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Federal Student Aid Need Analysis:
Background and Selected Simplification Issues

Summary

A federal “need analysis’ system underlies the annual alocation of billions of
dollarsin student financial aid supported by Title IV of the Higher Education Act.
Aid applicants provide detailed financia and other information on the Free
Application for Federal Student Aid (FAFSA), used to determine the financia
resources students and their families are expected to use to meet postsecondary
education expenses — the Expected Family Contribution (EFC). At issue is the
system’ scomplexity, andthebarrier it may posefor aid-eligible students, particularly
low-income students. Two key simplification questions addressed in thisreport are:
How much of the data currently collected by the FAFSA is used to determine the
EFC and €eligibility for federal aid? Can the EFC be calculated using fewer data?

Nearly al of the financial information gathered by the FAFSA is used to
calculate EFCs and determine federal aid eligibility, or to support administration of
federal aid programs. The FAFSA can befiled electronically or in paper format. The
paper version, used by alarge number of filers, isthe primary focus of thisanalysis
because it requires many filersto respond to abroader array of questions. The 2004-
2005 paper version has 135 questions. Over two-thirds are involved in calculating
the EFC, determining federal student aid eligibility, and determining federal student
aid packaging. About 4% are clearly unrelated to the federal need analysis process.

Three basic EFC estimation models, constructed for this report, examine the
effects on the EFC cal culation of the three major categories of financial information
utilized in need analysis. baseincome information (adjusted grossincome— AGI);
additional income information to further adjust available income; and asset
information. This model-based analysis shows that base income data play the lead
role in determining EFCs. The contributions of the additional income and asset
information vary by population. The analysis suggests that from atechnical (i.e.,
mathematical) standpoint it is probably feasible to explore ways in which the
financial information utilized for federal need analysis and aid digibility
determinations could be streamlined, without deviating dramatically from the EFC
values generated under the current system.

Efforts to simplify the federal need analysis system are likely to be influenced
significantly by severa fundamental tensions. the ability of the system to gather
sufficient information to make relatively fine financia distinctions among families
may be adversely affected by some simplifying steps; the federal system isintended
to support the awarding of federal, state, and institutional aid, meaning that
simplifying changes will be assessed by their impact on the awarding of aid from
each source; and, given the billions of dollars and millions of individualsinvolved,
simplifying changes with even proportionately modest effects potentially involve
hundreds of millions of dollars and thousands of individuals.

Thisis abackground report and will not be updated. A separate report will be
available shortly tracking legidlative action on need analysis simplification.



Contents

INtrOdUCTION . . .o 1
Interest in Simplification .......... ... 2
Overview of Need Analysisand Aid Packaging .......................... 3
Caculationof theEFC . .. ... ... 6
Dependency StatusS . . . ...t t 6
Stepsin CalculatingtheEFC . ........ ... ... i 6
Special EFC Conditions . . ... ..ot 8
FAR S A 8
Number of Questionsand Primary PUrposes .. ..............coouuun.. 9
FINAiNGS . . ..o 12
Questionsof Complexity .. ... 12
Not Every Question Must Be Answered . ...................... 13

How Does the Income and Asset Information Collected on the FAFSA
Contribute to the Determination of the EFC? . ...................... 13
SumMmMary ComMmMENTS ... ..ot e 21
CONCIUSION . .. 21

List of Figures

Figurel. Flow Chart of Need Analysis ............. ... ... 5

List of Tables

Table 1. Distribution of 2004-2005 Paper FAFSA Questions by

Primary PUIPOSE . . . .o 10
Table2. Amount of Variation in EFCs For Different Types of
Students Explained by Selected Income and Asset Information ......... 16

Table 3. Estimated Changein EFC for Different Types
of Students Upon Elimination of Selected Income and Asset Information . 17
Table 4. Estimated Changein EFC With Elimination of Selected
Income and Asset Information for Students with Incomes Under $50,000 . 19
Table 5. Dependent Students With Incomes Under $50,000 Whose Estimated
EFCs Increase by $500 or More When Selected Income and A sset
Information is Eliminated fromNeed Analysis . .. ................... 20



Federal Student Aid Need Analysis:
Background and Selected
Simplification Issues

Introduction

A federa “need analysis’ system underlies the annual allocation of billions of
dollars (nearly $69 billion in FY 2004) in student financia aid supported by Title IV
of the Higher Education Act (HEA, P.L. 89-329, as amended).® Annualy, this
system involves millions of current and potential students who apply for federal
student aid by providing detailed financial and other information on the Free
Application for Federal Student Aid (FAFSA). FAFSA data are used in statutorily
defined formulas to determine the amount of financial resources students and their
families are expected to direct toward postsecondary education expenses — the
Expected Family Contribution (EFC). Financial need for need-based federal student
aid programs is determined by the EFC and its relationship to students’ cost of
attendance; relying on the calculation of need, financial aid administrators (FAAS)
in postsecondary institutions package federal, state, and institutional aid for aid
applicants.

