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We perform financial and compliance audits for the
postsecondary industry

Domingo Alvarez is the managing principal Domingo has over
twenty years of public accounting and industry experience.




Why Is Financial

Compliance So Important
.’

“* Managing financial compliance is key to the success of your
Institution

P Can lead to the loss of accreditation
7 Can lead to the loss of Title IV funding
P Can lead to the loss of NC-SARA approval

“*As a firm that performs financial and compliance audits for
postsecondary institutions (Key component) we see the
positive and negative impacts on our clients



DEAC Policy

Standard XIV: Finance (Pg 109)
.’

The institution’s financial position is sufficient to sustain
operations and meet its obligations

P Financial soundness and stability
P Fiscal management

P Budgeting process aligned with strategic plan

P Financial operations overseen by qualified and
experienced personnel

P Best interest of the student



DEAC Policy

Standard XIV: Finance
\

& Annual Audits Required

P Comparative audits required

P GAAP or IFRS Compliant
& Accrual (not cash basis)
P Additional information (i.e. Parent)

P Audits versus Review



Cash vs Accrual

Common but
Risky

/\ Cash Basis

Record when cash moves

Overstate or understate financial position

Does not reflect true obligations or earned revenue

Often used internally



Cash vs Accrual
\

Accrual Basis (Required for Compliance)

* Revenue recorded when earned
* Expenses recorded when incurred
* Provides a true financial picture

Required for audits, ratios, and DEAC evaluation



DEAC Requirements
.’

Reviews to Audits
Due dates for compliance with Standard XIV.

FISCAL YEAR END DATE SUBMISSION DUE DATE TO DEAC
January 1 through June 30 December 31
July 1 through December 31 June 30

P Flexibility

v Waiving requirement for comparable statements through
June 30, 2026.

v" Future submissions must be on a comparable basis.



DEAC Procedures

DEAC
ASSESSMENT

v Assessing financial soundness
v"Meets with auditors
v Compliance with Title IV Regulations



How to Prepare for Audit
\

= Pre-Audit Readiness Checklist

v & Monthly close (not annual scramble)

v" Accrual-basis conversion (if on cash) — A/R, A/R, Unearned
tuition

v A/R aging review (collectability matters)

v Ratios before year-end (Composite score calculator)

v/ 90/10 pre-calculation

v PBC readiness

v Lease accounting



Expectations of an Audit
.’

v Requires your time

v Tight timelines
v Depends on timely uploads (Most significant issue)
v Significant adjustments are common
v"Common audit adjustments

** Accounts receivable

* Unearned tuition

** Accounts payable

* Revenue recognition

* Lease adjustments




DEAC - TITLE IV (Pg 69)

\

“*Apply for Title IV Funds

+* Certification of the Institution by DEAC

“*If not, subject to corrective action, special visit, or loss
of accreditation



DEAC - TITLE IV (Pg 69)

\
Steps:

P Attend DEAC Title IV Financial Aid Seminar.

2 Submit Eligibility for Federal Student Assistance Title IV
Program Application

P Submit Program Report



DEAC - Title IV
o

P On-site visit to verify compliance with federal and
DEAC standards and procedures.

P Approved or denied by Commission




DEAC - Title IV

‘\

Financial Responsibility: The institution meets the
financial responsibility and administrative capability rules
for federal financial aid participation




Important Metrics
\

@ Important Ratios

1.

Current assets exceed current liabilities (Greater than
1 to 1 current ratio) (current assets/current liabilities)

Profit or surplus for the prior year (Net income)

Composite Score



Important Metrics

\

@A very good ratio to follow is the current ratio

@A liquidity metric that measures a company’s ability to
pay short term obligations with its short-term assets

A healthy ratio is greater than a 1 to 1 ratio



\

“*Current Ratio (current assets/current liabilities)

Current Assets S76,230
Current Liabilities S31,762
Current Ratio: 241t01

“*To increase this, pay bills — Example $20,000

G New ratio: 4.71t0 1 &



U.S. Department of Education
.‘

i SARa

COMPOSITE SCORE




Composite Score

\

) Score measured -1 to 3.

1.5 to 3.0 — Financially responsible and no further
action needed

A 1.0 to 1.4 — In the zone and requires additional
oversight

¥ -1 to .9 — Not financially responsible. Post letter of
credit => 10% of prior year’s SFA funds. If new = 50%



\

»Title IV Schools

»>No more than 90% of federal funds

/0



‘\

XK Failure = Provisionally certified for two fiscal years
x Post a letter of credit for at least 10%

X Failure (2n) Loses eligibility for two fiscal years.



90/10 Calculation

Federal funds used to satisfy tuition, fees, and
other institutional charges

(divided by)

Total revenues generated by the school




Planning For Success

\
You should perform a soft closing as of August 31

Record accruals
B4 Communicate with your CPA and calculate your ratios

E4Use a composite score calculator

//PI ACTION |

VISION |




Building a Compliant &

Sustainable Institution
\

v'Financial compliance is on-going
v'Create accrual closings often

v'Check your ratios

v'Be organized and proactive

v'Utilize a bookkeeper

v'Schedule pre-audit planning discussions



Helpful Thoughts
\

==) Work CPA firm with an understanding of regulations

== Financial compliance isn’t about passing an audit

=) Audits are the result of compliance

== Building a system that can withstand DEAC, ED, and
growth.

==) Treat this as a year-round process

== Think of it like another important department
(Registrar, student services, accounting)




‘\

Thank you for your time

Alvarez Mendoza LaBounty

CERTIFIED PUBLIC ACCOUNTANTS
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