

IHITAINIS.08512
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with our acquisition because they wanted to ensure the continuing existence and
continuity of this school under NAA’s stewardship.

NAA’s Mission Statement says that wc will educatc aviation maintcnancc
technician students in a learning environment conducive to exceilence in meeting the
needs of thc world aviation maintenance industry. NAA provides an educationai
environment that encourages the highest standards of scholarship and training, and meets
and exceeds all federal and state rules, regulations and laws for a proprietary aviation
maintenance school. NAA strives and ensures improvements in the quality of its faculty,
staff, facilities, and other resources. NAA has 110 plus dedicated employees that strive
everyday to ensure that cvery ycar the best trained FAA-licensed aviation maintenance
technician graduates enter the workforce and make an inunediate contribution to the safe
travcl of millions of people worldwidc.

NAA has over 600 students between its campuses in Tampa Bay, Florida and
Bcdford, Massachusetis. NAA-Tampa Bay and NAA-New England have lrained and
graduated many thousands of FAA federally licensed aviation technicians who are now
achieving thc American dream. They arc employed by all major airlines, aircraft
manufacturers, maintenance repair and overhaul facilities, transport arenas, as well as in
general aviation. The two NAA organizations combined have produced an estimated
18,000 FAA federally licensed aviation maintenance technicians since their inception.
Everyday, NAA teaches its students ethics, integrity, and to follow the prescribed
procedure. There are no shortcuts in aviation maintenance, and we have never, to our
knowledge, had a graduate who was ever cited for rulcs infractions by the FAA. NAA
attributes this impeccable safety record to the meticulous training that is given to students
to always follow the prescribed procedures without exccption. For the ycar ending June
2009, NAA-Tampa Bay had a student completion rate of 81.88%, a 100% FAA licensure
exam pass rate, and a 93.27% placement rate. This was accomplished while dealing with
some of the most adversc cconomic circumstances the aircralt industry has ever
experienced.

NAA has always worked diligently to supplant our integrity and culture as an
overlay to NAA-New England. After acquiring NAA-New England there has been
substantial improvemcnt in rctcation rates, graduation rates, licensure rates, and
placement rates at NAA-New England. On May 1, 2008 Wyo-Tech’s then current
retention rate was 66.5%, and on May 1, 2010 NAA-New England’s current retention
rate was 84.7%. Retention rates are a direct reflection of future completion rates and
NAA-New England projects completion rates of 70-80% by as early as next year.
Reports submitted in 2009 teflect the results of Wyo-Tech start dates from June 2006 —
May 2007 and the graduation rate was 56% while the placement rate was 74%. These
results do not meet the standards of NAA and are projected to improve dramatically for
the next several reporting periods. Following the acquisition, NAA-Ncw England has
becn able to return a number of students on leave of absence and withdrawals, and help
these students obtain federal licensure. The FAA flight standard district office (FSDO)
for NAA-New England is available to confirin the quality of the education and the
commensurate results that are now being achieved at NAA-New England. William
Fullam, FAA Primary Maintenance Inspector of NAA-New England can be reached at
the FSDO Office (781) 357-4937 to verify and acknowledge our representations of
quality in this matter.

3313724, U1 101408512
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NAA has an impeccable history of meeting afl standards of regulatory
compliance. NAA has never been fined or cited by any regulatory agency for non-
compliance with any laws, rules or regulations. Mike Wisniewski joined the NAA team
in 2002 and since 2004 has served as President of NAA and was appointed President of
NAA-New England whea it was acquired in May 2008. Mike Wisniewski is known to
me, the NAA team, the community and his family to be a man of the utmost integrity and
character and would under no circumstances lie nor misrepresent any matter to anyone,
especially an auditor for the USDOE.

Spanning from 2002 o the present, NAA has successfully completed with no
findings: an USDOE - Program Review (June 2002), two Re-Affirmations of
Accreditation from the Council on Occupational Education (August 2003 & August
2009), and a State of Florida - Office of Student Fisancial Assistance - Program Review
(July 2004). NAA achieved zero findings in all Independent Compliance Audi® in Fiscal
2004 - Fiscal 2009 (6 years) and NAA-New England has achieved 2eco findings in all of
i Independent Compliance Audis since we acquired it in May 2008. Additionally,
NAA has successfully completed every State Department of Education and Accrediting
Body annual review and/or repost. Piior to 2002, any findings wese coerected in a timely
manser and in one instance NAA self reporied an issue and took corrective measures
independent of any review. While NAA is not perfect, we strive for excellence and
adberence to all applicable laws and regulations and our track recosd demonstrates our
commitinent to ensure compliance.