As the Congress deliberates over the reauthorization of the HEA, it is
considering issuesinvolving the federal need analysissystem. A perennial issue has
been the complexity of the system, and concern that it poses a barrier to aid for
eligible students, particularly low-income students. This report begins with a brief
discussion of the interest in need analysis smplification. It then provides a basic
overview of the federal need analysis system, and analyses of two issues related to
simplification — the data requirements of the FAFSA, and the contribution of key
financia information to the EFC calculation for each applicant. The questions
addressed respectively by these analyses are the following:

e For what purposes are data collected on the FAFSA? Are data
collected that are unrelated to determining the EFC and dligibility
for, and amount of, federal aid? Isthere evidence that students may
be submitting some data unnecessarily?

! Title IV of the HEA authorizes the sources of generally available federal student aid —
Pell Grants, Stafford Loans, Federal Work-Study, Federal Supplemental Educational
Opportunity Grants, and Federal Perkins Loans. Theselast three sources of aid are known
collectively asthe campus-based student aid programsbecausefinancial aid administrators
at participating educational ingtitutionshavediscretionin awardingtheir institutions' shares
of funding from these programs. Similar flexibility is not afforded financial aid
administrators in the Pell Grant or Stafford Loan programs.
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e To what extent do the various income and asset data used in
calculating the EFC actualy influence the size of the EFC? Can it
be calculated using fewer datathan at present?

Thisisabackground report and will not be updated. A separate report will be
available shortly tracking legislative action on need analysis simplification.

Interest in Simplification

Interest in simplifying the need analysis process through which students apply
for, and secure, federal student aid springs particularly from the belief that the
complexity of the process poses a barrier to college access, particularly for low-
income students. Asthe National Dialogue on Student Financial Aid, convened by
the College Board, recently reported:

Evidence suggests that the degree of complication in applying for aid leads to
reduced access, especially for first-generation college students. Increased
simplicity in our aid system would likely result in significant increases in
enrollment rates for students from low-income backgrounds.?

The National Dialogue called on the federal government to simplify the federal
student aid application process.

Economist ThomasK ane suggeststhat themulti-billion dollar federal Pell Grant
program failsto play its intended role of increasing enrollment rates of low-income
individuals, in part, because the need analysis process is difficult for students and
familiesto navigate. He writes:

[T]he Pell Grant program requires remarkable foresight. One has to fill out a
FAFSA, beassigned an expected family contribution and receive an award | etter
from a school simply to learn how much federal aid is on offer.?

If low-income familiesin particular find the need analysis system problematic,
demographic trends offer little comfort to those concerned about access to
postsecondary education. These trends suggest that, in the future, an increasing
proportion of the potential college-going-population will be low-income.*

2National Dialogueon Student Financial Aid, Challenging Times, Clear Choices: AnAction
Agenda for College Access and Success, Jan. 2003, pp. 7-8. Online at
[http://www.collegeboard.com/prod_downloads/about/news_info/natdial/intro_
challenging.pdf].

® Thomas J. Kane, College-Going and Inequality: A Literature Review, prepared for the
Russell Sage Foundation, June 30, 2001, no pagination, at
[http://www.russell sage.org/special_interest/socialinequality/revkane0l1.pdf]. Anoverview
of the need analysis processis provided later in this CRS report.

* For adiscussion of the implications of these demographic trends on college access, see
Advisory Committee on Student Financial Assistance, Access Denied: Restoring the
(continued...)
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Overview of Need Analysis and Aid Packaging

The present federa need analysis system is the product of the 1992
reauthorization of the HEA, which combined two federal systems— onetheninuse
for the Pell Grant program, the other used for campus-based aid and Stafford Loans
— into asingle need analysis system. The Congressintended thissingle, simplified
system, using a common application form (the FAFSA), to be the sole basis to the
greatest extent possible for the determination of need for federal, state, and
ingtitutional aid.”

Any need analysisprocess, including the current federal one, will bethe product
of numerous compromisesand, at times, arbitrary decisionsabout suchissuesaswho
isresponsible for contributing financially toward a student’ s college expenses, how
much families need to meet living expenses or to meet retirement needs, and which
income and asset resources can be tapped to pay college bills and to what extent.

Further, among the challenges is deciding where to strike the bal ance between
asystem that is simple for students and families to navigate and understand, and a
system that accurately and fully measures the breadth and availability of ad
applicants' financial resources. This challenge is compounded for the federal need
analysissystemwhich, asnoted, isintended to servenot only federal aid distribution,
but also the allocation of state and institutional aid. To the extent that the federal
EFC calculations are accepted by FAAS as a reasonable measure of financia
contribution, the FAFSA and EFC can function as the basisfor aid packaging at all
levels. But, if states or higher education institutions feel that the process does not
adequately gauge availabl e resources or determine an appropriate contribution, they
may supplement, or diverge from, the federal system in awarding their own state or
institutional aid.

The following is a simplified view of the need analysis and aid packaging
process that underlies the awarding of federa student aid. HEA, Title IV, Part F
delineates much of the process which is described below and depicted in Figure 1.
It begins with the FAFSA through which basic financial and non-financial

* (...continued)

Nation’s Commitment to Equal Educational Opportunity, Feb. 2001. In that report, the
Advisory Committee discounted the negative influence of the current process of applying
for federal student aid, arguing that it had been simplified and was not the barrier it once
was. Rather, its primary concern was that the level of federal student aid directed to low-
income students was inadequate to meet their needs.

