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@ bakertilly

Independent Auditors' Report

To the Board of Trustees of
Scholarship America, Inc.

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of Scholarship America, Inc. (Scholarship America), which comprise
the statements of financial position as of December 31, 2022 and 2021, and the related statements of
activities, functional expenses and cash flows for the years then ended, and the related notes to the financial
statements.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of Scholarship America as of December 31, 2022 and 2021, and the changes in its net assets and its
cash flows for the years then ended in accordance with accounting principles generally accepted in the United
States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America (GAAS). Our responsibilities under those standards are further described in the Auditors'
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of Scholarship America and to meet our other ethical responsibilities, in accordance with the
relevant ethical requirements relating to our audits. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with accounting principles generally accepted in the United States of America, and for the design,
implementation and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about Scholarship America’s ability to
continue as a going concern within one year after the date that the financial statements are available to be
issued.

Baker Tilly US, LLP, trading as Baker Tilly, is a member of the global network of Baker Tilly International Ltd., the members of which
are separate and independent legal entities. © 2020-2022 Baker Tilly US, LLP
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Auditors' Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditors' report that includes our
opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not
a guarantee that an audit conducted in accordance with GAAS will always detect a material misstatement
when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations or the
override of internal control. Misstatements are considered material if there is a substantial likelihood that,
individually or in the aggregate, they would influence the judgment made by a reasonable user based on the
financial statements.

In performing an audit in accordance with GAAS, we:
o Exercise professional judgment and maintain professional skepticism throughout the audit.

¢ |dentify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such procedures
include examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of Scholarship America’s internal control. Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about Scholarship America’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings and certain internal control-related matters
that we identified during the audit.

Report on Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the financial statements as a whole. The
supplementary information included on pages 26 through 27 is presented for purposes of additional analysis
and is not a required part of the financial statements. Such information is the responsibility of management
and was derived from and relates directly to the underlying accounting and other records used to prepare the
financial statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly stated, in all
material respects, in relation to the financial statements as a whole.

5,‘7&%’// 05}' LLF

Minneapolis, Minnesota
June 8, 2023



Scholarship America, Inc.

Statements of Financial Position
December 31, 2022 and 2021
Assets

Current Assets

Cash and cash equivalents

Accounts, interest and other receivables, net

Contributions receivable, net

Prepaid expenses and other assets

Total current assets

Contributions Receivable, Less Current Portion, Net
Investments
Cash Surrender Value of Life Insurance
Property and Equipment

Land

Building and improvements

Furniture and equipment

Internally developed software
Construction in progress

Less accumulated depreciation
Property and equipment, net
Intangible Assets
Goodwill, net
Right-of-use asset, net

Intangible assets, net

Total assets

Liabilities and Net Assets

Current Liabilities
Accounts payable
Accrued and other deferred liabilities
Current portion of long-term debt
Current portion of lease liabilities
Scholarships payable
Refundable deposits

Total current liabilities
Long-term Liabilities
Long-term debt, net
Long-term lease liabilities
Total long-term liabilities
Total liabilities
Net Assets
Without donor restrictions:
Designated for endowment
Designated for strategic initiatives
Undesignated
Total without donor restrictions
With donor restrictions:
Purpose restricted
Restricted in perpetuity
Total with donor restrictions

Total net assets

Total liabilities and net assets

See notes to financial statements
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2022 2021
$ 30,664,295 $ 31,621,854
3,232,618 2,103,902
486,218 1,655,914
393,210 404,132
34,776,341 35,685,802
2,092,056 1,052,278
126,337,988 129,441,994
215,753 233,583
312,966 312,966
5,618,069 5,618,069
5,264,924 5,076,241
5,515,350 5,222,831
- 22
16,711,309 16,230,129

(12,283,159)

(11,105,206)

4,428,150 5,124,923
144,307 347,863
440,876 -
585,183 347,863

$ 168,435,471

$ 171,886,443

$ 574,136 $ 788,057
5,526,289 3,991,464
157,600 151,229
114,139 -
22,357,911 23,317,804
32,411,845 31,049,150
61,141,920 59,297,704
2,255,042 2,412,648
372,036 -
2,627,078 2,412,648
63,768,998 61,710,352
2,240,546 2,206,062
557,278 557,278
6,571,995 6,298,852
9,369,819 9,062,192
80,760,933 86,519,830
14,535,721 14,594,069
95,296,654 101,113,899
104,666,473 110,176,091

$ 168,435,471

$ 171,886,443




Scholarship America, Inc.

Statements of Activities
Years Ended December 31, 2022 and 2021

Revenues and Support
Total scholarships raised

Less scholarships designated by donors for specific beneficiaries

Scholarship revenue

Program management fees

Investment income (loss)

Contributions - cash and financial assets
Paycheck Protection Program loan forgiveness
Other income

Dollars for Scholars® and other student programs

Revenues and support
Change in Donor Restrictions
Net assets released from restrictions:
Program management fees released
Satisfaction of program restrictions
Board designated funds released
Total revenues and support
Expenses

Program services:
Total scholarship distributions

Less scholarships designated by donors for specific beneficiaries

Scholarship awards
Program management
Dollars for Scholars® and other student programs
Other programs
Supporting services:
Management and general
Fundraising
Total expenses

Change in net assets from operating activities

Nonoperating Activities
Net assets released, strategic initiatives

Total nonoperating activities

Change in net assets before cumulative
Change in net assets

Net Assets, Beginning

Net Assets, Ending

2022 2021
Without Donor With Donor Without Donor With Donor
Restrictions Restrictions Total Restrictions Restrictions Total

$ 176,648,147 $ - $ 176,648,147 $ 169,873,090 $ - $ 169,873,090
(47,488,233) (47,488,233) (50,299,474) (50,299,474)
129,159,914 - 129,159,914 119,573,616 - 119,573,616
15,250,753 - 15,250,753 13,953,359 - 13,953,359
358,709 (8,645,968) (8,287,259) (72,864) 6,083,402 6,010,538
2,991,524 26,732,667 29,724,191 2,151,947 26,795,478 28,947,425
- - - 2,229,200 - 2,229,200
72,792 - 72,792 32,484 - 32,484
467,450 - 467,450 558,075 - 558,075
148,301,142 18,086,699 166,387,841 138,425,817 32,878,880 171,304,697
- (501,852) (501,852) - (663,264) (663,264)
- (1,496,737) (1,496,737) - (1,065,463) (1,065,463)
21,905,355 (21,905,355) - 17,342,627 (17,342,627) -
- - - 382,722 - 382,722
170,206,497 (5,817,245) 164,389,252 156,151,166 13,807,526 169,958,692
197,899,104 - 197,899,104 186,268,195 - 186,268,195
(47,488,233) - (47,488,233) (50,299,474) - (50,299,474)
150,410,871 - 150,410,871 135,968,721 - 135,968,721
7,521,271 - 7,521,271 8,380,355 - 8,380,355
482,591 - 482,591 789,352 - 789,352
311,311 - 311,311 592,174 - 592,174
8,789,255 - 8,789,255 9,053,202 - 9,053,202
2,383,571 - 2,383,571 2,291,530 - 2,291,530
169,898,870 - 169,898,870 157,075,334 - 157,075,334
307,627 (5,817,245) (5,509,618) (924,168) 13,807,526 12,883,358
- - - (382,722) - (382,722)
- - - (382,722) - (382,722)
307,627 (5,817,245) (5,509,618) (1,306,890) 13,807,526 12,500,636
9,062,192 101,113,899 110,176,091 10,369,082 87,306,373 97,675,455
$ 9,369,819 $ 95,296,654 $ 104,666,473 $ 9,062,192 $ 101,113,899 $ 110,176,091

