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The Oregon Hope Initiative:

Making College Education Available to All Oregonians and
Strengthening Our Entire Education System

Summary:

Keeping our state competitive in today’s global economy will require an increasingly
well educated citizenry. Yet higher education remains out of reach for many
Oregonians, limiting their opportunity and that of our entire community. 14 U.S.
States have responded to this challenge by creating state funded programs aimed at
improving college access for students from low-income families, strengthening state
university systems by keeping more top students in state, and strengthening primary
and secondary education by giving every student an incentive to do well in school.
Oregon can and should follow suit.

Why We Need to Increase Access to College:

Too many Oregonians are not completing high school, and many thousands who do
graduate from our high schools end their formal education there. Statewide data
from the '05-'06 school year shows Oregon has 7,397 high school dropouts each
year, equating to a four-year cumulative dropout rate of 13.7%". To compete
successfully in the global economy we know we will need a well trained and
educated workforce, which suggests we will not only need to improve our high school
graduation rate but our college graduation rate as well.

There are a lot of reasons why high school graduates do not continue on to college.
Some graduate high school ill prepared for college; some already have jobs in mind
that don't require college; some cannot imagine how they could afford college; some
are reluctant to go deeply into debt to attend college.

An Oregon program to provide free college tuition to qualifying young people would
strengthen our economy by adding more college graduates to the hiring pool, and
would help keep more of our brightest students in state. It would also improve our
elementary and high schools by making a great opportunity available to those who
achieve good grades. Similar programs with similar aims have already been
established in 14 states: Georgia, Michigan, New Mexico, Florida, Massachusetts,

! Table A1. 2005-06 Number of Dropouts and Non-uap, and Dropout Rates for Grades 9-12,
Oregon Department of Education.
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Mississippi, Louisiana, Kentucky, Nevada, South Carolina, West Virginia, Alaska,
Arkansas, and Missouri. Georgia’s program, called HOPE Scholarships, is the
longest standing. Many of these state programs are funded primarily by lottery
dollars, and they generally offer direct merit based aid to students, though some
include a tax credit component.

A program like this is very feasible for Oregon. The Oregon University System (OUS),
which includes the University of Oregon, Oregon State University, Portland State
University, Oregon Institute of Technology, Eastern Oregon University, Western
Oregon University, and Southern Oregon University, collectively took in 7,573 freshmen
graduating from Oregon high schools in 2007. The 17 colleges (and 60 locations) that
make up Oregon’s Community College system together took in 7,991 freshmen
graduating from Oregon high schools in 2005 (most recent data available)?.
Collectively, Oregon high school graduates bound for college in our public university
and community college system total approximately 15,500 students per year. This is
out of a total of 37,912 Oregon high school completers statewide (graduates of all
types, 2006).> The below flow-chart shows the future education pathways taken by the
high school class of

2005:
Where Did the Class of 2005 Go After Graduation?
Out-of-state 4-year
college: 11 Independent
— Ayear collelc:;a: 6
College fall collegge: Oregon 4-year
term: 70 college: 28
ous: 22
— College: College 23 will definitely or probably
73 un%mown. transfer to OUS [ater
I
College winter Oregon community
term: 3 college: 30
Out of 100
Oregon  __| L f‘;)lr:aar Oregon private
high school or Veo?:e vocational: 1
graduates 13 '
Out-of-state
Definitely enroll later: 9 two-year: 2
L No College: Probably enroll later: 9

27
Will not enrcll or unsure: 9

What's the History of Tuition Assistance Programs?

The GI Bill passed in 1944. Thousands of veterans who wouldn’t have been able to
afford college were able to get free tuition and a living stipend after they returned
from World War Il and Korea. The results were absolutely remarkable for America,

2 Al H Newnam [Al.H.Newnam@state.or.us]

3 Oregon Department of Education.
http://www.ode.state.or.us/data/schoolanddistrict/students/hscompleters/2005-
06/hscmpltrs200506-allfinal.xls
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leveling the playing field in professional occupations, shattering longstanding
economic disparities, and giving millions of families a shot at the American dream.
America reaped an unbelievable return on its investment in education with the Gl Bill;
economists estimate that each dollar invested in the original program returned at
least 6-fold in terms of GDP growth and lifetime tax revenues.

