Septenvher 122017

Mr. Brent Richardson ' LS Tracking Nuwiber;
Chief Executive Offfeer FAARTOGARI00G] 2303
Dream-Center Fducation Holdmps, 1LIL4

135 Fast Camelback Road

Phoenix, Arizong 85231

Re: Preacquisition Review of the Proposed € hange i Ownership snd Conversion to
"#mlpa ofit Status;

Argosy Univer sity (’(}2'3 FOG04

j‘:r(\k'ii'% E m\:.mix( 0F3 ﬂ\‘}ﬂlﬂ}

Miamii Iniernational University of Art & Design (008878t Wy
The At Institute of Houston {N2] ¥71(}{)1

The Art Tnstitute of Sthanta (009270003

The Ari Institute of Seattle (62291300

Thy Ast Institute of Pordland (G078 19040

The Art Instiate of Tort L auderdale (H1019300)
The Ast lnstiiute of Phoenix {405 1300)

The At Institute of Colorado {0 678900 3]

Ahe HHinais Institite of Art {01258400)

The Art Tnstitute of Pinshurgh (00747000)

The Art Instituie:of Philadelp phia F00RIZ0G0)

Dear Mr. Richardson:

Atyour reguest, the Mulii-Regiondl and |/ vrcign School Participation Division (“MRFSPY™ Yol
e LAY, Pepartment of | Jumtmn {“Department”), Feders] Student Ald has mndudui i
pECacirisition revigw (“Review™) of the pmpoud ehange 1o ownership application for the
msiittions ndonu!mu abpve (u}ik:ytndw “the Instiwtions™. The Eimimnum are wmcml»
owned by various entities affiliated with Education Management Cor paration CEDMCT

Tt consummuated. the change inownership (CCIO™ will b duompihhu punlidm 1ot torms of’
the Amended and Restated Purchise ’\ﬂm.,im il dau:d Februgry 24, 2017 (FARPA™) Tetween
EDMC and it aifiliates (“Sellers™. and the T)uam Center Poundution (¢ D{ L a Califoimia
.unnpmiilL{lrpasmtmn and its affiliates ¢ Bayiers ) the Transaction™), The Sellers are identificd
onSchedule A ot the ARPA and the Buvers are identified on Schedule B of the - f"\ RPA -and
Sellers. snd f%m CES A, hcmmttu collectively rcfu:ui o aw the “ARPA Parties.”

rogen




EDMO
Page 2 0016

A preaCqUisition review is windertaken priorto-the C1O, se that the Departient can prefimmnly
advise aninsttution whether the Depariment has identificd problenss with the instingion™s '
application or the proposed transaction, and o tdentify. o the extent feasible, any additional
conditions that may be imposed in a provisions I program participation agreement (“PPPA " dn
the course of its Review. the Department reviewed the eloctronic applications snd supporting
documentation suhmitted in support of the applivations. Tn add ion, The Department requested
documentation an infoymation from EDMC on February 17, 2017 and June 27, 3017, In
wdldition 1o its response to the February 17, 2017 request, TDMC provided o written respense (o
the June 27, 2017 request. alonp with additional stpporting documents, on July 11, 2017
CEDMC July 11 Response™). In-addition 1o 1hie docamenty provided. the representations made
the EDMC huly 11 Response have been relied upon by the Pepartment in reacking the
Prelimirary Determination set forth hored n.The Deparimenthas reviewed all of the materials
stibamitted by EDMC 10 support of the applications.

This ketier (“Preacgiisition Review Respunse™) sels out the results of the Department’s Review of
the requested approvals for the CIO and nonprofit institution status, As explained below, the
BDepartinent has prelimir rily comelided that. based on the information and documents. provided
t date, 11 does not see uny mpediment 1o EDMCs request for approval of the CIO o its requiest
far approval of nonprofit institution status Prelim inary Determination™) following the (0.
Please note however, that formal approvals of the C1O and nonprolit institution status are
comtingent on the ARPA Partics” complianee with the requirerents of 33 CUF R 600.20(g) and
h, the Departinent”s review and approval of any sabmissions requized by those reeulatory
provisions,.and any further documentistion and in Tormattion requcsied hy the Department
'E_t!!_f{)'wiﬂ_g the (7} i.‘ik‘:%'l‘i.{hif}i_ E"i'cacquiﬁi{i.ﬂi‘l'K{'E.\’-l‘{}‘a\’_Rcspmj}m?_:inc._]u{:i_i_;_}g :gm d{}_(ﬁiﬂﬂ&;‘}?'l:?s‘i refatied o

the Transaction and the Instltutions” conversion 1o ronprofit-status. Some of the dems for furlher

Partics with the Depatunent’s current view abont the ClO:and conversion 1o nonprofit status, but
s not binding on the Departinen,

L CIO AND REQUEST FOR CONVERSION TO NON PROYIT STATUS

A. Regulaiory Anthovity

“The Department regulations identify certiin covered tramsactons for an institwion that constitute
4 CHO which tequire the instituzion fo apphy for dand ohtain gpproval-fram the Deparmment o
wontinue paricipating in Title IV, HEA programs. These include instaneas where AN INsTHuion is
sold, is merged with one or more ol gible instititions, expueriences a change in the owner of the
conirothing stoek, has a iransfer of ussets that comprise u substaitial portion of the educution
business of the institution, or has 4 change in status az o for-profit, nonprofic, or public instinion,
34 CER. & ab0.31d), To establish eligibility and 1o continue partied pationin Fifle 1V, 1A
programs. an institution must demonstrate 1o the Department that. after the change. the institation
qualifics 1o he-certificd to participate under 34 CF R Part 008, Stbpait I3 pursuant to 34 O FR. &
OUB.ILG003)). See also 34 CFR.§ 60020000 and (1) ( reguirements Tor provisional

cedtifivation following a CTO which resuliyin a change of control.
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Because the Insiingions seek partivipate m Titde 1V, HEA programs as nonprolic inslitutions,

they must meet the Department s requirements for: Eh.;t statua, The Department FC"ULHHH 15 deline
ananprolit mstiuton as an: imlmitmn that;

