
The Individual Education Account (IEA) 

Under the new Individual Education Account, proposed by President Clinton and 

enacted by Congress as the William D. Ford Direct Loan program, individuals can 

borrow money directly from the Federal government to pay for college and can tailor 

their loan repayments to best suit their personal financial circumstances. Borrowers will 

be able to choose from among four repayment plans-standard, extended, graduated 

and income contingent-to help ease the financial burden of student loan repayment. 

In addition, they will be able to switch plans as their needs change. The income 

contingent-or "Pay-As-You-Can"-plan will give people the chance to start 

businesses, work in their communities, or meet other family responsibilities by providing 

the opportunity to repay their loans over time as a percentage of their incomes. 

In addition to the pay-as-you-can plan, the Administration is providing student 

borrowers with other flexible repayment options. The graduated repayment plan allows 

borrowers to repay their loans by making small payments at the beginning of their 

repayment periods, when their incomes are likely to be modest, and larger payments in 

later years. These borrowers will repay their loans in 12 to 30 years based on individual 

debt levels. The extended repayment plan provides for fixed but smaller monthly 

payments over a 12 to 30 year period, again based on individual debt levels. 

Nevertheless, borrowers will still be able to choose the fixed-payment, 10-year 

repayment plan that currently is the most commonly used plan. Irrespective of the plan 

selected, borrowers may prepay without penalty all or part of their loans at any time. 

Illustrative Examples: 

1. Recent College Graduate 

A recent bachelor degree recipient who graduates from a State-supported college 

typically earns $25,000 annually and owes $10,000 in student loans. 

o Under the standard (10-year, fixed payment) repayment plan, which essentially 

had been the lone option available before IEA, this borrower would repay 

approximately $120 each month. 

o However, with IEA he has several options in addition to the "standard" plan: 

,/ Pay-As-You-Can with monthly payments as low as $105 during a repayment 

period that would not exceed 12 years; 
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ti Extended repayment with equal monthly payments of about $90 for a 15-

year term; or 

ti Graduated payments with initial payments that are less than $70, but 

gradually increase to about $160 near the end of the 15-year repayment 

period. 

2. High-income Professional with a Temporary Hardship 

A lawyer borrowed $60,000 to finance her undergraduate and law degrees. She 

easily managed her $700+ monthly payment obligation while working at a law firm. 

After several years she chooses to work part-time for approximately $20,000 

annually in order to be able to care for an ailing relative. 

o Under IEA she has several repayment options. If she selects the Pay-As-You­

Can plan she would repay about $250 each month. Her repayment obligation 

would change each year in the same proportion as any change in her income. 

When her personal circumstance was resolved, she might choose to switch to 

another plan that would better accommodate her situation. 

3. Entrepreneur 

A recent graduate with a degree in computer sciences and $25,000 in Direct Loans 

wants to start her own business. She realizes that this will entail significant start-up 

costs for the first few years and, consequently, has decided to draw a minimal salary 

of $12,500. 

o With IEA she can chose: 

" Pay-As-You-Can with monthly payments around $85, which is a little more 

than 8 percent of her income; 

" Graduated payments with initial payments that are less than $160, but 

gradually increase to almost $300 near the end of the 20-year repayment 

period; 

" Extended repayment with monthly payments of about $200 for 20 years; or 

" Standard repayment with monthly payments of about $300 for 1 O years. 
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o After five years her business has matured and she is able to increase her income 

to $50,000. If she continues in the Pay-As-You-Can plan and allows her 

monthly payments to increase automatically to about $370, she will fully repay 

her loan in another 7Yz years for a total repayment period of 12Yz years. 

4. Teacher 

A teacher graduates from a private university. He borrowed $35,000 to finance his 

undergraduate and graduate degrees. Because of his post-baccalaureate work, his 

starting salary is $30,000. 

o Under the standard, 10-year plan, his monthly payment would be $415, or almost 

17 percent of his initial income. 

o However, with IEA he has several additional choices: 

,/ Pay-As-You-Can with initial monthly payments of about $270 (less than 11 

percent of his initial income) would retire the loan in approximately 13 years; 

,/ Extended repayment with monthly payments of about $280 for a 20-year 

term; or 

,/ Graduated payments with initial payments of about $220 that gradually 

increase to a little more than $400 near the end of the 20-year term. 

Note: All borrowers will pay more interest when they choose repayment plans with 

longer repayment periods. 
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Savage . . . . . . Inequalities 
Educational Attainment by Family Income 

1970 to 1994 
Since 196.5 the polilical concept of 
equality of opportunity har Hdn tM 
founda1ion of educational policy, 
panicularly al the feda-al level, in 
posl.Secondary educatlon and regarding 
.financing of higher educalion through 
need-based student flnancial aid. 

As recently as the 1992 rea111horiz,a1ion 
of the Higher Educa1ion Aa of 1965, 
rhe commillee reports of both rhe 
House of Repruentativu and the 
Sena1e ro :heir rupeaive chamHrs 
rea.rsened the 1uulonal goal to equalile 
higher educazional opportunities. Tit~ 
N, conzaining both ft/Ural student 
financial aid and outreach (11UO) 
programs, targtls /«Ural lnvutment.r 
on students from low and middle 
family inco1m backgrounds. 