Federal Financial Aid began in 1965. This opened college opportunities for
thousands of needy families by focusing aid on people who wouldn’t otherwise be
able to afford college. The Federal Financial Aid budget is currently $74 billion a
year. Itis spent on both loan subsidies and grants. Of the grant programs, (grants
don’t have to be repaid) the Pell Grant is by far the biggest. The average Pell Grant
is $2,421 per year. The maximum Pell Grant is $4,050. The purchasing power of
Pell Grants has eroded in recent decades, failing to keep pace with college cost
inflation. Eligibility for Pell Grants is based on financial need, determined using the
standard aid application form called a FAFSA. Because these awards often leave a
significant gap between actual costs for tuition, fees, room, and board and what is
received in financial aid, students from low-income families who receive Pell Grants
usually end up heavily reliant on loans, family support, and working during school.
Working more than 20 hours a week during school often means stretching school out
into additional years and it generally has a negative impact academic performance
and the likelihood of graduation.

The federal government is not the only body providing need-based financial aid.
States spend significant general fund dollars on their university systems, with most
states spending a small portion of that money on need-based scholarships.

States started expanding their university system support into merit-based financial
aid programs in 1993, with Georgia’s pioneering HOPE Scholarship program.
Georgia’s and other programs have succeeded in several ways, namely by
stemming the flow of bright students to out of state schools, and by increasing
enrollment in public university systems. Making merit scholarships widely available
creates new incentives for student success and also motivates teachers,
strengthening primary and secondary school systems in the states that have adopted
these programs.

What Financial Barriers Do Students Face Today?

Most of today’s college graduates finish their higher education heavily in debt. 64%
of students leave college with student loans to repay. While the average debt is
about $17,000%, amounts double and triple that are not uncommon. It has not
always been this way.

While student loan debt does come with some benefits (no interest accrues while the
student is in college; interest rates are lower than would otherwise be available;
interest payments are tax deductible; generous loan terms apply), it is not adequately
meeting many students’ needs and it creates a serious burden for students and their
families. For many, fear of leaving college deeply in debt keeps students out of the
higher education system altogether. For others, the debt they accrue greatly restricts
their choices both during and after college. Today’s higher education system

* US Public Interest Research Group, Higher Eduna®imject, “Student Debt,” 2004.
http://www.uspirg.org/higher-education/student-debt
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saddles too many students and families with serious debt burdens, artificially
narrowing future options for many of our brightest young people.

Another challenge in the college cost equation is quick and relentless pace of college
cost inflation. Despite 2% to 3% overall inflation during the period from 1993 to
2003, average tuition at public universities has increased 6% to 7% annually in the
same timeframe.> While having a college degree does clearly elevate earnings
potential, spiraling tuition costs and historically high college debt burdens threaten to
put college further out of reach for some Oregonians at a time when we need well
educated workers more than ever.

How Do We Make This Work for Oregon?

7,573 Oregon high school graduates went onto schools in the Oregon University
System in 2007.° In-state tuition and fees at these schools vary somewhat, but
average annual cost per full-time student is approximately $5,800. Therefore,
funding one year of these students’ education would cost approximately $44 million.

7,991 of Oregon’s high school graduates went on to Oregon Community Colleges in
2005. In-state tuition and fees at these schools also vary somewhat, with an
average annual cost per full-time student of approximately $3,000. Therefore,
funding one year of these students’ education would cost approximately $24 million.

After a four year program ramp up, the on-going annual cost of a free tuition
program—assuming it covered all students going straight from Oregon high schools
into Oregon public colleges and universities—would be $272 million.

The existing Oregon Opportunity Grant program, which funds $72 million in need-
based state financial aid each year, plays a key role in expanding access to higher
education to students from low income families. The need-based Oregon
Opportunity Grant program and the merit-based Oregon Hope Initiative approach
state-funded financial aid from two different angles; while there would be significant
overlap, one program would not completely replace the other. It would be important
to design ways for the two programs to work efficiently together. Potential savings
from Oregon Opportunity Grants that move to Oregon Hope Initiative funding are
hard to accurately estimate at this point, but it is certain that significant savings would
be realized.

There are several critical factors that will determine precise ongoing costs of the
Oregon Hope Initiative. First and foremost will be the qualification requirements.
The stricter you make the GPA and SAT/ACT requirements, the fewer students will
gualify. The above cost estimate assumes no qualifying criteria; adding GPA and/or
standardized test requirements would reduce the population eligible for scholarships.
Striking a good balance on the issue of qualifying criteria is one of the key policy
areas for further study. The second biggest cost factor will be that more Oregonians

® National Center for Education Statistics, “The Condition of Education 2004: Changes
Between 1990 and 2000 for Full-Time Dependent Undergraduates” page 9.
http://nces.ed.gov/pubs2004/2004075.pdf

6 Oregon University System website.
http://www.ous.edu/dept/ir/reports/er2007/erte01 pt2 07f4wk al.htm
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will most likely want to attend our public higher education institutions if they are able
to do so for free or at a significant discount. This will lead to increased attendance in
both the Oregon University System and Oregon Community Colleges, and will also
raise admissions standards at our top schools. A third factor will be demographic
shifts in the total number of graduates coming out of Oregon high schools in any
given year. And a fourth factor will be short term economic swings which tend to
impact college enroliment.