See notes to financial statements
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Scholarship America, Inc.

Statement of Functional Expenses

Year Ended December 31, 2022

Scholarship awards
Personnel costs

Meetings and travel

Printing

Professional services

IT licenses/hosting

Publicity and promotion
Postage

Occupancy

Interest and other financing fees
Insurance

Office expenses

Depreciation and amortization
Miscellaneous

Total expenses

Program Services

Support Services

Dollars for
Scholars® and Families of
Scholarship Program Other Student Freedom Total Program Management
Awards Management Programs NY Other Services and General Fundraising Total
$ 150,410,871 $ - $ - - - $ 150,410,871 $ - - $ 150,410,871
- 6,102,143 419,046 218,011 - 6,739,200 5,438,556 1,714,379 13,892,135
- 5,227 1,508 2,316 29,709 38,760 182,935 204,634 426,329
- 7,977 - - - 7,977 3,381 18,592 29,950
- 555,469 72 1,249 29,700 586,490 1,303,804 241,592 2,131,886
- 8,023 - - - 8,023 361,680 - 369,703
- - 34,000 3,385 - 37,385 178,737 12,239 228,361
- 65,874 2 150 927 66,953 3,902 5,335 76,190
- 119,759 4,515 - 3,717 127,991 131,300 36,528 295,819
- 50,685 3,319 - - 54,004 27,939 9,481 91,424
- 133,522 8,949 1,873 753 145,097 81,359 33,551 260,007
- 114,491 6,075 2,002 976 123,544 80,407 23,180 227,131
- 336,617 5,085 14,856 - 356,558 970,843 54,108 1,381,509
- 21,484 20 675 1,012 23,191 24,412 29,952 77,555
$ 150,410,871 $ 7,521,271 $ 482,591 244,517 66,794 $ 158,726,044 $ 8,789,255 2,383,571 $ 169,898,870

See notes to financial statements
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Scholarship America, Inc.

Statement of Functional Expenses

Year Ended December 31, 2021

Scholarship awards
Personnel costs

Meetings and travel

Printing

Professional services

IT licenses/hosting

Publicity and promotion
Postage

Occupancy

Interest and other financing fees
Insurance

Office expenses

Depreciation and amortization
Miscellaneous

Total expenses

Program Services Support Services
Dollars for
Scholars® and Families of
Scholarship Program Other Student Freedom Total Program Management
Awards Management Programs NY Other Services and General Fundraising Total
$ 135,968,721 $ - - $ - - $ 135,968,721 $ - $ - $ 135,968,721
- 6,513,066 626,660 390,792 - 7,530,518 4,804,975 1,917,424 14,252,917
- 7,363 2,601 3,233 9,213 22,410 52,197 57,083 131,690
- 10,256 - - - 10,256 1,658 13,671 25,585
- 861,891 40,717 62,584 59,400 1,024,592 2,179,712 100,545 3,304,849
- 8,285 - - - 8,285 352,027 - 360,312
- 254 81,000 3,708 - 84,962 193,239 7,539 285,740
- 109,755 108 8,269 292 118,424 6,566 4,608 129,598
- 160,273 6,332 - 14,287 180,892 209,444 83,268 473,604
- 44,350 3,182 - - 47,532 14,816 5,710 68,058
- 136,544 10,639 1,419 569 149,171 53,544 21,519 224,234
- 159,537 9,910 2,306 3,842 175,595 72,680 23,962 272,237
- 346,839 5,622 14,856 - 367,317 1,079,594 28,452 1,475,363
- 21,942 2,581 1,202 16,202 41,927 32,750 27,749 102,426
$ 135,968,721 $ 8,380,355 789,352 $ 488,369 103,805 $ 145,730,602 $ 9,053,202 $ 2,291,530 $ 157,075,334

See notes to financial statements
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Scholarship America, Inc.

Statements of Cash Flows
Years Ended December 31, 2022 and 2021

Cash Flows From Operating Activities
Change in net assets
Adjustments to reconcile change in net assets to net cash flows from
operating activities:

Depreciation

Amortization of goodwill intangibles

Non-cash lease expense

Unrealized losses (gains) on investments

Realized gains on sale of investments

Payroll Protection Program loan forgiveness

Scholarships distributed and designated by donors for
specific beneficiaries

Scholarships raised and designated by donors for
specific beneficiaries

Contributions restricted in perpetuity

Change in:
Accounts, interest and other receivables
Contributions receivable, net
Prepaid expenses and other assets
Accounts payable
Accrued and other deferred liabilities
Scholarships payable
Refundable deposits

Net cash flows from operating activities

Cash Flows From Investing Activities
Purchase of investments
Proceeds from sale of investments
Change in cash surrender value of life insurance
Purchase of property and equipment

Net cash flows from investing activities

Cash Flows From Financing Activities
Contributions received restricted for endowment
Repayments of long-term debt

Net cash flows from financing activities
Net change in cash and cash equivalents
Cash and Cash Equivalents, Beginning
Cash and Cash Equivalents, Ending

Supplemental Cash Flow Information
Cash paid for interest, net of amounts capitalized
of $12,027 and $37,291, respectively
Noncash investing and financing activities:
Property and equipment acquired through accounts payable
Acquisition of right-of-use asset, net deferred rent, in exchange for lease
liability

See notes to financial statements
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2022 2021
$ (5509618 $ 12,500,636
1,177,953 1,271,805
203,556 203,558
(138,534) -
10,708,728 (2,537,611)
(132,247) (1,798,734)

- (2,229,200)

(47,488,233) (50,299,474)
47,488,233 50,299,474
(1,850) (475)
(1,128,716) 249,740
29,918 (213,841)

10,922 81,958
(184,042) 138,184
1,718,658 352,929
(959,893) 10,500,211
1,362,695 460,713
7,157,530 18,979,873
(98,472,695) (99,846,445)
91,000,220 78,779,686
17,830 8,765
(511,059) (1,096,355)
(7,965,704) (22,154,349)
1,850 475
(151,235) (145,116)
(149,385) (144,641)
(957,559) (3,319,117)
31,621,854 34,940,971

$ 30,664,295 $ 31,621,854
$ 91,938 68,059
$ -3 29,879
$ 568,038  $ -




Scholarship America, Inc.