(1) ts owned-and operated by one or more nonprofit corporations or associations, na part
ol the nel cagmings of which benelit any prrivate sharcholder or Tndi vidual ™
(1) s degally authorized 1o operate as fNonprotit organization by cach State it which it is

physically ocated: and

{ity Iy determined by the Internal Revenue Service to be an organization 1 which

o contributions are tax dedeuctible under 26 1.8.C SOHCK3) of the haiernal Revenue
Code. 34 CERE 600.2 (definition of nonprofi). o

B. Transaction Summary

DUF s the uftumm;amunl of the Buyvers, DICTF was organized on Jantary 8. 2008 as a California
nonprofit, Hs Articles of Incarporation stare that the purpose. of the COFPUIALOn 15 7to promote
social welfare inthe, community by funding [various idendilied entities coflectivelv referred 1o as

“The Bream Center Organizations” 1+ - Buch Tunding shall include, wmong other things, funding
The Dream Center ¢ hgcuwntmnﬂs numerous soci] welfire prierams that provide food. shelter.
clothing, health care and education 1o people in need on a daily basis. and assist in the
hwuu!xm ionof The Dream Center Organtzations’ factlities and its neighboiing communitics.”
Az set forth it i’ﬂ»ialwu (January 20,2009) DCFE hos no members, and 5 manaeed by iy Bomd
of Directors, See also TNMC July 11 Response at 3 Nediher DOF nor any of the Boyers hag
previous L,\;mmnw managing postsecondary instigtions or ri&,lnf‘tim‘slt.}]i!‘f Title I, _E_i_}_,_‘. \
Programs.

DCY iy the 100% owner of Dream Center Edueation Holdings. LEC CDCER Heldings™ an
Arizona nonpy: wiit that was Tarmed on Japwary-Q, 2087 16 facilitate the Transaction. DCED
Holdings 10 turn owns four other nonprofits “the Arts Institufes. Imummm_l,,_ LLC AT,
I)uam Center South Undversity, 1 LC (D SUTL Dream Center Argosy University of California,
LEC ¢DCAUCT) and Drcam Center Fdueation: Mamagement, LLC (DO Management™ wore afl
formed on January 9 o 10. 2047, Schedule B fo the. \RE’ Aidentifies DOE, DUE B Holdings. DC
Management, AH, DO st and DCATC ag the Buyers inthe Transaction. . \If DOSLand
DCAUC Inturn. through a series of nonprofit subsidiarics, will vwn the Tnstitn tiong after the
Jransaetion, O Management will provide servives to the owoer entities and the Institutions. See

Fixhibit L to FOMC Jul v 11 Response tchart depicting post ~clostng ownership swracture).

As set forth in ARPA 3.3, the consideration forthe Transaction will be $60 million. EDMO has
advised the Depar lmcm that $30 mitlion ol the purehase price with e paid with $25 mr]lmn in
ciish at closing, md $23 million will be puid as a result of gnet working capital adfustiuent. See
alve ARPA $3 3.3, 3.4, The ‘;sjiﬁ mriftion in cmh will be funded by finuncing provided by Najafi

Compamies, LLC tEhtfsm,%k an atfiliated tender, £ Holding, LLO)Y thereinalter selerred 1o as

USve abse TIEA § mm‘znam § O30,
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“Najali”). The remaining $10 million of the purchase price is deferred. ARPA § 337 The
Deterred imnmm are do b pard-from the Inslitutions” operaticns fn two $3,00 }f!ﬂ{ payments,
?Em :ral ‘h" !Hiﬁ is {0 h<. ;mn_l SN mnmh& afiu‘ IEu: ima Lit)“s]ﬂ“ diite, - md thc u,, mmmn

'EZ _p-:msk at p_. ﬂ.f’

The Nujafi financing is through a Credit Agreement and “Related Docoments.” inctuding a

R

Promissory Note. Continging Guaranty. Continging Security Agrecment. U Poaneing
Statements, Intcrereditor Auumcnt &mj assigaments or pledges of intellectual property,
Unexectited versions of Hhe Credit \urwm.m Promissary Note, Continuing Guaranty and
Contifming Sceurily Agreement were provided o the [k;mmm.nt o August 4, 2017,

'?\'é'-%izti s agreemient to-extend ereditts eontingent on DCF providing “evidence that the Working

Capitall.j Ane of Credit {has| been established apon fepms ;m{i wndlim_n_\ that are acceptahle to the
Ubligers {CF and. s subsidiaries].” Credit Agreement $3.3(d0). BIMC has submitted a
stmmary of DUF's working capital plan (Rxhibit H (o £ )’\I{ Juix I Responsed, and on
%é.ptcmh:.,i“ 6. 2017, provided several draft documents rels ating to the proposed working capital fing
ofgredit. However, the acudl lenders éd.,m,i ibodiin the Senioy ‘\Lumcd( redit and Ouaranty
Agreemerilas *Varions Lenders™) have not heen identified, andthese are draft documents, not the
final dﬂmmum Given the late tender of these dncumum the Depastanent bas not had- iu:
opportanity 10 fully review these deatt docwments, Nevertheless. the De;wnm al 13
acconunodating the request of the ARPA Parties for the Department to Tssue the Preacqguisition
Review l\u]mnw prior to September 15, 2017, The Department advises the ARPA Parfics that
the Depariment will require all final documents relating 1o the working capital line (including any
wtercreditor agreement with N‘;;‘;h;m be submitled prior to the final revies of the ClOL The
Department will also require all of the lenders to be identified. to include ali muurd peisong with
a conteolling interest within the ownership strueture of anv lender,