Here, then, we llpdiUe and exJend our 
previous analysis (OPPORTUNITY, 
]U/14 1994) of educa1ional altainmMt 
by the family incoJM boclcgrounds of 
Americans between the ages of 18 and 
24 using dala from ru OctoNr 1994 
Currenl Populalion SllT'ley to be 10011 

published by tM Couu.t 8"'1UJU • 

Our updalt! with 1994 data confirms 
our previous conc:lusions. The 
dispaririu in educational attaiNnenl 
for young adull.1 are; 
• Huge, 
• PersisUnt, 
• Growing, and 
• Nearly aJ wide as these dispaririu 
ha~ ever been. 

By age 24 a person whose fam;Jy 
income falls in the top quartile i.J ten 

Estimated Chances for a Baccalaureate Degree 
by Age 24 by Family Income Quartile 

1970 to 1994 
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timer mort1 lihly to haw rec.iWll a 
bodselor 's degree than is another 
J¥nOlt whose family income falls in 
the bottom quanik. In 1979, before 
the redisrribUlion ojhigher educational 

------kl.393 to 167,861 
;-......_,,,,.... / 

I '· / ''-../ ~ 

1985 1990 199• 

opponunity Ngan, the difference was 
four times. 

We have not only faiUd to achieve 
equality of higher educational 



Sent ·by: OPPORTUNITY 3193510779 02/04/97 10:39AM Job 512 Page 3 

Pagel 

opporruniry bUI the gains matk in the 
J 970s JuJ~ been compk1ely eras.J in 
the 1980.s and 1990.s and by rhe 1990.I 
we have achiewd grealer jneguq/itv of 
higher educa1ional altainmdnl thanha.r 
existed a1 any tUrie in the last 25 years 
of repone.d Census data. 

In a labor market lhat reserves its best 
paying Jobs for thoBO with tho hi1hest 
levels of educatioa.al attainment, the 
reilistribution of higher educational 
opportunity since 1979 also 
redistributes human welfare. 
• Those from the highest income 

families have, sinco 1979, achieved 
the greatest success in 
ba~alaureate degree attainment. 

• Tho~ from the lowest income 
families have achieved the least 
su~ess in degree attainment. 

Wherus higher education provides 
access to the best paying joba i.n the 
c:.;;onomy, the redistribution of higher 
~ucational opportunity since 1979 bas 
increasingly limited access to those 
jobs to students wb05C family incomes 
fall in the top quartile of the family 
wcome distribution, above about 
$68,000 in 1994. 

Higher education&I opportunity is a 
double-edged sword. Opportunity 
provides preparation for high incomes 
and amuent living standards. But the 
rationing of opportunity since 1979 
has also become a device of socio­
economic stratification, segregation, 
fruslr.u1on, and iDcre.asingly desperate 
impoverishment for those unable to 
participate and succeed in higher 
l::ducaL100. 

Higher educational opportunity is 
simultaneously the vehicle for socio­
~nomic mobility, aod bu become­
th.rough neglect-the means by which 
society is fntcluring. 
• The affluent are clearly succeeding 

in higher educalion, and their 
1tbsolute and relative living 
standards can be expected to 
contiDue to thrive as they have 

PosUeicondary Education OPPORTUNITY 

since the end of World War II. 
• The poor are clearly failina in 

higher oducation, and their abeolwe 
and relative livina standarda can be 
expected to continue to deteriorate 
as they have since 1973. 

Whereas higher education was clearly 
thought of as tho means to socio· 
economic mobility, i.ta rationing since 
1979 baa also become the means by 
which the rich become rich.or and the 
poor become poorer. 

Data and Analysis 

This analysis updates and exte.ods a 
study originally prepared at The 
American College Testing Proaram, 
which is now out of print. The 
original study contains additional data 
on high school graduation and college 
participation by family income by 
gender and rii:c/ ethnicity. 

Mortenson, T. G., and Wu, Z. 
(1990). High School Gradualion and 
College Panlcipation of Young Adults 
by Family Income Baclcgrounds, 1970 
10 1989. Iowa City, IA: American 
College Testing Program. 

The primary aource for the data used 
in this analysis is data collected each 
year by tho Census Bureau in the 
October Current Population Survey. 
These data are published in a 
comprehensive statistical report in the 
Current Population Reports series P20. 
The most recent published report is: 

Bruno, R.R., and Adams, A. (1994). 
School Enrollmtn1-Social and 
Economic Characteristics o/S1uden1s: 
October 1993. Current Population 
Reports, Population Characteristics, 
P20-479. Washington, DC: U.S. 
Government Printing Office. 