Notes to Financial Statements
December 31, 2022 and 2021

1.

Organization and Significant Accounting Policies

Organization

Scholarship America, Inc. (Scholarship America) is a nonprofit corporation organized under the laws
of the Commonwealth of Massachusetts to eliminate barriers to educational success so that any
student can pursue their dream. Until January 2003, the corporation was known as Citizens'
Scholarship Foundation of America. Scholarship America is the nation's largest private scholarship
provider driven to empower an America where those with the most need have the opportunity to
thrive through equitable pathways to education and training. For over 60 years, Scholarship America
has invested in student success though the design and management of custom education assistance
programs with a focus on delivering financial and other supports to students in need to fill gaps and
promote degree completion.

The financial statements do not include assets, liabilities, revenues or expenses of the individual
Dollars for Scholars® chapters, because these chapters have independent Boards of Directors and
Scholarship America does not have control over these organizations.

In fiscal year 2002, the Families of Freedom Scholarship Fund (the Fund) was created to provide
education assistance for postsecondary study to financially needy dependents of those killed or
permanently disabled as a result of the terrorist attacks on September 11, 2001, and during the
rescue activities related to those attacks. The Fund is intended for children and spouses of the
victims, including airplane crew and passengers, World Trade Center and Pentagon workers and
visitors, and rescue workers, including firefighters, emergency medical personnel and law
enforcement personnel. Assistance from the Fund must be used to defray costs of education at
accredited colleges, universities, or vocational-technical schools based in the United States.
Scholarship America may from time to time assess a charge to income of the Fund in an amount
reasonably calculated to reimburse Scholarship America's direct and indirect costs incurred in the
administration of the Fund. The Fund is due to sunset in 2030.

Basis of Presentation

The financial statements of Scholarship America have been prepared on the accrual basis of
accounting.

Significant Accounting Policies

The accounting policies of Scholarship America conform to U.S. generally accepted accounting
principles (GAAP). The significant accounting policies followed by Scholarship America are
set forth below:

Net Assets

Net assets, revenues, expenses, gains and losses are classified based on the existence or absence
of donor-imposed restrictions. Accordingly, net assets of Scholarship America and changes therein,
are classified and reported as follows:

Without Donor Restrictions - This classification contains net assets that are not subject to
donor-imposed stipulations.

With Donor Restrictions - This classification includes net assets subject to donor-imposed
stipulations that will be met by the action of Scholarship America and/or the passage of time.
Some net assets with donor restrictions include a stipulation that assets provided be maintained
permanently (perpetual in nature) while permitting Scholarship America to expend the income
generated by the assets in accordance with the provisions of additional donor imposed
stipulations or a Board approved spending policy.
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Scholarship America, Inc.

Notes to Financial Statements
December 31, 2022 and 2021

Board Designated Net Assets

Scholarship America's Board of Trustees has the ability to designate identified amounts of net assets
without donor restrictions to be used by management for specific future projects or activities. These
designations can be modified or removed by the Board of Trustees at any time. The Board of
Trustees has designated a portion of Scholarship America's net assets without donor restrictions for
the endowment (Note 10) and for strategic initiatives.

Scholarship Revenue and Expense

In situations where Scholarship America has variance power with respect to the determination of the
beneficiary, scholarship revenue and the related scholarship distribution expense is recognized in the
statements of activities. Variance power is the unilateral ability to redirect the use of the transferred
assets to another beneficiary. Scholarship programs where the beneficiary has been specified by the
donor or the determination of the beneficiary is under the control of another third party are treated as
agency transactions and are not reported as scholarship revenues or scholarship distribution
expenses. Recognizing that designated scholarships (agency transactions) are a significant element
in the statements of activities; they are included in scholarships raised and deducted from that
amount to calculate scholarship revenue.

Scholarship revenue is recognized in the financial statements as a contribution when Scholarship
America has the unconditional right to the assets contributed.

Operating Measure

Scholarship America’s operating measure includes all activity other than contributions designated by
the Board of Trustees for strategic initiatives.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash held in bank accounts and temporary investments with
original maturities of less than three months when purchased. Scholarship America maintains cash
and cash equivalent accounts, which at times, may exceed federally insured limits. Scholarship
America has not experienced any losses from maintaining cash and cash equivalent accounts in
excess of federally insured limits for the years ended December 31, 2022 and 2021. Management
believes it is not subject to any significant credit risk on its cash and cash equivalent accounts.

Accounts Receivable

Accounts receivable are stated at amounts management expects to collect for services and are
based on contracted fee schedules. Payment terms are typically net 30 days from date of invoice, but
may vary in specific cases. An allowance for doubtful accounts is provided based upon a review of
outstanding receivables, historical collection information and specific program circumstances.
Amounts deemed uncollectible are written off in the period such amounts are determined. Delinquent
accounts are not charged a service fee.

Investments
Investments, excluding certificates of deposit, are reported at fair value. Certificates of deposit are

reported at cost, which approximates fair value. Investments in alternative investments are recorded
at net asset value as a practical expedient to fair value.



Scholarship America, Inc.

Notes to Financial Statements
December 31, 2022 and 2021

Property and Equipment

Expenditures for the acquisition of property and equipment are capitalized at cost. Donated property
and equipment is capitalized at fair value on the date of receipt. Scholarship America capitalizes
property and equipment additions in excess of $1,500. Depreciation is provided using the straight-line
method over estimated useful lives as follows:

Years
Building and improvements 35*
Furniture and equipment 3-12
Internally developed software 3-10

*Leasehold improvements are depreciated over the remaining life of the lease.
Impairment of Long-Lived Assets

At each reporting date, Scholarship America evaluates the carrying amount of its long-lived assets. In
the event that facts and circumstances indicate that the cost of long-lived assets may be impaired, an
evaluation of recoverability would be performed. If an evaluation of impairment is required, the
estimated future undiscounted cash flows associated with the asset would be compared to the asset's
carrying value to determine if an adjustment to fair value or discounted cash flow value is required.
There were no impairments in 2022 or 2021.

Intangible Assets

Acquired intangible assets are the result of purchased customer contracts. These assets are valued
at actual purchase price. The intangible assets are amortized over 10.1 years, which is the average
historical duration for client relationships in the scholarship management business line. The remaining
amortization expense will be $144,307 in 2023.

