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About the National Community Tax Coalition

The National Community Tax Coalition, LLC (NCTC) works to create a more accessible and equitable tax
system for American workers. NCTC is a national network dedicated to strengthening economies, building
communities and improving lives through tax assistance and asset building activities that produce financial
security, protect families and promote economic justice.

Our national network of organizations provides critical, on-the-ground financial services for working fami-
lies. NCTC represents more than 53,000 volunteers at 6,300 Community Volunteer Income Tax Assistance
(VITA) sites that last year prepared an estimated 1.5 million federal tax returns for low- and moderate-income
workers — about half of all returns filed with free tax preparation assistance programs. Community tax pre-
parers offer a high-quality choice - one that's free, accessible, and well-equipped to help families claim their
full tax refund and the tax credits for which they're eligible.

We actively seek to broaden the reach and impact of community tax preparers and are a leading voice in na-
tional discussions about how to help low-wage workers and curb unfair financial practices. We believe that,
together, we can strengthen economies, build better communities and improve life for all American families.

National Community Tax Coalition
29 E. Madison Street, Suite 900
Chicago, IL 60602

(312) 346-6282
www.tax-coalition.org



Higher Education Access & Affordability

Americans often seek new opportunities for ad-
vancement through higher education. This is
reflected in the findings of a Pew Research Center
survey, in which nearly three out of every four indi-
viduals agreed that it's necessary to have a college
education to get ahead these days." Unfortunately,
the primary barrier to accessing this opportunity is
many students’inability to afford the ever-increasing
costs of higher education.

Over the last decade, tuition and fees for in-state
students at public, four-year institutions — among
the cheapest four-year options - rose at an average
rate of 5.6 percent annually after adjustments for in-
flation.? In the last year, these same costs increased
an average 8.3 percent, with some states witnessing
far more substantial increases.>* Meanwhile, over the
same decade, average family incomes witnessed sig-
nificant declines, with families in the bottom 20 per-
cent of earners seeing the steepest drops - approxi-
mately 16 percent, shown in Figure 1.°

Low-income households, which have some of the
lowest levels of degree attainment, stand to benefit
the most from any improvements in college afford-
ability. That's because families with wealthier parents
already are more likely than others to see their chil-
dren attain a college degree. The proportion of chil-
dren from families with the highest incomes attain-
ing a degree is approximately five times greater than
that of children in the lowest family income quintile
- reflecting the idea that wealthier parents are more
able to pass their advantages on to their children
than are their lower-income counterparts.®

Further, children in low-income households are un-
likely to be able to depend on saved assets, with sav-
ings often raided in times of emergency needs, e.g.
medical bills, car repairs, home repairs, etc. And when
a deep recession does fall on us, it is likely already
too late to begin saving or or lay-out the necessary

Figure 1. Percentage Change in Inflation-Adjusted Mean Family Income by Quintile.
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resources to finance such a costly pursuit from out-
of-pocket resources.

This is not to say that avenues do not exist for low-
income families to access higher education or the
resources to pay for this pursuit. Low-income house-
holds can draw on a number of savings vehicles and
support opportunities - some available to all house-
holds and some reserved exclusively for low- and
moderate-income students and families.

The supports now available to students and fami-
lies pursuing postsecondary education represent a
pathway to degree attainment through four distinct
stages: 1) pre-college savings, 2) financial aid appli-
cations and awards, 3) tax credits for qualified spend-
ing, and 4) repayment and long-term financing of
postsecondary degree costs. Yet this pathway is cer-
tainly not free of potholes and pitfalls that slow low-
income enrollment and degree attainment growth.
These shortcomings are where we need to focus our
policy initiatives and pursuits of change.

Access to the resources that make post-
secondary education a real option for
low- and moderate-income families is
necessary to see real economic growth
in our country.

As the nation’s largest coalition of Volunteer Income
Tax Assistance (VITA) programs serving the financial
needs of low- and moderate-income working fami-
lies, the National Community Tax Coalition (NCTC)
maintains a vested interest in growing the economic
well-being of the households we represent. It is our
strong belief that - whether through a VITA site, a
community organization, or local financial institu-
tions — access to the resources that make postsec-
ondary education a real option for low- and moder-
ate-income families is necessary to see real economic
growth in our country. This report highlights the bar-
riers and choices that families face when pursuing
higher educational advancement. It is an acknowl-
edgement of successful programs as well as a call for
change where status quo policies and services fail to
match the realities of students’ needs.

The remainder of this report highlights policies and
initiatives along the pathway described above — from
savings and aid before enrollment to making ends
meet while completing a degree and, ultimately, to
the repayment of borrowed support. The costs of
postsecondary education are not borne solely dur-
ing the time a student spends in the classroom. Thus,
we should not expect our public policies to be so
narrowly focused.

The overwhelming majority of American parents con-
tinue to expect that their children will pursue a col-
lege education.” Survey data reveal that upwards of
eight in 10 parents of children under 18 believe that
paying for their child’s education is a very important
goal and one that they consider just as important as
being able to own a home or to live comfortably in
retirement.2 Unfortunately, only half of these survey
respondents reported that they started saving for
this goal; not surprisingly, those with higher incomes
were more likely to fall into the savers group. Only 33
percent of parents who expect their child will go to
college responded that they have started to save for
college’?

