FSA Change In Ownership Module



	Introduction

Have you ever wondered what is required if your school undergoes a Change In Ownership?  Does your school know how to report a Change in Ownership to SFA in order to determine eligibility of the school under the new owners?  Does your school know what the requirements are for Mergers?

There are various aspects that the institution must be aware of and prepare for that takes place before, during and after a Change in Ownership (CIO).  The purpose of this module is to assist any school that might be considering a change in ownership. The module is designed to help a school prepare for the process, respond to the specific requirements throughout the process, and also includes specific instructions for Mergers.

Hyperlinks to all applicable regulations and FSA Handbook citations are provided throughout this module.  Most of these hyperlinks are taken from the 2004-05 FSA Handbook, School Eligibility & Operations, Chapter 5, 2003-04 FSA Handbook, Institutional & Program Eligibility, Chapter 10, 668.13, 600.20, 600.21, and 600.31.



	Background for Change in Ownership

It is important first to determine if there is a change in ownership and what type of change.  The institution must report changes in ownership that result in a change in control to the Department of Education within 10 days. Changes in ownership that do not result in a change in control but do result in a person or entity increasing or decreasing of  25% or more of the ownership interest, also must be reported to the Department of Education within 10 days.   
Change in Ownership that Results in a Change of Control

An institution that undergoes a change in ownership that results in a change in control ceases to qualify as an eligible institution upon the change in ownership and control.  A change of ownership that results in a change in control includes any change by which a person who has or thereby acquires an ownership interest in the entity that owns the institution or the parent corporation of that entity, acquires or loses the ability to control the institution.  Please read 600.31 which outlines the specific definitions and explanations concerning the Change in Ownership process.  

Excluded Change in Ownership
Not all changes in ownership and control result in the institution ceasing to qualify as an eligible institution.  34 CFR 600.31(e) provides for an excluded change in ownership that does not result in the institution ceasing to be an eligible institution.  

A transfer of ownership or control to a member of the former owner’s family (parent or stepparent, sibling or step-sibling, spouse, child or stepchild, or grandchild or step-grandchild or the spouse’s parent or stepparent, sibling or step-sibling, child or stepchild, or grandchild or step- grandchild or child’s spouse or sibling’s spouse) is considered an excluded transaction.  This type of transfer must be reported to the Department within 10 days, and is considered an excluded change in ownership. 

If the new owner is not a family member of the former owner, to qualify for an exclusion, the transfer of ownership must meet tests on both the former owner and the new owner.  The former owner must either:

· Die; or 

· Retire

And

· The new owner must be 

· another owner of the institution who has been active in the management of the institution for at least two years preceding the transfer




	Please note questions/comments for further action here:

**If your institution is not certain whether an exclusion applies, please contact your Case Team using the contact information in the Technical Assistance Resources. 




	Change in Ownership that does NOT result in a change of control
Not all changes in ownership result in a change in control, and hence are not subject to the provisions of 600.31, however the institution may still need to report the change in ownership in accordance with 600.21(a)(6).
An example of a change in ownership that does not result in a change in control would be if a 100% owner sold 5% ownership interest.  No application would be required because neither the new owner or the current owner increased or decreased their respective  ownership interest by 25% or more.  However, if the 100% owner sold 25% of his ownership, the institution is required to report the change on the Application for Approval to Participate in Federal Student Financial Aid Programs.   Although there was a change in ownership, there was no change in control, therefore, the institution remains eligible.  

Public Schools

If a public institution undergoes a change of governance and the institution remains a public institution, it is not considered a change in ownership that results in a change of control, if:

· The new governing authority is in the state; and
· The new governing authority has acknowledged the public institution’s continued responsibilities under its previous Program Participation Agreement.

The institution must report the change in governance within 10 days and provide: 

· A copy of the documentation transferring the governance from one public entity to another within the state explicitly acknowledging the institution’s continuing responsibility under its PPA; or
· A letter or notice acknowledging its continuing responsibilities under the PPA.




	Questions/Comments:




	BEFORE the Change in Ownership that results in a change of control

The prospective owner needs to be familiar with and have a firm understanding of the institution it is about to purchase and the current standing of the institution as it relates to Title IV participation.