Contributions

Unconditional contributions, including promises to give, are recognized as revenues in the period
received and are reported as increases in the appropriate categories of net assets in accordance with
donor restrictions. Expirations of donor-imposed restrictions on net assets (i.e., the donor-stipulated
purpose has been fulfilled and/or the stipulated time period has elapsed) are reported as net assets
released from restrictions. Donor restricted contributions whose restrictions are met in the same
reporting period are reported as net assets with donor restrictions and released to net assets without
donor restrictions to reflect the expiration or fulfillment of such restrictions.

Conditional promises to give - that is, those with a measurable performance or other barrier and a
right of return or release from future obligations - are not recognized until the conditions on which
depend have been met.

Unconditional promises to give (pledges) are recorded as contributions receivable using a discount
rate of 3.5 percent for 2022 and 3 percent for 2021. Additionally, an allowance for uncollectible
contributions is provided based on management's judgment, including factors such as prior collection
history and the nature of fundraising activity.
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Scholarship America, Inc.

Notes to Financial Statements
December 31, 2022 and 2021

Contributions of land, buildings and equipment are recorded at fair market value at the date of the gift.
Contribution revenue is recorded as net assets without donor restrictions unless explicit donor
stipulations specify how the donated assets must be used. Contributions of long-lived assets with
explicit restrictions that specify how the assets are to be used and gifts of cash or other assets that
must be used to acquire long-lived assets are reported as donor restricted net assets. Restrictions
are considered met and an appropriate amount reclassified to net assets without donor restrictions
when the asset is placed in service.

Scholarships Payable and Refundable Deposits

Scholarships payable represent awards that have been made that Scholarship America has not yet
distributed to the beneficiaries. Refundable deposits represent amounts held by Scholarship America
for scholarship programs that, under terms of the program agreement, are refundable or revocable at
the discretion of the program sponsor. Refundable deposits also include amounts held by Scholarship
America in connection with agreements that have stipulations that the assets be passed on to specific
beneficiaries.

Scholarship Program Management Fees

Scholarship program management fees are recognized as revenues in the statements of activities as
the performance obligations are satisfied over the contract period. Performance obligations are
outlined in each contract's program description or statement of work. Generally, the performance
obligations include:

e Program design, production of application materials (on-line site) and opening of application
e Receipt, acknowledgement and processing of applications

e Selection of recipients and notifications

e Distribution of scholarship awards and final program reporting

As there is not a stand-alone transaction price observable for each program obligation, the
transaction price (management fee) has been allocated to the various performance obligations
(milestones) based on management's estimates of each milestone's relative value of the total value of
the services to be provided under the contract. Management's estimates of the allocations are
primarily based on historical time studies for level of effort to complete specific milestones over the
course of the scholarship program cycle.

Scholarship program management fees received prior to the completion of specific performance
obligations are deferred to the applicable period based on the contract program schedule. Amounts
deferred in the statements of financial position at December 31, 2022 and 2021 are generally
recognized as revenue in the following year.

Grants

Donor restricted grants are recognized as revenue and support with donor restrictions, and recorded
as releases from restriction only to the extent that expenses have been incurred during the period for
the purpose specified in the grant. In instances that grants include measurable performance
obligations or other barriers and a right of return or release from future obligations, these grants are
not recognized as revenue until the conditions on which they depend have been met. Advances of
conditional grants are recorded as deferred revenue until conditions are met.
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Scholarship America, Inc.

Notes to Financial Statements
December 31, 2022 and 2021

Functional Expenses

Scholarship America's financial statements segregate expenses by function, including program
specific, general and administration and fundraising. Expenses are charged directly to specific
functions when practicable. Expenses not identified as relating to specific functions such as
depreciation and amortization, interest, and other facility related expenses are allocated primarily
based on direct salary costs or headcount.

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Income Tax Status

The Internal Revenue Service has determined that Scholarship America is exempt from federal
income tax under Section 501(c)(3) of the Internal Revenue Code. Scholarship America is also
exempt from state income taxes. However, any unrelated business income may be subject to
taxation.

Scholarship America follows the accounting standards for contingencies in evaluating uncertain tax
positions. This guidance prescribes recognition threshold principles for the financial statement
recognition of tax positions taken or expected to be taken on a tax return that are not certain to be
realized. Under this guidance, Scholarship America may recognize the tax benefit from an uncertain
tax position only if it is more likely than not that the tax position will be sustained on examination by
taxing authorities, based on the technical merits of the position. Examples of tax positions include the
tax-exempt status of Scholarship America and various tax positions related to potential sources of
unrelated business income. No liability has been recognized by Scholarship America for uncertain tax
positions as of December 31, 2022 and 2021. Scholarship America's tax returns are subject to review
and examination by federal and state authorities.

Retirement Plan

Scholarship America offers a 403(b) retirement plan to its employees. Employee participation is
optional. Historically, Scholarship America has provided a matching contribution to employees
participating in the plan. Scholarship America's matching contribution for the years ended
December 31, 2022 and 2021 was 3 percent. Scholarship America's contributions to the plan totaled
$303,261 and $323,814 for the years ended December 31, 2022 and 2021, respectively.

New Accounting Pronouncements Adopted

Effective January 1, 2022, Scholarship America adopted Financial Accounting Standards Board
(FASB) Accounting Standards Update (ASU) No. 2016-02, Leases (Topic 842), and all related
amendments using the modified retrospective approach. Scholarship America’s 2021 financial
statements continue to be accounted for under the FASB's Topic 840 and have not been adjusted.

ASU No. 2016-02 requires lessees to recognize the assets and liabilities that arise from leases on the
balance sheet. At lease inception, leases are classified as either finance leases or operating leases
with the associated right-of-use asset and lease liability measured at the net present value of future
lease payments. Operating leases are expensed on a straight-line basis as lease expense over the
non-cancelable lease term. Lease expense for Scholarship America’s finance leases is comprised of
the amortization of the right-of-use asset and interest expense recognized based on the effective
interest method. At the date of adoption, Scholarship America recorded operating lease right-of-use
assets of $519,838 and lease liabilities of $583,677.
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The new standard provides for several optional practical expedients. Upon transition to Topic 842,
Scholarship America elected:

e The package of practical expedients permitted under the transition guidance which does not
require Scholarship America to reassess prior conclusions regarding whether contracts are or
contain a lease, lease classification and initial direct lease costs

The new standard also provides for several accounting policy elections, as follows:

e Scholarship America has elected the policy not to separate lease and nonlease components
for its office equipment class of leased assets.

