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AACC Summary of H.R. 1 — FY 25 Budget Reconciliation Legislation

On July 4, President Trump signed into law Fiscal Year (FY) 2025 budget legislation (unofficially known
as the “One Big Beautiful Bill”; OBBB). As is almost always the case with reconciliation bills, the
legislation was supported only by majority party members. The bill’s main thrust was to extend
expiring tax cuts that were originally enacted in the 2017 Tax Cuts and Jobs Act. The bill also includes
deep cuts to some safety net programs, most notably Medicaid and the Supplemental Nutrition
Assistance Program (SNAP).

From AACC’s perspective, the bill’s higher education provisions turned out almost as well as could be
expected, given the context. Most significantly, the bill does not include the House bill’s Pell Grant
eligibility changes based on enrollment intensity. These changes threatened the Pell Grants of
hundreds of thousands of community college students. The legislation also provides additional funds
for the Pell Grant program that should keep the program whole for the next two award years. H.R. 1
also finally establishes workforce Pell Grants, which community colleges had advocated on for years. In
addition, the legislation’s new higher education accountability provisions are far preferable to the
“risk-sharing” scheme that was in the House version of the bill. On the other hand, the legislation
makes several major changes to higher education programs — mostly student loans — to achieve budget
savings and thus will limit borrowing and make repayment more expensive.

Most of the changes in the bill are set to take effect on July 1, 2026. However, many of them will need
to be regulated by the Department of Education, and regulations subject to the Master Calendar must
be finalized by November 1 to take effect the following July. As a result, implementation of some of
these provisions may be delayed.

The following is a summary of the higher education provisions included in the bill, as well as a brief
summary of relevant Medicaid and SNAP changes.

Subtitle A — Exemption of Certain Assets in Aid Calculation

The reconciliation bill exempts certain assets that are owned or controlled by the family for the
purpose of calculating a student’s Student Aid Index (SAl), including family farms, small businesses, and
commercial fishing businesses. This reinstates an exemption that existed prior to the implementation
of the FAFSA Simplification Act and was a priority for many community colleges in rural communities.

Subtitle B - Loan Limits

The reconciliation bill makes significant changes to federal student loan programs, with the largest
impact on graduate and professional students.
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The House-passed version of the reconciliation bill eliminated Federal Direct Subsidized loans for
undergraduate students. While only 12 percent of community college students take out loans, in-
school loan subsidies are a critical form of need-based aid for those who do. AACC lobbied to ensure
that this provision was not included in the final bill. AACC also lobbied for new loan provisions that will
help set community college borrowers up for strong repayment outcomes without limiting access,
including prorating annual borrowing limits based on enrollment intensity and new institutional
discretion to limit borrowing based on program.

Changes to loan origination policies include:

e New institutional discretion to limit annual loan maximums for a given program, so long as it is
applied consistently to all students enrolled in the program — a policy change long advocated for by
community colleges.

e Prorating annual loan limits based on enrollment intensity — another change supported by
community colleges.

e New lifetime borrowing limits of $257,500 in originated student loans (no reductions for debt
repaid, forgiven, or discharged).

e Current students are subject to the loan limits in place before enactment of the bill for the
remainder of their “expected time to credential,” not to exceed three years.

Other significant changes less directly related to community college students include:

e Termination of the Graduate PLUS loan program.
e New loan limits for graduate and professional students.
e New loan limits for Parent PLUS borrowers.

Subtitle C - Loan Repayment

The reconciliation bill makes significant changes to loan repayment options. The bill streamlines
repayment options by creating new terms for a fixed standard repayment plan based on loan volume
and a new income-driven repayment plan —the Repayment Assistance Plan. While only a small share
of community college students borrow, ensuring that borrowers have accessible, predictable
repayment options that allow them to keep their loans in good standing is essential.

AACC welcomes the streamlining of existing repayment plans, which have often been confusing both to
borrowers and the public. AACC also welcomes several of the new provisions of the Repayment
Assistance Plan, including ending interest capitalization and providing assistance to borrowers
struggling to pay down their principal balance amounts.