A fanher example of our suppost of the USDOE and compliance with laws is
demoqstrated by an event that occurred in the spring of 2005, After sweeping reform of
the NSLDS Detabase, NAA was approached by a loan consolidation company requesting
we assist them with access to NSLDS. Our Director of Financial Aid was approached
with a substantial monetary offer for the school in return for us giving them access to
NSLDS. NAA tumned them away and (SIS

) ) [

e

The loan company was shut down and

Jjustice was served.

Following the review of the Preliminary Findings ieport issued aad discussed in
our exit interview for this audit and in our continuing quest for excellence and
compliance, we have initiated fusther education and training procedures for our financial
aid counselors. Our training includes five to six days of training regarding federal
student aid, awacding aid, student eligibility, maintaining reconds, evaluation of Title IV
program management, and other related topics. This training session is then followed by
tiuee to four weeks of review, question and answer sessions, and observation of financial
aid appointments. Only then is the financial aid counselor givea the opportunity to
conduct financial aid overviews with students, and even then the counselor continues
under supervision for at least two weels. Further, the education programs and materials
for Donna Wells, the Director of Financial Aid for NAA-New England are continually
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reviewed and any new available education programs and website materials are added to
ensure that Ms. Wells keeps abreast of the changes in the USDOE Rules and Regulations
applicable to Student Financial Aid. She and Julie Prashad-Ramirez, the director of
Financial Aid for NAA-Florida frequently confer and review changes in any rules and
regulations and the implementation of any requircd reguiations.

Over the last several years the student lending industry has seen major changes
and a lot of wrongdoing and inappropriate conduct were uncovered. As you confirrned in
your audit, NAA-New England did not have any lender agreements in effect during
NAA-New England’s period of ownership during the audit pcriod. NAA was not aware
of the lender contracts that Corinthian Colleges had with Student Loan Xpress (SLX),
Sallie Mae, Inc. (SLM) or Colilege Loan Corporation during the period of its ownership
of Wyo-Tech. These lender contracts were not disclosed to NAA and were not part of
the Wyo-Tech acquisition. In our 20 year existence, NAA has never had an inappropriate
relationship with a lender. NAA has ncver received any inducement from a lender and
has never preferred one lender over another. In support of this, please find a letter dated
May 20, 2010 from Ralph Ross, of BKD, LLP attached. BKD, LLP, independent
cettified public accountants, prepared the attestation of financial statement and the
student loan compliance report for NAA-New England for the year ending June 30, 2009.
This covered the July 1, 2008 to September 30, 2008 period of the allcged non-
compliance. BKD, LLP in this letter confirmns that it found it no evidence of any
improprietics with any lenders or the use of any preferred lender list.

Upon receipt of the USDOE-OIG draft audit report, I was dismayed and with the
audit findings questioning the integrity and validity of the inforination provided by NAA-
New England during the audit. I was mortified that such an accusation would be levied
at NAA. The first phone call that I made was to our independent legal counsel, Watkins,
Ludlam, Winter & Stennis, P.A., and I engaged thcm to do whatever is necessary to
investigate this matter to determine if there was any matter of non-compliance. I also
made a call to Ralph Ross at BKD, LLP, our indepcndent certified accountants, and
engaged them as independent auditors to review this matter and their audits to determine
if there had been any violations. Additionally, I did not consult with anyone in the
company before consulting with our lawyers and auditors. However, when I did speak to
NAA employees regarding the investigation, I encouraged them to be open and cooperate
without reservation. I had these investigations conducted because T deemed this the most
serious affront to the impeccable record of integrity of this organization which I have
nurtured since 1990.

The draft audit report found that NAA-New England’s preferred lender list
provided to the auditors in connection with the audit did not include the required
disclosures under regulation 34CFR Section 682.212(h)(2){i), which wcnt into effect on
July 1, 2008 As noted, I authorized our outside legal counsel, Watkins, Ludlam, Winter
& Stennis, P.A. to review the draft audit report and conduct an independent investigation.
Based on my own investigation and those I had our outside legal counsel, Watkins,
Ludlam Winter & Stennis, P.A. conduct, I cannot concur with the findings in the USDOE
draft audit report. A letter from Gina Jacobs at Watkins, Ludlam, Winter & Stennis, P.A.
dated May 24, 2010 is attached which outlines their investigation and supports the
findings of my own investigation.