¢ When the rate implicit in the lease is not determinable, rather than use Scholarship America’s
incremental borrowing rate, Scholarship America elected to use a risk-free discount rate for
the initial and subsequent measurement of lease liabilities for all classes of its leased assets.

e Scholarship America elected not to apply the recognition requirements to all leases with an
original term of 12 months or less, for which Scholarship America is not likely to exercise a
renewal option or purchase the asset at the end of the lease; rather, short-term leases will
continue to be recorded on a straight-line basis over the lease term.

Additional required disclosures for Topic 842 are contained in Note 11.

During 2022, Scholarship America adopted ASU No. 2020-07, Not-for-Profit Entities (Topic 958)
Presentation and Disclosures by Not-for-Profit Entities for Contributed Nonfinancial Assets. ASU No.
2020-07 improves financial reporting by providing new presentation and disclosure requirements
about contributed nonfinancial assets, including additional disclosure requirements for recognized
contributed services. Scholarship America has adjusted the presentation of these financial statements
accordingly. ASU No. 2020-07 has been applied retrospectively to all periods presented. There were
no contributions of nonfinancial assets in both 2022 and 2021.

Future Accounting Pronouncements

In June 2016, the FASB issued ASU No. 2016-13, Measurement of Credit Losses on Financial
Instruments. ASU No. 2016-13 requires financial assets measured at amortized cost to be presented
at the net amount expected to be collected, through an allowance for credit losses that is deducted
from the amortized cost basis. The measurement of expected credit losses is based on relevant
information about past events, including historical experience, current conditions, and reasonable and
supportable forecasts that affect the collectability of the reported amount. ASU No. 2016-13 (as
amended) is effective for annual periods and interim periods within those annual periods beginning
after December 15, 2022. Scholarship America is currently assessing the effect that ASU No. 2016-
13 (as amended) will have on its results of operations, financial position and cash flows.
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2. Liquidity and Availability

The following table reflects Scholarship America's financial assets as of December 31, 2022 and 2021,
reduced by amounts not available for general expenditures within one year. Financial assets are
considered unavailable when illiquid or not convertible to cash within one year. Other financial assets that
are excluded from this measure of liquidity include endowments and accumulated earnings restricted by
donors or Scholarship America's Board of Trustees, and assets held for others.

2022 2021
Financial assets:
Cash and cash equivalents $ 30,664,295 $ 31,621,854
Contributions receivable, net 2,578,274 2,608,192
Accounts receivable, net 3,232,618 2,103,902
Investments 126,337,988 129,441,994
Cash surrender value of life insurance 215,753 233,583
Financial assets at December 31 163,028,928 166,009,525
Less those unavailable for general expenditure within
one year:
Cash and cash equivalents restricted by use (24,236,754) (26,444,810)
Contributions receivable restricted by use (2,337,784) (2,458,265)
Accounts receivable restricted by use (257,697) (293,356)
Board designated investments (2,240,546) (2,206,062)
Board designated for strategic initiatives (557,278) (557,278)
Donor restricted investments restricted by use less
amounts available for distribution (108,460,029) (111,748,783)
Permanently restricted investments (14,926,364) (14,924,914)
Cash surrender value of life insurance restricted by use (215,753) (233,583)
Financial assets not available for expenditure within
one year (153,232,205) (158,867,051)
Financial assets available to meet cash needs for
general purposes within one year $ 9,796,723 $ 7,142,474

As of December 31, 2022 and 2021, Scholarship America had liquid assets on hand to cover
approximately 198 and 133 days of operating expenses, respectively. Scholarship America's practice is to
structure its financial assets to be available as its general expenses, liabilities and obligations come due
and targets a minimum of 90 days of operating expense coverage at any point in time.

Cash in excess of daily requirements is typically invested in short-term, liquid securities. Scholarship
America's Board of Trustees has established a board designated endowment fund (deducted from
financial assets in the table above) that may be drawn upon in the event of financial distress or an
immediate liquidity need resulting from events outside the typical life cycle of converting financial assets
to cash or settling financial liabilities. As of December 31, 2022 and 2021, this board designated
endowment fund represents approximately 45 and 41 days of operating expenses, respectively.
Scholarship America also has available a $2,000,000 line of credit, representing approximately 40 days of
operating expenses.
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3. Contributions Receivable

Contributions receivable are to be collected during the following periods at December 31, 2022 and 2021:

2022 2021
Less than one year $ 491,129 $ 1,571,630
One to five years 2,215,000 1,085,000
Greater than five years 10,000 15,000
2,716,129 2,671,630
Less:
Discounts for the time value of money (111,812) (37,093)
Allowance for uncollectible contributions (26,043) (26,345)

$ 2,578,274 $ 2,608,192

Contributions receivable due within one year are not discounted. Contributions receivable expected to be
collected in more than one year have been discounted at 3.5 percent for the year ended December 31,
2022 and at 3 percent for the year ended December 31, 2021. Approximately 80% of the balance at
December 31, 2022 and 2021 was due from two estate gifts.

4. Investments and Investment Income

Investments consisted of the following at December 31:

2022 2021
Cash equivalents $ 40,034,708 $ 27,121,520
Certificates of deposit (at cost) 564,156 972,078
U.S. government securities 4,703,593 1,236,994
Equity mutual funds 31,603,437 38,579,900
Equities 1,668,829 1,217,051
Fixed income mutual funds 30,116,079 37,975,615
Corporate bonds and notes 11,092,026 14,901,036
Master limited partnership and other mutual funds 1,885,510 2,473,700
Hedge funds 4,669,650 4,964,100

$ 126,337,988 $ 129,441,994

Investment income is recorded in the statements of activities and comprises the following for the years
ended December 31, 2022 and 2021:

Interest and Unrealized Realized (Loss)
Dividends, net (Loss) Gain Gain Total
December 31, 2022:
Without donor restrictions $ 395,084 $ - $ (36,375) % 358,709
With donor restrictions 1,894,138 (10,708,728) 168,622 (8,645,968)
Total $ 2,289,222 $ (10,708,728) $ 132,247 $ (8,287,259)
December 31, 2021:
Without donor restrictions $ (83,939) % - $ 11,075 $ (72,864)
With donor restrictions 1,758,172 2,537,611 1,787,659 6,083,442
Total $ 1,674,233 $ 2,537,611 $ 1,798,734 $ 6,010,578
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Investments, in general, are subject to various risks, including credit, interest and overall market volatility
risks. Due to the level of risk associated with certain investment securities, it is reasonably possible that
changes in values of investment securities will occur in the near term and that such change could
materially affect the amounts reported in the financial statements.

5. Fair Value Measurements
Fair Value Hierarchy

Fair value is defined in the accounting guidance as the exchange price that would be received to sell
an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for
the assets or liability in an orderly transaction between market participants at the measurement date.
Under this guidance, a three-level hierarchy is used for fair value measurements which are based on
the transparency of information, such as the pricing source, used in the valuation of an asset or
liability as of the measurement date.

