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Make College More Accessible and Affordable

Protect and Strengthen the Pell Grant Program

The Pell Grant program helps more than seven million students attend and complete college each year.
It is the federal government’s foundational investment in college affordability and enjoys strong, long-
standing bipartisan support. There is clear evidence that need-based grant aid increases college
enrollment and completion among low- and moderate-income students.

Pell Grants are well targeted to students with very high financial need.

74 percent of Pell 34 percent of Pell
recipients come from recipients come from
families with annual families with annual
incomes at or below incomes at or below
$40,000. $15,000.

The program is an engine of economic mobility for communities across the nation; notably, 81 percent
of Black students and nearly three-quarters of Latino students receive a Pell Grant during their time
in school.

Purchasing Power of Grant at Historic Low

The share of college costs covered by the grant is at an all-time low. At its peak in 1975-76, the
maximum Pell Grant covered more than three-quarters of the cost of attending a four-year public
college. The 2025-26 maximum award amount covers just 24 percent of that cost. This contributes to
the college affordability gap that many low- and moderate-income students face: even after applying
grant aid, family resources, and earnings from a reasonable number of work hours, they still must
borrow to cover their college costs. Research suggests that increases to federal grant aid will go a long
way in overcoming current income-based disparities in enrollment and completion.

Program at Risk of Funding Shortfall

Because of its unique and complex funding structure, the Pell program is also at ongoing risk of a
funding shortfall, which could lead to program cuts that would put college further out of reach for
millions of students. The program functions like an entitlement, where every qualified student receives a
grant, but largely relies on discretionary funding, which leads to an inevitable annual mismatch between
how much the program costs and how much funding is available. When the program faces a funding
shortfall, students are at risk of losing critical financial aid.
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Ensure the Pell Grant program does not face a funding shortfall. While the OBBBA added $10.5
billion in mandatory program funding meant to avert a shortfall in fiscal year 2026, the Congressional
Budget Office projected in February 2026 that, absent further action, the program still faces a funding
gap of $5.4 billion for FY 2026, which would grow to nearly $11.5 billion for FY 2027.

If lawmakers don’t close the gap with increased funding, students face harmful program or
eligibility cuts. The funding mismatch is due to recent program expansions that were supported by
lawmakers from both parties and signed into law by President Trump. These expansions reflect broad,
ongoing recognition of the value of the Pell Grant program. It would make little sense for Congress to
expand program eligibility only to turn around and make unnecessary cuts.

The only way to permanently stop the risk of shortfall is to shift the Pell program to be funded
entirely on the mandatory side of the budget. This shift would eliminate the need for annual
appropriations and provide for automatic adjustments in program funding based on changes in
participation.

e While the OBBBA added $10.5 billion in mandatory program funding to temporarily avert a shortfall in
fiscal year 2026, the program is likely to face a shortfall again soon if lawmakers do not make additional
investments. The program was already facing a funding gap before lawmakers expanded it to cover
short-term workforce training programs. This expansion is likely to further strain the program’s funding.

At least double the maximum Pell Grant so that it covers at least roughly half of the average cost of
attending a four-year public college.

Permanently restore the grant’s automatic annual inflation adjustments by passing the Pell Grant
Sustainability Act (H.R.1666). This would provide predictable annual increases going forward and ensure
the grant does not lose value from year to year. Pell Grant awards were automatically adjusted to
inflation from 2013 through the 2017-18 award year, and we urge lawmakers to restore this adjustment.

Eliminate the taxation of Pell Grants. Currently, Pell Grants are not taxed as income if they are used
to pay for required tuition, fees, books, supplies, or equipment, but they are taxed as income if they are
used to pay for transportation, food, housing, or other eligible costs of attendance. Therefore, if
students use their Pell Grants to cover fully their tuition, fees, and books, they will have no out-of-
pocket qualified expenses for claiming the American Opportunity Tax Credit (AOTC). Meanwhile, if
students claim the AOTC for tuition, fees, and books they paid for out of pocket, and use their Pell
Grants to cover remaining costs of attendance, then they may face a tax liability.

e Removing the threat of any tax liability associated with Pell Grants will eliminate this complicated,
confusing interaction and more students—particularly those at low-tuition institutions such as
community colleges—will be able to benefit from both Pell Grants and the AOTC, just as students
attending higher-cost institutions already do.

e Two pieces of legislation would address this issue: the House’s Tax-Free Pell Grant Act (H.R.2543),
which also expands the AOTC, and the Senate’s Tax-Free Pell Grant Act (S.1610), which does not
include any expansion of the AOTC.

Expand Pell Grant eligibility to undocumented students to enable Deferred Action for Childhood
Arrivals (DACA) beneficiaries and Temporary Protected Status (TPS) beneficiaries to more easily pursue
higher education opportunities.
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