®> Theintended broader reach of the application formis made clear in the statutory language
mandating itsdevel opment. The Secretary of Educationischarged withidentifyingthedata
items to be included in the application, but these items are to “be selected in consultation
with Statesto assistintheawarding of Statefinancial assistance.” (HEA, Section483(a)(1))
The HEA further specifies, “In no case should the number of such data items be less than
the number included on the form on the date of enactment of the Higher Education
Amendmentsof 1998.” Possibly, theintension of the latter provisionisto ensure that state
student aid-related data elements will continue to be included.
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information is gathered from a student. Although considered in more detail below,
the primary information reported on the FAFSA includes:

e dataidentifying the aid applicant;

e financial information for the student and his or her family (e.g.,
adjusted grossincome — AGlI);

e non-financial information describing attributes of the student and
family (e.g., number of dependentsin college);

e information that will be used to determine eligibility for federal,
state, or institutional aid (e.g., whether or not the aid applicant has
completed his or her first bachelor’s degree);

e information that will be used to package student aid (e.g., asking if
aid applicantsarewilling to borrow or work, in addition to receiving
grant aid); and

e dissemination-related information (e.g., names of schoolsto which
FAFSA data and the EFC should be provided).

FAFSA dataare submitted to the so-called Central Processor, an entity working
under contract for the U.S. Department of Education (ED) that calculates the aid
applicant’s EFC based on statutorily defined rules. From the Central Processor, the
EFC and other summary data are reported to FAAs and to the FAFSA filer.

An FAA is responsible for calculating the aid applicant’s cost of attendance
(COA) and then determining financial need:

e For HEA, Title IV programs, except the Pell Grant program,
financial need generally equals: COA minus EFC.°

e Under the Pell Grant program, need generally equals. maximum
annual Pell Grant being awarded minus EFC.

At thisjuncture, the FAA’sroleisto packagefinancia aid for theaid applicant.
This package startswith the Pell Grant, thefederal foundation for student aid. Other
aid, such as campus-based funds, state and institutional aid, and Stafford Loans, are
added to create the student’s aid package. The aid applicant is then notified
concerning the composition of the financial aid package.

Some of these calculations vary from FAA to FAA. Not only does the aid
administrator have some discretion inthe awarding of campus-based student aid, but
Section 479A of the HEA explicitly gives FAAs discretion to adjust, on a case by
casebasis, the COA or the values of theitems used to cal culatethe EFC to “ alow for
treatment of anindividual eligibleapplicant with special circumstances.” Thestatute
offers examples of these special circumstances (such asthe recent unemployment of
afamily member) where the FAA might exercise this professional judgement if he
or she chooses to do so.

®Theactual calculation of need for these programsis more complicated than shown because
the FAA is to take into account other estimated financial assistance received by the aid
applicant.
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Figure 1. Flow Chart of Need Analysis
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Calculation of the EFC

Before considering the data actually collected on the FAFSA and itsrolein the
determination of an aid applicant’ SEFC, it isuseful to have ageneral understanding
of how the EFC is calcul ated.

Dependency Status

One of theinitial considerationsin calculating the EFC is determining whether
thefinancial resources of astudent’ s parentsareto be considered. Parental financial
resources are not considered in determining the EFC if the student meets the
statutory definition of an independent student, that is, if he or she meets any of the
following conditions:

IS 24 years of age or older;

ismarried;

isenrolled in agraduate or professional program;

has a dependent other than a spouse;

isan orphan or ward of the court (or was award until age 18); or
isamilitary veteran.

Importantly, the EFC calculation process differs for two kinds of independent
students: those independent students who have no legal dependents other than,
perhaps, a spouse; and those independent students who have legal dependents other
than a spouse (this group is described in this report as “independent students with
children”).

Any applicant for federal need-based aid who does not meet one of the
conditions listed above is automatically treated as adependent student for Title IV
aid purposes. For such a student, information on parental resources must be
submitted on the FAFSA and will be used in calculating the EFC.

Steps in Calculating the EFC

The process for calculating the annual EFC is described in very general terms
below. This description applies to the 2004-2005 award year.’

The EFC for a dependent student and his or her parentsis determined by
adding together an expected contribution from the parents and an expected
contribution from the student.

" The description omits significant details. ED has posted descriptions of the EFC
calculations for recent years at [http://www.ifap.ed.gov/IFAPWebApp/
currentEFCInformationPag.j sp] .
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The parental contribution portion of the EFC is computed as follows:

Step 1. Parents availableincomeis calculated by determining total income
(AGI® plus certain untaxed income, minus certain other income and financial
benefits), and then subtracting various allowances for such things as basic living
expenses (the so-called “income protection allowance”), federal taxes, and state and
other taxes.

Step 2. Parent’s discretionary net worth is calculated by adding together
cash, savings, net worth of investments, net worth of businesses and farms (but
excluding the value of the family home or the family farm), and then subtracting an
allowanceto protect assets needed for retirement, future education, and emergencies.