Financial instruments measured and reported at fair value are classified and disclosed in one of the
following three categories.

Level 1 - Inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities
that the reporting entity can access at the measurement date.

Level 2 - Inputs other than quoted prices included in Level 1 that are observable for the asset or
liability, either directly or indirectly. This includes quoted prices for similar assets or liabilities in
active markets, quoted prices for identical or similar assets or liabilities in markets that are not
active, inputs other than quoted prices that are observable for the asset or liability or
market-corroborated inputs.

Level 3 - Inputs are unobservable for the asset or liability. Unobservable inputs reflect the
assumptions that market participants would use in pricing the asset or liability (including
assumptions about risk) using the best information available in the circumstances, which may
include using the reporting entity's own data.

Valuation Techniques and Inputs

Level 1 - Level 1 assets include investments in cash equivalents (consisting primarily of money
market funds), equity mutual funds, equities, fixed income mutual funds and master limited
partnership and other mutual funds for which quoted prices are readily available.

Level 2 - Level 2 assets include investments in U.S. government securities and corporate bonds
and notes for which quoted prices are not readily available. The fair values are estimated using
Level 2 inputs based on multiple sources of information, which may include market data and/or
quoted market prices from either markets that are not active or are for the same or similar assets
in active markets.

There have been no changes in the techniques and inputs used as of December 31, 2022 and 2021.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, the level in the fair value hierarchy within which the fair value measurement
in its entirety falls has been determined based on the lowest level input that is significant to the fair
value measurement in its entirety. The assessment of the significance of a particular input to the fair
value measurement in its entirety requires judgment and considers factors specific to the asset or
liability. The schedules within this note are not intended to indicate the volatility of the investments.

While Scholarship America believes its valuation methods are appropriate and consistent with other

market participants, the use of different methodologies or assumptions to determine the fair value of
certain financial instruments could result in a different estimate of fair value at the reporting date.
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The following tables present information about Scholarship America's assets measured at fair value
on a recurring basis as of December 31, 2022 and 2021:

Cash equivalents

Equity mutual funds

Equities

Debt securities:
Fixed income mutual funds
U.S. government securities
Corporate bonds and notes

Master limited partnership and
other mutual funds

Subtotal assets by
valuation hierarchy

Assets measured using NAV:
Hedge fund

Total assets at fair value

Cash equivalents

Equity mutual funds

Equities

Debt securities:
Fixed income mutual funds
U.S. government securities
Corporate bonds and notes

Master limited partnership and
other mutual funds

Subtotal assets by
valuation hierarchy

Assets measured using NAV:
Hedge funds

Total assets at fair value

2022

Level 1 Level 2 Level 3 Total
$ 40,034,708 $ - $ - $ 40,034,708
31,603,437 - - 31,603,437
1,668,829 - - 1,668,829
30,116,079 - - 30,116,079
- 4,703,593 - 4,703,593
- 11,092,026 - 11,092,026
1,885,510 - - 1,885,510
$ 105,308,563 15,795,619 $ - 121,104,182
4,669,650
$ 125,773,832

2021

Level 1 Level 2 Level 3 Total
$ 27,121,520 $ - $ - $ 27,121,520
38,579,900 - - 38,579,900
1,217,051 - - 1,217,051
37,975,615 - - 37,975,615
- 1,236,994 - 1,236,994
- 14,901,036 - 14,901,036
2,473,700 - - 2,473,700
$ 107,367,786 $ 16,138,030 $ - 123,505,816
4,964,100

$ 128,469,916

Total assets at fair value exclude certificates of deposit recorded at cost of $564,156 and $972,078
for the years ended December 31, 2022 and 2021, respectively.
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Scholarship America uses the net asset value (NAV) as a practical expedient to determine fair value
of all underlying investments which (a) do not have a readily determinable fair value; and (b) are in
investment companies or similar entities that report their investment assets at fair values.

The following table lists the alternative investments in which NAV was utilized as the practical
expedient for estimating fair value as of December 31, 2022 and 2021:

Unfunded 2022 2021 Redemption Redemption Remaining Life
Investment Type Commitments Fair Value Fair Value Frequency Notice Period (Years)
Hedge fund:
Millennium International(a) - $ 4,669,650 $ 4,964,100 (b) (b) N/A

(a) Millennium International is a multi-strategy, single manager, relative value hedge fund
manager. The manager allocates capital across a variety of proprietary, internal trading
teams who invest that capital in the relative value fundamental equity, quantitative trading,
equity arbitrage, fixed income, commodity and other investment strategy sectors. The fund's
investment objective is to produce equity like returns, with significantly less risk, while
maintaining low correlations to the stock and bond markets.

(b) A Limited Partner may withdraw capital from Millennium International, Ltd. on a quarterly
basis with 90-day notice. Once the liquidity request is received by Millennium International,
Ltd, the investor is repaid over the subsequent 20-quarters, with 5 percent of their
outstanding capital balance being distributed each quarter (i.e., as a result, a five year period
is required to completely exit the fund).

6. Line of Credit Agreement

In September 2022, Scholarship America renewed a $2,000,000 bank line of credit financing agreement
with Bremer Bank, NA. The line of credit bears interest at the prime rate (as published from time to time in
the Wall Street Journal) minus 0.25 percent with a floor of 3.0 percent. At December 31, 2022 the interest
rate was 7.25% percent. Borrowings on the line of credit are secured by assets of Scholarship America
including equipment and accounts receivable. The line of credit matures on September 1, 2023 and it is
management's intention to renew the facility. At December 31, 2022, there were no borrowings under this
agreement.

Under the terms of the line of credit agreement, Scholarship America is required to maintain a specified
debt service coverage and tangible net worth ratios.
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7. Paycheck Protection Program Note Payable

On April 9, 2020, Scholarship America entered into a new loan facility with Bremer Bank, NA under the
government enacted Paycheck Protection Program (PPP) (part of the Coronavirus Aid, Relief and
Economic Stability Act) administered by the Small Business Administration (SBA). Scholarship America
borrowed $2,229,200 under the loan facility. In May 2021, Scholarship America received legal release
from the Small Business Administration and the full amount of the PPP loan had been forgiven, which
was recorded as revenue in the 2021 statement of activities.

The SBA reserves the right to audit any PPP loan, regardless of size. These audits may occur after
forgiveness has been granted. In accordance with the CARES Act, all borrowers are required to maintain
their PPP loan documentation for six years after the PPP loan was forgiven or repaid in full and to provide
that documentation to the SBA upon request.