No,ember 1995 

Postsecondary Education 
OPPORTUNITY 

P.O. Box 127 
Iowa City, Iowa 52244 

l&\ll: 1161-"11 
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for twelve iuuea in the United States, 
$114 elsewhere. Subscriptions may be 
started by check or institutional 
pu.rcbue order, mailed to the above 
addteu or faxed to the fax number 
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form on the back page of this issue. 
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Miuion Statement 
Thia research letter is founded on two 
fuodame:ntal beliefs. Fint, sound 
public social policy requires 8"urate, 
current, independent, and focused 
information on the human condition. 
Second, education is essential to the 
development of hunws potential and 
resources for both private and public 
benefit. Therefore, the purpose of this 
research letter is to inform those who 
formulate, fuod, and administer public 
policy uid programs about the 
condition of and i.nflucncca tbat affect 
postsecondary education opportunity 
for All Americans. 

Not Copyriahted 
Permission is aranted to make copies 
from this resean:h letter providing 
copies are not aold and the soure4: is 
identified. Copies of research letter 
charta, including transparencies, are 
available to subscriben iD larger sizes 
at cost. Call for assistance. 
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In this analysis we have also used 
unpublished data from the October 
1994 Currellt Population Survey. 
These data are currently being 
prepared for publication by the Caasus 
Bure.au and will become 1enerally 
available in the next few months. 

Data definitioos and limitations are 
important in thia analysis. Wo focus 
on 18 to 24 year olds here. We are 
concerned about parental family 
income in this analysis. We are not 
interested in married youna adulta, 
who have eatablished new families and 
for whom parental income information 
is not available. The unmarried 18 to 
24 year olds include both dependent 
family members u well as those in 
"other marital status• includin& 
divorc:~. separated and widowed. 
This population consists largely of 
very low income young females who 
are not dependent family membeni. 

Postsecondary Education OPPORTUNITY 

Our analysis of the data on unmarried 
18 to 24 year olds adopts a three-stage 
model of educational attai.nmeut 
leading to the bachelor•s degree. First 
a person must graduate from high 
school. Second, once Jnduated a 
student muat •participateR in colleae. 
Third, once in college a student must 
earn a bachelor's dearee by age 24. 
The product of each of these separate 
rates reflects the proportion of those 
24 yeara old that have received a 
bachelor's degree from college. 

College participation, as collected and 
reported by the Censue Bureau, 
consists of 18 to 24 year olds 
currently enrolled in college, plus 
those not currently in college who 
have completed less than a bachelor's 
degree, plus those not currently in 
college who have completed a 
bachelor's degree or more from 
college. 
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The quartiles of family income 
reported here have been calculated 
from the Census Bureau·s tabulations. 
Those reported in this analysis refer to 
quartilea of family income collected in 
the October 1994 Current Population 
Survey. These are quartiles of 
familie_s of hiab school graduates. In 
1994 they are: 
Ql: 
Q2: 
Q3: 
Q4: 

$0 to $22,033 
$22,033 to $41,393 
$41,393 to $67,881 

greater than $67,881 

'That is, exactly one quarter of all 
unmarried 18 to 24 year old high 
school graduates lived in families with 
incomes below $22,033; another 
quarter lived in families with incomes 
of between $22,033 and $41,393, etc. 

Over the twenty-five year period 
between 1970 and 1994, family 
income has been redistributed: the 

Enrollment Status of Dependent Family Members 
18 to 24 Years Old by Family Income, 1994 
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Enrollment. St.at.u• o~ Male Dependent. Family Member• 
1 B t.o 24 Year• Old by Fa:rn.ily In.come. 1994 
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Enrollment. St.at.us of Female Dependent Family Members 
18 t.o 24 Years Old by Family In.come. 1994 
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most affluent families have more of it, 
and the poorest families have leu of 
it. This &rowina inequality is 
reflected in the income data that 
definea family income quartilea used in 
I.his analysis. 

Family Income Upper Ltmi&s in 1970 
and 1994, Constant 1994 Dollars 

Ouactj!e 
Ql: 
Q2: 
Q3: 

.l21Q 
$27,336 
$41,538 
$61,950 

1994 
$22,033 
$41,393 
$67,881 

While median family income remained 
about flat between 1970 and 1994, the 
bottom quartile of family income grew 
s1gnifie&ntly poorer while the top 
quartile grew sip.ificanlly more 
affluent during this period. Of the 
two middle income quart.ilea, the 
second quartile grew poorer while the 
third quartile became more affluent. 

Enrollment Status in 1994 

The chart on page 3 summariz.ea the 
enrollment status of dependent family 
members between the ages of 18 and 
24 by family income raogea in 
October 1994. The charts on page 4 
break these data down by gender. 

The cban.s illustrate tho powerful 
relationship between family income 
and educational status. 
• Among those from families with 

incomes of leas than $10,000 per 
year, 2S. 1 percent wore high 
school dropouts, compared to 1.4 
percent of those from families with 
incomes greater than $7S,OOO. 

• Those 18 to 24 still enrolled in 
high school comprised 13.3 percent 
of those from familiea with 
incomes below $10,000, but 3.8 
percait of tho1e from families with 
incomca above $75,000. 