Step 3. The contribution from available income and discretionary net worth
is calculated by applying a progressive assessment schedule (with a minimum
assessment rate of 22% and a maximum rate of 47%) to the combined total of
parents’ availableincome and 12% of discretionary net worth,” and then dividing the
result by the number of college students in the family, excluding the parents.

Next, the dependent student’s portion of the EFC is determined as follows:

Step 4. A contribution from the dependent student’s income is calculated
equal to 50% of his or her available income (a similar determination to that of
parental available income, although the income protection allowanceis appreciably
smaller for the dependent student).

Step 5. A contributionfrom the dependent student’ sassetsisdetermined equal
to 35% of hisor her own net worth (unlike the parental calculation of discretionary
net worth, no asset protection allowance is subtracted from the dependent’s net
worth).

Finally, the total EFC for the dependent student is determined as follows:

Step 6. Theparental contribution from availableincome and discretionary net
worth (see step 3 above) is added to the dependent student’s contributions from
income and from assets (see steps 4 and 5 above).

For an independent student with children, the calculation of the EFC is
identical to that for determining the parental contribution for a dependent student
(steps 1 through 3 above).

For anindependent student with no dependentsother than a spouse, if any,
the calculation of the EFC is similar to that for determining the contributions from
adependent student’ sown income and assets (steps4 and 5 above). The assessment

8 For aid filerswho did not file afederal incometax return, incomeinformation included on
their W-2 formsis used instead of AGI in the need analysis process.

° Given the maximum rate of the assessment schedule, not more than 5.64% of the parental
discretionary net worth can be expected in contribution (12% * 47% = 5.64%).
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rates applied to income and assets are the same; the income protection allowances
differ. Significantly, unlikefor the dependent student, thereisaprotection allowance
applied to thisindependent student’ s net worth of assets.

Special EFC Conditions

There are two magjor circumstances under which the EFC calculation requires
markedly less information from an aid applicant. Under the simplified needstest,
no assets are considered in calculating the EFC for a dependent student if hisor her
parents’ AGI islessthan $50,000 and the student and parents meet certain conditions
applied to their tax returns.’® Similarly, assets are not considered in determining the
EFC for an independent student if the AGI of the student (and spouse, if any) isless
than $50,000."

Further, thereisan automatic zero EFC. That is, the EFC isautomatically set
to zero in the event a dependent student’ s parents, or an independent student with
children, have AGI that is not greater than $15,000 (the current maximum amount
of income rounded to the nearest $1,000 that one can earn and still be ableto claim
the maximum federal earned income tax credit).*? The automatic zero EFC is not
provided to independent students without dependents.

FAFSA

This section analyzesthe data collected on the FAFSA and addresses questions
related to how these data are used, such as, how many questions are asked of aid
filers, what the answers are used for, to what extent are questions related to federal
aid allocation, and to what extent are they used solely for allocation of non-federal
ad.

The FAFSA can befiled with the central processor electronically or in a paper
form. Theanalysisbelow focuses primarily on the collection of data using the paper
version of the 2004-2005 FAFSA filed by new aid applicants because it appears to
require filers to answer a broader array of questions than the available electronic
version.® Despite significant growth in eectronic filing of the FAFSA, a large
portion and number of filers continue to use the paper application. Accordingto ED
data, with much of the processing cycle for 2003-2004 completed, about 18 million

19 To be eligible for the simplified needs test, the student and his or her parents must not
have to file an income return, or must file or be eligible to file afederal tax form 1040A or
1040EZ. Thisrequirement isalso met if the parentsor student fileaform 1040 if that form
isfiled only to claim the federal Hope or Lifetime Learning tax credit.

1 The tax form/filing requirements specified above must also be met by the independent
student and spouse.

2 Thetax form/filing requirements specified for the simplified needstest must also be met.

2 The paper and electronic versions of the 2004-2005 FAFSA can be filed at anytime
between Jan. 1, 2004 and June 30, 2005.
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new and renewal FAFSAs" had been filed™ Of the over 11.5 million new
applications, nearly 29% or over 3.3 million were submitted by aid applicants
themselves on paper. In addition, of the remaining new applications submitted
electronically, about 1.7 million were filed by financial aid administrators on behal f
of aid applicants. For some of these applications, financia aid administrators may
have had the applicants fill out and sign a paper FAFSA; the administrators then
submit the FAFSA data electronically.*

Number of Questions and Primary Purposes

The 2004-2005 paper FAFSA has 135 questions. This count differs from the
numbered questions on the FAFSA which go up to 103. It includes unnumbered
guestions appearing on FAFSA worksheets A, B, and C. These worksheets, used to
gather information on additional sources of incometo beadded or subtracted from
taxable income in the EFC determination, ask filersto answer 20 specific questions
about their income and, if they are dependent students, to also answer the same 20
guestions separately about their parents’ income. As a result, 40 questions are
considered to be generated by the worksheets. Further, this count treats several
clustersof questionsas single questions— aid applicant’ sname (i.e., last name, first
name, middleinitial), permanent mailing address (i.e., number and street, city state,
and zip code), driver's license (i.e, license number and issuing state),
father/stepfather’ s name (i.e., last name and first initial), and mother/stepmother’s
name (i.e., last name and first initial).