Interestingly, a 2009 study by Min Zhan and Michael
Sherraden highlights the association between paren-
tal assets and college degree attainment, suggesting
that the greater the parental assets, the greater the
probability of their children’s degree completion.™
Thus, an important implication of this study is that
the facilitation of savings for children’s higher edu-
cation could significantly affect college success and
long-term economic potential.

After decades of rising costs in college education
(shown in Figure 2), a lack of personal savings to sup-
port postsecondary education will particularly place
a growing strain on low-income students’ ability to
attain a degree. Reports continue to suggest a link-
age between children’s savings and persistence in
college toward a degree. A recent series of reports
from the New America Foundation, in particular,
highlights the many connections between children’s
savings and their effects on college persistence and
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Figure 2. Average Published Tuition and Fee and Room and Board Charges at Four-Year Institutions in
Constant 2011 Dollars.
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degree attainment. Making a strong case for public
investment in a children’s savings accounts program,
this series further draws-out the distinction between
the savings of low-income and high-income families.
It highlights clear evidence that investments in edu-
cational savings for low-income families are likely to
have substantial effects on college success, bringing
the dreams of educational and economic advance-
ment closer to reality."

In light of the connection between savings and col-
lege success, it is necessary for policymakers to ex-
plore the current incentives available to promote
college savings — as well as proposals for reshaping
the ways we encourage this path, with an eye toward
repairing apparent deficiencies.

Qualified Tuition Plans — also known as 529 plans - of-
fer an opportunity to grow tax-free higher education
savings to families or individuals who expect a ben-
eficiary student to pursue postsecondary education.
These account programs are established and main-
tained by the states and often include additional

state tax benefits for contributions to resident sav-
ers.’”> A key advantage to the beneficiaries of these
accounts is the likelihood that any distributions used
for qualifying educational expenses will reduce the
amount that a student dependent on financial aid
will need to take in the form of interest-accruing
loans. Additionally, if a parent is the account holder
of a 529 plan, assets accumulated in the account are
calculated at a lower rate than they would be for an
independent student when determining the expect-
ed family contribution (EFC) from a student’s Free
Application for Federal Student Aid (FAFSA).

Low-income savers, however, may find some disad-
vantages to 529 savings, primarily due to lower tax
liabilities limiting the benefit of the tax savings such
plans offer.'* Further, the inclusion of any assets such
as these savings would likely raise a student’s EFC,
lowering the amount of federal grant aid offered ver-
sus loans or work-study.

Nonetheless, the expected benefits of asset growth
and degree attainment should offset this concern,
and policy innovations for 529 plans should focus on
means for encouraging low- and moderate-income
families to save through tax-advantaged means and
growing the contributions made with a clear focus
on asset growth.



Among the most promising proposals for encourag-
ing account enrollments and asset growth, described
by Zhan and Sherraden, are direct outreach to low-
and moderate-income families, low-cost investment
options, and the introduction of matched savings.™

Another proposal that builds off of the current 529
plan structure focuses on ensuring the tax benefits
linked to such accounts are made more effective for
low- and moderate-income savers. Introduced in a
past session of Congress by U.S. Sen. Robert Menen-
dez of New Jersey, the Saver’s Bonus proposes a
unique benefit to low- and moderate-income sav-
ers through the tax code. A portion of their savings
would be matched by the federal government and
deposited into the qualifying account. Coverdell Ed-
ucation Savings Accounts and 529 plans would both
qualify for this bonus. By incentivizing these savings
and automatically growing the accounts of families
most in need of college savings help, the perceived
ability for low-income students to fund their postsec-
ondary education becomes far more of a reality.”

Similar to a 529 plan, saving in a tax-advantaged in-
dividual retirement account (IRA) serves as a supple-
mental, if less efficient, route to college savings and
household asset growth. While IRAs are not intended
to be used as a primary means for college savings,
contributions to IRAs offer the ability to make long-
term, tax-advantaged savings contributions, coupled
with exceptions to tax penalties for early withdraw-
als directed at qualified higher education expenses.
Low-income households, in particular, have scarce
resources to save and are more likely to have to
choose among goals for which to save. Contributing
to an IRA allows savers with more limited means to
work toward accomplishing two goals while provid-
ing some tax benefits.

Moreover, the federal government, recognizing
the importance of encouraging long-term savings
among low- and moderate-income households, in-
troduced in 2001 the income-restricted Saver’s Cred-
it (formally the Retirement Savings Contributions

In its current form, the Saver’s Credit does not nec-
essarily create a strong enough incentive among
low- and moderate-income savers to open new tax-
advantaged accounts, let alone grow assets in these
accounts to support more than the primary goal of
retirement savings. In an effort to reform the Saver’s
Credit and expand its use, the Savings for American
Families’ Future Act of 2009 was introduced in Con-
gress. Similar to the Saver’s Bonus described above, it
would create a matched savings opportunity for low-
and moderate-income savers to more rapidly grow
long-term assets, thus putting in reach secondary
goals for such savings, including the partial funding
of higher education costs.'®

Inits currentform, the Saver’s Creditdoes
not necessarily create a strong enough
incentive among low- and moderate-
income savers to open new tax-advan-
taged accounts, let alone grow assets
in these accounts to support more than
the primary goal of retirement savings.

