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Thank you, Senator. I am pleased to have this opportunity to describe the Commission's
consumer protection activities in the area of scholarship scams. The Commission applauds you,
Senator Abraham, and also Senator Feingold for focusing on this area of serious law
enforcement issues raised by fraudulent purveyors of scholarship services.
In the fall of 1996, the Commission launched Project ScholarScam, a joint law enforcement and
consumer education effort aimed at the fraudulent purveyors of so-called scholarship services. At
that time, the Commission announced six law enforcement cases against companies we alleged
falsely promised scholarships to students and their parents nationwide.
In November 1997, the Commission followed through with two additional cases, known as
Scholarscam II. The Commission obtained the most recent settlements in the fall of 1998. These
cases were filed in Federal district courts in Florida, Maryland, Georgia, and New York, and a
summary of these cases can be acquired as an appendix to my written statement.
The Commission sought and obtained temporary restraining orders with asset freezes, and in
some cases the appointment of a receiver over the corporate defendants. All Commission
litigation has been concluded, with permanent injunctions obtained either through settlements or
ordered by the court. The orders either ban the defendants from telemarketing or providing
scholarship services, or they require the defendants to post a performance bond in a significant
amount. In several instances, the Commission obtained partial or complete redress for
consumers, and in two cases the defendants posted $100,000 telemarketing bonds pursuant to
Florida law.
We estimate that the companies involved in these scams have scammed, in total, approximately
175,000 consumers, to the tune of about $22 million. Tough penalties are needed for these scam
artists. The civil remedies afforded by an FTC action can deprive defendants of their ill-gotten
gains through restitution, but only if the victims' money can be found.
The penalties resulting from criminal prosecutions by the U.S. Department of Justice and State
authorities sends the strongest possible message, which is particularly needed here because there
is a never-ending pool of potential victims, college-bound students and their families.
The Commission has undertaken extraordinary efforts to educate consumers about scholarship
scams. As part of this effort, we teamed up with a variety of private and public partners,
including Sallie Mae, Who's Who Among American High School Students, the College Board,
and the Educational Testing Service, which administers the SAT exams.
Our consumer education materials include bookmarks, posters, and consumer alerts warning
students and their parents of the red flags to look for when evaluating scholarship service sales
material and sales pitches. The six signs that your scholarship is sunk are the scholarship is
guaranteed or your money back. You can't get this information anywhere else. Number three,
may I have your credit card or bank account number to hold this scholarship. Number four, we
will do all the work. Number five, the scholarship will cost some money. Number six, you have
been selected by a national foundation to receive a scholarship, or you are a finalist in a
scholarship contest.