In Table 1, the FAFSA questions are divided into 10 different categories
accordingto their primary purpose, with an 11" category for thefew questionswhose
useisunclear. The determination of how responses to specific FAFSA questions
might be used was based on information contained in three publications from ED.*
This table provides examples of the kinds of data requested by category and the
number of FAFSA questions falling into each category.

4 Typically, students who have in a prior year submitted an original FAFSA are able to
apply for aid in a subsequent year with arenewal FAFSA which requests significantly less
information.

> The latest data are available at
[http://ifap.ed.gov/eannouncements/0527A pplicRecei vSchby Source0405.html].

16 U.S. Department of Education, Federal Student Aid Handbook 2004-2005, Application
and Verification Guide, p. AVG-4, available online at
[http://www.ifap.ed.gov/sfahandbooks/attachments/0405A V Gmasterfil e032404. pdf].

1 Completing the FAFSA 2004-2005, The Application Questions, available online at
[http://studentaid.ed.gov/students/publications/compl eting_fafsa/2004 2005/ques.html];
Federal Student Aid Handbook 2004-2005, Application and Verification Guide, available
online at

[http://www.ifap.ed.gov/sfahandbooks attachments/0405A YV Gmasterfile032404.pdf]; and
High School Counselor’'s Handbook 2004-2005, available online at
[http://ifap.ed.gov/chandbooks/attachments/0405H SCHB. pdf].
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. . : Number of
Primary purpose Examples of information requested questions
Identification of the aid applicant Name; address; Social Security number 12
U.S. citizenship status; whether applicant will havefirst bachelor’ s degree
before July 1, 2004 (with rare exceptions, Pell Grants are awarded only to
Determination of federal financial aid eligibility | Siudents who have not yet earned their first bachelor's degree); whether 6
applicant was ever convicted of possessing or sellingillegal drugs; whether
an applicant is a male 18 to 25 years of age and registered with the
Selective Service
Grade level at beginning of the 2004-2005 school year (among other uses,
Packaging of federal financial aid thisinformation establishes which annual limits on the amount in Stafford 6
ang L oansthat can be borrowed apply to the aid applicant); applicant’ sinterest
in securing loans or work-study assistance
Determination of the EFC — income-related AGI for 2003; untaxed Social Security benefits 54
financial data
Determination of the EFC — asset-related Net worth of current investments; savings account balance 6
financial data
Whether applicant was born before January 1, 1981; whether applicant is
— I , currently married; whether applicant has children receiving more than half
5\?;?”rgt??r:0n of the EFC — non-financial of their support from applicant (all of thisinformation is part of the effort 21
to establish whether the applicant is independent of his or her parents for
aid purposes)
Whether applicant intends to live on-campus, off-campus, or with parents
Determination of the COA (this information reportedly is useful to FAASs in projecting applicants 6

COA)
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determine the purposes of various questions are silent regarding the use of
this particular information)

_ . : Number of
Primary purpose Examples of information requested questions
Dissemination of EFC and other FAFSA School codes of up to six schools that applicant wants to receive FAFSA 7
information and EFC information; applicant’s e-mail address
Applicant’ sand parent’ s signatures (the application states: “If you are the
parent or the student, by signing this application you agree, if asked to
Validation and verification of FAFSA data provide information that will verify the accuracy of your completed 6
form.”); month and year a dependent applicant’s parents were married,
separated, divorced, or widowed
— C , Highest year of school aid applicant’s father and mother completed
Determ nation Of dligi b_|||ty for, and aid from, (reportedly, some state agencies use thisinformation to award aid); when 6
state and institutional aid programs . . . .
aid applicant became legal resident of his or her state
Number of federal income tax exemptions claimed for 2003 (this
. information isnot used in cal culating the EFC and the sources consulted to
Purpose is unclear 5

Source: CRSanalysis.
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Findings

In general, most questionsfall uniquely into one of these 11 categories, with the
first nine constituting those directly related to federal student aid need analysis. For
Table 1, each question on the FAFSA is counted only once, even if it might have
fallen into multiple categories. Any question that could be included not only in one
of thefirst nine categories but also the 10" — determination of eigibility for, and aid
from, state and institutional aid programs— is counted only in one of theinitial nine
categories. Asaresult, the count of questionsin the 10" category includesonly those
guestions that do not also contribute to federal student aid need analysis.

Based on Table 1, it appears that 60% (81 questions) of the 135 questions are
primarily involved in calculating applicants EFCs, either providing financial
information or non-financial information. Over two-thirds (93 questions) are part of
the cluster of questionsinvolved in cal cul ating the EFC, determining federal student
aid éligibility, and determining federal student aid packaging. Incontrast, only about
4% (six questions) are clearly unrelated to the federal need analysis process, falling
into the 10" category.

