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CHAPTER ENDOWED SCHOLARSHIP PROGRAM

FACT SHEET

WHAT IS IT?  An endowed scholarship program is a tax-deductible contribution to a Dollars for Scholars chapter for the purpose of using only the earnings from the principal of the contribution for the purpose of distributing scholarship awards or funding other chapter approved programs. 

CAN THE DONOR DEFINE THE USE OF THESE CONTRIBUTED FUNDS?  Yes.  The local chapter accepts restricted contributions for any purpose fitting within the mission of that chapter.  In fact, special provisions are included within the endowment agreement that allow the Donor to work with the local chapter to establish his or her scholarship program and necessary future program changes.

CAN ENDOWED SCHOLARSHIP PROGRAMS BE ESTABLISHED THROUGH A WILL?  Yes.  There are many methods used for the establishment of endowed scholarship programs; a will is only one of them.  The local chapter has the flexibility to work with the financial needs of all Donors in the establishment of an endowed scholarship program on a current or deferred basis. 

CAN DONORS EVER RECEIVE THEIR CONTRIBUTION BACK?   No.  By law, any endowed contribution to a Dollars for Scholars chapter is irrevocable.  This law allows all contributions to the local chapter to be tax deductible. 

WHAT HAPPENS IF THE PURPOSE OF THE ENDOWED CONTRIBUTION CEASES TO EXIST?  All of the local chapter's Endowed Scholarship Agreements contain a special provision called a "Sunset Clause."  This clause within the endowment agreement details what will happen if the purpose of the scholarship ceases to exist or if, for some reason, the local chapter ceases to exist. 

CAN ADDITIONAL CONTRIBUTIONS TO THE ENDOWMENT BE MADE?  Yes.  Any future contributions to the endowment will be tax-deductible by the donor and the earnings legally restricted according to the terms of the endowment agreement. 

DO EARNINGS FROM THE ENDOWMENT NEED TO BE SPENT IMMEDIATELY?  No.  It is permissible to build the principal of the endowment to a specified level prior to spending the earnings for the scholarship program. 

HOW DOES THE LOCAL CHAPTER INVEST THE FUNDS?  All local chapter investments are controlled by the Governing Board of the local Dollars for Scholars chapter.  Generally, all endowed scholarship funds are invested in conservative, interest-bearing securities such as U.S. Treasury Securities.  The local chapter has an investment policy established by their Governing Board which is available to potential donors.

ARE THE FUNDS PROTECTED FROM A CHAPTER'S CREDITORS?  Yes.  By establishing an endowment with a Dollars for Scholars chapter, all funds are protected from creditors. 

HOW DOES THE PROCESS OF ESTABLISHING AN ENDOWED SCHOLARSHIP PROGRAM BEGIN?  A potential donor need only contact their chapter representative.  The local chapter has all forms necessary to complete the establishment of the endowed program. 
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Agreement to Establish

an Endowed Scholarship Program

with

(Chapter)

Purpose:
To establish an endowed scholarship program for (Donor) as outlined in the attached Restrictions of Endowment.

Agreement:
(Donor) hereby agrees to transfer to (Chapter), the sum of $


 for the purpose of establishing the 




 (the “Program”) in accordance with the terms and conditions herein contained.

1.
(Chapter) shall establish initial assets, as well as any future contributions to the Program, as an identifiable endowed scholarship fund within the accounting records of (Chapter).

2.
(Chapter) shall invest all assets of the Program in a prudent manner.  Investments shall be made in accordance with policies established by the (Chapter’s) Governing Board.

3.
(Chapter) shall manage the Program and distribute the annual income of the Program as scholarships substantially in accordance with the Restrictions of Endowment.

4.
(Chapter) shall provide an annual report to the “Donor” including income, contributions, distributions, and asset balance of the Program.