We have distributed over 2.5 million pieces of consumer education materials, including mass
mailings of bookmarks listing these six red-flag signs, to 2,000 college bookstores across the
country, and have materials posted on our Web site. In addition, we have posted a Web page of a
fictitious scholarship service company that had typical claims that we saw in our cases. And
when consumers clicked to sign up for the services, they were warned that they too could be
scammed. We call these teaser Web site pages, and we have used these to help disseminate our
message on the Internet.
The Commission continues to monitor the industry and to provide both consumer and business
education. In May this year, we issued a new consumer alert to inform consumers about a recent
trend, the seminar for financial aid or scholarships. Instead of telemarketing, the scam artists now
invite students and their families to a free seminar in some local hotel and then give them a hard
sales pitch to get them to sign up for the scholarship service at a fee of approximately $800 to
$1,200, which is quite a lot of money for some families.
The story of Project Scholarscam has garnered tremendous coverage in the media, and through
this coverage and by enlisting those who are on the front lines, financial aid advisers and
guidance counselors, we have spread the word about these pernicious scams. We hope the
Commission's strong record of enforcement and education has served as an effective deterrent in
this industry. But as education costs continue to rise, and given the unlimited supply of potential
victims, fraudulent operators will always have an interested audience and an enticing sales pitch.
Thus, we will continue our efforts, and we will also continue to provide cooperation to any
criminal investigation or prosecution of a Scholarscam defendant.
Thank you.
I. INTRODUCTION
Mr. Chairman and members of the Subcommittee, I am Sheila F. Anthony, a Commissioner of
the Federal Trade Commission ("FTC" or "Commission"). I am pleased to have this opportunity
to describe the Commission’s consumer protection activities in the area of scholarship services. 1
The Commission applauds Senator Abraham and Senator Feingold for focusing on the serious
law enforcement issues raised by fraudulent purveyors of scholarship services.
II. THE COMMISSION’S CONSUMER PROTECTION MISSION
The FTC is a law enforcement agency whose mission is to promote the efficient functioning of
the marketplace by protecting consumers from unfair or deceptive acts or practices and
increasing consumer choice by promoting vigorous competition. The Commission’s primary
legislative mandate is to enforce the Federal Trade Commission Act ("FTCA"), which prohibits
unfair methods of competition and unfair or deceptive acts or practices in or affecting
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commerce. 2 The FTCA generally provides the Commission with broad law enforcement
authority over entities engaged in, or whose business affects, commerce and with the authority to
gather information about such entities. 3 The Commission also has responsibility under
approximately forty additional statutes governing specific industries and practices. 4
III. PROJECT SCHOLARSCAM
In the fall of 1996, the Commission launched "Project Scholarscam,'' a joint law enforcement and
consumer education effort aimed at fraudulent purveyors of so-called ''scholarship services.'' At
that time, the Commission announced six law enforcement cases against companies we alleged
falsely promised scholarships to students and their parents nationwide. In November 1997, the
Commission followed up with two additional cases known as ScholarScam II. The Commission
obtained the most recent settlements in the fall of 1998.
These companies employed similar tactics: the sales pitch usually started with a postcard
proclaiming ''FREE MONEY FOR COLLEGE'' and providing a toll free number for students or
their parents to call. A telemarketing sales pitch ensued whereby the company told students and
parents that, for an up-front fee $100 to $400, the defendant would guarantee that the student
would get a scholarship or the company would refund the up-front fee. To further entice the
students, telemarketers claimed the student had prequalified for scholarships and that the
company would ''do all the work'' necessary to obtain the scholarship. Getting the scholarships
was easy, the telemarketers explained, because the company would match the student's
qualifications with a database of scholarships and would send the student a list of sources
tailored to that student. The telemarketers proclaimed that the company had ''information you
can't get anywhere else. ''
Naturally, the telemarketer would impress upon the student the need to act quickly and typically
would press the student or parent to provide over the telephone a credit card number or checking
account number. Once students and their parents paid the up-front fee, they would complete a
questionnaire detailing their interests, school activities and other personal information.
Subsequently, they would receive a list of available scholarships and sources of money--but the
list was hardly ''tailored'' to the student's qualifications. In fact, as the Commission alleged, it was
a useless list--containing outdated information, scholarships whose deadlines had passed, entries
that were not even scholarships but were student loan programs, and scholarships that the student
clearly could not qualify for (for example, a scholarship for children of veterans or residents of a
particular state when the student was neither).
When consumers sought refunds for these useless lists, the defendants foiled their attempts by
putting hurdles up at every turn instead of honoring their much-heralded and unconditional
''money-back guarantee.'' Students were required, the defendants said, to apply to each and every
source on the list and to obtain and send to the company all rejection letters received. In reality,
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this was an impossible condition to fulfill because scholarship organizations typically notify only
those who are selected as recipients. In addition, because the list contained scholarships for
which the students could not qualify, students had no reason to apply to those sources. In one
FTC case, the defendant stopped providing any lists at all--leaving consumers to write futile
complaint letters to a nonexistent "scholarship foundation.''
These cases were filed in federal district courts in Florida, Georgia, Maryland, and New York. A
summary of these cases is provided to the Committee as an Appendix to my written statement.
The Commission sought and obtained temporary restraining orders with asset freezes and, in
some cases, the appointment of a receiver over the corporate defendants. All Commission
litigation has been concluded with permanent injunctions obtained either through settlements or
ordered by the court. The orders obtained either ban defendants from engaging in telemarketing
or providing scholarship services or require defendants to post performance bonds in significant
amounts to protect consumers from future fraudulent practices should defendants resume
telemarketing of scholarship services.
In several instances, the Commission obtained partial or complete redress for consumers. In two
cases, the defendants posted $100,000 telemarketing bonds pursuant to Florida law, which
requires all telemarketers to make such commitments. We worked with the Florida Department
of Agriculture and Consumer Services to revoke the bonds and, for the first time, Florida
consumers received refunds derived from a Florida telemarketing bond. In another case, as part
of the settlement, the defendant relinquished mail containing checks from almost 500 consumers
which enabled the Commissioner to provide full refunds to those consumers. In many FTC cases,
however, the defendants have depleted the monies received, leaving little, if any, for consumer
redress. In addition, FTC defendants frequently attempt to use bankruptcy laws to avoid paying
consumer redress required by our orders.
We estimate that the companies involved in these cases scammed, in total, approximately
175,000 consumers to the tune of $22 million. In addition, one of the Scholarscam defendants,
Christopher Nwaigwe, was criminally prosecuted by the U.S. Attorney's Office in Baltimore,
Maryland. Commission staff provided substantial assistance to the U.S. Attorney's Office,
including having a staff attorney testify at trial. Nwaigwe was convicted of seven counts of mail
fraud in March of this year and in June was sentenced to 36 months in prison. Tough penalties
are needed for these scam artists. The civil remedies afforded by an FTC action can deprive
defendants of their ill-gotten gains through restitution, but only if the victim's money can be
found. The penalties resulting from criminal prosecutions by the U.S. Department of Justice and
state authorities send the strongest possible message, which is particularly needed because there
is a never-ending pool of potential victims: college-bound students and their parents.
The Commission has undertaken extraordinary efforts to educate consumers about scholarship
scams. As part of this effort, we teamed up with a variety of private and public partners,
including:
•
•
•