• At tho OChor oxtremo, bachelor 
dearce holden were 0.9 percent of 
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High School Graduation Rates by Family Income Quartiles 
for Unmarried 18 to 24 Year Olds 

1970 to 1994 
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those from families widl incomes 
below $10,000, and 9.1 percent of 
those from families with incomes over 
$75,000. 
• Tho college earollmeot rate ranged 

from 22. 8 percent of those from 
families with incomes of less than 
Sl0,000, to 6S.S percent for those 
from families with incomoa greater 
than $75,000. 

Thia general p.ttem bolda for both 
males and females. The main 
differeace ia lbat at wery level of 
family income, women are farther 
alona in. their educational auainment 
than are men. The differences are 

1985 1990 1994-

greatest in high school attrilion where 
men arc more likely to be dropouts 
than are women. 

High School Gradual.ion Rate 
Tren& 

The above chart shows the rates at 
which unmarried 18 to 24 year olds 
from each quartile of family income 
have graduated from high school 
between 1970 and 1994. In 1994 the 
hi&b school graduation rate was 66.6 
percent in the first quartile, 80.1 
percent in the second, 89 .4 percent in 
tho third and 93. 9 percent in the top 
quartile of family income. 
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At the very first burdte alona the path 
loward a baccalaureate dearee from 
college, the field aets sorted out. 
Those from the highest family income 
levels have the greatest chance of 
graduating from high school, while 
those from the lowest income 
backgrounds have the least chance. 

Moreover, this basic paltenl bas 
persisted without interruption for 
every ooe of the last twenty-five 
years. Very modest increa.sea in high 
school graduation ratea in the bottom 
quart1k have been at least partially 
offset by modest declines in the rate 
for those from the second quartile of 

Postsecondary Education OPPORTUNITY 

family income. 

This lack of sipificant proareu bas 
occurred duriDa a political era 
characterized by a pllblic policy 
professing commitment to equalizing 
educatioaal opportunities and moro 
receo.dy to increasina hiah school 
graduation rates. The gains apparent 
here have been modest at beat. 

Colleae Participation Rate Trends 

The chart on this page shows the ratea 
at which unmarried 18 to 24 year old 
high school grad1.&&tea from the four 
family income quartiles have 

College Participation Rates by Family Income Quartiles 
for Unmarried 18 to 24 Year Old High School Graduates 

1970 to 1994 
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participated in college between 1970 
and 1994. Participation ratea include 
thoae currently enrolled and those who 
were emollcd but have left with or 
without bachelor's degrees. 

In 1994 the college participation rate 
wu 58.2 percent for those from the 
bottom q1.&&rtile of family income, 68. 3 
percent in the second quartile, 77 .2 
percent in the third, and 87.8 percent 
in the top quartile. 

The incq1.&&lity in high school 
anduation rates for young adults from 
different family income backgrounds 
carries over into college participation 
as well. In fact, given that this chart 
is limited to high school graduates, the 
disparities have been maJDified at this 
tho second hurdle on lhe path toward 
a baccalaureate deerec. 

Here, aome of the inequality that 
accumulated after rationing of higher 
educational opportunity was effectively 
impoaed begi..nn.ing in 1980 was 
reversed in the 1994 data. College 
participation rates appear to have 
declined slightly in the top quartile of 
family income, remained flat in the 
third quartile, and increased 
substantially in the two lowest family 
income quartiles. 

However, since rationing began in 
1979, tho gains in college participation 
rstoe have been least among those 
from lowest income families, and 
greatest amo.og those from highest 
income families: 

Change in Colleae Participation 
Rates between 1'79 and 1994 by 
Family Income Quartiles 

OuartUe 
QI: 
Q2: 
QJ; 
Q4: 

~ 
+ 13.69' 
+ 16.25'1 
+ 16. l ~ 
+20.5~ 



3ent"by: OPPORTUNITY 3193510779 

November 1995 

Enrollment Distribution by Type 
and Control of Institution 

About half of all 18 to 24 year old 
dependent family members that were 
enrolled in colleae in October 1994 
were enrolled in public 4-year colleaea 
and universities. The balance were 
enrolled in either public 2-year 
colleges or private colleges and 
universities. 

The distribution of college enrollments 
by institutional type and control varied 
by family income levels, as shown in 
the chart on thjs page. Lookins only 
at dependent family members 18 to 24 
years enrolled in college: 
• Public 4-ycar colleges and 

uruversitica emailed u little as 
4 7. 4 percent of those from family 
incomes below $10,000, to u 
much as 59. 9 percent of those from 
family incomes of between $20,000 
and $25,000. Median family 
income was $53,Q.46. 

• Public 2-year colleaea enrolled as 
much as 37.6 pe~t of those from 
families with incomes below 
$10,000 to as little as 13.4 percent 
of those from families with 
incomes of more than $75,000. 
Median family income was 
$42,909. 

• Private colleges and universities 
enrolled as little as 12.4 percent of 
those from families with incomes 
of between $10,000 and $15,000, 
to as much as 3 3 .1 percent of tha.e 
from familiea with incomes 1n:atcr 
than $75,000. Median family 
income was $63,095. 

