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SUMMARY 
 
This bill establishes the California Ban on Scholarship Displacement Act of 2021 and 
prohibits an institution of higher education from reducing offers of institutional gift aid of 
a student who is eligible to receive a Federal Pell Grant award or financial assistance 
under the California Dream Act as a result of private scholarship awards designated for 
the student unless their gift aid exceeds the student’s annual cost of attendance. 
 
BACKGROUND 
 
Existing law: 
 
Federal law. Provides federal financial aid, known as the Pell Grant, to students who 
demonstrate financial need. The Pell Grant award can be used for tuition and fees, 
books, and supplies, transportation, and living expenses for the equivalent of up to six 
years of full-time enrollment. The maximum Pell Grant award for the 2020–21 Award 
Year is $6,345, an increase of $150 from the $6,195 maximum Pell Grant award for the 
2019–20 Award Year. (United States Code, Title 20 § 1070, et seq.).  
 
State law. 
 
1) Establishes the Donahoe Higher Education Act, setting forth the mission of the  

University of CA (UC), the California State University (CSU), and the California 
Community Colleges (CCC); and, defines "independent institutions of higher 
education" as nonpublic higher education institutions that grant undergraduate 
degrees, graduate degrees, or both, and that are formed as nonprofit 
corporations in California and are accredited by an agency recognized by the 
United States Department of Education (Education Code (EDC) § 66010, et 
seq.). 

 
2) Defines “institutional financial aid” as all institutional grant aid, including 

institutional student need-based and merit-based aid (EDC § 66021.1). 
 
3) Defines “cost of attendance” as the mandatory systemwide fees, books and 

supplies, room and board, transportation, and miscellaneous personal expenses 
for an undergraduate California resident student, as used in determining financial 
aid eligibility (EDC § 66028.1). 
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4) Requires the UC Regents and the CSU Trustees to annually provide the 

Legislature, by February 1 of each year, detailed information regarding 
expenditures of revenues derived from student fees and uses of institutional 
financial aid, and provide information regarding the systemwide average total 
COA per student (EDC § 66028.6). 

 
5) Establishes the California Student Aid Commission for the purpose of 

administering specified student financial aid programs (EDC § 69510, et seq.). 
 
ANALYSIS 
 
This bill establishes the California Ban on Scholarship Displacement Act of 2021. 
Specifically, it: 
 
1) Prohibits, commencing with the 2023-24 academic year, an institution of higher 

education from reducing the institutional financial gift aid offer of a student who is 
eligible to receive a Federal Pell Grant award or financial assistance under the 
California Dream Act as a result of private scholarship awards designated for the 
student, unless the student’s gift aid exceeds the student’s annual cost of 
attendance.  
 

2) Authorizes an institution to reduce the institutional gift aid offer of a student who 
is eligible to receive a Federal Pell Grant award or financial assistance under the 
California Dream Act by no more than the amount of the student’s gift aid that is 
in excess of the student’s annual cost of attendance.   
 

3) Prohibits an institution from considering receipt or anticipated receipt of private 
scholarships when considering a student for qualification for institutional financial 
aid.  

 
4) Encourages an institution to implement efforts to avoid scholarship displacement 

through consultation with scholarship providers and students to avoid situations 
where institutional gift aid and private scholarships can only be used for specific 
purposes.  

 
5) Stipulates that the Act shall not be interpreted or implemented in a manner 

inconsistent with state or federal law; that the provisions of the Act article are 
severable; and, if any provision of the Act and its application is held invalid due to 
a conflict with federal requirements, that invalidity shall not affect other provisions 
of the Act that can go into effect without the invalid portions of the Act. 

 
6) Defines various terms for purposes of the bill. 

 
7) States various findings and declarations regarding the practice of reducing 

institutional financial aid offers due to private scholarships designated to 
students. 

 
STAFF COMMENTS 
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1) Need for the bill. According to the author, “prohibiting the practice of scholarship 

displacement is essential to consider in any equity-focused college affordability 
equation, especially in light of the COVID-19 pandemic, as public and private 
resources become even are limited for our students, By enacting the California 
Ban on Scholarship Displacement Act, students who receive private scholarships 
can make full use of their financial aid awards to cover the real cost of college, 
once additional expenses are fully calculated.” 
 