Questions of Complexity. Relevanttotheissueof simplificationiswhether
the format and layout of the FAFSA is unduly complex or whether the data sought
by specific FAFSA questionsmight bedifficult for applicantsto generate. Ingeneral,
the former is beyond the scope of the present report. With regard to the latter, some
comments are in order. Generally, it would appear that most of the non-financial
datarequested would berelatively easy for applicantsto provide (e.g., name, address,
and grade level at beginning of 2004-2005 school year). Of course, issuesmay arise
withwording of specific questionsevenif theinformation sought is straightforward.
Many of the financial questions related to income are linked by the FAFSA to
specific lines in an aid applicant’s or parents federal income tax returns. This
presumably makes the provision of this information easier if the applicant has
followed the advicein the FAFSA instructionsthat he or she have completed federal
income tax returns prior to filling out the FAFSA.

Two kinds of financial information requested on the FAFSA may be difficult
for some aid filers to generate — asset information and the supplementary income
information requested on the FAFSA worksheets A, B, or C. A potential difficulty
with assets, such as businesses, investment farms, or real estate other than a home
lived in by the aid filer, is determining their net worth as requested by the FAFSA.
Although some of the supplementary income information sought on the worksheets
islinked to specific lines on federal income tax forms (e.g., earned income credit),
someisnot (e.g., welfare benefits and untaxed Social Security benefits). The latter
may not be easily generated by filers. Further, several of theworksheet questionsare
open-ended — for example, on worksheet B, filers are asked to delineate “ any other
untaxed income or benefits not reported el sewhere on worksheets A and B, such as
workers' compensation, untaxed portionsof railroad retirement benefits, Black Lung
Benefits, disability, etc.” Dueto their broad open-ended nature, such questions may
be particularly troubling for some FAFSA filers.
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Not Every Question Must Be Answered. Not every new FAFSA fileris
required to answer each of the 135 questionsidentified in thisanalysis.’® Regardless
of whether they file paper or electronic versions of the FAFSA, independent students
do not respond to the 47 guestions concerning parental financial and non-financial
information — 27 of them are numbered questions on the FAFSA and 20 are
guestions on worksheets A, B, and C.

Technically, for federal aid allocations, all questions concerning assets can be
skipped by applicants eligible for the simplified needs tests (under which assets are
not considered in calculating the EFC), as can asset and some income questions by
applicants eligible for the automatic zero EFC. But this option is available only to
those who file on the Web. Those filers are advised that they may ignore certain
income or asset questions depending upon whether they meet the criteriafor either
of these specia conditionsfor EFC calculation, although they are a so informed that
the separate determination of eligibility for state or institutional aid may requiresuch
data.’®

In contrast, studentswho submit the paper FAFSA areto answer all incomeand
asset related questions, regardless of whether they are eigible for the simplified
needstest or the automatic zero EFC. Theinstructionsfor the paper FAFSA do note
that some applicants might be able to skip asset questions if they apply over the
Internet. Asaresult, studentswho are unwilling or unabletofile electronicaly (e.g.,
they prefer not to transmit family financial information over the Internet, or they do
not have accessto the Internet) will be required to answer severa questionsthat are
unnecessary for determination of their EFC and federal student aid. Some of these
guestions call for relatively complex financial information, such as net worth of
assets or information on various kinds of untaxed income.?

How Does the Income and Asset Information
Collected on the FAFSA Contribute to the
Determination of the EFC?

This section of the report considers the roles varied income and asset data
collected by the FAFSA play in determining the EFCs of federal financia aid
applicants. Theanalysispresented in thissection examineshow themajor categories
of financial information used in need anaysis influence EFC calculations. The

18 Asnoted earlier, students submitting renewal FAFSAsarerequired to submit significantly
less information.

19 See presentation slides made available by ED in document entitled FAFSA on the Web for
2004-2005, at
[http://ifap.ed.gov/eannouncements/attachments/1024FOTW ScreenShotsAttach.ppt].

2 As noted, the FAFSA and EFC calculations are intended to serve federal, state, and
institutional aid programs. As a result, for some FAFSA filers, this income and asset
information may be necessary for determining eligibility for state and institutional aid,
although unnecessary for determining the EFC.



CRS-14

findings from the analysis are discussed in light of questions that have arisen about
whether the EFC could be calculated using fewer data than at present.

The analysis upon which this section of the report is based utilizes data on
federal financial aid applicants from the National Postsecondary Student Aid Study
(NPSAS).# NPSAS provides nationaly representative data on a sample of
postsecondary students. The analysis relies on a series of NPSAS-based EFC
estimation models. These models utilize FAFSA data (available through NPSAYS)
to estimate the EFCs that would be produced when certain broad categories of
information are excluded from the need analysis process.

Three basi ¢ estimation model s have been constructed to producethree alternate
estimates of EFCs. Each model useslessinformation than is currently used in need
anaysis. The modeled EFCs produced through these estimation models are
compared to actual EFCsto shed light on the influence of the excluded information.

The analysis measures the extent to which EFCs would change from those
currently calculated. It should be stressed that a change in a student’s EFC might
affect hisor her digibility for student aid, but need not. For example, astudent may
have such alarge EFC that even with a significant decline he or she would still be
ineligiblefor need-based aid. Nevertheless, for many students adeclinein the EFC
will spell greater need for need-based aid and potentially more awarded aid, whilean
increasein the EFC will reduce need and possibly reduce the amount of aid they will
be awarded.