It is important to reiterate that, unlike 529 plans or
other specifically designated children’s savings ac-
counts, retirement savings should not be primarily
considered for use to cover the costs of postsecond-
ary education. Reflecting this caveat, early distribu-
tions from IRAs can only be excepted from additional
tax penalties for unmet qualified education expenses
not covered by other sources first, including federal
Pell grants, tax-free scholarships, and other tax-free
educational assistance. These more traditional forms
of aid should remain the most significant sources
of assistance for low- and moderate-income house-
holds prior to tapping alternative savings resources.

More than three out of every four students enrolled
in postsecondary education now require some form
of student aid to cover the cost of attendance.'”” (The
geographic dispersal of student aid recipients is dis-
played in Appendix 1.) Federal student aid in the form
of Pell grants, loans, and work-study are obtained
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through a FAFSA. This application includes more
than 100 questions and runs six pages long - not
including four pages of instructions — and is used
largely to determine a student’s expected family con-
tribution (EFC). The EFC is reported after the FAFSA is
submitted on a Student Aid Report (SAR) sent to the
student, and is calculated to represent the amount
a family or independent student is likely to be able
to contribute to financing their education expenses,
i.e. identifying an amount of the cost of college at-
tendance a student would be ineligible to receive
through aid. While EFCs and SARs provide initial sig-
nals to families and students about the possibility
of receiving aid, this information provides little real
evidence about their ability to cover the student’s
higher education expenses.'® The bottom line is that,
despite the high level of detail students provide on a
FAFSA (more than 45 questions focus on income and
assets alone), their real ability to pay remains largely
a mystery for many potential students.

It is well known that the complexity of
the financial aid process is considered a
barrierto college access and persistence.

It is well known that the complexity of the financial
aid process is considered a barrier to college access
and persistence.” In light of this, efforts to simplify
the FAFSA and the financial aid process - particular-
ly for low-income families who stand to benefit the
most from aid resources - have been ongoing since
at least 2005, with a mandate requiring action to-
ward simplification approved in the Higher Educa-
tion Opportunity Act of 2008.

Most of these efforts have been directed toward the
types of information collected and the formulas used
to calculate the EFC. More recently, the Department
of Education focused on reducing the income and
assets questions to two relatively simple pieces of
information that would reduce the FAFSA to fewer
than 30 questions: a family’s IRS Adjusted Gross In-
come and its number of IRS exemptions.?® Of course,
such a revision would require this information to be
readily available to both the family and the Depart-
ment of Education.

As described in a Department of Education report,

5

among the biggest challenges with using family tax
information for making aid-eligibility determina-
tions is the divergence in tax- and aid application-
filing calendars.?’ The FAFSA, which students are per-
mitted to file beginning on January 1 of every year
under the current process, could not be completed
until tax-filing information is received and a return is
filed by the student or family, delaying the process-
ing time of the application for some filers well into
the spring. Such a delay is in many cases detrimental
to students’ decisions about enrollment, decisions
that for many students come well before the April 15
tax-filing deadline.

Further, some recommend that the application pe-
riod be moved to the fall prior to enrollment? to be
more in sync with the college application process.
But that would be hampered by a lack of complete
income or tax-reporting information for the year -
requiring alternative methods to calculate prior-pri-
or year?® family data. No matter how these barriers
are overcome, it is clear that tax-filing information is
and will remain integral to the calculation of financial
aid awards.

Simplification of the financial aid process is unlikely
to be achieved only through reform of applications
or reducing the number of questions on necessary
forms. The process, as a whole, requires a significant
degree of financial savvy and awareness of the con-
nection between a family’s tax filings and the costs of
a desired postsecondary education. For low-income
families, the sheer number of questions to answer
and options to weigh can be very discouraging.

Additionally, low-income families are less likely than
others to have a home computer with reliable inter-
net access, forcing many such families to use paper
applications and miss-out on computer-based logic
designed to skip over questions irrelevant to these
applicants. Building a better understanding of the
complete financial aid application process - from
the IRS Form 1040 to the FAFSA to actually receiv-
ing aid — will help demystify the costs of postsec-
ondary education as well as the ability to fund such
costs, particularly for first-generation college goers.



In recognition of the connections between the FAF-
SA and federal tax filings, as well as the importance
of ensuring full access to financial aid for low-income
families, NCTC developed its Financial Aid U (FAU)
program to break-down these barriers. The nine pro-
grams participating in FAU working in close partner-
ship with local high schools and youth groups - eight
of them provide direct tax services as VITA programs,
while the ninth connects participating families to
partnering VITA programs. These services help shed
light on the complicated financial aid application
process by creating a seamless connection between
tax filing and FAFSA completion.