The following checklist will provide the institution with a mechanism to self-assess the institution and be aware of any concerns the Department may have in processing the CIO application.

Information concerning current status of school:

· Have all  FSA audits been submitted to the Department as required?

· Are there any outstanding audit findings or liabilities? 

· Are there any outstanding Program Review findings or liabilities?

· Are there any outstanding ED Payment liabilities?

· The institution’s latest Perkins, FFEL, and Direct Loan rates are as follows:  

· Perkins latest default rate (last  three years)  __________________

· FFEL latest default rate (last  three years)  ____________________

· Direct Loan latest default rate (last  three years)  ________________

· Does the institution have a Default Reduction Plan as outlined in DCL GEN 01-08?
· Does the institution meets all Financial Responsibility requirements as outlined in 34 CFR 668.171 through 668.175?
· Is the institution’s accreditation current?

· Is the institution’s state license current?

· Has the Department of Education take any administrative actions against the school?

· Does the prospective owner or officials of the institution have any outstanding liabilities or other problems with current or previously owned institutions?

· Does the institution use a Third party servicer?

· Have there been any actions taken against this Third party servicer?

· Financial Aid Staff – Does the institution use an adequate number of qualified persons to administer the Title IV, HEA programs in which the institution wishes to participate?
Preparation steps the new owners will need to take before the change in ownership

· Contact the state and accrediting agencies to ensure a smooth and timely approval of the change in ownership by those agencies.

· Determine which officials will attend precertification training.

· Date and location of training attended: ______________________

· Names and titles of attendees: _____________________________________________________________


	Questions/Comments:

If the institution has not met some or all of the requirements above, the institution should complete a Management Enhancement Worksheet indicating what action is planned to correct any problems before the institution submits request for approval of the CIO.  Further, if the institution cannot meet the requirements and would like to withdraw the Change in Ownership application, the request must be in writing.




	Preacquisition Application and Review

The concept of preacquisition review arose before the Higher Education Amendments of 1998 as the Department’s effort to reduce the time that a school was without access to Title IV funding.  This practice has been continued, with considerable success, because it enables a school to validate its application before the official Change in Ownership occurs.

This section includes information that must be followed to be eligible for a preacquistion review.  Specifically, your application must be submitted at least 45 days prior to the expected date of the transaction.  Please note a preacquisition review is NOT a requirement for an institution that has a change in ownership. 

· The institution completed the Electronic Application to Participate (EAPP) and checked the box marked Change in institutional ownership or structure AND checked the box marked Check here if requesting a preacquisition review.
If the institution submitted a preacquisition review 45 days prior to the CIO, the team will contact the institution to advise if any required questions were not answered or if further clarification is needed.  Thus our response in a preacquisition review will not be an official approval or denial of the application.  If the institution submitted a preacquisition application, it must then notify the Department of the date the sale actually took place.

If the change in ownership is cancelled, the institution must notify the Department in writing requesting the Change in Ownership application be purged

	Questions/Comments concerning Preacquisition Application and Review:




	Application for Provisional Extension of Certification

After the Change in Ownership that resulted in a change in control, if the institution wishes to apply for an extension of its previous certification, it must submit a materially complete application within 10 business days after the day the change occurs.  A materially complete application includes:

· An application with all the appropriate questions answered and submitted electronically.  The application can be found at http://eligcert.ed.gov/
· Signature Page with original signature

· Authorization (License) from the State that as of the day before the change in ownership authorized the institution to provide a program of postsecondary education in the state in which it is physically located;

· Current letter of accreditation, that as of the day before the change in ownership, granted the institution accreditation status, including approval of each nondegree (vocational) program  

· Number of weeks of instruction

· Number of clock hours

· Number and type (semester, quarter) of credit hours, if applicable

· Financial Statements 
· Audited financial statements of the institution’s two most recently completed fiscal years that are audited in accordance with Generally Accepted Governmental Auditing Standards, prepared in accordance with Generally Accepted Accounting Principles and prepared on the accrual basis.
· Audited financial statements of the purchaser (buyer) for its two most recently completed fiscal years (if appropriate) that are audited in accordance with Generally Accepted Governmental Auditing Standards, prepared in accordance with Generally Accepted Accounting Principles and prepared on the accrual basis or equivalent information for that owner that is acceptable to the Secretary.
Note:  If your institution goes through a Change in Ownership that resulted in a change in control, and your institution wishes to apply for an extension of its previous certification, the above checklist should help you determine what is needed by the Case Team in order to consider your application.




