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Custom Fitting a Scholarship Program

to the 501(c)(3) Mission

If a scholarship program is appropriate for your 501 (c)(3) mission, the governing board should create a process that will effectively establish and monitor a scholarship program with a plan and purpose in place.  What needs to be considered?
I.     
How do you raise the money?

Scholarship funding is available from individual donors and corporate sponsors in the form of annual income or as an endowment.  According to the Texas Property Code, an “endowment fund” is an institutional fund that is not wholly expendable by the institution on a current basis, under the terms of a gift instrument.”  Accordingly, the donor may require that current income from the fund be used to finance the scholarship program and provide an income stream that exists in perpetuity.
II.    
What is the plan and purpose of the scholarship program?

When setting up a scholarship program, the governing board is responsible for selecting the scholarship criteria: whom they will help and how it will be executed.   If the board wishes to restrict gifts to a particular group or class, it must follow legal principles of nondiscrimination in the same way they might be applied to an admissions process.  For instance, gifts may be restricted to persons from certain geographical areas.  Since restrictive language is highly scrutinized under federal and state laws, the donor’s gift instrument could address a specific need, but should not be so restrictive to prevent the gift from being awarded currently or in the future.
III.    
How many years will the program run?

The board must consider the choice of whether a different student will receive the scholarship award each year or one student will receive the award throughout the term of his education.  If the renewable scholarship is the choice, then the renewal process must be set up early in the program. 
IV.        How will you administer the process under IRS guidelines?
The IRS looks closely at information about how non-profit organizations administer their scholarship and research programs.  Some of the typical information they request as follow-up to tax-exemption recognition applications can be quite comprehensive.   Typical questions are:
1)    What are the criteria used in selecting recipients?

2)    Who is eligible to receive your grants?

3)    Will grants be made to relatives of the directors or officers of your  

         organization?

4)    How is the scholarship program publicized to reach all eligible persons?

5)    Will only students attending qualified educational institutions be

         eligible for the grants?

6)    Will the student aid be in the form of grants, loans or both?

7)    If loans are made, how are the interest rates determined and what are

        the terms of repayment?

8)   What methods are used to monitor use of the scholarship funds?

9)   If funds are misused, what procedures are to be followed?

10)   Will the grants be paid to the students’ schools or directly to the

        students? 
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