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What the Fiscal Cliff Deal Means for Higher Ed 
 
On January 1st Congress passed legislation to avert tax increases for millions of Americans and delay automatic 
spending cuts.  This deal has many implications for higher education and students. Vice President Biden and 
Senate Minority Leader Mitch McConnell (R-KY) were able to put together a compromise by allowing Bush-era 
tax rates to expire for individuals making over $400,000 and couples making over $450,000.  It also increases 
rates on capital gains and dividends for those in that higher income bracket and limits itemized deductions and 
exemptions for individuals making over $300,000.  Tax rates will remain the same for households below those 
income limits.  The legislation also includes a permanent patch for the alternative minimum tax, but does not 
extend the payroll tax holiday. 
 
The bill, the American Taxpayer Relief Act, passed the Senate early on January 1st by a vote of 89 to 8.  House 
Republicans initially sought to amend the bill to include an additional $300 billion in spending cuts, but withdrew 
that amendment as it lacked the necessary votes.  The House subsequently passed the bill that afternoon by a vote 
of 257 to 167.   
 
The measure renewed or made permanent all expiring higher education tax credits.  This includes the following: 
 

• Five-Year Extension of the American Opportunity Tax Credit - AOTC significantly broadens the 
permanent Hope Scholarship Credit by increasing the credit from $1,800 to $2,500, expanding eligible 
expenses, making it available for four rather than only two years of college, increasing the income phase-
out thresholds, and making the credit partially refundable.   

 
• Permanent Extension of Employer-Provided Educational Assistance (Section 127) benefits – this 

provision allows employers to receive up to $5,250 per year in tax free assistance to employees wishing to 
pursue undergraduate or graduate-level coursework.  

 
• Permanent Extension of the Expanded Student Loan Interest Deduction (SLID) – this provision allows 

individuals earning under a certain threshold ($70,000 individual $145,000 joint) to deduct up to $2,500 
in student loan interest.   

 
• Permanent Extension of the Expanded Coverdell Education Savings Accounts (ESAs) – these savings 

accounts allow parents and students to save for tuition and education expenses while receiving a tax 
break.   

 
• Permanent Extension of Above-the-Line Deduction for Tuition and Expenses – this provision allows 

taxpayers below a certain income level ($80,000 individual and $160,000 joint) to be eligible to deduct up 
to $4,000 in annual tuition and related expenses.   

 
• Temporary Extension of the Individual Retirement Account (IRA) Charitable Rollover - this provision 

allows individuals 70 ½ years old and older to donate up to $100,000 from their Roth IRA accounts to 



public charities, including community colleges.  This extension will last through December 31, 2013, and 
individuals are allowed to make a rollover during January of 2013 for retroactive 2012 tax purposes. 

 
Additionally, the Qualified Zone Academy Bonds will remain at $400 million in bond volume per year for 2012 
and 2013. The bill also extends the expanded Child Tax Credit and Earned Income Tax Credit and emergency 
unemployment insurance benefits.   
 
While the bill addressed tax provisions for the long-term, it merely delays the automatic spending cuts under 
sequestration and does not address the debt-limit.  Spending cuts that were set to take place on January 2nd under 
sequestration will now take place on March 1st, 2013.  The delay will give Congress more time to come up with a 
possible alternative.  The bill also reduces the total amount of the sequester by $24 billion over 9 years.  This 
would slightly lower the projection of an 8.2 percent across the board cut for nondefense discretionary spending. 
If sequestration were to occur, nondefense discretionary spending (of which most higher education programs are 
included) would be cut by $42.67 billion. The Pell Grant program would still be exempt from sequestration and 
cuts to most other education programs would not occur until academic year (AY) 2013-2014. 
 
Congress will have two months to come up with a plan if they wish to avert these cuts.  At the center of the debate 
will be how to offset the $1.176 cost of preventing sequestration.  Republicans will likely seek offsets through 
entitlement reforms and spending cuts, while President Obama has stated a desire to match $1 of revenue for 
every $1 in spending cuts.  To complicate matters, the nation is about to once again reach its debt limit, and FY 
2013 appropriations will expire on March 27th.  Negotiations will begin soon to avoid this new impending cliff. 
 