FAU also aids students and families by educating
them about the various federal and state-level op-
tions available to them to pay for postsecondary ed-
ucation. Many of these FAU students — approximately
92 percent of those served in 2011 - are eligible to re-
ceive the maximum Federal Pell grant. Unfortunate-
ly, due to recent budget changes, the proportion of
students eligible to receive the maximum Pell grant
is likely to decline in the coming academic year.**

By focusing on relieving the complica-
tion created by duplicative tax filing and
FAFSA completion processes and guid-
ing students through the application,
FAU lifts a veil of confusion.

By focusing on relieving some of the complication
created by duplicative tax filing and FAFSA comple-
tion processes and by guiding students through the
application and aid selection, FAU lifts a veil of con-
fusion. It helps low- and moderate-income students
enroll, finance, and persist in their postsecondary
education to ultimately attain a college degree. Early
evidence from this program suggests that this holis-
tic approach to financial aid assistance could serve
as a robust model for growing the pool of low- and
moderate-income students pursuing and attaining
postsecondary degrees.

Among the most interesting indicators of the suc-
cess of this program is the persistence rate of stu-

dents served in 2010, showing 93 percent of these
students returning for their second year of college in
2011.

Not all students will seek or need the direct assis-
tance of programs like FAU. However, all students
and families could benefit from clearer and more
concise information about exactly how much their
education is expected to cost and the long-term fi-
nancing of this investment. Moreover, standardizing
this information across higher education institutions
would ensure the greatest comprehensibility of the
choices available to applicants, increasing the poten-
tial effectiveness of this information.

From its inception, the Consumer Financial Protec-
tion Bureau (CFPB) has prioritized greater awareness
of the costs of postsecondary education, evidenced
by its “Know Before You Owe” campaign.”® Among
the first efforts of this campaign is the creation of a
recommended standard financial aid award letter
that would be sent to students from all schools that
offer them admission and aid.

As currently constructed, the standard award letter
provides aclean and relatively easy-to-follow descrip-
tion of costs and awards, broken-down by grants and
loans. More importantly and perhaps key to its effec-
tiveness, the letter provides a simple box laying out
the monthly, post-graduation costs of loans awarded
from both federal and private sources.

The major goal of this standardization should be an
assurance among students that they are able to bear
the costs of college education without overwhelm-
ingly leveraging their future earnings, i.e. that they
are made fully aware of not only costs but their abili-
ties and their families’ abilities to pay for their post-
secondary education.

This is especially important to families of first-gen-
eration, college-going students who do not pos-
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sess the anecdotal wherewithal to support their fi-
nancial aid decision-making and are far more likely
than others to come from a lower-income family.?

To this end, NCTC in February 2012 provided aid
award-letter recommendations to CFPB, attached as
Appendix 2, to highlight,among other needs, the im-
portance of ensuring the clarity of terms used, iden-
tification of interest rates attached to any awarded
loans, more detailed information on the expected
length of time to repay these loans, and a simple
clarification of the link between a student’s FAFSA,
SAR and eventual award letters.

CFPB has gathered many such suggestions and is
recommending changes on an ongoing basis.?” Ulti-
mately, the simpler we make the overall financial aid
process, particularly for low-income, first-generation
students, the greater the effect that student aid will
have on increasing access to postsecondary educa-
tion.?®

Traditional student financial aid in the form of grants
and loans only provides for part of the complete
higher education cost equation for most lower-in-
come families, experienced most often by families
when they receive an SAR with a greater than zero
EFC. While families of many of the lowest-income
students find the cost of their postsecondary educa-
tion largely met through grant aid from federal, state,
and private sources, others find their students facing
significant financial shortfalls. For some such fami-
lies, this gap is met through assets saved through the
mechanisms described above. These assets reduce
the need for students to seek employment while en-
rolled, further allowing students to concentrate on
their studies and increasing persistence in school, a
trait highly correlated with degree completion.?

Of course, these assets need not and do not come
solely from long-term childhood or pre-college sav-
ings. Since 1998, the federal tax code has provided
tax-based aid to many households with students en-
rolled in postsecondary education programs. This aid
provides a means for supplementing and incentiviz-

ing their pursuits of degrees and personal economic
advancement, particularly among lower-income
households. This aid long took the form of two non-
refundable tax credits, the Hope Credit and the Life-
time Learning Credit (LLC), and, alternatively, the
above-the-line*® Tuition and Fees Deduction, none
of which could be claimed simultaneously. In a study
examining whether these credits induce marginal
low- and moderate-income students to enroll and
persist in a postsecondary degree program, obser-
vations revealed that these tax-based aids did suc-
ceed.®

However, in the forms they took at the time of the
study, these tax-based aids were more likely to serve
as a financial transfer to middle-income students
who would have likely enrolled regardless of receiv-
ing this assistance.*? In light of this evidence, an alter-
native that increases benefits to low- and moderate-
income households or a more targeted approach to
tax-based aid is necessary to ensure those who need
the incentive most are the ones to whom it is actually
directed.

One such alternative to the limited benefits of the
Hope Credit and the LLC is the American Opportu-
nity Tax Credit (AOTC), designed initially as a tem-
porary replacement for the Hope Credit within the
American Recovery and Reinvestment Act of 2009
(Recovery Act). As mentioned above, both the Hope
Credit and LLC are nonrefundable, meaning these
credits can only reduce a taxpayer’s liability to zero.