As has been noted, three basic EFC estimation models have been constructed.
They are designed to produce estimated EFCs that can be used to examine the
influence of the three major categories of financial information utilized in need
analysis. base income information (AGI); additional income information (extra
income information gathered through FAFSA worksheets which is used to further
adjust one's available income); and asset information. Each estimation model is
described below.

e Model 1: Thismode substitutes AGI for Total Incomein the EFC
calculation. It calculates EFCs based solely on AGI and asset
contributions — excluding the additional income information (i.e.,
the information gathered through FAFSA worksheets) from
consideration in need analysis.

e Model 2: This model excludes asset contributions from need
analysis calculations. It calculates EFCs based solely on available
income (utilizing all income information).

e Model 3: This model substitutes AGI for Total Income and
excludes asset contributions in the calculation of the EFC. It
essentially calculates an EFC based exclusively on AGI.

2 The latest available NPSAS provides FAFSA data for the 1999-2000 award year. The
FAFSA for that year does not differ significantly from the 2004-2005 FAFSA analyzed in
the preceding section of this report.
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Each of the three modelsexcludes certaininformation. However, in each of the
models, all other aspects of need analysis calculations (i.e., the adjustments and
allowances described earlier) are unaltered.

The analyses presented in the pages that follow examine the modeled EFCsin
relation to theactual EFCstoilluminatethe effects of the excluded information. The
information in the tables bel ow presentsthe findings of these analyses. Findingsare
reported for each of the aid populations treated separately in need analysis.
dependent students, independent students without dependents, and independent
students with children.

Table 2 presents results from regression analyses which illuminate the extent
to which various types of income and asset information contribute to the EFC
calculation.? Not surprisingly, when all of the major categories of financial
information are used as independent variables in a regression model, virtually all
variance in EFCs is explained. Explanatory percentages go down when financial
informationiseliminated (i.e., when modeled EFCsfrom estimation models 1, 2, and
3 areused asindependent variables). Theresultsfrom regression analysis presented
below provide a relative sense of the importance of categories of financia
information, which varies across need analysis populations.

The data presented in Table 2 reflect the amount of variation explained when
EFCs produced by the estimation models using reduced information are examined
in relation to actual EFCs. These data suggest that the “additional” worksheet
income information used in need analysis accounts for roughly 8% of the variation
in dependent students' EFCs(i.e., 92.35% of thevariationin EFCsis captured when
the worksheet income information is excluded from need analysis under model 1).
Theworksheet incomeinformation accountsfor roughly 7% and 11% of thevariation
in the EFCs of independents without dependents and independents with children
respectively.

The data presented in Table 2 also suggest the asset information used in need
analysis accountsfor roughly 14% of the variation in dependent students’ EFCsand
10% and 3% of the variation in the EFCs of independents without dependents and
independents with children respectively. Additionally, Table 2 suggests that taken
together, the asset information and the “ additional” income information account for
roughly 15%-19% of the variation in EFCs across the populations.

22 Regression analysisisamethod of explaining or predicting the variability of a“dependent
variable” using information about one or more “independent variables.” It attempts to
answer the question “what values in the dependent variable can we expect given certain
valuesin the independent variable(s)?’ In the regression analyses presented in this report,
students’ actual EFCswere used asthe dependent variables. Theindependent variablesare
the modeled EFCs generated through estimation models 1, 2, and 3 for each student.
Students’ actual EFCs are “regressed” against the modeled EFCs (which reflect the EFCs
students would receive if less information were used in need analysis calculations). The
figurereported onisthe“ R-squared” which shows how much of thevariability of the actual
EFC is accounted for or “explained” by the modeled EFC.
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Table 2. Amount of Variation in EFCs For Different Types of
Students Explained by Selected Income and Asset Information

Independents
without Independents

Models Dependents dependents with children
Model 1
Substitutes AGI for .9235 .9270 .8903
total income
M odel 2
Eliminates asset .8616 .8954 .9680
contributions
Mode 3
Substitutes AGI for
total income and .8085 .8210 .8519
eliminates asset
contributions

Source: CRSanalysisof 1999-2000 National Postsecondary Student Aid Study (NPSAS 2000) data.

Table 3 presents data on the estimated EFCs produced for each need analysis
population under each of the models. This table provides information showing the
direction in which EFCs move when need analysis calculations rely on reduced
information. This information is provided to further delineate how the broad
categoriesof EFC financial dataaffect EFCs. For purposes of the anal yses presented
in Tables 3 and 4, modeled EFCs with values within $100 of actual EFCs were
considered to be the same.

The data presented in Table 3 indicate that for the great majority of aid
applicants EFCs are reduced or remain the same when the additiona FAFSA
worksheet income information is eliminated from need analysis. Nonetheless, a
notable subset of students (ranging from 5%-11%) in each need analysis popul ation
isadversely affected — having their EFCsrise when additional incomeinformation
is excluded from calculations (i.e., they will have less need for aid).?? The same
general pattern is evident when the additional income information and asset
contributionsarecollectively eliminated from need analysis. When assetinformation
iseliminated from need analysis, and need analysis cal cul ationsare based exclusively
on income information (including worksheet data), EFCs either remain the same or
are lowered, no students would be adversely affected.?