5.
In the event the Program and stated purpose of the contribution ceases to exist, all funds will be transferred to the (Chapter’s) general scholarship fund, or to some other similar program of an appropriate nonprofit entity exempt from tax as an organization described in Section 501(c)(3) of the Code, as solely determined by (Chapter) (in consultation with the Donor).  In no event shall any monies of the Program be returned to the Donor.

6.
In the event (Chapter) ceases operations or otherwise determines that it is unwilling to continue management of the Program, all funds will be distributed to another organization substantially similar in purposes and function as the (Chapter) provided that such newly designated organization is exempt from tax as an organization described in Section 501(c)(3) of the Code and comparable provisions of state law as solely determined by (Chapter) (in consultation with the Donor).

7.
The investment and management of the assets of the Program will not violate any of the provisions of the (Chapter) governing instruments or any contract or other agreement with any third party.
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8.
The representations, warranties, covenants, and other information provided by the (Chapter) to the Donor herein do not either omit a material fact or contain any statement which is false or misleading in any material respect.

9.
This agreement may not be assigned or transferred by (Chapter).

10.
All notices, requests, or other communications which may be or are required to be given by either the (Chapter) or the Donor to the other hereunder shall be in writing and shall be deemed sufficiently given, made, or delivered on the date the same is sent by United States mail, postage prepaid, addressed to the parties as hereinbelow provided.  Receipt of a party of any such communication shall be deemed sufficiently effected on the date actually received by the receiving party.  For purposes hereof, each party’s mailing address shall be as follows:


Donor:














Chapter:













Either party may notify the other of such other address to which such notices, requests, or other communications shall be sent.

(Date)


(Donor)

(Date)


(Chapter)
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Restrictions to the (Donor) Endowment

It is agreed the interest earned on the principal of the (Donor) Endowment shall be used for the following purposes.

*  Example: Scholarships appropriate in amount and purpose as determined by the (Chapter).

* Example: Twenty-five percent (25%) of annual earnings shall be invested in the principal of 
                   the endowment.
1.















2.















3.















4.















5.















6.















7.















8.















9.















10.















These restrictions shall remain in effect until (Chapter), in collaboration with the (Donor), determines specific changes are necessary.
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Long-Term Investment Policy

Endowed Funds

All funds invested by a Dollars for Scholars® chapter are controlled by the governing board of the chapter.   The governing board may delegate the responsibility to a committee of the board, such as an endowment or investment committee, but the responsibility for the investing of funds for a local chapter ultimately remains with the governing board.


All funds contributed to endowed scholarship programs are invested in safe interest-bearing securities that generally have some form of principal guarantee.


Typical investment instruments are as follows:




1.
Bank and commercial money market accounts




2.
Certificates of Deposit




3.
Corporate bonds with an “A” rating or better


Investments of a chapter are reviewed regularly by the Chapter Governing Board or its designated committee.
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Endowed Scholarship Will Provision

SAMPLE

I give and bequeath the sum of $


, together with property described as follows:

to (chapter name), a nonprofit (corporation, association) with its corporate headquarters now located at (chapter address).  The bequeathed funds shall be held by (chapter name), or its successors, and shall be knows as the 





 Endowment.  This property may be invested, sold, or reinvested with other funds of (chapter name) as it deems appropriate.  Income from this property is to be used exclusively for (program description).  The scholarships shall be used for postsecondary education purposes.  The governing body of (chapter name) shall set the standards and qualifications in awarding the scholarships.  In no event is any portion of the principal of the funds to be expended for any purpose.
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MEMORANDUM

DATE:
March 1, 1999

TO:
Scholarship America( Staff and Dollars for Scholars( Chapters

FROM:
Fred Vogel, CPA, Executive Vice President, Scholarship America

RE:
Donor Directed Funds

Recently, I have had conversations with Scholarship America staff indicating an increasing desire by donors to direct funds given to Dollars for Scholars Chapters or the foundation itself to related parties, either relatives or friends, under the premise of a scholarship and/or for the attainment of a benefit namely a Collegiate Partner match or a charitable contribution.  This activity is unethical and illegal.  Scholarship America neither condones nor allows any staff member, volunteer or chapter to enter into donor transactions where the transfer of the asset ownership isn’t complete at the date of the gift and doesn’t comply with all appropriate laws.  Let me give you an example.