Based on its preliminary review of the decuments submitted, and rt"p]‘i:sunimium muade by the
ARPA Partics, including by EDMC in the FDMC July 11 Response, the Department has
wouluded that control of the Institutions and DOF will not e concentraled in- any porson. (or

group of persons) who excrted. control over EDMC, and that there is no other party that will
Tingneially benciit from the Institutions’ '{.}[)t'l‘;ﬂip{nh:.i As deseribed above, other than the $10

ilh i}ui“ﬂtmu-i notes it the origingl Asser Purclase Aprepment, dated January 18, 2007 CCAPAT™Y neleded a
purchase price oS 190 million adjusted as pravided for i the APA. See APA S 3.3,

T hhe ARPA Partios comenplate twe closings due i the timfng ol scoreditation approvats.  The st closdng will
eewr B Seplember 2017, Howill inchude the ingtitgtions accredited by the Southern Awsociation for Collepes and
Sehoels (USACSYL WASC Senjor L u!h.m, sdngd Ll nm flt} _L‘_(}J_mnmmm g W f‘\‘xf\"“} N ftim-e.ﬁt.iﬁ‘m_nm Pisnon. on
Colleoey and Universiie ""“\é\"»f{.(. l‘ b ;m] Acdre and Schools CACIEE™.
The secoid Liﬁ‘ ing wikbocaur near i unJ‘ ol 2007 and i will include iust'élmium au uufﬂul by the Hagher Learndog
Lompission ?if ( ] amd Vilddic ‘s!: 1eg a\wk(‘i{.l dtion n‘i L ﬂ”\'tr;_k, dmi S\,}‘uoiw{ \/hddk S;(;gcg“ o f'-‘!)m(‘ jg;;,
H l\‘:.\‘p{m g ;1‘!

s.l!m z mﬂuff’uu-l mfvmmtmn de um} =1: Jm mcm

 Many (- alth of the campus love] emplovees will continue undaer the new owiiership. See FOMU July
Ru;wma



FIMC
Page 8ol 16

anitlion in Deferred Payments, the Frangaction will be financed by Najali_wnentity snrclated o
DCE and EDMC. See EDMC July 1 Response at p, 10, therN yati nor any related person
holds, or willhold a seat on-any of the Institution”s hoards. or any entity in the Togttions

OW I‘iCI:\ilil“?-hiiIlﬁml_& it p, 6. 1Jl.um.x,miui_u;mm.s Arematerial w the Department’s Prokindnary
Drererminiation, and will need 1o be confirmed after the Teansaction oceurs when the Department
condudts its final review of the requested conversion to nouprafit status. This review will also
metude a review of whether there is any vontrol exercised by any party providing the working
capital Jine of eredit.

C.ACHCS Tustitutions

The Acerediting Conncil for hudependent Colleges and Schools ("ACTCS ™) s the fnstitutional
aceredivor for The Art Insttute of Fort Bauderdale CrAT-FL ™ and T he Ad Tnstitute of Phoenix
{CAIPIT). On December 12,2008, the Secretary withdrew ACICS s anthority as a !ulumih«
recoenized acerediting ageney. Accordingly. AT-FL and Al-Ph do not ;n'caf:mE) have
recognized acereditor “hat can provide approval of the ClO as. required by 34 CFR. S h{} 1.20(k).
To date. the Department has not approved CICGof ACICS-aceredited instiutions tmicss the
trunsaction hmnediately resulted i the institution securing wew acercditation.

EDMC has advised the | }z;p(mmem that Al-FLand ALPh will be included inthe (st closing.
EDME Taly 11 Respopseat . 2. The i‘)c]uumi.m cntions the ARPA Parties that tnless. a new
i&xtumﬂ\ recogriized a;.umhtm" ageney s m place o provide immediate accreditation uport the
first closing, convey ing the ACICS-aecredited institutions during the fiest phase of The transaction
would result ina foss ofeligibifity until those institutions ubtain a new acerediting agency.

EDMC has further advised the Departiment thatas part of the second closing, Al-FL and Al-Ph
will merge into The Art fnstitote of Pittsburgh Lo securé non-ACICS aceredifation through the
Middle States Commission on i%lgnel Fduention {Middle States™. As noted above, there will be
an immmediate loss of ¢ iif‘JhlEm i ALFL and Al-Ph are convy c\ui in Lhe Tvest closing, In addition.
i for some reason Middle States does not approve the merger of ARFL and Al-Ph. thmc
institutions will lose eligibility even if they are cohiveved indhe socond closing.

thi Imhm{mm sal furih in mts section «,Lmnu 1 AL-F I._.am_i ,’\E_Ph.
. The Department’s Preliminary Determination

Based on the facts as deseribed above, and with the exception noted aboveas to Al-FL and ALPh,
the Department has nat. 1da,nirimi any. known oF present impedimenis to the (10, Heowever,
altheugh DUF has been in existence f.bl two years e Tarnish audited financial statements fas
required by 33 CLF.R, § 600021, neither DCT nor BCED Holdings have ever operated an
ducational nstitution participating in Titde 1V, HEA programs. Accordingly. the Department
will 1 snpose conditions on the Institutions’ pm\’mmml pi artieipation, us da:\q_;;hg:d below,

As stated above, The Department reviews a roquost for a nonprolit conversion in the conlext of the
definiton of nonprofit sof forth 1o 34 C FR.§ 8002, Accoidingly, th ¢ Department must review
all three prongs-of its nonprofit definition (e, ownership by a nonprofil and no benetit to any
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other pasty, legally authovized to operate.as 4 non ;‘;mﬁl'-und{r state law, and dutermined 1o befax
"‘"‘M]ﬂ' 1‘!&6'§i“s(‘ 'i R"'H l}(; .‘ a nd E'}f"'l"i') nfdmm {am he &uhs:dmnu whig 11 m!i iu ‘tEn