8. Long-Term Debt

A summary of long-term debt as of December 31 is as follows:

2022 2021
Note payable to Bremer Bank $ 2,412,642 $ 2,563,877
Less current maturities (157,600) (151,229)
Long-term balance at December 31 $ 2,255,042 $ 2,412,648

Aggregate annual maturities of long-term debt at December 31, 2022 are as follows:

Years ending December 31:

2023 $ 157,600
2024 2,255,042
$ 2,412,642

Scholarship America has a note payable through a term loan facility with Bremer Bank, NA. The term loan
allowed for borrowing of up to $3,480,000 over an eighteen month draw period. During this initial draw
period, only monthly interest payments were required. The term loan carries a fixed interest rate of

4.09 percent. The 18 month draw period ended in June 2019. The note is payable in quarterly
installments consisting of principal and interest through September 1, 2024, at which time a lump sum
payment is due. Borrowings under this facility are secured by a mortgage and security interest granted to
the creditor by Scholarship America. The net book value of the security interest was $1,251,585 at
December 31, 2022. Proceeds of the note were used to repay an existing note payable and to fund
technology investments. Under the terms of the note payable, Scholarship America is required to
maintain a specified debt service coverage ratio and debt to tangible net worth ratio as measured at the
end of each year.
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9. Endowment Funds

Scholarship America's endowment consists of approximately 35 individual funds established for a variety
of purposes including both endowment funds restricted by the donor and funds designated by the Board
of Trustees to function as endowment. As required by U.S. generally accepted accounting principles, net
assets associated with endowment funds, including funds designated by the Board of Trustees to function
as an endowment, are classified and reported based on the existence or absence of donor-imposed
restrictions.

Interpretation of Relevant Law

The Board of Trustees of Scholarship America has interpreted the Uniform Prudent Management of
Institutional Funds Act (UPMIFA) as requiring the preservation of the fair value of the original gift as of
the gift date of the donor-restricted endowment funds absent explicit donor stipulations to the
contrary. As a result of this interpretation, Scholarship America classifies as net assets with donor
restrictions- held in perpetuity (1) the original value of the initial gift donated to the endowment; (2) the
original value of subsequent gifts donated to the endowment fund; and (3) any earnings and
gains/losses required by the donor to be added to the original value of the endowment fund. The
remaining portion of the fund, which consists of earnings and gains/losses from the investment of
such funds net of expenditures, is classified as net assets with donor restrictions until those amounts
are appropriated for expenditure by the organization in a manner consistent with the standard of
prudence prescribed by UPMIFA. In accordance with UPMIFA, the organization considers the
following factors in making a determination to appropriate or accumulate donor-restricted endowment
funds:

(1) The duration and preservation of the endowment fund,;

(2) The purposes of the organization and the endowment fund;

(3) General economic conditions;

(4) The possible effect of inflation or deflation;

(5) The expected total return from income and the appreciation of investments;
(6) Other resources of the organization;

(7) The investment policy of the organization.

Endowment net asset composition by type of fund consists of the following for the years ended
December 31, 2022 and 2021:

2022
Without Donor With Donor
Restrictions Restrictions Total
Donor-restricted endowment funds $ - $ 17,540,345 $ 17,540,345
Board-designated endowment funds 2,240,546 - 2,240,546

$ 2,240,546 $ 17,540,345 $ 19,780,891

2021
Without Donor With Donor
Restrictions Restrictions Total
Donor-restricted endowment funds $ - $ 20,429,434 $ 20,429,434
Board-designated endowment funds 2,206,062 - 2,206,062

$ 2,206,062 $ 20,429,434 $ 22,635,496
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Changes in endowment net assets for the years ended December 31, 2022 and 2021 are as follows:

2022
Without Donor With Donor
Restrictions Restrictions Total

Endowment net assets, January 1, 2022 $ 2,206,062 $ 20,429,434 $ 22,635,496
Investment return:

Investment income 34,484 463,549 498,033

Net loss on investments - (2,667,332) (2,667,332)

Total investment return 34,484 (2,203,783) (2,169,299)

Contributions - 1,850 1,850
Appropriation of endowment assets,

satisfaction of program restrictions - (580,222) (580,222)
Appropriation of endowment assets,

spending policy - (95,384) (95,384)
Change in donor restrictions - (11,550) (11,550)
Endowment net assets, December 31,

2022 $ 2,240,546 $ 17,540,345 $ 19,780,891

2021
Without Donor With Donor
Restrictions Restrictions Total

Endowment net assets, January 1, 2021 $ 2,205,836 $ 20,436,786 $ 22,642,622
Investment return:

Investment income 226 481,056 481,282

Net gain on investments - 1,114,080 1,114,080

Total investment return 226 1,595,136 1,595,362

Contributions - 475 475
Appropriation of endowment assets,

satisfaction of program restrictions - (698,108) (698,108)
Appropriation of endowment assets,

spending policy - (90,740) (90,740)
Change in donor restrictions - (814,115) (814,115)
Endowment net assets, December 31,

2021 $ 2,206,062 $ 20,429,434 $ 22,635,496
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Funds with Deficiencies

From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the level that the donor or the UPMIFA requires Scholarship America to retain as
a fund of perpetual duration. At December 31, 2022, three donor restricted funds with original gift
values of $1,408,743, fair market values of $1,359,367 and deficiencies of $49,376 were reported in
net assets with donor restrictions. There were no underwater endowment investments reported as of
December 31, 2021. Management has interpreted state law to permit prudent spending from
underwater endowments.

Return Objectives and Risk Parameters and Strategies Employed for Achieving Objectives

Each endowment fund is supported by an underlying agreement with the donor in which the spending
level and the underlying investment mix is outlined (if no mix is specified, the selection defaults to the
conservative portfolio). Fund performance is expected to at least equal the target rates of return
modeled for each portfolio. Typically, dividends and interest are available for expenditure because the
funds focus on current need rather than maintaining a perpetual fund of constant purchasing power.

Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, Scholarship America relies on a total return strategy
in which investment returns are achieved through both capital appreciation (realized and unrealized)
and current yield (interest and dividends). Scholarship America targets a diversified asset allocation
including asset classes such as public equities, fixed income and alternative assets in order to
achieve its long-term return objectives within prudent risk constraints.

Spending Policy and How Investment Objectives Relate to Spending Policy

The board-designated endowment is currently invested in money market funds. To date, all earnings
have been returned to the endowment.

A separately managed donor-restricted endowment, previously established for the Northeast region is
invested in a balanced indexed portfolio. The Board of Trustees allows 5 percent of a 12-quarter
moving average to be used for operations, as needed. During the years ended December 31, 2022
and 2021, $95,384 and $90,740 was released for operations, respectively.