3113724.1/11014.08512
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Historical Audit Information

By way of background, I have conduceed my own investigation into the events
discussed in the draft audit report, and T want to share my conclusions with you. The
au it period covered July t, 2007 through September 30, 2008; however, NAA purchased
NAA-New England on May 1, 2008, Thus, much of the audit period covered a time that
the school was operated as Wyo-Tech and owned by Corinthiar Colleges, Inc.

The May 1, 2008 %0 September 30, 2008 period during the audit when NAA-New
England owned and operated the school was a period of transition and great change.
NAA had just acquired the school on May 1, 2008. Any transition period is difficult
following an acquisiticn, but the NAA- New England transition was particularly difficult
because Corinthian Colleges had let tbe school deteriorate in anticipation of closing the
school if it could not be sold. When NAA-New England took over on May 1, 2008,
NAA-New England attempted as smooth a tramsition as possible to help studens
complete their educational prograra with no interruption. The transition period was
further complicated dve to the turmnoil in the economy and the failure of the secondary
loan markets causing many len ers {o withdraw from the student lending market.

NAA-New England hired the existing two Wyo-Tech Financial Aid staff, &k
H| who were supervised by Lindsay Zuluaga the NAA
Corporate Director of Financial Aid. Ms. Zuluaga was hired by NAA in April 2008 just
before the acquisition of NAA-New England. At the time of the acquisition of Wyo-
Tech by NAA, Wyo-Tech was oussourcing certain fimancial aid functions to Global
Financial Services. To aid in the transiMon, NAA determined to continue the same
outscurcing with Global Financial Services after the acguisition in May 2008 until the
end of the current award year on June 30, 2008 at which time NAA-New England then
transikoned and brought in-house all the financial aid functions.

During this transition period, we had time to review the performance of the prior
Wyo-Tech employess we tad employed in the Gnancial aid department. It then became
apparent that splitting Ms. Zulvaga’s time and supervision between the Tampa Bay and
New England campuses was not going to be sufficient and an on-site supervisor for the
financial aid department was required. Since we felt neither of the Wyo-Tech employees
we had rehinad were capable, Doona Wells was hired and started on August 11, 2008.
Ms. Zuluaga and Ms. Wells were established Financial Aid professionais with 24 years
and 16 years of Fizancial Aid experieace, respectively. When Ms. Wells came on board
in mid-August 2008, she was imme iately tasked with the responsibility of establishing
the financial aid policies and proceduies for NAA- New England and reviewing and
updating the financial aid procedures ead training of financial aid staff for NAAvﬁ
England. Of these employees. onlv Ms. Wells remains with NAA-New England, as

Ms. Zuluaga and are no longer employed with NAA or NAA-New
England.

1 want to be clear that during this transition period we employed the two former
Wyo-Tech financial aid cmployees.w We are uncertain
bow Wyo-Tech conducted student financial aid interviews, including the diswibution of
any lender list before the acquisition. During the transition period, the former Wyo-Tech

employees continued to conduct the student intecvicws and some of the same forms were
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used since Global Financial Services was still processing loan files for a period after the
acquisition. It is possible that during the transition period before Donna Wells was hired
in mid-August 2008 that some former Wyo-Tech formns wese used and NAA-New
England’s name was placed on them where approgtiate.

From review of the student loan files for the two studerts mentioned in the draft

audit report, it appears that SISk onducted one of the interviews, and whiie it is
unclear who conducted the other, we believe it was . The deit audit

reports states that these studens indicated % the auditors that they teceived a preferred
lender list. We can only conclude that the former Wyo-Tech employees who were hired
by NAA-New England updated and used the Wyo-Tech prefemred lender list and gave it
to these students during the tramsition period before 3s. Wells implemented a new
system. Ms. Wells has confirméd that she discontinued the use of any Wyo-Tech forms
and has never used a preferred lender list. If such a formesr Wyo-Tech list was used, it
did not comply with the regulations. However, any such non-compliance was very brief
during a ttansi#on period and has long been rectified and no longer exists. Please note
that the lender list provided to the auditois by NAA-New England which we suspect may
have been a former Wyo-Tech document listed only those lenders who were known to be
making loans to NAA-New England students following turmoii in the student loan
market.