-%lﬁ.l-th.t?f J'?\:U/H ‘ Jil‘id (ahium: 1 Um% Ihh lncmmmn«- -t‘\\]lLl\!lip h\- Various Imnpmiii {-.1-1{it1L‘
satishies the first clause of subsection (1) of the Department’s (.ftilmlmﬂ ofa nonprelit institalion
{Cowned and operated by one ot more nopprofit corporalions or assoeiations” ),

Abhough the Department has not identified any knosen-or present impediments to the nstitutions’
rt"ﬁl'ii‘iﬂi’d K'A\rmrraicm m g'ls'm":mf'ai \'«i;misa folEcrwinL E'i‘u; (’“‘}("}' 'md as dmuihu‘! hgs'c'in e E witl

need 'm _a:sfeihlfi_sh 's;h_eu iﬁ!w'lrs:;tjitutinng;" net im_:nm_a. .d(_u,s _u_m_ Emn,i;_t any j.‘.h.‘i_ii}a u_ii:is:r iﬁmn 1!1*.
Instituions. The acquisition of the institationsl assets will be Tinanced by Najafi. and orher than
the two Detemed Payments o 88 million cach (from the Instinutions” first vear cash fows). theve
15 1o conTEnuing stream of icome o FIYMOL AT this paint, however, the Department has not
been provided with any valuation or other infurmation indicaing the Yairess of the $60 million
purchase price which includes $10 million in Deferred Paviments to EDMC tand relention of 525
million resulting from the working capital adiustment). Before finally approving the conversion,
the Department will vequire DCEDCED Holdings to submit evidence that the umkidummm set
ferth n the ARP A docs not exceed the value of the assets being ¢ ansferred resulling in
impermissible henelit o-apather parey,

iy addition o geviewing the Transaction o contirm its Preliminary Determination that the

pa\‘mcm ol the purchase price tand attendant financing) does not result in the Institutions net

earnings nuring o the benefitof any person of eptity ether than the Instituions, the Department

wit- uqum DCT/DCED Holdings 1o provide documentation of the fair value of the CONYPIENSATION

;{md to-atficers and viher highly compensated emplovecs of any entity:in the awnership stricture,
and of the Iastitutions.

wnﬁlrm ‘!1\ I’n.lm"mmrv ¥)ala rmlxmhsm {'h;iﬁ unllm! ;m_m)i concern .;m_.i.;d i zm}’ pa-,_i':;o-i_‘u_ _{__{)i_- g,l_map of
_pgm}m} whi lmﬂhi b-. nt.fu tnmmm]h tmm ﬂh En%i'iméium‘ si;‘ruraiimm iﬁf‘f’if)’\f]’(“' hux‘ *)rm’%dcd 1hrj
boa:d; &ml hak 1dema ch _1Em cmnfws tn m,. msillu{mml l‘o&zds aim zE 10 }mms z_;\ 'w.i-._]i :1; a iist
and hl““"’?{‘hi‘i’q ol Q( .fJ ”ﬂ’dm“% board of iii_h,.t:.tmaf.{_muiudmg.n_uain.mw.:» .f.(;r_ u.‘a_eiicg}_c:nc.if;n-l.
'tru*sm-: '

("‘% :mccl'lor 01" -"irf‘fm"I‘ni\usih and the. ['urrm.rl D\i( (nmm!ic “no. g\r}m current sentor
officer or management employee will be cmploved by the Buyers or the Institutions post-
closing.™ TTDMC July 11 Responge at p. 3.

The Department further nowes timi as the fpancing is:corrently stroctured, and a1 hag been
represented 1o the Department, Najafl will have no control over any entity in the Institutions™
-i*‘»\rI‘I(,f‘sh!}“) shrgefares, illdtldm:j\ HoY and DCE i)]lnldmns Ll al o6 Inoreaching 2 12 relimiinany
Petermination. the Department is presuiming that the same will he true for the lenders providing

the working capital line of eredit.
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DCEwill atso need o provide documentation that the TRS-and the stuies in wiich tw nonproti
entilios wreorganized cortinue o recopnize those entities” tax exempt status,

The Deparament’s Preliminary Determinations withregand 1o the CI0 and the Tnsitutions”
conversion to nopprofin status are specifically hased on the followin 2. which will constitne
saterial conditions for issuance of a PPIPA-

1o Approval of the CIO and nonprofit seatus byall of the Instimutions” tedomdly
recogrized aceredifing agencios and all state agencies where the Institutions are
located,

T

MNotwithstanding any provisions to the contrary in any ol the documents rélating to
the Transaetion Gincluding in the ARPA .z §1.1 (definition (3'1‘“-‘-E’;‘@'{s:c‘;'t'i<‘it‘i<m
Review Response™ and at §6.2(a)). DOMDCED Holdings posting of a letter of
credit ("LOC™Y during the pertod of pr ovisional certification, as described !nim«

NOYTE: Modater than 10 days prior o .cach tlosing, the ARPA Parties must
provide the Departient with a final list of the Tnstitutions 1o be included 1n such
clusing so that the Department can notify the Jnstitutions of the amount of the LOC
that must be posted.

s

EDMCs prompl complisnee witl the aceclerated payment provisions of the
.\"m' emiber 16, 2015 Settlement Agreement.entered into between EDMC and the
United States and ﬁfhu‘x as outlined i EDMCs Tuly 11 Responseat p. -2

NOTE: Within 10 days of this Preacquisition Review Response, FIIMC shafi
provide the Department a more detailed explapation of the pavment cudeulation for
the necelorated payiments. o include the impact of the working captial adjusiment,
Sew Jd al Txhibit |,

4. Ohher conditions as more fully deseribed beloi,

. UNINTERRUPTED PARTICIPATION IN THE TITLE IV PROGRAMS PRIOR
TO EXFCUTION OF THE PROVISIONAL PROGRAM PARTICIPATION
AGREEMENT