	If the Department approves the institution’s materially complete application, the institution will receive a provisional program participation agreement.  The provisional PPA extends the terms and conditions of the program participation agreement that were in effect for the institution before its change in ownership.  

The provisional PPA expires on either:

· The date the Department countersigns a new PPA

· The date on which the Department notifies the institution that its application is denied 

· The last day of the month following the month in which the change in ownership occurred.

The institution’s provisional PPA can be extended on a month to month basis if PRIOR to the expiration date the institution submits:

· Day one balance sheet of the newly formed company (institution) as of the date of the ownership change (acquisition) that is audited in accordance with Generally Accepted Governmental Auditing Standards and prepared in accordance with Generally Accepted Accounting Principles
· Numeric Tests – To determine if the institution meets the financial responsibility requirements, the institution will be asked to demonstrate that it has an acid test ratio of at least 1:1; has a positive tangible new worth (for not-for-profit institutions a positive unrestricted current fund balance, a positive unrestricted net assets), and is not materially leveraged, or burdened with significant contingent liabilities that draws into question its ability to continue as a going business concern.  In addition, it must not have been cited for past performance violations as set forth in 668.174 
· Approval of the change in ownership from the State agency that authorizes the institution to legally provide postsecondary education in that state
· Approval of the change in ownership from the institution’s accrediting agency and a 
· Default Management Plan, if applicable:
· Default Management Plan set forth in DCL 01-08; or
· Its own default management plan that has been approved by the Department of Education; or 
· The institution is exempt under 487(a)(14)(C) of the HEA from providing a Default Management Plan.  Specifically, the institution does not have to use an approved Default Management Plan if—
· The institution, including its main campus and any branch campus, does not have a cohort default rate in excess of 10 percent; and
· The owner of the institution does not, and has not, owned any other institution with a cohort default rate in excess of 10 percent



	Questions/Comments regarding Application for Provisional Extension of Certification:




	Application for a Change in Ownership

If the institution did not apply for an extension of the Application for Provisional Extension of Certification or failed to meet the timeframes identified above (and 600.20), the institution ceases to be an eligible institution as of the date of the change in ownership.  To reestablish eligible and resume participation, the institution must submit an application for a change in ownership. The application can be found at http://eligcert.ed.gov/. In addition, the following documents must be submitted to the Department of Education.

· Signature Sheet

· Authorization (License) from the State that the authorization is for a change in ownership

· Current letter of accreditation, including:

· A statement from the accreditor that the accreditation is for a change in ownership

· Year of most recent accreditation

· Number of years

· Stipulations, if any

· Approval of each nondegree (vocational program), including

· Number of weeks of instruction

· Number of clock hours

· Number and type (semester, quarter) of credit hours, if applicable

· Default Management Plan, if applicable:
· Default Management Plan set forth in DCL 01-08; or
· Its own default management plan that has been approved by the Department of Education; or
· The institution is exempt under 487(a)(14)(C) of the HEA from providing a Default Management Plan.  Specifically, the institution does not have to use an approved Default Management Plan if—
· The institution, including its main campus and any branch campus, does not have a cohort default rate in excess of 10 percent; and
· The owner of the institution does not, and has not, owned any other institution with a cohort default rate in excess of 10 percent
·  Plans to attend Fundamentals of Title IV Administration (Precertification) Training
· Once the institution attends Fundamentals of Title IV Administration  (Precertification) training, the institution must submit a Certificate of Completion.  Please see 668.13 for more information regarding new changes to the Fundamentals of Title IV Administration (Precertification) Training requirement, effective July 1, 2001.