For low-income tax filers, many of whom have zero or
near-zero tax liabilities, the benefits of this tax-based
aid is severely limited. In recognition of this limita-
tion, the AOTC not only increased the maximum ben-
efit of the Hope Credit - from $1,800 to $2,500 per
eligible student — but also converted it into a partial-
ly refundable credit, up to 40 percent of its value. For
low-income families with minimal tax liabilities and
unmet higher education costs, this could potentially
put as much as $1,000 back into the pockets of eli-
gible students and help fill their financial gaps.



Figure 3. Number of Federal Returns Filed Claiming the Refundable Portion of the American
Opportunity Tax Credit in Tax Year 2009.
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About 8.8 million of the tax returns filed in 2010
claimed the AOTC. Approximately 4.9 million of these
returns claimed the refundable portion of the credit,
totaling $3.9 billion in refunds. That made the AOTC
the fourth-largest refundable credit by number of re-
turns and the fifth-largest by dollar amount.?* Of the
amount refunded, nearly 60 percent — approximate-
ly $2.3 billion — went to households with Adjusted
Gross Incomes (AGI) less than $25,000.3* The distri-
bution of returns claiming the refundable portion
of the AOTC by AGl is shown in Figure 3. Clearly, the
lion’s share of this credit is flowing back to the tax-
payers who need it most. As more data accumulate,
analyses should be conducted to revisit the AOTC’s
persistence effects on low-income students.

The lion’s share of the American Oppor-
tunity Tax Credit is going to the taxpay-
ers who need it the most.

Interestingly, nearly 12 percent - approximately
$450 million - of AOTC refunds went to households
with AGls greater than $50,000, more than $15 mil-
lion of which went to households with AGls greater
than $100,000.* While there are certainly families
that fall in these income groups that have unmet
need to finance higher education after personal
assets and other aid are considered, the significant
portion of the AOTC accounted here suggests a

substantial transfer to middle- or higher-income
families continued beyond the reforms of the Recov-
ery Act.*®

Despite the clear benefits the AOTC has already cre-
ated, there are concerns for this credit that must be
addressed in the near future. First and foremost, un-
less a better and more-targeted, refundable tax credit
can be crafted and approved by then, the temporary
AOTC should not be allowed to expire as scheduled
in December 2012; it should be made permanent, or
billions of dollars could be pulled out of the pockets
of low-income students. Second, policymakers and
advocates should indeed work toward developing
an even more effective, tax-based aid to better-tar-
get support to students and families most in need.

In May 2011, NCTC released a paper titled A Single
Higher Education Tax Credit: Opportunities for Ad-
vancement though the Tax Code. It proposed a con-
solidated higher education tax credit tentatively
called the Postsecondary Educational Advancement
Credit (PEAC). This credit was by no means a radical
departure from the currently available slate of cred-
its. However, in light of the early data on the use
of the AOTC, pursuing the creation of such a credit
could significantly improve upon the aforemen-
tioned shortcomings of the AOTC while furthering
the general goals of tax-based aid.



Higher Education Access & Affordability

Within the framework of encouraging students from
low- and moderate-income households to enroll in
college and persist toward obtaining a degree, tax-
based aid should be more specifically and effec-
tively targeted to these families. To achieve this end,
the PEAC proposal reduced the eligibility limits to a
maximum AGI of $100,000 for married couples filing
jointly and $50,000 for single-filers while introducing
a third eligibility tier of $80,000 for heads of house-
hold. Of course, tightening eligibility standards only
addresses a portion of the needs of low- and mod-
erate-income students. Thus, the proposal also seeks
to increase the refundability of the credit to a maxi-
mum of 50 percent of its value per eligible student
while further extending its use beyond the first four
years of education to a maximum of seven. These
are several of the key enhancements proposed to
reform and consolidate tax-based aid that build on
the lessons learned from past credit offerings, with
more complete details of the PEAC available in Table
1. They should be considered a strong means to fur-
ther support low- and moderate-income students’
endeavors toward higher education attainment.?’

For most students receiving aid to attend college, the
dilemma of paying their expenses obviously does
not end when diplomas are placed in their hands.
In the 2007-08 academic year, the proportion of un-
dergraduates receiving loans from both federal and
nonfederal sources reached nearly 39 percent.*® The
number of undergraduates taking out Stafford Loans
alone reached 34 percent by the 2010-11 academic
year, with the average amount borrowed reach-
ing $6,744 - up from an average of $5,538 just five
years prior.>* By the time they graduate, upwards of
two-thirds of bachelor’s degree recipients will have
amassed education debt; 25 percent of the gradu-
ates in this group will leave school with more than
$30,500 in debt.*®