As these data suggest, tho proportion 
of enrollment of depeodcat 18 to 24 
year olds in 2-year institutions wu 
highest among students from lowest 
income families, and lowest among 
students from highest income family 
backgrounds. Tho proportion of 
freshmen enrolled in 4-year colleges 
and universities wu highest at the 
highest levels of family income, 
particularly above $50,000 per year. 
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Enrollment Distribution of Dependent Family Members 
Age 18 to 24 Years by Family Income and Institutional Type 

1994-
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Enrollment by Attendance Status 

In 1994 84.8 perccat of all dependent 
18 to 24 year old.a enrolled in college 
were enrolled on a full-time basis. 
Tbja proportion ranged from 73.4 
percent among thoae from families 
with incomes of $10,000 to $15.000, 
to a high of 89.9 percent for those 
from family incomes above $75,000. 
Those at the extremes of the family 
income dt.tribution wen most likely 
to bo enrolled full-time. Except for 
the lowest income rmge--below 
$10,000-full-time colleae enrollment 
increued with family income. 

Among dependent family members 18 
to 24 years old: 
• Males were enrolled full-time at a 

rate of 85.4 percent, compared to 
84.3 percent for females. 
Generally males and females had 
similar full-time rates across 
income levels except below 
SlS,000 in family income where 
males were more likely to be 
enrolled full-time than females by 
about 10 percentage points. 

• Students in public colleges were 
enrolled full-time at a rate of 82. 8 
percent, compared to 91.6 percent 
in private colleges. 
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• Of tho~ enrolled in public 
colleges, 71.S percent of those 
enrolled in 2-year colleges were 
attending full-time, compared to 
87. 8 percent of those in 4-year 
colleges and universities. 

College Completion 

We h1&ve constructed es1ima1u of 
bachelor's degree completion by aae 
24 by family income quartile for those 
who enroll in colleae. These 
c:.stimates combine Current Population 
Survey data with other data oo 
~raduation rates by family income 
level collected in the six-year follow­
up to the 1980 cohort in Hiah School 
and Beyond. Ow utimalu of 
bachelor degree completion by age i4 
by family income quartile for the 
years between 1970 and 1994 are 
shown in the chart on this page. 

In 1994, of the unmarried 18 to 24 
yt".&r olds from the bottom quartile of 
family income who enrolled in 
college, 20. 8 percent are estimated to 
b..iive completed a bachelor's degree by 
age 24. This percentage increased to 
26. 7 percent in lhe second quartile, 
41. 7 percent in the third quartile, and 
96.0 percent in the top quartile of 
family income. 

At th.as, the final hurdle along the path 
to a baccalaureate degree by aae 24, 
the very large disparities in 
educational progression mcroas levels 
of family income that exist at the high 
school graduation and colle2e 
participation level are magnified even 
further. 

Baccalawute Degree Attainment 

We have constructed the high school 
gnM.luat1on, collego participation, aod 
college completion rates such that their 
product measures the proportion of the 
unmarried 24 year old population that 
holds a bachelor's degree. This is 
shown on page 1 of this issue of 
OPPORTUNITY. 

By 1994 our anaJysia indicatea that 8.0 
percent of those from the bottom 
quartile will have earned a bmcbelor's 
degree by age 24. Thia is the 
mathematical product of the followina: 

Hiab school araduation .6661 
x College participation .S820 
x Col!eH completion ...2Q1§ 
=- College attai.nmc.Dt . 0805 

Similarly, in the second quartile of 
family income, the proportion eami.na 
a bachelor'• degree by aae 24 
increaaea to 14.6 pe'"'1t. In the third 
quartile tho proportion incroasos to 
28. 8 percent. And in tho top quartile 
of family income, 79.1 percent have a 
bachelor's doaree by aao 24. 

There are different ways to expreu 
the sipificaoce of tbeae findinas. 

Given the federal aid to equalize 
hiper edu.cational opportunity: 
• In 1994 a student from the top 

quartile of family income waa 
about t.eu. timu more likely to earn 
a bachelor's desree by aae 24 than 
wu a student from the bottom 
quartile. 

• In 1979, at the end of the equity 
era and just before the beginning of 
ratiooi.ns of higher educational 
opportunity, a student from the top 
quartile wu four times more likely 
to bavo tho dearee by age 24 than 
wu the student in the bottom 
quartile. 

This measures bow far we have fallen 
away from tbe federal aoal to equalize 
hiaher educational opportunity in the 
lut IS yean. 

Estimated Four-Year College Completion Rates by Age 24 
by Family Income Quartiles for Unmarried College Students 

197~ to 1994 
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American Student ~ 
Association of (p 
Community Colleges 7-
440 I Newdale Drive 
Annandale. VA 22003 ~ 

703/425-6907 " ......:. 

0 January 27, 1997 

Dear Susan, 

Thank you for joining the lineup for our March 

8-11 Conference. Brochure/program attached. Please 

note that your presentations are on Sunday morning. 