Currently, the number of Oregon high school graduates who continued onto one of
the 4-year public colleges in the Oregon University System is 20.5%. This figure has
held steady in a range between 20% and 25% over the past decade, hitting a recent
high of 24.1% in 2001. If we implemented a merit-based scholarship program,
experience from other states suggests we would see a noticeable increase in the
percentage of Oregon high school graduates choosing to attend our state colleges
and universities. The GPA average of students entering the Oregon University
System was 3.42 in 2006. This figure has risen gradually in the past ten years, but
has held steady in a range between 3.29 and 3.42 over that ten year period.

Oregon’s Community College system is a key component in our state’s higher
education infrastructure, and a free tuition program must include community college
access. Community Colleges provide unique vocational and Associates Degree
programs that serve thousands of Oregonians and their future employers very well.
Community College makes higher education available locally for many students who
already have a job, family ties, or financial reasons for not relocating to one of the
Oregon University System schools. Oregon’s Community Colleges also offer much
lower prices for fully comparable credit toward a four-year degree at the Oregon
University System schools. 3,491 students entered the Oregon University System
schools from an Oregon Community College in 2007, evidence that our Community
Colleges are also a very important pathway to higher education success. While a
majority of students entering with a Community College cohort do not matriculate
onto a four-year degree, even most of those who do not go onto a four-year degree
leave with marketable skills which expand their employment options far beyond their
skills from high school.

The scholarship programs other states have developed do include Community
College access as a core component. Many states qualify support to Community
College programs by limiting it to those students who enter a program that ends with
a diploma. Most states pay lower award amounts for 2-year programs than for 4-
year programs, which is reflective of the generally lower costs of such programs.

In designing a free tuition program like this, there are many important decisions to
make. Extensive research analyzing and comparing the 14 existing state programs
has been completed in academia and by think tanks, and there are many important
lessons to incorporate into an Oregon program. One state that stands out in the
research as having done well at creating fair eligibility requirements while also
providing adequate funding is Tennessee. Their program has been praised for
measuring student eligibility on multiple criteria, as a way to counterbalance the fact
that some students are coming out of substandard primary and secondary education
systems. Tennessee permits participation by GED earners and by people not going
directly from high school to college. They and all states include a residency
requirement. Most states require that you have graduated from an in state high
school; many limit maximum age, cap awards for students from high income families,
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and require a clean criminal record. Some states look at an applicant’s history with
higher education. Some states consider how long the student has been a state
resident and their total number of years in the state public education system. The
below chart describing key details of Tennessee’s program is included as an
example of potential qualifying criteria:

Award amount - $4,000 for 4-year institutions; $Hdor 2-year institutions (no more
than cost of attendance)

Entering freshmen (High School Class of 2005 and thereafter) must have
a minimum of a 21 ACT (980 SAT) OR

Overall weighted minimum 3.0 grade point average (GPA)
Home School graduates — minimum 21 ACT (980 SAT)
GED Applicants — minimum 525 and 21 ACT (980 SAT)

Oregon does not have a statewide requirement for taking standardized tests such as
the SAT or ACT. The number of students taking such tests in Oregon is surprisingly
low. 18,607 Oregon students took the SAT test in 2007 and 6,401 took the ACT at
some point in their high school career.” This means that out of 37,912 Oregon high
school completers in 2007, nearly half of them were not serious enough about their
prospects for higher education to take one of the main college entrance exams.
While some of these students may not have been prepared for college, some may
not have needed such exams for their chosen post-secondary education pathway,
and some may not have been able to meet the academic requirements for college, it
is very likely that others of these students not taking standardized tests felt college
was financially out of reach for them and their families. This is a population we can
help with the Oregon Hope Initiative, and we will help our state economy thrive in the
process. Perhaps one component of the Oregon Hope Initiative will be requiring all
high school juniors to take a standardized test. This policy, coupled with widely
available scholarship aid, will change the higher education access landscape in our
state, and get more students pursuing college degrees than we have now.