Perhaps most concerning about this trend is that, at
a time when our nation’s ongoing economic weak-
ness already hampers our abilities to count on fu-
ture earnings and job security, students continue to

significantly leverage future earnings that are by no
means secure. Even in the best of times, it is a chal-
lenge to make such hedges, and young people - who
have limited abilities to fully grasp the complete im-
pacts of their financial undertakings - find they are
borrowing far more than they will be able to easily
cover down the road.*' Already signs are appearing
that - whether due solely to the economy, this lack
of foresight, or some combination of both - students
face growing challenges when the time comes to re-
pay their loans. (cont.on page 12)

Table 1. Overview of the Postsecondary
Educational Advancement Credit (as Proposed)

Maximum Up to $2,500 credit per eligible student
credit/benefit

Limit on $100,000 if married filing jointly;
modified $80,000 if head of household; $50,000
adjusted gross | if single or qualifying widow({er)
income

(MAGI)

Refundable or
nonrefundable

50% of the credit maybe refundable;
the rest is nonrefundable

Number of Available for 7 total years of
years of postsecondary education
postsecondary

education

Number of tax
years credit

Available ONLY for 7 tax years per
eligible student

available

Type of Student must be pursuing an

degree undergraduate or graduate degree or

required other recognized education credential

Number of Undergraduate students must be

courses enrolled at least half-time. The PEAC is
available for graduate students
enrolled in at least one course.

Felony drug The student must maintain a clean

conviction criminal record for 3 years after the
first felony drug conviction before
becoming re-eligible. This requirement
extends to 5 years after a second
felony conviction. Students with 3 or
more felony drug convictions are
ineligible.

Qualified Tuition and fees required for

expenses enrollment. Course-related books,

supplies, and equipment do not need
to be purchased from the institution in
order to qualify.




Financial Aid U

The National Community Tax Coalition
(NCTC), with support from the Citi Foun-
dation, knows that college success in
low- and moderate-income communities
requires more than access to financial aid
resources.

FINANCIAL AID)

It also calls for helping students and families un-
derstand the options available to them and what
works best for their specific needs. The Financial
Aid U program (FAU) is the direct product of this
recognition. NCTC and the Citi Foundation re-
cruited VITA and community-service organizations
throughout the country to focus on the intersec-
tion of tax preparation and college financial plan-
ning for individuals looking forward to their post-
secondary education options.

Through FAU, students and families seeking oppor-
tunities for higher educational advancement receive
assistance with the Free Application for Federal Stu-
dent Aid (FAFSA) as they file theirincome taxes. They
also receive financial aid education and help with
making difficult college- and aid-selection choices.
FAU helps pave the path to the American Dream, per-
haps particularly for first-generation citizens.

“By helping me fill out the FAFSA, I'm
proud and happy to say | am a freshman
at a four-year college that’s looking for-
ward to her sophomore year and walk-
ing across the graduation stage.”

One such student, Jennifer, shared with her FAU vol-
unteers the nerves she felt when confronting even
the idea of going to college as a first-generation citi-
zen, let alone the struggle she'd face in learning how
to pay for this opportunity. With the help of FAU vol-
unteers from the Health and Welfare Council of Long
Island in Hempstead, New York, Jennifer developed
an affordable plan for attending and succeeding in
college. “The Health and Welfare Council of Long Is-
land came to my high school during my senior year
and saved me not only from collecting debt, but
probably from turning away from college. By helping




me fill out the FAFSA, I'm proud and happy to say |
am a freshman at a four-year college that’s looking
forward to her sophomore year and walking across
the graduation stage.”

Jennifer is among the more than 3,000 students
served by FAU volunteers last year and is hoping to
move on to a second year of college. In fact, a robust
93 percent of FAU students attending college in 2010
persisted on to their second academic year in 2011-
12.This high persistence rate is no surprise, given the
aid to which students gain access with the assistance
of FAU.In 2011, FAU students received nearly $12 mil-
lion in federal and state financial aid, including $7.5
million in federal Pell Grants.

Sara opened an individual development
account, received free tax preparation,
and is now well on her way to her college
savings goal of putting-away $2,000 by
early next year — and her dream of col-
lege success.

For other students, FAU is not only about the FAFSA
and available aid. Students like Sara — a refugee foster
care client of Catholic Charities of Santa Clara County
in San Jose, California — often want not only to attend
college but to do so through their own means. Sara
came to Catholic Charities in her final year of high
school with a dream of becoming a college graduate
but a fear of never being able to afford it.

Sara opened an individual development account,
received free tax preparation, and is now well on
her way to her college savings goal of putting-away
$2,000 by early next year — and her dream of college
success.

Student participation in FAU grew more
than 150 percent in its first two years

ji

Seamless integration of free tax preparation, FAFSA
assistance, and counseling are a highly beneficial
means for promoting college access and affordabil-
ity. Student participation in FAU grew more than 150
percent in its first two years. Nearly two-thirds of the
students assisted in 2010 and over half of those as-
sisted in 2011 have enrolled in higher education pro-
grams with these numbers still rising as applicants
meet their savings goals. FAU is a proven route to col-
lege affordability and completion.

More Information

To learn more about NCTC's Financial Aid U pro-
gram, visit our FAU information page at tinyurl.
com/FinancialAidU.

1 For more information on the Health and Welfare Council of Long
Island and its FAU program please visit their website: http://www.
hwcli.com.