NAA received a fetter dated January 21, 2009 with a list of requirements for the
audit scheduled to start on February {0, 2009. NAA-New England President, Mike
Wisniewski requested information from the applicable department heads and NAA- New
England compiled information for the auditors to ihe best of our ability. At this time and
during the audit, Ms. Zuluaga, Ms. Wells andwere the Financial Aid
personnel for NAA-New England, The information provided in response to the auditor’s
request included: (i) a list of lenders who had made loans to NAA and NAA-New
England students in the past five years and {ii) a dear borrower letier which included a list
designated as NAA-New England preferred lenders. The list of lenders in the dear
borrower letter were lenders s¥ll making student loans to NAA students following the
economic melidown and tuzmoil in the student loan market. I can only conclude that the
dear borrower letter that is being designated as a “preferred lender list” by the auditois
was pulled from the files by Ms. Zuluaga or S in response to Mr.
Wisniewski’s request for information for the entrance conference. Ms. Wells has stated
that she had never seen this “preferred lender list” until Ms, Zuluaga provided it to her
after the audit began and told her it had been provided to the auditors. Ms. Welis stated
that she has never used this list or any preferred lender list for that matser, and it was not
in the procedures that she implemented in the Fall of 2008 for use by NAA-New England
after she was hized in mid-August 2008.

During thc entrance interview with the USDOE OIG aqditors, the auditors
expressed to us that the scope of the audit was to desermine whether the agreements
between the institution and all lenders were in accordance with the Higher Education Act
of 1965, as amepded. The auditors expiained that the USDOE-OIG was here to kelp and
wouid provide open dialogue and feedback on progress. The auditors assured us that
there would be ao surprises 1egardiog findings or recommendations. NAA-New England
feit confident thete would be no findings because we have no agreemens with any
lenders. As you counfirmed in your draf? audit report, no improper agreements or

IIITHLII01A 05T

Page 21 of 24



Final Report

ED-OIG/A02J0005

arrangemen® with lendess were found during NAA-New England's period of ownership
duting the audit period. The audit continued from February through August 2009,
During this period, any information or interviews thet were requesied were amranged.
There was no indication from any of the auditors tbat there were any issues.

On August 27, 2009 Mike Wisniewski reccived an email with a Preliminary
Finding Point Sheet attached for review and discussion at the Audit Exit Conference on
August 31, 2009. The document included a finding that a NAA-New England preferred
lender list was not properly maintained. This was the first indication of a finding and was
a total surprise. In an effort to understand the finding Mr. Wisniewski asked Ms. Zuluaga
and Ms, Wells about the issue, asmwas no loager employed. Botk assured
Mr. Wisniewski that a preferred lender list was not used and not giveo to studeats. Mr.
Wisniewski 0ld the auditors this since he had no knowledge of such a list being used
because NAA bas never had any arrangements with lender to prefer one lender over
another. I was also comforseble that NAA-New England had done nothing improper
because we never had any agrecments, contracts, or inappropriate relationships with
lenders.

The auditors were obviously confused by My, Wisniewski’s answers at the exit
conference since NAA-New England had supplied a document to the auditors in the
entrance conference that said “NAA-New England preferred lender” on it. Attempting to
explain whete the lender list came fiom, Mr. Wisniewski stated that it was possibly a
form used by Wyo-Tech and updated to reflect NAA-New England. However, the list
was never used or given to students.

Mr. Wisniewski’s explanation obviously gave the audisors the impiession that the
list was created to respond to the audit sequest. This was the Sezthest thing from the truth.
If NAA-New England bad anything to hide, it certainly would not have provided this
document. We obviously provided a document from our files that either of the NAA-
New England financial aid managers, Ms. Zuluaga and Ms. Wells had used. At this
point, NAA shouid have pointed out the mistaie rather than to try and explain where that
document may or may not have come from, NAA's failure to go so was a mistake, but in
no way was it an attempt to mislead the auditors and in no way was it a false document.

The “preferred lender list™ provided to the auditors, but not used by NAA-New
Englasd staff obviously confused the auditors, Mr. Wisniewski simply tied to clarify
this; however, in doing so it appears to have made the problem worse. After further
investigation, we can only conclude that the former Wye-Tech employees updated and
used the Wyo-Tech preferred lender list. Fusther, these former Wyo-Tech employees
may have given it to students during the transition period before Ms. Wells implemented
a new system in the Fall of 2008. Ms. Wells has confirmed, however, that the use of any
Wyo-Tech forms was discontinued when she implemented the new financial aid forins in
the Fall of 2008. Ms. Wells has never used or maintained a preferred lender list. If such
a former Wyo-Tech list was used in the transition pesiod, it did not fully comply with the
regulations, but any such non-compliance has long been rectified and no longer exists.