The below chart is taken from the Oregon University System annual fact book. It
shows where the students at each school are coming from, be it an Oregon high
school, an out of state high school, a Community College, a college transfer, and
others:

" http://www.ode.state.or.us/news/releases/default.aspx?yr=2007&kw=_&rid=582
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Program Funding & Accountability:

To put the estimated $273 million ongoing annual program cost of the Oregon Hope
Initiative into perspective, the state of Oregon spends about $6 billion in total General
Fund and Lottery dollars per year. Total Oregon expenditures on all higher
education costs are approximately $435 million per year in 2008, up about 20% from
2007. About half of that higher education budget goes to the Oregon University
System schools; a third goes to the Oregon Community Colleges, and the remainder
to OHSU and the Student Assistance Commission. Students and their families bear
53% of the total costs of our state’s higher education system.

Oregon’s need-based state financial aid program—the Oregon Opportunity Grant—
was expanded in the latest legislative session to $53 million in Oregon General Fund
dollars annually. This expansion raised the family income cap from $30,000 to
$60,000 per year, increasing access for students from middle income families. The
maximum annual Oregon Opportunity Grant a student can now get is $2,600 for
community college, or $3,200 for four-year college.

The chart below describes college costs in Oregon:

Estimated Average 2007-08 Expenses for Oregon Colleges and Universities®

Community State College and  |Independent College
College University and University
Tuition & Fees | $3,014 | $5,762 | $22,566
IRoom & Board | 6,205 | 7,881 | 7,468
Books & 1,192 1,288 1,015
Supplies
Personal 1,389 2,138 1,318
Expenses
Transportation | 1,512 | 1,073 970
Total | $13,096 | $17,529 | $33,172

When looking at possible ways of funding an Oregon Hope Initiative program,
several funding avenues look feasible. While statewide funding plans hold a host of
complexities, capsule reviews of five potential funding sources are described here.

1) Expand Oregon’s $10 corporate minimum tax and dedicate the new funds to
the Oregon Hope Initiative. Oregon’s corporate minimum was instituted in
1931 and hasn’t been touched since. While it has been a challenge to
reform, it may be possible to do so if corporations see a direct benefit. By
tying a corporate minimum with progressive tiers based on company size and
revenue directly to creation of an Oregon Hope Initiative, $100 to $250 million

8 http://www.getcollegefunds.com/p_college cost.html
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could be raised, while simultaneously investing in the education and training
of a 21* Century workforce.

2) Oregon’s personal income tax, source of 83% of the state budget, includes a
generous and somewhat unique deduction for federal tax payments. This
deduction is capped at $5,500 per year, but is totally unavailable in the vast
majority of states. By lowering cap or eliminating the deduction outright, $300
to $800 million per year could be raised. A portion of those funds could be
used to create this program, while possibly creating enough extra revenue to
also fund full-day Kindergarten.

3) It may be possible to use bonds to create a program like this, tying principle
repayment to expanded state income tax revenue generated by a higher
educated and higher earning workforce. While posing some implementation
and tracking challenges, tying the creation of new high-wage jobs in our state
to higher education investment is a concept that may work.

4) Although Oregon Lottery revenues, including the additional revenue from the
recent expansion into “line games,” are for the most part already spent,
including some future lottery revenues that were pre-spent using lottery
bonds, the Oregon Hope Initiative does fit the voter mandates for Oregon
Lottery dollars going to education and economic development. Significant
expansion of overall lottery revenue is unlikely at this point, but we could look
at unallocated future revenues as a potential funding source. Many states
that created similar merit scholarship programs did so at the same time they
created their state lotteries, and many are fully funded with lottery dollars.

Accountability is an important component of a program like the Oregon Hope
Initiative. One way to add a layer of accountability, while accruing additional benefits
to the state, is to require a modest amount of volunteer hours from each Oregon
Hope recipient. This work could be completed in a wide variety of ways by the
students, allowing them to explore their interests while giving back to the community.
Leading Portland area and state-wide volunteer organizations are enthusiastic about
the potential good that could be done by adding this motivated group of young
volunteers. The volunteer organization community could help develop uniform
methods for coordinating and monitoring the required volunteer hours. Adding a
volunteer component would give Oregon an early return on our investment in these
kids, and would help our state in the process.

Conclusion:

Our people are the riches of our state, and by investing in our people we will reap
great rewards. Oregon’s education system on the whole is succeeding in many
ways, however, much room for improvement remains. Our state universities are in
fact thriving, but more and more Oregonians struggle to afford the fast rising cost of
college tuition. Access to higher education at Oregon’s public universities need not
be connected to a person’s family or personal economic status. Unfortunately, family
finances do play a disproportionate role in determining the options available to many
bright young Oregonians. All of our people, in particular those who have shown
academic drive and qualifications, should be able to attain a college degree or to
pursue other higher education options. It is important for their success and for our
success as a state that we find new ways for them to do so.