The author further states, “As California students struggle with how to achieve 
their dream of earning a college degree, we must not punish students who are 
fortunate enough to receive a private scholarship. This is a common practice 
known as scholarship displacement. During this economic recession, it’s even 
more urgent that we help low-income students who may have no other means to 
pay for the complete cost of colleges.” 

 
2) Packaging Multiple Offers of Aid. A student who qualifies for more than one 

financial aid program, their campus financial aid office will “package” together aid 
to help meet the student’s financial needs and cover their cost of attendance. A 
student’s total financial aid package must not exceed the student’s cost of 
attendance. When packaging aid, institutions first prioritize awarding gift aid 
before moving on to awarding loans and work-study. If a student’s aid package 
exceeds the student’s cost of attendance then adjustments are made to eliminate 
the over award. Similarly, this bill does not prohibit reductions of institutional gift 
aid if a student’s overall gift aid exceeds the student’s annual cost of attendance, 
presumably to avoid the over awarding of total gift aid to one student. 
 

3) Institutional Aid. To help cover college costs, students can access financial aid 
from federal, state, and university, and private sources. Financial aid programs 
can consist of loan and gift aid programs. Grants, scholarships, and tuition 
waivers are considered gift aid, which simply means awards do not have to be 
repaid (as opposed to loan programs that students pay back). The term 
institutional gift aid as used in this bill refers to gift aid offered by a college, 
excluding loans. As noted in the Assembly Higher Education analysis, decisions 
about allocating institutional aid funds reflect a number of different factors, 
including the types of resources colleges have at their disposal as well as their 
commitment to providing educational opportunities to low-and middle-income 
students. Additionally, institutional aid programs play a unique role in supporting 
individual colleges’ enrollment and completion goals in that colleges have the 
flexibility to distribute their own grant funds; however, these funds are often tied 
with differential reliance on tuition revenues which can make the amount 
available volatile from one year to the next.  
 
This bill seeks to address how colleges and universities (private and public) 
determine a student’s offer of institutional gift aid (non-loan programs) when 
private scholarships are designated for that student. Its provisions are limited to 
institutional aid offers made to low-income students specifically those who are 
Pell grant or Dream act application eligible.  

 
4) Disbursement of Institutional Aid by California’s Public University Systems. 

All three segments of CA’s public higher education system administer institutional 
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gift aid programs. UC provides institutional gift aid to needy students through its 
UC Grant to cover both tuition costs and the cost of living. CSU provides 
institutional gift aid through its State University Grant (SUG) to needy students to 
cover only tuition costs. CCC provides institutional gift aid (tuition waiver) through 
its California College Promise Grant (formerly known as the Board of Governor’s 
fee waiver) to needy students to cover only tuition costs.  

 
As noted in the Assembly Appropriations analysis, “UC has implemented efforts 
to avoid scholarship displacement at its nine campuses through memoranda of 
understanding with private scholarship groups to avoid situations where a 
student receives private scholarships that can only be used for specific purposes 
already provided for with institutional aid. Both CSU and CCC award institutional 
aid primarily for tuition costs. Both indicate scholarship displacement is likely to 
occur when a student receives institutional aid and a private scholarship that are 
designated for tuition costs. In this situation, a college or university will provide 
the institutional aid for tuition to another needy student who did receive a private 
scholarship for tuition costs.” 
 
This measure calls on an institution to implement efforts to avoid scholarship 
displacement through consultation with scholarship providers to avoid situations 
where institutional financial and private scholarships can only be used for specific 
purposes. If both private scholarships and institutional gift aid, however, are 
designated for the same purpose, this bill could result in institutional gift aid 
paying for costs that might be otherwise covered by a private source.  

 
5) Related legislation. AB 1671 (Patterson, 2022) similar to this bill, establishes 

the California Ban on Scholarship Displacement. However, AB 1671 applies only 
to institutional aid offers made to foster youth. AB 1671 is scheduled to be heard 
on June 1, the same day as this bill.  

 
SUPPORT 
California Community Colleges Chancellor's Office 
California Edge Coalition 
California Faculty Association 
California Federation of Teachers Afl-cio 
California State Student Association 
Jose Cisneros, Treasurer, City and County of San Francisco 
Mt. San Antonio College 
National Association of Social Workers, California Chapter 
North Orange County Community College District 
Northern California College Promise Coalition 
Office of Lieutenant Governor Eleni Kounalakis 
Public Advocates INC. 
Scholarship America 
Southern California College Access Network 
 
OPPOSITION 
 
None received. 
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-- END -- 