	Application for Change In Ownership (continued)

· Financial Statements - only those financial statements (including day one balance sheets) audited in accordance with Generally Accepted Governmental Auditing Standards, prepared in accordance with Generally Accepted Accounting Principles and prepared on the accrual basis are acceptable.  Financial statements that do not meet these standards are rejected:
· Audited financial statements of the institution for its two most recently completed fiscal years
· Audited financial statements of the purchaser (buyer) for its two most recently completed fiscal years (if appropriate)
· Day one balance sheet of the newly formed company (institution) as of the date of the ownership change (acquisition)
· Numeric Tests – To determine if the institution meets the financial responsibility requirements, the institution will be asked to demonstrate at the date of acquisition that it has an acid test ratio of at least 1:1; has a positive tangible new worth (for not-for-profit institutions a positive unrestricted current fund balance, a positive unrestricted net assets), and is not materially leveraged, or burdened with significant contingent liabilities that draws into question its ability to continue as a going business concern.  In addition, it must not have been cited for past performance violations as set forth in 668.174 
Note:  The institution should be prepared to submit any other documents or other information as considered necessary by the Secretary in assessing the financial viability of the new company.  This may include, but is not limited to, information obtained from outside sources and all credit information of the institution as well as the buyer.  Your Case Management Team will contact you if further documentation is required.



	Questions/Comments concerning Application For Change In Ownership:




	Mergers

For purposes of the Student Financial Assistance Programs, a “Merger” is the joining of two or more eligible or formerly eligible schools into one school. When applying for a “Merger”, an institution must complete the EAPP and check the applicable box in Section A indicating the application is for a request for approval of a “Merger.”

Helpful Hints Regarding Mergers:

Many institutions are reluctant to submit a transaction for a “Merger” for fear that the creditors of an absorbed school will pursue the parent school.  Schools must remember that the transaction is called a “Merger” for purposes of Title IV.  The terms used by other people have no effect on the Department’s nomenclature and vice versa.

In the past few years, a number of States or State educational districts have undertaken reorganizations of their community college systems.  These reorganizations are included under the umbrella of “merger” and the institution must submit an application for a “merger.”

If the institution has any questions regarding whether an application should be submitted as a  “merger,” please contact your Case Team using the contact information found in the Technical Assistance Resources.



	Supporting Documents required for Merger:

The institution must submit the following documentation along with the completed application:

· Signature Sheet

· Authorization (License) from the State that the authorization is for a merger

· Current letter of accreditation, including:

· A statement from the accreditor that the accreditation is for a merger

· Year of most recent accreditation

· Number of years

· Stipulations, if any

· Approval of each nondegree (vocational program), including

· Number of weeks of instruction

· Number of clock hours

· Number and type (semester, quarter) of credit hours, if applicable
· Financial Statements (not required for public institutions) - only those financial statements (including day one balance sheets) audited in accordance with Generally Accepted Governmental Auditing Standards, prepared in accordance with Generally Accepted Accounting Principles and prepared on the accrual basis are acceptable.  Financial statements that do not meet these standards are rejected:
· Audited financial statements of the institution for its two most recently completed fiscal years
· Audited financial statements of the purchaser (buyer) for its two most recently completed fiscal years (if appropriate)
· Day one balance sheet of the newly formed company (institution) as of the date of the ownership change (merger)
· Numeric Tests – the institution must demonstrate at the date of acquisition it has an acid test ration of at least 1:1; has a positive tangible new worth (for not-for-profit institutions a positive unrestricted current fund balance, a positive unrestricted net assets), and is not materially leveraged, or burdened with significant contingent liabilities that draws into question its ability to continue as a going business concern.  In addition, it must not have been cited for past performance violations as set forth in 668.174
Note:  The above checklist will assist your school in determining what needs to be submitted to the Case Team in order to be considered for the Merger.




	Questions/Comments regarding Mergers:

If the institution has any questions regarding the merger process, please contact your Case Team using the contact information found in the Technical Assistance Resources.



	Now that you have completed the Change in Ownership Module and have noted any comments in the each section, answer the last question in the Module.
· Does your institution meet the requirements for submitting a Change in Ownership Application?

· Yes.  You should submit your application by completing Application for Approval to Participate in Federal Student Financial Aid Programs
· No.  For each Criterion that you have noted a need for improvement please complete a Management Enhancement Worksheet for each improvement noted. 

· Need for Technical Assistance.  You may have listed questions in the Question/Comment area in this module.  Please contact your Institutional Improvement Specialist or Case Team representative using the Technical Assistance Resources.
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  Related Modules: You may also find it helpful to complete the Institutional Eligibility Module.
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