Also attached is the concept paper we discussed 

briefly on our last visit. You mentioned someone in 

the Department that is a strong booster of Section 

J27. I would appreciate your comments (and his). 

Please give me a call. 

Many thanks~/;· _ f 
tt/t!~ . ,-----­

Frank Mensel 
National Policy Advisor 

/~J?e 
ft(x:_ 

?c1 /!n-7NJ 
fer /r; </-h ->-~/77 



America's Hope Scholarship and Tax Deduction Proposals 

The Depa1tment has continued to work with OMB and Treasury in finalizing these major tax 
proposals designed to ease the burden of financing a college education for working families and 
to make at least two years of college the expected standard of education for all Americans 

There has been only one recent policy change the America's Hope Scholarship will not be 
proposed as a "refundable" tax credit. Thus, non-taxpayers will not benefit from this proposal 
Meanwhile, however, the Administration's FY 1998 Budget will include a significant increase 
in the Pell Grant maximum award and a liberalization in the student aid need analysis rules that 
will increase the Pell Grant and other ED need-based student aid funds for which needy students , 
including non-tax filers will qualify. 

OMB expects that this legislation amending the tax code will be transmitted to Congress by the 
end of .I anuary. 

I lope Scholarship A tax credit of up to $1,500 to meet tuition and fees of full-time, first and 
second year postsecondary students. Second year students must have earned a "B average" in 
their first year. Students attending at least half-time eligible for up to $750 tax credit. Eligibility 
reduced by the amount of Pell Grant and other Federal grant aid received, and potentially by 
State and institutional grant aid. Eligibility phased out for individual filers with incomes 
between $50,000 and $70,000 for joint filers, and for joint filers with incomes between $80,000 
and $I 00,000 

Postsecondary Education Tax Deduction: A tax deduction of up to$ I 0,000 (beginning in 
fiscal year 1999; $5,000 in 1998) to meet tuition and fees for any year of postsecondary 
education. Eligibility reduced by both Federal and non-Federal grant aid Same income eligibility 
rules as tax credit. Students eligible for both the tax credit and the deduction would choose 
between the two. 
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' #ell Grul fAr&est lncreue in two decldca - Sl.7 billion man thin Over 3.6 mlUton 11Udenta now ell&lble 
l11c111111 ""' &om S2700 so SJOOO. Comblnod the FY97 appropriation . will receive an Increase up IO SlOO. Thll 
IIqtuU""' with the FY97 ~. lbe - a 25% iMnue In alcl. increase will also make an additional 

ICholarship hu lncrasod 1530 ~ 130.000 funilics •li&ible tor the gnnL 
fiom $2,470 in FY 96. 

P11/GtMI lncreua eJiaibillty IO IDY lludent SJ.9 billion over five An additionll 211.000 low·lncome 
.Exp&111ill•/or tom a low-income Camily can receiv• )'1111. students pnnlly agod 24 or over wlll IN 
Oldu,Low- I Pell G.rant. newly eligtblo for Pell Gnnta. 191.000 

JntOIM SI....,, 11Udent1 will receive an avaqo incrcue of 
overSIOO. 

Clll 111 Stwklll Cuts IOID roes from 4% to 2% on $2.6 billion over five Loan fees will be cut in half for 4 million 
UHUIFus need-basod Stafford loam - and 10 yeara. low- Ind middle-income studontl, and b)' 

3% on other loans for studenll Ind 1 quaner for 2.S million oChor loans . . parents. 

Hope Up 10 St 500 per-itudent tax credit Sll.6 billion ftom 1997· ~ 10 help 4.2 million middle-
Scllolanldp Ta for tuition in atudent'a first year and 2002. Income studcnta in 199&. 

Cr1411s MOther S UOO In 1ho second year if 
student eam1 at leut a B .verue. 

SI0,000 Ta Phases up to a $10,000 maximum S17.6 billion ftom 1997· Expected to help 8.1 mlJlion middle-
Deductlo11 for deduction Also available for vaining. 2002. iMOme students in 1998. 

Hiiller 
Edw111Jo11 11114 ,.,.,,,;,,, 

Ttu·Fn• f11111llics with Incomes up ID &lucation apoc:lfac Combined with tax deduction. 1he IRA 
Ed"cfllio11 S l 00.000 would be eligible for IRAs. cstim11e1 not available. saving.I for higher oducation for middle-
Sat1lng1 and could make penalty-he Income f'alniliea will never be tued. WU 

withdrawals for hi&hcr ed~. make over 20 milllon famili11 eli&lble fOI 
such I benefit 

Co1'11J111nlty · President hu called on collean so S240 million incrcue I mllllon Collesc Work-Study 11011 by 
S1nlc1: Work commit half of the lncreued fundina over FY96; Sl20 million the year 2000, lncludin& 100,000, 

Stlllly for work study to suppon community for work-study readina tuton. 
service jobs. community service In 

FY98 

C.IMllUliO' 'Ille Pre1ident'1 budget provklel ta SU million between Hot available. 
Slnke: Lotut relief for coaunwail)' Mrvicc lou 1'97-2002. 