2 For more information on Catholic Charities of Santa Clara County
and its FAU program, please visit their website: http://www.catholic-
charitiesscc.org/.
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(continued from page 9)

As of 2009, the National Student Loan Default Rate,
shown in Figure 4 and by state for Fiscal Year 2009 in
Map 1, reached 8.8 percent, the highest this rate has
been since 1997.42

This news is not terribly surprising given the substan-
tial challenge new graduates face - especially in our
current economic situation - of trying to find gainful
employment that matches the expectations estab-
lished by their new degrees. Not only have median
salaries been falling for recent graduates, but many
are finding the length of time necessary to find em-
ployment increasing. This was highlighted in a re-
cent study which identified only 56 percent of spring
2010 graduates holding at least one job within the
following year.*®* Such difficulties could significantly
contribute to the rise in default rates, and may fore-
shadow difficult times ahead for many borrowers.

This rise is quite troubling given the very serious con-
sequences student loan borrowers face after default-
ing, including the right of the federal government
to garnish future wages - potentially embarrassing

employees - or to intercept much-needed tax re-
funds. Moreover, unlike other forms of debt, student
loans — regardless of whether they are public or pri-
vate loans - are nondischargeable in the course of
bankruptcy filings, leaving the most distressed bor-
rowers with little relief from a substantial source of
debt.

Student debt in the U.S. now exceeds
the total debt Americans owe on their
credit cards.

Student debt in the U.S. now exceeds the total debt
Americans owe on their credit cards. Perhaps not
surprisingly, a February 2012 report of the Nation-
al Association of Consumer Bankruptcy Attorneys
(NACBA) calls for serious changes to be made to the
bankruptcy code, allowing our economy to avoid
an even greater debt crisis.** NACBA's most ben-
eficial recommendations include eliminating the
nondischargeability of private student loans, which
only came about from pressure from private lend-
ers through reforms enacted in 2005. Another sound
suggestion is to restore the right of all student lend-
ers to discharge federal student loans in bankruptcy
after five years of repayment.

Figure 4. National Student Loan Default Rates for Cohort Years 1989-2009.
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Source: U.S. Department of Education, Federal Student Aid. “National Student Loan Default Rates,” Sep. 2011,
Retrieved March 1, 2012 from http://www?2.ed.gov/offices/OSFAP/defaultmanagement/defaultrates.html.
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Map 1. National Student Loan Official Student Cohort Default Rates by State in Fiscal Year 2009.

.~
Data Source: U.S. Department of Education. "FY 2009 Official Cohort Default Rates by State/Territory."
Retrieved March 1, 2012 from http://www2.ed.gov/offices/OSFAP/defaultmanagement/2009staterates. pdf
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Though we should be concerned that the default rate
isontherise, the vast majority of studentloan borrow-
ers are repaying their loans. To assist these borrowers
with meeting their obligations, several options cur-
rently help ease their burdens on at least the federal
level. One of the first such options students encoun-
ter after beginning repayment is the above-the-line
Student Loan Interest Deduction. Unlike interest pay-
ments on other forms of debt, this deduction permits
taxpayers to reduce their annual taxable incomes by
the amount of interest they paid on their student
loans during the previous year, up to $2,500. While
this deduction is certainly popular — over 9.7 million
returns claimed this deduction during the 2010 tax
filing season - its specific usefulness to low-income
borrowers and the unemployed is severely limited,
with more than half of its claims filed by taxpayers
with AGls above $50,000, as displayed in Figure 5.

Lower-income taxpayers and the unemployed will
find little comfort in an income adjustment for in-
terest payments when they struggle to make actual
payments regardless of the tax benefits for doing so.
Developing a potential fix to increase benefits for
these borrowers should be a priority for future re-
form, particularly for reforms considered in response
to economic downturns.

As both aninducement to and benefit of seeking em-
ployment in public-service fields — employment that
is often lower paying than comparable private-sec-
tor positions - the federal government in 2007 cre-
ated the Public Service Loan Forgiveness Program.
This program permits the full cancelation of federal
student loan debt for those borrowers making 120
monthly payments while working in a qualified pub-
lic-service position. While certainly not all student
borrowers will be induced to take advantage of this
program, it does serve as a highly beneficial option
for workers in many fields to repay their public bor-
rowing in more ways than solely cutting a check.*
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Figure 5. Number of Federal Returns Filed Claiming the Student Loan Interest Deduction in Tax Year
2009.
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No $1 under
adjusted 55,000
gross
income

under under under

$5,000 §$10,000 515,000 $20,000 $25,000 $30,000 $40,000 $50,000 $75,000 $100,000
under
$10,000 $15,000 $20,000 $25,000 $30,000 $40,000 $50,000 $75,000 $100,000

under under under under under and above
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Source: IRS, Statistics of Income Division, Aug. 2011, Table 1.

These two options — the Student Loan Interest De-
duction and Loan Forgiveness — are simple supports
for students who paid their way through school and
now find they need a little help to make their way
down the long path to repayment. Of course, the
best way to support repayment is through a strong
economy that rewards it workers with gainful in-
comes that continue to promote the importance of
hard work and proper compensation. The more we
ensure students’ ability to make good choices in ad-
vancing their careers and well-being through higher

education, the stronger our economy will be overall.