10. Net Assets with Donor Restrictions

Net assets with donor restriction are available at December 31 for the following purposes:

2022 2021
The portion of unexpended investment return generated from
donor restricted endowment funds subject to UPMIFA
available for scholarships $ 3,155,614 $ 5,997,177
Gifts and other unexpended revenues and support
available for:
Scholarships 76,675,082 79,648,536
Regions 59,717 59,038
Other projects 870,520 815,080
Endowment fund for:
Scholarships 12,058,073 12,105,599
Regions 1,336,658 1,336,658
Other projects 990,000 990,000
Nonendowment funds restricted in perpetuity for scholarships 150,990 161,811

$ 95,296,654 $ 101,113,899
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11. Leases

Scholarship America has a real property lease for its corporate headquarters with an original term of
approximately eleven years. This lease has an available renewal option which extend the terms of the
underlying lease by five years. The real property lease requires monthly payments for variable operating
expenses, which may include real estate taxes, insurance, or other operating expenses. In 2022,
Scholarship America negotiated a lease amendment for office space in Minneapolis, Minnesota. This
amendment reduced the square footage under the lease, changed the base rental rates and extended the
term of the lease.

Scholarship America has leases for office equipment which generally have original terms that vary up to
five years. The office equipment leases have auto-renewal options for typically one year.

Leases, Prior to January 1, 2022

Rental expense for office space was $246,307 for the year ended December 31, 2021. Deferred rent
was being amortized as a reduction of rent expense over the term of the lease.

Leases, January 1, 2022 and After

Right-of-use assets represent Scholarship America's right to use an underlying asset for the lease
term, while lease liabilities represent Scholarship America's obligation to make lease payments
arising from the lease. Right-of-use assets and lease liabilities are recognized at the commencement
date of a lease based on the net present value of lease payments over the lease term.

Certain of Scholarship America's leases include options to renew the lease. The exercise of lease
renewal is at Scholarship America’s sole discretion. Scholarship America regularly evaluates the
renewals when they are reasonably certain of exercise, Scholarship America includes such options in
the lease term. Additionally, upon adoption of the new standard, Scholarship America made
judgments regarding lease terms for certain of its office equipment leases that were in month-to-
month status or that contained auto-renewal clauses. Scholarship America estimated a lease end
date based on the required length of usage of the property and calculated a right-of-use asset and
lease liability with the resulting estimated lease term.

In determining the discount rate used to measure the right-of-use assets and lease liabilities,
Scholarship America uses the rate implicit in the lease, or if not readily available, Scholarship
America uses a risk-free rate based on U.S. Treasury note or bond rates for a similar term.

Right-of-use assets are assessed for impairment in accordance with Scholarship America’s long-lived
asset policy. Scholarship America reassesses lease classification and remeasures right-of-use assets
and lease liabilities when a lease is modified and that modification is not accounted for as a separate

new lease or upon certain other events that require reassessment in accordance with Topic 842.

Scholarship America does not have any material leasing transactions with related parties.
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The following table summarizes the finance and operating lease right-of-use assets as of

December 31, 2022:

Right-of-use assets (net)

Finance Operating
Leases Leases
$ 13,896 $ 426,980

Below is a summary of expenses incurred pertaining to leases during the year ended December 31,

2022:

Finance lease expense:

Amortization of right-of-use assets

Interest on lease liabilities
Operating lease expense
Variable lease expense

Total lease expense

$ 2,325
277

$ 136,635
74,771

$ 214,008

The finance lease right-of-use assets and lease liabilities were calculated using a weighted average
discount rate of 2.55 percent. The operating lease right-of-use assets and lease liabilities were
calculated using a weighted average discount rate of 2.80 percent.

As of December 31, 2022, the weighted average remaining lease term for finance leases was
4.28 years. As of December 31, 2022, the weighted average remaining lease term for operating

leases was 4.19 years.

The table below summarizes Scholarship America’s scheduled future minimum lease payments for

years ending after December 31, 2022:

Year ending December 31:
2023
2024
2025
2026
2027
Total lease payments
Less present value discount
Total lease liabilities
Less current portion

Long-term lease liabilities

Finance Operating
Leases Leases
$ 3,406 $ 122,674
3,406 112,601
3,406 115,393
3,406 114,935
1,114 35,372
14,738 500,975
(795) (28,743)
13,943 472,232
(3,087) (111,052)
$ 10,856 $ 361,180
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The following table includes supplemental cash flow and noncash information related to the leases for
the year ended December 31, 2022:

Cash paid for amounts included in the measurement of lease

liabilities:
Operating cash flows from operating leases $ 147,332
Operating cash flows from finance leases 277

Right-of-use assets obtained in exchange for lease liabilities:
Operating leases 551,817
Finance leases 16,221

12. Supporting Services Expense Ratios

Scholarship America's supporting services expense ratios as a percentage of revenues and support
without donor restriction, excluding scholarships designated by donors for specific beneficiaries, for the
years ended December 31, 2022 and 2021 are as follows:

2022 2021
General and administration $ 8,789,255 5.16 % $ 9,053,202 5.80 %
Fundraising 2,383,571 1.40 2,291,530 1.47
Total $ 11,172,826 6.56 % $ 11,344,732 7.27 %

Revenues and support without donor

restriction, excluding scholarships

designated by donors for specific

beneficiaries $ 170,206,497 $ 156,151,166

Fundraising costs also include costs related to the generation of scholarships raised and designated by
donors for specific beneficiaries.

13. Subsequent Events

Scholarship America has evaluated subsequent events through June 8, 2023 which is the date that the
financial statements were approved and available to be issued.

25



Scholarship America, Inc.

Families of Freedom Scholarship Fund - Schedule of Financial Position
December 31, 2022

Assets
Current Assets
Cash and cash equivalents $ 555,792
Contributions Receivable 235
Investments 8,738,441
Total assets $ 9,294,468

Liabilities and Net Assets

Refundable Deposits $ 1,857,201
Total liabilities 1,857,201

Net Assets
With donor restrictions 7,437,267
Total liabilities and net assets $ 9,294,468

26



Scholarship America, Inc.

Families of Freedom Scholarship Fund - Schedule of Activities
Year Ended December 31, 2022

Changes In Net Assets Without Donor Restrictions
Net assets released from restrictions:

Satisfaction of program restrictions $ 3,367,175
Total revenues and support without donor restrictions 3,367,175
Expenses
Program services:
Scholarship awards 3,039,198
Scholarship Management Services™ 29,846
Supporting services:
Management and general 296,167
Fundraising 1,964
Total expenses 3,367,175

Change in net assets without donor restrictions -

Changes in Net Assets With Donor Restrictions

Contributions for scholarships 206,691
Investment income, net (860,278)
Net assets released from restrictions:

Satisfaction of program restrictions (3,367,175)
Change in net assets with donor restrictions (4,020,762)
Change in net assets (4,020,762)

Net Assets, Beginning 11,458,029
Net Assets, Ending $ 7,437,267
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