I also want to reiterate the fact that this mistake occurred during NAA-New
England’s transition after ecquiring Wyo-Tech. T also want to note that the problems
inherent in any acquisition were compounded by the collapse of the student lending
markets. Having looked back at the facts described, I can see that 2 list may bave been
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used during #e transikon after the acquisition of Wyo-Tech; however, if it was, the
problem has now been rectified. Mike Wisniewski's records support these facts.
Moreover, Donna Wells continues © maintain that a lender list is not used and that she
has never usﬁ such a list iinee she was hired in August 2008. Flnally, neither Lindsay
Zuluga nor could be intecviewed regarding the use of a lender list, as
both of them are 1o longer employed by NAA-New England.

I also want to highlight the fact that NAA-New England’s financial aid staff
follows a policies and procedure manual. This policies and procedures manual for NAA-
New England clearly states on page 47 that “Based on current regulations, schools are not
permitted to have ‘peeferred’ or ‘ooe’ lender.” The above quoted provision is consistent
with the financial aid systems Ms. Weils implemented ard practices.

NAA-New England also makes a concerted effort %o keep up with chaages in
regulations regarding student loans. Donna Wells, Director of Financial Aid at NAA-
New England regularly participates in webinars and attends conferences egarding
regulatory topics, feceives AP bulletins, receives Federal Registry letiers, receives
updates from Sallie Mae regatding federal regulations, receives updates and notification
from our state guaraodbor (American Student Assistance), and consuits the Blue Book.
She also frequently discusses any changes in any financial aid rules and regulations and
the implementation of those changes with Julie Prashad-Ramirez, the Director of
Financial Aid for NAA-Tampa Bay.

NAA-New England ack with competency and integrity and in the nature of a
fiduciary in the administration of the Title IV, HEA programs. NAA is proud to have
never been cited for non-compliance and will vigorously defend our moral intentions.
Based on my investigation, NAA-New England may have violated 34 C.FR. § 682.212
by useof a lender list that was provided to the auditors. However, any such use was for a
very brief period, during the ¥ansition after our acquisition of NAA-New England. Any
such non-compliance has been fully corrected and proper procedures have been
implemented to ensure that they do not occur again. Such an error was not willful and
simply does not rise to the level to warrent a fine against NAA-New England or limit its
participation under Title IV programs, as described in 34 C.F.R. §668, Subpart G. Given,
Mike Wisniewski’s reputation and NAA’s track record and history of regulatory
compliance, we believe that no punisiunent is appropriate.

NAA has never had an inappropriate relationship with a lender, which is verified
by your audit and our annwal compliance attestason examinations which were provided
to you for the audit, and confirmed in the attached letter from BKD, 1L.2.C. While we
understand the seriousness of the audit findings, the ensire student lending induswy will
be changing again on July 1, 2010 to direct lending making the lender preference issue
awot. NAA was an original approved participani in the Direct Lending Federal Student
Loan Program when it staried in 1993 and has continuously been an approved participant
since that time, NAA and NAA-New England are fully prepared to implement the
change to direct lending and hit the ground runaing when it begins on July 1, 2010.

This entire situation bas been an unfortunate misunderstanding, but NAA-New
England has always been forthright with USDOE. NAA-New England merely provided
a list from their {iles to the auditors upon their request, but to be clear, we know that no
lender list has been used since Donna Wells joined our staff and implemented NAA-New
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England’s financial aid systems and procedures in the Fall of 2008. Any non-compliance
has been completely rectified and any use of a lender list was in the brief transition period
following NAA’s acquisition of Wyo-Tech. Not only have wc fixed this problem, but we
continue to implement additional training procedures to prevent anything similar from
happening again. NAA takes on a huge responsibility in trying to ensure safe reliable air
transportation to the flying public everyday. We take that responsibility and the
responsibility for complying with all applicable USDOE and FAA rules and regulations
very seriously.

Respectfully submitted,

W Eoriat—

Mac Elliott

Chainnan of the Board and Chief
Executive Office of National
Aviation Academy — New England

Cc: Gina Jacobs

3313724, 171 LDN4.08512



