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GAO identified 59 for-profit college conversions that occurred from January 2011
through August 2020, almost all of which involved the college’s sale to a taxexempt organization. In about one-third of the conversions, GAO found that
former owners or other officials were insiders to the conversion—for example, by
creating the tax-exempt organization that purchased the college or retaining the
presidency of the college after its sale (see figure). While leadership continuity
can benefit a college, insider involvement in a conversion poses a risk that
insiders may improperly benefit—for example, by influencing the tax-exempt
purchaser to pay more for the college than it is worth. Once a conversion has
ended a college’s for-profit ownership and transferred ownership to an
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A for-profit college may convert to
nonprofit status for a variety of reasons,
such as wanting to align its status and
mission. However, in some cases,
former owners or other insiders could
improperly benefit from the conversion,
which is impermissible under the
Internal Revenue Code and Higher
Education Act of 1965, as amended.

identified converted for-profit colleges
and reviewed their public IRS filings.
GAO also examined IRS and Education
processes for overseeing conversions,
interviewed agency officials, and
reviewed federal laws, regulations and
agency guidance. GAO selected five
case study colleges based on certain
risk factors, obtained information from
college officials, and reviewed their
audited financial statements. In three
cases, GAO also reviewed Education
case files. Because of the focus on IRS
and Education oversight, GAO did not
audit any college in this review to
determine whether its conversion
improperly benefitted insiders.

Figure: Example of a For-Profit College Conversion with Officials in Insider Roles

IRS guidance directs staff to closely scrutinize whether significant transactions
with insiders reported by an applicant for tax-exempt status will exceed fairmarket value and improperly benefit insiders. If an application contains
insufficient information to make that assessment, guidance says that staff may
need to request additional information. In two of 11 planned or final conversions
involving insiders that were disclosed in an application, GAO found that IRS
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Education has strengthened its reviews of for-profit college applications for
nonprofit status, but it does not monitor newly converted colleges to assess
ongoing risk of improper benefit. In two of three cases GAO reviewed in depth,
college financial statements disclosed transactions with insiders that could
indicate the risk of improper benefit. Education officials agreed that they could
assess this risk through its audited financial statement review process and could
develop procedures to do so. Until Education develops and implements such
procedures for new conversions, potential improper benefit may go undetected.
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