A, Requirements within 10 days following the C10

When g C10 oceurs, the De pdi"l’m"m may continpe (he instiution’s pacticipation on a provisional
busis i1 the institution submits 2 “ateriitly complete application™ that is received by the
Department ne later than 10 business days atter the daie the che ange occurred, See MO TR, §
GUL20Ces. 16w materially complete application s sobmitled. the Department mav.comsider
affering the Tnsiitutions. (w\up‘t for those accredited by ACICSY a Temporary Provisional
?mamm Participation Agreoment CTTPPPA™, ]n,ndmn the Departmient’s and the Instiunion’s
execniton of anew PPPA.
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o submit 4 materialle complete application (34 CF R, § GO 200 23], an Institation must

submit the following ™

Status

1 Ccmpkfg clectronic Apphication for Approval (o Participate
in the Federal Stadent Aid Programs:

2 Copy of the Institution s state Lieenses or equivalent thal;
1) Was in effcot en the day before: the CICO; and

b} Authorized the Institution fo provide o program of
postsecondary education in the state(s) in which it is
vhysically located:

Copy of the ace rm_htuj_g_.agcn{:}-!{i_é-ﬂ:) appraval that:

tnd

a@h W ;Win a:‘i“!"e*ﬁ on !hf; da\' bLfCi]c'ﬂk {'"'i_'{_“} and grantad
'b im udc% dppi m.tl ol th non- d ‘glcs. programs it
offers;

The electronie application

has been subniitted For all

lastinions. Miani
Iternational Bniversity of
Art & Designowill need to
resubmit it gpplication tor a
€10 once the change of :
aftiliation is eomplete.

Original signature pages will
.aim need to be submitted for

all Institutions.

' E]iu fjﬁ.jmﬁﬂ‘!u‘li has this
» dotumentation on {ike

“The Department has this

documentation on fle.

+ L Audited francial satements of the instiation’s (wo mos
recently completed fiscal vears that are pu;mmi in
aceordance with the mquueammg of 34 CF R § 66823,
Lnder 34 CF R 66825 3d). these ~E'mimnh muai hL
preparcd on an acorn al brasis in accordance witlh oenterally
aceepted accounting principles CGAADP™, and audited by

- anindependent auditor in accordance with gengrally
accepted sovernment audums_ :ammi‘,uds{ GAGAS" and

The Department has this

1 documentation on file.

- Inaccordanee with 34-C TR § 600.20{)(75, 3 new owner
srequired to submit audited iumnc al sfateinents of its two
{ monst rocently completed fiscal yuars thut are plepazeri d]ld
aurdited 10 accordance with the reguirements o34 CFR. S
608230y, mchdmn statements prepared in accordance w ltE
GAAT and audited in accordamnee with GaGAS.

Ly

TACH submitied 1
hnaneial statemienis. on

T

January 25,2017, DOED
Haldings has not heen.in

exIstence for fwe vears, nor

does itappear thy :'1‘)(”1'2?'?

E !oidmu can pr miu

The Departnent has numbered caci of the document reguests sequentially to Bicifirare the ARPA Parties” response.
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audied financial statements
thar-demonstiate any
substantia) business
cxperiende 10 daie.

Letier of Credit, Tn addition 1o the materially complete application, no later than 3:00

4

pam, (I

ternd on the day that i 18 business. davs ofter the CHO. H{ F/DCED | foidmﬂ«
st subntitan T.OC in the anount of 10%, of the last fiscal vear'

s Tile 1Y funding for the

Tnstitutions that are conveyved in cach clasing: the AMOHTL Ay hc increased once the
Department reviews the same day balance sheot or other {nmm ial maerials.

Fhe Department will require DUFACED. Holdings o maintain the 1 OC for the enlirety of the
I‘Eu fiod of the TPPP Ascanil if the Department and the nstttutions enter into Provisional Program
Participation Agrerments (7f PASTY DCE will e required to maintain the LOC {in such ramount
as determined by the ﬁ)-.,pm”éimm which may exceed 10%9) for the entirety. of the puriod ol
participation under the PPPAs.

o accordance with 34 CF.R.

B. Continuation of the TPPPA

§ 00202 e,

othe TPPPA expires on the fast day of the month

tolfowing the month in which the C16 necurred. Atihe Départiment's disciction. the TPPPA iy

be &"\1’«.‘1"*&]1.&“1 Ol i ﬂ]{‘lllh-—iﬂ atonth i“ﬂ%l‘» (‘Hg\ li [}i‘il}i B lhe ex p]; jfl__(m_ @nh anns{iuticn submitis:

CLCER, § 668, 1ABX IS o copy of its Detialt
Y i:.m@g;._; nerd Plan,

ol ) CStatus _
G A Msame day” ‘balance sheet showing the financial position | Please submit vig o/-Awdit
of the Dicam Center Foundation as ol the date of the sy stem.
awnership change. that is prepared in accordance with
__JGAAPand audited in accordance with GALGAS,
7 Approval of the CHO from the stalets pin which ﬂh Please subsnit.
institution(s) are located by the state ageney that asithorizes
the institution o icmli‘gf pmwds., pmm,umd&n& educationin : In addition. nyest submit
that state; documeritation of nenprodit
statas from-all states i
which the Iglitutions
| IS | aperale,
18 Approval of the CIO from the institution{s)'s averediting | Please subii,
cagency(iesy: and
- Inaddition, must submit
the acerediting agencies”
- approval of the hastittions™
;Ctin VEFSIHY (0 'n_c;mpr_c};fs_t
} status.
G If the Instiwtion is not L’\,u'npi frevm the uqtmcrm.m under 31'&,;1'&& sUbITHNOL exe m;ﬂ)
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To the cxtent the ahove
them by the stated exp
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&

further notice,

items have not ready been provided, i the Institutions fadl 1o provide
ition ddte of the TPPPA, the TPPPAs will expire on that date, witheut

€. Additienal Decuments and Infarmation Required for Department’s Review

In-addition 1o the foregoing docnments, the ARPA Parties (no later than the period described in
34 C TR S 000 20(hY 211 miust also submit the-followng documents and information for the
Depurtment to complete fis roview of the C10 and eonversion 1o nonprofit statss:

States

101 A capy ol the agreement by which the CIO will be
comsummiated, including any selated documents or
AQICEMCHLS,

1

All agreements and other documents relating (o dequisition

fmanemygand e oi credit: and

Vhe ddentily of all lenders forthe sequisition Hiancing and
the Hine of gredit, ' '

The executed
ARPA has been
submitied to the

Pleage submit any

ameridipents of
madifications to, o

estatements of, the

ARDPA and any

refated docoments;
and

Please subimit g
copy-of the ¢losing

index for the

Transaction,

@

Please sabnait (he

tinal excented 1D

Holdings, LLC

Naiafly Crodi

Agreenwent and
Relaied Documents:
Please subanit the
final executed
dincuments Tor the
Renior Secured
Credat and Guaranty
Agreewient-{orany
othier factlity tor the
Working Capital
Line ol Credit), and
refated docomenis:

members of T
Hoidings, 1L1LC,
including the




EDMC
Page 11 of 16

identity of all
natriral persons with
controlhng interests
wsuch mentbers or
their owpership
chain: and

e Please identify the
“Various Lenders”
participating in tho
Senipr Seeured
Credit and Guaranty
Agrcem,
including the
identity oftall
natural persons with
controlling interests
m.any such Laonder
or within any
Tender's s vwanership
charm,

A copy of all documents. pertainmyg to DC Manapement,
meluding as: appropriale, oper: mnw agreements, ;Mi!mmh:p
Agreementy, compaiy GUICCIIeNtS, statements af Swork,
performance metri

ABCOIPOLAti We

A drail Serviees z‘tg! cemuﬂ
was provided to-the
Dypariment-as Exhibic F Lo
the EDMO Julv 11
Response. The articltes of
provided i Fxhibii 1 The
Services Agreement
refercnocs a statement.of

Ssvork which imchudes
S eompensation infornation

and performancs metrics,

+but this docunentation was
ot provided 1o e

Department. This

Jrfarmation mast be

provided,

Any ugwwemcma between any party (o {or associated with)
the Transaction, Jnd Srgnificant Systems;

14

Agtoements between any party fo (or d‘swuti’ud with) the

The WASC Steuctural

Change Site Visit Report

+indicated this organization
©was brokering the
‘Teansaction, This
Cimfermation mvast be

prov ided,

The & ‘{i.,iumnl\ menum




FIMe
Page 12 of 16

' | Transaction and Lopes Capral; duted November [1, 2016
' ' ©indicates tha Mr. Brent
Richardson's company,
lLopes CapHaul. has a
1 financial relationship with
the DCEF. Thig information
st be provided to the
L ) Deparment.
5 Copyofany _.f.;g:'.{:‘e;’_n'igc_titfjs} between any of the [nslittions Hagreemonts exist, plepse
and/or the any of the Buyersand any ot the Tudlowing: submit them: i no
s the Sellers (or any related e_htity_)_:_ agreciments exist, please
® any enlity tharis owned by employees, officers confir
andorboard membersirusices of any of the Sellers; .
or ' '
s anyentity that is owned by cmplovees, o fftcurs or
board miem hers/trusteey of any of the Buvers,
Agreements lnchisde, but are. not Hmited ter consulling.
emplovinent, leasing, and MMM SETVICES
. agrecments, B -
16 Correspondence and other documents rekating o the ¢ Please subiwit any
Tnstitutions” regnesty for approval of the CIO feons theiy L docwnents that have not
fespective accrediiing o eencios; previously heer submitied
3 o to the Department.
17| Evidence that the consideration sctlosth in the ARPA doos | Plose submit support,
i hotexeeed the value of the A55¢Ls being wransferred; and _
18 Lvidence that compensation paidio olficers and other Mease submit support.
lghly compensated enmployvees of the tnsutmions and any
entity in the owneeship structure is.at market rates.

Fhe Depactiment may also FRgEest ¢
1L
The Department has identified a number of conditions o be include

theevent that the CIO igconsuinmated. 71
the materials provided (o date, and it

PPPA CONDITIONS FOLLOWING THF Ci0

widitional documenty as necessany W complete i rovicw,

ar the conditions identified helow may be modificd. as a result of the Depuriment’s ongoing
review of the CIO trunsaction and application.

Financial Responsibility and Adwministrative Capability Concerns. As stated above, the €10
will beaceomplished pursuant 1o the terars of the ARPA wherehy EDMC and itz aflihates, the

present owners of the Institutions, will be
DCED Holdings twihich is 190%5 awne
2008, DCED Holdings was formed or
Department farther notes that DO

agguired by DCF. througly variods of subsidiatics of
d by DCEF). Although DCF hus hoen in existence sinee

y danuary 9, 2017 for purposes of this tansustion. The
Holdings is not aiy operating busitiess, DCT has primmantly

dinthe Isttiufion: PPPAs in
wsie conditions result from the Depariment’s review of
hould be noted that condinons magy be added orthe PPPAg,
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served-as the fimding arm of the Dream Center Organizations (primarily religions and charitable
orgamzations). and peither DOF nor DCED Holdines h Ve eXperience operating, or even
myesting i, Tile 1V nstttions. However, EDNVC :

tas-indicated that EDMC personnel
emploved at the cantpus level will generally remain in place foltowing the CIO. LM Tuly 11
Response atp. 3,

Acquisition of the [nstitutions will be financed by Najatt (325 milkion), bat $10 million in
Deferred Payments aver the first year will have o be generated from the Tnstitutions” operations.
Although EDMC has provided the Beparment with draft docoments telafing ro DCT s plan for
working capital for the Ingtifations operations tollewing the proposed €10, DUV has it vl
finatized that financing. In addition, the Instrtations” composite scores have failed every vear
sinee 06, and they getworse very yeay. [n 2001, the Institutions were reqinred 1o-post a 15%
LOC. The institufions” declining enrollment is a nothor factor that will aflect their financial
viability on an ongoing basis,