Changes to repayment plans include:

e For student loans made on or after July 1, 2026, repayment options are limited to a standard
repayment plan and a new, income-based Repayment Assistance Plan.
o The term of the standard repayment plan is determined by the amount borrowed:
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= 10 years for total principal below $25,000
= 15 years for total principal of $25,000 — 49,999
= 20 years for total principal of $50,000 — 99,999
= 25 years for total principal of $100,000 or more
e The new income-based Repayment Assistance Plan establishes a base payment that is based on the
borrower’s adjusted gross income. The base payment is $120 for borrowers with an AGI less than
$10,000. The payment is 1% of AGI for borrowers with an AGI of $20,001 — 30,000 and increases by
1% for every ten thousand dollars of AGI thereafter. The payment maxes out at 10% of AGI for
borrowers who make more than $100,000.
e The “applicable monthly payment” that the borrower must pay is the base payment, reduced by
S50 for each dependent of the borrower. The minimum applicable monthly payment is $10.
e Any interest that accrues during the month and that is not fully paid for by the applicable monthly
payment is forgiven.
e Applicable monthly payments are guaranteed to lower the principal balance by at least $50.
e OQutstanding loan balances are forgiven after 30 years of qualifying payments, regardless of the
amount borrowed.
e Federal Direct PLUS loans and certain consolidation loans must be repaid using the standard
repayment plan.
e Current borrowers must be transitioned out of the income-contingent repayment plan by July 1,
2028, to either of the new plans or currently offered income-based plans.

Other loan repayment provisions in the reconciliation bill include:

e Sunsetting economic hardship and unemployment deferments for loans made after July 1, 2027,
and limiting forbearance eligibility for borrowers to only 9 months during any 24-month period.

e Allowing borrowers to rehabilitate their loans for a second time, providing an additional
opportunity to get student borrowers back into good standing.

Subtitle D — Pell Grants

Pell Grant Eligibility

Thanks to the energetic lobbying efforts of community college leaders, proposed cuts to Pell Grant
eligibility based on enrollment intensity were not included in the final legislation. However, some
eligibility changes were made, though these are not expected to have a significant impact on
community college students:

e Foreign income of the student, spouse, and parents (where applicable) is included in adjusted gross
income for purposes of determining Pell Grant eligibility.
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e Students with an SAl that is equal to or exceeds twice the maximum Pell Grant award are no longer
eligible for a grant. This will apply only in very limited instances.

e Students who receive non-federal grant aid that covers their entire cost of attendance are not
eligible to receive a Pell Grant. This provision applies to a very narrow group of students and should
not impact state and local “Promise” programs, as they are generally last-dollar and do not cover
the entire cost of attendance (which includes living expenses, transportation, etc.).

Workforce Pell Grants

The reconciliation bill delivered a hard-earned victory for community colleges in the form of new
workforce Pell Grants. The bill:

e Establishes a new workforce Pell Grants program, extending Pell eligibility to programs that are
between 150 and 599 clock hours (or their credit equivalent) in length over at least 8 weeks.

e Students may not receive a workforce Pell Grant and a regular Pell Grant simultaneously. Workforce
Pell Grants may be smaller than the minimum Pell Grant award, and they count against the lifetime
Pell Grant eligibility (12 semesters).

e Students with a bachelor’s degree can qualify for a workforce Pell Grant.

e The Governor must determine that the program prepares students for a high-skill, high-wage or in-
demand occupation, awards a stackable and portable credential (or the one credential in
occupations for which there is only one recognized credential), and prepares students for at least
one certificate or degree program for which the student will be awarded credit based on
completion of the workforce Pell program.

e The Secretary of Education must determine that the program has been in existence for at least one
year, has a verified job placement rate of at least 70% (measured 180 days after completion of
program), and that the program’s tuition and fees do not exceed the “value added earnings” of
students who completed the program three years prior.

2 U,

o A program’s “value-added earnings” is the amount by which the median earnings of Title IV
recipients who complete the program exceed 150% of the Federal Poverty Line for a single
individual.

e Only institutions currently eligible to award Pell Grants are eligible to award workforce Pell Grants.

e The program starts with the 2026-27 award year (pending regulations).

e Workforce Pell Grants are subject to several requirements and metrics, some similar to those found

in previous bills, such as the JOBS Act and the Bipartisan Workforce Pell Act, including completion

and job placement rates of at least 70%.
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Pell Grant Shortfall

A top priority for community colleges, Congress provided $10.5 billion in FY 26 to partially address the
current shortfall in the Pell Grant program. This infusion should delay the onset of the shortfall to FY 27
or 28.

Subtitle E — Accountability

As noted, Congress ultimately abandoned the House’s complicated and problematic “risk-sharing”
scheme in favor of a new accountability system modeled loosely on the earnings premium standard in
Gainful Employment (GE) regulations. While AACC would never have unilaterally advocated for such a
framework, it is far preferable to risk-sharing. AACC effectively lobbied to improve the proposal for
community colleges, including by limiting penalties to loan program eligibility and ensuring that only
the earnings of students who complete programs are assessed. The new framework also excludes
certificate programs — a big plus for community colleges.