Forrt11e•m forajv-. 

Prcsllk11""1 ()no.year, I l ,000 ICholushipe for the $132 million In PYtl. Benefits 132,000 ltUdcntl who paduat9 

HOiion top 5% of all high school areduata in ftom hfih ICbool next yur. 
f!cllolanlllps 1he country. 

•r.at1o11• EX1cnds tax exclusion from $2., billion between Bonefits 1.7 million employoea 1 year. 
'nct/ro• employer-provJded edUCllion 1997-2001. 

.. 
ytn usistance through 2000. for bolh _ .. 

underpuate A &flduate education. 
Also provides a tax uedit to 
CDCOW'l&C amaJI businesses 10 off'er 

. tducationll assistance 10 employees . 
. 'l!..,."-" 
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HOPE and Opportunity: 
Making college affordable for all Americana 

More than ever, today'a employers look for Job applicants with more than a high 8Chool 
diploma. Since the 1uoce11 of the post·Wortd War II GI Bill, the Federal Government has 
expanded college aid, making It poaaible for more Americana to attend college. But for too 
many, the financial atrafna are still aevere. The Presidenra HOPE and Opportunity plan 
ensures that these barriers to higher education continue to fall for an Americana. 

Whafe new In the plan being announced today? 
" Largest Pea Grant lncrea11 In 20 years - a funding boost of 25%. 
rl Nearty $4 blUlon In new help for Older Student& over five yeal"I. 
rl Student loan feea slashed and Interest rates reduced. 
rl Community service loan forgiveness excluded from taxation. 
rl New detalla and changes In the HOPE Scholarship tax credit and the 

$10,000 tax deduction. 
rl Extend tax benefit& for educational aaalatance from employers. and 

provide new tax Incentive for small businesses to provide assistance. 

Pell Grant lncreaae and expanelora 

• Largeat increase in two decades: $300 boost in the Pell Grant maximum, for a 
$3,000 maximum award. Since FY 1996, the maximum award will increase $530, 
or 21 percent. 

• A 25 percent funding Increase over last year - S 1. 7 billion more than the FY 1887 
appropriation. 

• 3.6 million atudents now ellglble wiU receive an Increase of up to $300. The increase 
will make 130,000 more moderate-income families eligible for the grant. 

• Older student provision will make Pell Granta available to additional 218,000 low· 
income studenta generally aged 24 or over, Ill a cost of $3.8 billion over five years. 

• After these changea, the number of Pell Grant recipients will exceed 4 mlllion. 

Pell Grants are the foundation of atudent aid for low· and moderate-Income families. 
Increasing the maximum award to $3,000 provides more aid to currenUy eligible atudenta, 
and makes an additional 130,000 students eligible for the granta. In addition, the budget 
would Increase the eligibility of older, low-income students. With this change, any student 
from a low..fncome family can receive a Pell Grant, eliminating the need for the HOPE 
tuition tax credit to be refundable (i.e., available to those without tax liability). Poor 
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1tudent1 - those who have little or no tax liability - benefit more from the Pell Grant 
program than they would from HOPE, because of the higher award level and Its avaUabWty 
for all four years of undergraduate education. 

Cut atudent loan fe•• and lntereat 

• Borrower-paid loan·feea cut In half for 4 million low- and mJddle·income students, 
and by a quarter for 2.5 million other loan& to student and parent borrowera. 

· • $2.8 blUlon In borrower savings over five years produced by the fee cut alone. 

• Interest rate during llHChool period cut for 2 million etudanta. 

Before 1993, borrowers lost up to 8 percent of their student loans In required fees before 
the money evor reached them. In 1993, the President's aggressive student loan reforms 
spurred a 50 percent cut in allowable fees that has already saved families nea~ $2 bWion. 
The 1998 budget proposes - for both the Direct and guaranteed loan programs - to cut 
loan fees from 4 percent to just 2 percent on need-baaed Stafford loans, and to 3 percent 
on other loans for students and parents. 

The Congressional Budget Otrtee and other analysts have noted that lender costs during 
the In-school period - when students are not required to make payments on their loans -
are very IQw. The budget reduces the interest rate during that period by one percentage 
point. 

HOPE Seholarahlp tax credits& 

• Up to S 1,500 per-student tuition credit for course work beginning on or after July 1 
of this year. 

• Non-refundable. 

• Credit can be claimed In 2 taxable years. 

• Credit can be claimed for any atudenta who have not finished 13th and 14th years 
of education. 

• The tax credit 11 expected to help 4.2 million atudenta (1998), and would aave 
families $18.8 billion from 1997-2002. 

2 



. .. The tax credit la avaUable for atudants enrolled on at least a half-time baala during the first 
two years of postsecondary education. The credit may be claimed In no more than 2 
taxable yeara. To receive the credit for the second time, the student must have at least a 
B- grade point average in course work completed before that year. Federal grants (but not 
loans or wort-study) would reduce the allowable tax credit. No credit would be available 

· for any student convicted of a drug-related felony. Refundability was eliminated because 
the need• of the poorest 1tudents are better addresaed In the Pell Grant program 
discussed above (the proposed changes In Pell Grants for older students, deacribed 
above, coat the same 81 refundablllty would have cost over five yeara). 