I addition o addressing DOF/DCET Holdings™ lack ol committed capital 10 ensure the o poing
fwmancial responsthifity and viabili ty of the fastilutions, the PPPA conditions set forlh below are
also designed 0 ameliorate operationdl and admi isirative-capahility risk, EIDME s party 1o 4
November 20713 Settlement Agreement with the United States and a consoriium.of state {and
Pistrict of Colunibia) attorneys general whereln LM agreed to pay $95.8 millian w setde
claims brought against it 1a Fals '

“alse Claims Act Jitigation, and to resalve a consumer frand
investigation by the attorneys guneral, These claims.and investigations involved the fcentive
‘compensation ban, ag well as deceptive and misicad g seeruitment practices. These elains and
mvestigations suggest histovica) admiimistrative and operational weakneases that 1 1ot com pletely
eradicated would pul the Institutions 4t risk of oss of aocred itation. stute Heensing, and/or
continued Title IV tunding. Any of these events could Tend 10 closue of the Tnstitufions and
resulting closed schoal Toan discharyes,

}La.i.s‘-fgf’EJz‘gibiﬁfy Concerns. As described above, ALFL and Al-Phare ACICSaeeredited
institutions that hiave siot ohiined anew fedorally-recognized acerediting agency w approve thefe
acyuisition by DCTDCED Holdings, 1T ALFLand Al-Phoare ineluded in-the firs closing hefore
they have obtarned scereditation and approval of the acquisition by a new federallv-recogmized
accrediting agency, these fnstitutions will sufice an immediate loss of eligibifity. In addition. if
for.some resson Middle States-does not approve the merger of A-FL, and ALPh into- e ATt
sttt of Piusburaly, these mstitutions will fose ¢ igibitity even it they are conveved in. the
second elosing: Wthat huppens, those instiations will not huve fime 10 secure new acereditation
hefore June 12, 2018, This places students attending ALFLand ALPh at significant risk, Inthe
event noew acereditation cannot besecured. the resubting elosed school loan discharges would be
significant.

The Conditions, 1fthe ClO i consuimmated. the Departnvent will consider issuing PRPAs o the
Instiutions under the. toltowing conditions. These eonditions will be meffeet Tor the duration of
the period of the PPPAs:
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A, Letter of Credit

s The amount of the LOC will be af Jeast H% of the past vear™s Title 1V funding for the
Institutions -determined on.a.pro-rata hasis-for the Tnstitutions that are conveyed in cach

closing:

# Lendays prior o each closing, the ARPA Partios A subaieta list of the Institniions
being transterred in tha clostg to the MRFSPE so that the Department can calenlatethe
amount of the LOC 1o be posted: '

e The LOC must be posied no luter than 3:00 pomy, (Lastern) on the tenth day following the
closing of the Transaction 1o allow the conveyed nstitutions (o continue ta pacticipate
under TPPP A

s Affer it completes its review of the Institions” application for approval of the G103,
including its review of the same day balavee sheet and any other relevant information, the

Dreparument may require the 1L,OC io be'increased 1o an amonnt greater than 10% a5 a
condition of the PPPAs:

® Any incrensed LOC must b posted no Tater tham 5200 pan, (Easterny on the day that the
Institutions submit the signed PPPAs (o the Brepartment for countersi gnalire:

s The Department wif] reypuire the LOC to be waintained for the entiecty of the period of the
PPPAg; and

o Further LOC instructions are provided at the end of this Preacquisition Response.
B. Financial Reperting

& Forthe Departiment to moniior the stirutions” financial stability, the Institufions must

submit 13-Week Projected Cagh Flow Statements which mnclude information about their
current operations and future plans within the 13 week period:

= The projected cash flow statements mnst break-out eaclh antigipated inflow aud outflow by
Hnesitem and amount, with busi nessand fnuncial disclosure notes idenlifving the
disageregated souwrces of non-Title IV revenue, Incheding from each additional federal
agency, from states, and from private parties (as measured For 90/ 10, as well g4 any
important financial feansuctions or eontemplated transactions: and

¢ thecush flow statements must be-submitted 1o the MRFSPD 10 kiter than the day the
PPEAsare execnted by the Seercta rv,and biweokly thereafter,

C. Enrollment Monitoring

*  The Tnsfitytions must subniit wontly student sostors 1o the MRESID that include
enroliment information Tor both on-Campus stirdents and onlime studenty:
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‘ IEu xlmfgm mxu.ra RiEsi wnédm aEu !wEiLm 1y minamaimn sfuduni m:m 4 (i;fvn \\?\4

.C:‘lmiit‘\ Hhi} hnc Ufll‘\’ ar huih Oty Lampus Lmd {,}EiEII’it. 'pmggdm start d‘m“ ztz‘et'id,mitc{!
graduation dalc‘ current c;‘amiima.m stats {active, feave of ahse ace), & digit PR,
'uiw.atmn.xf loeation (divided info 4 fields by street address, ity state & 2ip codé). name
of the high sehaol fram which the student received hisor !u hwi school dip joma, and
high school graduation date: dnd

s e e " ) . p . oy - . . 4 =ih .
s Fhis information must be submitted in Microsoft Hxeol format by the 15" day of CVETY
mouth Tor the preceding month and should be sent by encrypied electeonic ransmission,

1. Netification of Chanees (o Servicing Agreements

The Ingtitutions must notrfy the Departmint ol any changes 1o the exisiing Serviee -,f-‘\gz‘e:cn‘zpms
betwern DC Management and the Institutions, € hanges w statements of work, performiitice
metrics, subagreements, andior BC Management hoard composition must be reported {0 the
Departiment withio 30 days, \ddmomih It a now oramended-agreement 4y gigned or another
entity assumnes any of responsibilities associated with the {unetional components of the
Institutions. this-also must be reporied to the Department,