Sallie Mae
College Parents of America
Who's Who Among American High School Students

•
•
•
•
•

The College Board
Educational Testing Service
National Association of Student Financial Aid Administrators
National Association of Secondary School Principals
National Association of College Stores

Our consumer education materials include bookmarks, posters, and consumer alerts warning
students and their parents of the red flags to look for when evaluating scholarship service sales
materials and sales pitches. We have distributed over 2 ½ million pieces of our consumer
education materials, including a mass mailing of bookmarks to 2,000 college bookstores across
the country and have the materials posted on our Web site. In addition, we posted a Web page of
a fictitious scholarship service company that had the typical claims we saw in our cases and,
when consumers clicked to sign up for the service, they were warned that they could have been
scammed. We call this a "teaser Web site'' and have used it to help disseminate our message on
the Internet.
The Commission continues to monitor the industry and to provide both consumer and business
education. In May, we issued a new Consumer Alert to inform consumers about a recent trend:
the seminar for financial aid or scholarships. We warn consumers to take their time when
attending these seminars and to avoid high-pressure sales pitches that require them to buy now or
risk losing out on the opportunity. Consumers should investigate the organization by talking with
a high school or college guidance counselor or financial aid advisor before spending money-many colleges and universities are offering Web-based scholarship searches for free to potential
students. Consumers shouldn't rely solely on "success stories'' or testimonials of extraordinary
success offered by the seminar company. Instead, they should ask for a list of three local families
who have used the service in the last year and then contact them to find out if they were satisfied
with the products and services received. As always, consumers should keep in mind that they
may never recoup the money they give to an unscrupulous operator, despite stated refund
policies.
IV. PROPOSED LEGISLATION
S. 1455, the "College Scholarship Fraud Prevention Act of 1999,'' provides some useful tools to
help combat scholarship fraud. It would enhance criminal penalties for fraud in connection with
the obtaining or providing of scholarships. Also, it would prevent purveyors of college
scholarship fraud from using the bankruptcy laws to shield their ill-gotten gains while their
victims go without recompense. The Bankruptcy Code allows debtors to retain certain property
even when their creditors receive little or no recompense. In particular, debtors can use state-law
exemptions, including homestead exemptions that in some states can have no dollar limit, to
shield their assets. S. 1455 would deny these exemptions to the extent that debts resulted from
college scholarship fraud.
V. CONCLUSION
The story of Project ScholarScam has garnered tremendous coverage in the media. Through this
coverage and by enlisting those who are on the front lines--financial aid advisors and guidance

counselors--we have spread the word about these pernicious scams. The Commission's strong
record of enforcement and education has served as an effective deterrent in this industry. But, as
education costs continue to rise and, given the unlimited supply of potential victims, fraudulent
operators will always have an interested audience and an enticing sales pitch. Thus, we will
continue our efforts and will also continue to provide cooperation to any criminal investigation
or prosecution of "ScholarScam'' defendants.
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