A chapter receives $1,000 from an individual and the individual directs the chapter to award these funds to a named individual.  What’s wrong with this?

First, Internal Revenue Code Section 170(f)(3) states, “A taxpayer is denied a charitable deduction for gifts to a charity. . . where less than the taxpayers entire interest in the property is contributed.”  In this example the donor retained the right to direct the funds to a named individual and that denies the donor a charitable gift under the law.  To the extent the chapter indicates these funds are a charitable gift deductible by the donor, the chapter is in violation of IRS code section 170.
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Second, Internal Revenue Code section 117 defines scholarships and their characteristics.  Regulation 117-6(c)(3) states “However, a scholarship or fellowship grant does not include any amount provided by an individual to aid a relative, friend, or other individual . . . if the grantor is motivated by family or philanthropic considerations.”

Code Section 117 and the regulations clearly state that a chapter accepting donor directed funds to a specific individual is not giving a scholarship to a recipient.  If it is not a scholarship then it is a taxable distribution to the recipient.  If that award is not reported to the appropriate governments the chapter is again in trouble.

Dollars for Scholars chapters and Collegiate Partners of Scholarship America operated under a specific agreement that all awards from Dollars for Scholars chapters are scholarships.  To the extent an award from a chapter is not a scholarship and a Collegiate Partner would treat that student aid differently under our agreement is a violation of our Collegiate Partner agreements.

As you can see a number of laws and agreements are broken when Scholarship America staff, volunteers, and Dollars for Scholars chapters accept donor directed funds.  In this example the individuals involved, the Dollars for Scholars chapter, and Scholarship America as a nonprofit foundation would face serious problems if we were involved in these kinds of activity.  Sometimes you just have to say no to a donor.

I hope the enclosed regulations and this memo clearly indicates the law and Scholarship America’s position on this issue.

U.S. Master Tax Guide – Non-business – Charitable Contributions

1643.  Use of Property – Partial Interest.  Generally, a taxpayer is denied a charitable deduction for gifts to charity of the rent-free use of property and other non-trust gifts where less than the taxpayer’s entire interest in the property is contributed, except in the following cases: (1) a contribution of an undivided portion of a taxpayer’s entire interest in property – for example, a one-fourth interest in property; (2) a contribution of a remainder interest in a personal residence or farm; (3) a qualified conservation contribution; and (4) a charitable deduction would have been allowed had the interest been transferred in trust (Code Sec. 170(1)(3) Reg. § 1.170A-7). 153 See ¶ 538 and ¶ 1070.

Taxation, Budget and Accounting Text

§ 1.117.6 Qualified Scholarships.


(a)
Outline of provisions. This outline lists the paragraphs contained in §1.117.6.


(b)
Exclusion of qualified scholarships.


(c)
Definitions.



(1)
Qualified scholarship.



(2)
Qualified tuition and related expenses.



(3)
Scholarship or fellowship grant.




(i)
In general.




(ii)
Items not considered as scholarships or fellowship grants.



(4)
Candidate for a degree.



(5)
Educational organization.



(6)
Examples.


(d)
Inclusion of qualified scholarships and qualified tuition reductions representing payment for services.



(1)
In general.



(2)
Payment for services.



(3)
Determination of amount of scholarship or fellowship grant representing payment for services.



(4)
Characterization of scholarship or fellowship grants representing payment for services for purposes of the reporting and withholding requirements.



(5)
Examples.


(e)
Recordkeeping requirements.


(f)
Effective date.



(1)
In general.



(2)
When a scholarship or fellowship is granted.



(3)
Scholarships or fellowships granted before August 17, 1986.




(i)
In general.