The crecflt would be phased out for taxpayers flllng a joint retum with adjusted groaa 
Income between SB0,000 and 100,000. For single and head-of-household retuma, the 
credit would be phased out between $50,000 and 70,000. (The phase-out ranges and the 
amount of the credit would be Indexed). 

Tax deduction for higher education and training 

• $10,000 maximum deduction. 

• Available for job training and ,.training, In addition to traditional higher education. 

• Deduction is •above the line· - available even if the taxpayer doea not Itemize. 

• Expected to help 8.1 million atudents (1998), and would aave famlliea $17.8 billion 
in taxes between 1987-2002. 

The deduction could be claimed for out-of-pocket tuition and fees paid for any student 
enrolled at least half-time In a degree or certificate program at an eligible school beyond 
high school, including graduate school. In addition. the deduction would be available for 
the cost of training - whether or not It leads to a degree - that help& the student, older 
worker, or job-seeker improve or acquire job skills. A student in the first two yeara of 
postsecondary education could chooae either the credit or the deduction, but not both. The 
deduction phases In, beginning with a SS,000 maximum per-family for course work 
beginning on or after July 1, 1997, and Increasing to a $10,000 maximum deduction 
beginning In 1999. The deduction would be phased out at the same Income level& 81 the 
credit. 

3 



Tax.frH Education Saving• 

• Families with incomes up to S100,000 would be eligible for IRAs, and could niake 
penalty .. free withdrawals for higher education. 

• Combined with tax deduction (above). the IRA savings for higher education for 
middle-Income famllie1 would be never be taxed. 

The Prestdenfa budget would allow Individual Retirement Accounts to be used for 
postsecondary education expenaea free from ear1y withdrawal tax penalties, and would 
make over 20 mmion families eligible to make tax-deductible IRA contributions. Currently, 
if an Individual (or spouse) already participates in an employer's retirement plan, eligibility 

. is phased out for taxpayers filing a joint return with adjusted gross Income between 
$40,000 and $50,000 (between $25,000 and $35,000 for single taxpayers). The proposal 
would expand the phase-out rangea for 1997 through 1999 to $70,000 to $90,000 for joint 
filers ($45,000 to $85,000 for &Ingle). Beginning in 2000, the phase-out range would match 
the ranges described for the higher education tax credit The budget would alao create a 
special IRA that could be used to save for education and other needs, subject to the same 
Income limb. 

Community Strvlea: Work-Study and loan forgiven••• 

• Budget fund& 1 million College Wortt·Study slots by the year 2000. 

• Incentives to reach the goal of 100,000 work-atudy reading tutors by 1999. 

• Tax-free loan cancellation for public service. 

The College Work-Study program provides students with additional aid through subsidized 
joba. The Preaident has called on colleges to commit half of the increased funding since 
FY 1996, $120 million for FY 1998, to eupportJng community service jobs. The Secretary 
of Education recently waived the Institution's required portion of the awards for students 
that participate as reading tutors - part of America'a Reading Challenge, helping to ensure 
that every child can read independently and well by the end of third grade. The budget's 
three percent increase over 1997 continues the Preskient'a commitment to raise the 
number of Work-Study recipients to a million by the year 2000, and 100,000 reading tutors 
by 1999. 

Under eurrent law, a charity or prtvate educational lnatltutlona that forgives a loan as part 
of a program that enables graduates working in certain professions (such as rural medicine 
or teaching) to pay off their atudent'loana through community service must report the loan 
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. • . forgiveness as income to the graduate. The budget would exclude the loan forgiveness 
from Income. 

Pre1ldent11I Honora Scholarahlpa 

• One-year, $1,000 achorarshlpa for at leaat 132,000 students constituting 
the top five-percent of all high IChool graduates in_the country. 

• The budget provides $132 million In FY 1998. 

The President proposes an achievement-baaed scholarship program, rewarding the beat 
and the brighteat of high IChool atudents. It would grant St ,000 honors awards to the top 
five percent of graduating students In every secondary echool in the Nation, making clear 
the Federal government's commitment to academic excellence. 

l!ducatlonal anlatance from employers 

• Extend tax exclusion for employer-provided education aaalatance (Section 127) 
through the year 2000, for both undergraduate and graduate education. 

• Tax credit to encourage small busineaaea to offer educational aaaiatance to 
employees. 

• Benefit 1. 7 million employees a year. 

The current exclusion from an employee's income of up to S5.250 per year of 
postsecondary educational assistance provided by an employer expires this year, and 
expired for graduatealevel assistance last year. The President would extend the 
exclusion, and reinstate the graduate-level component, through the year 2000. In 
addition, for 1998-2000, small buslneaaee would be given a new Incentive to provide 
educational aaaiatance to their employees through a tenapercent tax credit for amounts 
paid under an employer-provided educational assistance program for education 
provided by a third party. · 