IV, ADDITIONAL INFORMATION

Notice to the Department and Materiadly Complete Applicetion, Once the C10 fakes place (st
‘and. %mmnd clostgsh. DR DICED EEnIdmw must notify the Department within 10 business days
and.complete all roquirements w submita miateriatly complete applieation, Since the Thstitutions
have alecady submiiited fhofe elecironic applications, please send this notification and the other

docomentation required for a mier idi_} commplate application to Maephan. s

LOC Inviructions. Ax staied above. the T.0C must be posted no later than 10 business davs
following the CIO fir the Institutions fo partictpate under TPPEAS, and any increased LOC musg
he posted no later than 5:00 pom. (Fastern) on - the day the signed PPPAG are suhmiiied to e
Department for wumuawtmm;ﬂc A sample form of ] OC jsenclosed. The LOC must be Tssued
by a United States barik. and should be detivered INE

Veroniea Pickett, Director
Performance impmumenl and Procedures Service Group
LS, Department of Edueation
Feder at} Student Akd/Pr rogram Complianee
830 Firgt Street, NF, UCP3, MS 5433
Washungton, DC 20002-8619

Noter [o-the event that the Financial institstion issding the LOC fails, rexulting in financial
transactions and operatons being administered by the Federal Deposit }muunm Carporation, the
Tostitutions arevequired 1o nofify the MRISPD within 3 bnsiness days-of the Institurons
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notification of such event. Within 10 business days thereafier, the Institutions must submit a new
replacement LOC issued by a different and non-failed U.S. bank,

Continued 90/10 and Gainful Employment Reporting. Unless and until the conversion to
nonprofit institution status is approved by the Department, the ARPA Partics are reminded that
the Institutions must continue to report their Title IV revenue percentages (“90/10 percentages™)
and its gainful employment data. In addition, the Department’s procedures require a proprictary
institution converting to another status to report its 90/10 percentages in the first fiscal vear
{ollowing the approval of the conversion,

Contact. 1 you have any questions, please contact Meghan Coyle at Meghan.Coyle@ed.gov.

Sincerely,
(b)(6)

Michael Frola
Division Director

ce: Richard Them, Senior Vice President -Student Finance and Compliance. EDMC femail:
riheniedmic edy)

Enclosure: Sample Letter of Credit



L& Bepurtment of Fducation
Zl'rrf:\'e_)(‘.a-h.l_c ! ity of {N‘{;i{ j:"(_;r

Bage §

IRREVOCABLIL LETIER OF CRETHT

Fii fwm Jiciary:

LS. Bepartment of ducition

\I IN: Veronien Pickett, Divector

Performane. Fovprovement und Procedures Serviee Ciroup
Federal Student A Program Compiinnee

838 Fiest Streel, NI UCP3 AS 2433
Mashtipion. 13 200028019

Prate: :
Amounts S0
Lypirsition S‘an'

Bear SieMaduny:

W herehy catablish aur trrevoeshle | etter af Credit- Xuibwr.
Favor Tor the gecownt ob

ERREI

OPEA #:

i ek e Chistiuten” L prosents, inthe amenr oS §
dottarsy, wvailable by vour draf for drafts drawn on ey vight | u:wnu"ummi by

ar cihe orgnal ol this boter of eredit instrunient tadong with origingds of il
,nm.min u‘;{x

el
by a statement sfpned by sthe Sevyeiany CNeurotary™, L, Depurmmient ol
Folugation ¢ Depariment™), or the

Secrelary s represcutative, ecrtiiving that
ihe drafied funds wiil %ik Jm_d ius QRO TRIGEE o thye hd}p\\m-: PUTBOSCN
determined by diwe Seerctan

1 o pay relunds of mastetivnat os nenmsiuionel chareds oned ooy

on bl ol currentor §u

et Kiudois ol Insiflation, whether the

Hnitutkon rerwans apen oy hay ol

e privvde Jordbe

clowirs ol the Btindien: oy

oo™ o stadonss enrodled af the thine ol e




LS. Department of Eduention
Ireevacable Letter of Crodit for

Page?

ot puy any dines, penadtios, or Tabiitdes whatsoover ewing Lo the

ang Trom the Jastiudion s part m;mmn 1k prograns
guthoriaed under Tifle 1V of the Higher Ddecation Ag of Iﬂfm REN
andded TRHEAT, ndhading, withow itidion. the vielulion of any
AT *n.,m ummi mm iw\ thie hmmum; \U[E Iik BTRHVCHERE

of thetilA
’:t,n‘.L;u_} 1 .m-,».u-;_l;m w0 _hcci’i‘_}m 337w
B8 TUR PR 108 Tethior any. regitiation

Secetary ;

gss mmziuxuui thuum&“r

Asowsed berein, Ti".c teri Tteai-oul” shall iclude all activities condaeted prFsHant 0 2 Tieach
abagreement,” as that term i delined 5y 34 CF R § 6682 3. andeor otlior sworvicos desiened 1o
faciline the transision of such students . ansthie uiumuumi progian. Should the nstmtan
faarl 1o renew the etter of eredit within ten i T dav prior do s expination, ax direvwed by ihe

Department, the Drepartnrent miny ol the'letter of credit nnd pluce the tand:
accomt &l the Department pending 1 promptdetermination of the extent o svhich thuse Tunds

3 il;"i ORI

will be used in aecurdmee with subpuragraphs (el throwh tin A aberee.

W hereby agree with vy that pariisl, drassings npe pernatied and that drafis drase under i
compitanee with the woms of this lener of eredit wilf e duby Bunered-upon doe ;‘iin_xa_ﬂmimil a
our affiees on or boefive theo expiration date of i lelier of padiv,

This letter of eredh 18 sibect o the Inicemational St artby Praciices GRPURY Internatinns

Chamberof Conpneree Publicasion Nuniber 390,

*ul}mn/ui \;dn\ {em' EBIIR xmm

- Aeihor s w] Liia