(ii)
Amounts received in subsequent academic periods that were not initially described as fixed cash amounts or readily determinable amounts.




(iii)
Examples.



(4)
Expenditures incurred before January 1, 1987.


(g)
Reporting and withholding requirements.


(h)
Characterization of scholarship or fellowship grants exceeding amounts permitted to be excluded from gross income for purposes of the standard deduction and filing requirements for dependents.
(b)
Exclusion of qualified scholarships – (1) Gross income does not include any amount received as a qualified scholarship by an individual who is a candidate for a degree at an educational organization described in section 170(b)(1)(A)(ii), subject to the rules set forth in paragraph (d) of this section.  Generally, any amount of a scholarship or fellowship grant that is not excludable under section 117 is includable in the gross income of the recipient for the taxable year in which such amount is received, notwithstanding the provisions of section 102 (relating to exclusion from gross income of gifts). However, see section 127 and the regulations thereunder for rules permitting an exclusion from gross income for certain educational assistance payments. See also section 162 and the regulations thereunder for the deductibility as a trade or business expense of the educational expenses of an individual who is not a candidate for a degree.

(2)
If the amount of a scholarship or fellowship grant eligible to be excluded as a qualified scholarship under this paragraph cannot be determined when the grant is received because expenditures for qualified tuition and related expenses have not yet been incurred, then that portion of any amount received as a scholarship or fellowship grant that is not used for qualified tuition and related expenses within the academic period to which the scholarship or fellowship grant applies must be included in the gross income of the recipient for the taxable year in which such academic period ends.


(c)
Definitions – (1) Qualified scholarship.  For purposes of this section, a qualified scholarship is any amount received by an individual as a scholarship or fellowship grant (as defined in paragraph (c)(3) of this section), to the extent the individual establishes that, in accordance with the conditions of the grant, such amount was used for qualified tuition and related expenses (as defined in paragraph (c)(2) of this section). To be considered a qualified scholarship, the terms of the scholarship or fellowship grant need not expressly require that the amounts received be used for tuition and related expenses. However, to the extent that the terms of the grant specify that any portion of the grant cannot be used for tuition and related expenses or designate any portion of the grant for purposes other than tuition and related expenses (such as for room and board, or for a meal allowance), such amounts are not amounts received as a qualified scholarship.  See paragraph (e) of this section for rules relating to recordkeeping requirements for establishing amounts used for qualified tuition and related expenses.

(2)
Qualified tuition and related expenses.  For purposes of this section. qualified tuition and related expenses are:



(i)

Tuition and fees required for the enrollment or attendance of a student at an educational organization described in section 170(b)(1)(A)(ii); and 



(ii)
Fees, books, supplies, and equipment required for courses of instruction at such an educational organization.

In order to be treated as related expenses under this section, the fees, books, supplies, and equipment must be required of all students in the particular course of instruction.  Incidental expenses are not considered related expenses.  Incidental expenses include expenses incurred for room and board, travel, research, clerical help, and equipment and other expenses that are not required for either enrollment or attendance at an educational organization, or in a course of instruction at such educational organization.  See paragraph (c)(6). Example (1) this section.


(3)
Scholarship or fellowship grant – (i) In general.  Generally a scholarship or fellowship grant is a cash amount paid or allow to, or for the benefit of, an individual to aid such individual in the pursuit of study or research.  A scholarship or fellowship grant also may be in the form of a reduction in the amount owed by the recipient to an educational organization for tuition, room and board, or any other fee.  A scholarship or fellowship grant may be funded by a governmental agency, college or university, charitable organization, business, or any other source.  To be considered a scholarship or fellowship grant for purposes of this section, any amount received need not be formally designated as a scholarship.  For example an “allowance” is treated as a scholarship if it meets the definition set forth in this paragraph.  However, a scholarship or fellowship grant does not include any amount provided by an individual to aid a relative, friend, or other individual in the pursuit of study or research if the grantor is motivated by family or philanthropic considerations.
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