Details of the new accountability model include:

e Aninstitution’s program participation agreement will now include a stipulation that “low-earning
outcome programs” may lose eligibility for student loans. The provision does not impact such
programs’ eligibility for Pell Grants and other Title IV aid.

e “Low-earning outcome programs” are degree programs for which the median earnings of program
completers, measured 4 years after completion, is less than median earnings of working adults in
the state aged 25-34 who are only high school graduates (in the case of a baccalaureate or “lesser”
degree) in two of the three prior years.

e Students who are not working or who are enrolled in an institution of higher education are not
included in either the program completer cohort or the benchmark cohort of high school graduates.

e Census data is used to determine the median earnings of the benchmark cohort. In most cases, the
benchmark cohort is high-school graduates in the state in which the program is located. However, if
less than half of the students in a program are located in the institution’s state, the benchmark
cohort is national.

e In cases where a programmatic cohort is fewer than 30 completers, additional years of data and
data from similar programs may be aggregated to achieve a cohort of at least 30 completers.

e Institutions have the right to appeal the determination of the programmatic cohort’s earnings.
Programs that lose eligibility may apply after 2 years to regain eligibility.

Subtitle F — Regulatory Relief

The reconciliation bill included two regulatory relief measures. Several other measures, including one
supported by the House that limited the Secretary’s authority to issue new regulations that would
increase spending, did not make it into the final bill.
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e The current incarnations of the borrower defense to repayment and school discharge rules, both
promulgated in 2022 under the Biden administration, are deemed not to be in effect until July 1,
2035. Until that time, the prior versions of both regulations are in effect.

SNAP and Medicaid

The reconciliation bill also includes historically deep cuts to Medicaid and substantial reductions to the
Supplemental Nutrition Assistance Program (SNAP) program. These cuts will impact community college
students across the country, and likely also have a harsh impact on state budgets.

SNAP
The bill ultimately cuts $186 billion over ten years from SNAP spending.

e The savings are generated by increasing the age range for SNAP participants subject to the
program’s work requirements to 64, decreasing the age of dependent children that can exempt
parents from the work requirement from 17 to school-age, constraining the Secretary of
Agriculture’s ability to make changes to the generosity of benefits, and instituting a new cost-
sharing scheme for states.

e Currently, SNAP benefit costs are paid for by the federal government, with states paying half of the
costs associated with program administration. States will now be on the hook for 5 percent of the
program’s benefit costs (with a sliding scale up to 15 percent for states that have a high payment
error rate) and 75 percent of the program’s administrative costs.

e While the changes to SNAP eligibility will not impact student eligibility rules directly, the new work
requirements may lead some students to lose benefits. For example, a student may lose eligibility if
they live in a household with a family member under 64 who does not register for work.

e The larger effect of SNAP changes will be the potential negative impact on state funding for higher
education. The new 5 to 15 percent cost share is a significant new cost-shifting to states and will
make for a difficult fiscal environment for public higher education funding across the country.

Medicaid

Through a combination of new work requirements, caps on state-directed payments, limits on state-
issued provider taxes, decreases to the generosity of the federal match, and others, the reconciliation
bill ultimately cuts more than $1 trillion from the Medicaid program over the next 10 years. These
changes are set to go into effect in 2028.

e Under the new work requirements, Medicaid enrollees must participate in work, education, or
volunteer activities for 80 hours a month.
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e While most community college students participating in Medicaid will likely meet this threshold
through a combination of school and work, it would introduce additional steps in enrollment,
certification, and recertification processes that could serve as significant administrative burdens for
students.

e As with the SNAP changes, the largest impact of these Medicaid changes on community colleges
will likely come from decreasing state resources for higher education. By limiting the taxes that
states can levy on Medicaid providers and limiting state-directed payments, states would have to
come up with alternative ways of financing their share of Medicaid expenses. This would ultimately
mean shifting limited state resources away from other budget items, including higher education.

e Medicaid cuts are also expected to present significant financial challenges for hospitals, especially
those serving rural communities. While the OBBB establishes a $50 billion Rural Health
Transformation Program to help prop up rural hospitals, some of these hospitals, including those
that partner with community college health care programs, are expected to close.

July 9, 2025

Advocacy - AACC
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