There is no shortage of options for strengthening our
approach to growing our nation’s pool of postsec-
ondary degree holders. When considering these op-
tions or seeking new policies, we must keep in mind,
first and foremost, the goal of growing opportunities
for advancement in the labor population where it is
most needed: among our low- and moderate-income
households. This will require a commitment from our
policymakers to focus on easing access to resources

that support higher education endeavors and target
support in ways that create the largest returns on in-
vestment. This commitment is necessary to restore
education’s role as the true great equalizer of our so-
ciety.
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The data displayed in the following maps geographically represent the dispersal of FAFSA applicants and stu-
dent aid recipients by state. FAFSA applicants, displayed in Map A1, are not surprisingly concentrated in the
most populous states.

Map A1. FAFSA Applications Submitted in Application Year 2008-09.

FAFSA Applications,
Application Year
2008-09
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iy
Data Source: U.S. Department of Education, Federal Student Aid Data Center. "FAFSA Data by State, 2008-09, Q6."
Retrieved March 1, 2012 from http://federalstudentaid.ed.gov/datacenter/fafsaapplication.html

The states with the highest percentages of students who received federal grant aid, displayed in Map A2, are
heavily concentrated across the Southern United States.

Map A2. Percentage of Students Receiving Federal Grant Aid in Academic Year 2008-09.

Percentage of
Students Receiving
Federal Grant Aid,
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Data Source: National Center for Education Statistics, IPEDS State Data Center. Custom Table selected’t;y the author.
Retrieved March 1, 2012 from http://nces.ed.gov/ipeds/sdc/CDT_Report.aspx
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The highest percentages of students who received state and local grant aid (Map A3) are far more dis-
persed.

Map A3. Percentage of Students Receiving State or Local Grant Aid in Academic Year 2008-09.

Percentage of
Students Receiving
State/Local Grant
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2008-09
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Data Source: National Center for Education Statistics, IPEDS State Data Center. Custom Table selected’bv the author.
Retrieved March 1, 2012 from http://nces.ed.gov/ipeds/sdc/CDT_Report.aspx

Interestingly, and in contrast to federal grant recipients, the states with the highest percentages of students
who received loan aid are found mainly in the Midwest and Northeast, as displayed in Map A4.

Map A4. Percentage of Students Receiving Student Loan Aid in Academic Year 2008-09.
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Data Source: National Center for Education Statistics, IPEDS State Data Center. Custom Table selected by the author.
Retrieved March 1, 2012 from http://nces.ed.gov/ipeds/sdc/CDT_Report.aspx
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The National Community Tax Coalition is the na-
tion’s largest network of Volunteer Income Tax As-
sistance programs, and our Financial Aid U initiative
provides free tax preparation and FAFSA completion
assistance. We commend CFPB on its recommended
standard federal financial aid award letter, and - to
improve upon this form - we suggest the following
changes be considered.

Due to the complex nature of lending and the finan-
cial aid process, it is necessary that all students ac-
cepting aid be provided with a concise, supplemen-
tal form explaining terms and items included. This
supplement should clarify the difference between
subsidized and unsubsidized loans, explain the re-
quirements of federal work study, and highlight the
significant differences in accepting federal loans and
private loans, to name only a few key concepts.

Absent from CFPB’s recommended form is detail on
interest rates. While the inclusion of interest rates for
private loans would be difficult, especially if they car-
ry variable rates, any such information could provide
a signal about the affordability of the potential loan.
This will become increasingly effective as other regu-
lations for credit cards and lending disclosures come
into play, producing a more understandable borrow-
ing environment.

Currently listed loan repayment information is un-
derstandably simple but lacks key items. We recom-
mend the inclusion of standard-expected and aver-
age lengths of time to full repayment for students at
the awarding school. Information should be provid-
ed about the repayment process itself including any
grace periods before repayment is required.

Students could also benefit from an introduction to
currently available loan-forgiveness programs, espe-
cially those providing incentives for students to seek
degrees in high demand or public service fields. Lim-
ited space could dictate that a simple note directs
students to a Department of Education website de-
tailing this information.

17

Further acknowledging that this form could lose ef-
fectiveness with an overabundance of information,
we question the inclusion of loan default, gradua-
tion and retention rates. And in their current form,
students could fail to understand these data as a
proxy for repayment ability, becoming confused
or ignoring them entirely. We recommend remov-
ing these charts. This information is often available
from school administrative offices. An alternative is
to direct students to a required page hosted on the
awarding school’s website.

Lastly, it's important to consider this form holistically
with other financial aid documents students receive.
Most importantly, this form should draw a clear link
between award letters and the Student Aid Report
(SAR) a student receives after completing a FAFSA.
At the very least, it's necessary to explain how the
SAR was used to determine the award offered - and
where to seek further clarification.

For questions on or clarification of these comments,
please contact Holden Weisman at hweisman@tax-
coalition.org.

To see the Proposed Standard Financial Aid Award
these comments refer to, visit tinyurl.com/3ve57mt.
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