2 This outcome — some applicants being unaffected or benefitting (EFC falling), while
others are adversely affected (EFC rising) — is not unexpected given that the additional
income information from FAFSA worksheets is comprised of untaxed income which is
added to aid applicants' AGlI, and protected income which is subtracted.

2 This outcome is also not surprising. EFCs cannot actually increase when asset
information is excluded from need analysis. Thisis because asset informationisadded to
income information and can only serve to elevate an EFC or leave it unaltered.
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Table 3. Estimated Change in EFC for Different Types of
Students Upon Elimination of Selected Income
and Asset Information

Modd 3:
Substitutes AGI for
Model 1: M odel 2; total income and
Substitutes AGI for Eliminates asset eliminates asset
total income contributions contributions
Dependent Percent | Median | Percent | Median | Percent Median
students of change of change of change
students in EFC students in EFC students in EFC
in in in in in in
category | category | category | category | category | category
Lower EFC 40% -$1,065 34% -$657 54% -$1,232
Same EFC 49% $0 66% $0 38% $0
Higher EFC 11% $364 0% NA 8% $374

I ndependent Percent | Median | Percent | Median | Percent Median

students of change of change of change
without students | iINEFC | students | inEFC | students | inEFC
dependents in in in in in in
category | category | category | category | category | category
Lower EFC 19% -$951 6% -$694 23% -$940
Same EFC 71% $0 94% $0 68% $0
Higher EFC 10% $400 0% NA 9% $428

I ndependent Percent | Median | Percent | Median | Percent Median

students with of change of change of change
children students in EFC students in EFC students in EFC
in in in in in in
category | category | category | category | category | category
Lower EFC 23% -$509 2% -$1,099 24% -$524
Same EFC 72% $0 98% $0 72% $0
Higher EFC 5% $353 0% NA 5% $352

Source: CRSanalysisof 1999-2000 National Postsecondary Student Aid Study (NPSAS 2000) data.
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Another noteworthy trend evident in the data displayed in Table 3 pertainsto
the change in EFC amounts. As has been discussed, consistently, across each of the
need analysis populations, much larger percentages of aid applicants have EFCs
lowered as opposed to increased under each of the modeled scenarios. The median
shift in EFC amounts also is consistently larger for those whose EFCs are reduced
as opposed to those facing larger EFCs.”® This suggeststhat broad reductionsin the
additional worksheet incomeinformationand asset informationwould likely havethe
net effect of increasing the receipt and cost of need-based aid.

Table 4 presents information on aid applicants with incomes under $50,000.
This sub-population is already treated as a group whose need can be assessed using
asimplified formula. It isalso a population for whom some suggest need analysis
should be further simplified. Table 4 illustrates shiftsin the directionality of EFCs
for this population when need analysis calculations rely on reduced information.

Table 4 presents data on the estimated EFCs produced for each need analysis
population within thisincome category, under each of the models. Table 4 reveds
that across the need anaysis populations within this income category EFCs are
lowered or remain the same for the great majority of students when the additional
worksheet incomeinformationisremoved from consideration. Nonethel ess, asubset
of students (ranging from 4%-9%) in each need analysis population is adversely
affected — having their EFCs rise when additional income information is excluded
from calculations. The same pattern is evident when the additional income
information and asset contributions are collectively eliminated from need analysis.
When asset information is eliminated, EFCs remain the same or are lowered.

% The median is that value where 50% of applicants in a category had a higher changein
value and 50% had a lower change.
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Table 4. Estimated Change in EFC With Elimination of
Selected Income and Asset Information
for Students with Incomes Under $50,000

Modd 3:
Substitutes AGI for
Model 1: Model 2; total income and
Substitutes AGI for Eliminates asset eliminates asset
total income contributions contributions
Dependent Percent | Median | Percent | Median | Percent Median
students of change of change of change
students in EFC students in EFC students in EFC
in in in in in in
category | category | category | category | category | category
Lower EFC 31% -$621 20% -$420 41% -$656
Same EFC 60% $0 80% $0 52% $0
Higher EFC 9% $330 0% $0 7% $328

I ndependent Percent | Median | Percent | Median | Percent Median

students of change of change of change
without students in EFC students in EFC students in EFC
dependents in in in in in in
category | category | category | category | category | category
Lower EFC 18% -$940 5% -$516 22% -$887
Same EFC 72% $0 95% $0 70% $0
Higher EFC 10% $400 0% NA 8% $430

I ndependent Percent | Median | Percent | Median | Percent Median

students with of change of change of change
children students in EFC students in EFC students in EFC
in in in in in in
category | category | category | category | category | category
Lower EFC 20% -$421 1% -$580 21% -$440
Same EFC 76% $0 99% $0 76% $0
Higher EFC 4% $351 0% NA 4% $351

Source: CRSanalysisof 1999-2000 National Postsecondary Student Aid Study (NPSAS 2000) data.

Table4 also showsthat acrossthe need analysis popul ationswithin thisincome
category changes in EFC amounts are consistently larger for those whose EFCs are
lowered than for those whose EFCsincrease. For this sub-population (similar to the
full population of aid applicants) the net effect of the broad reductions in EFC
financial data considered here would be increases in the receipt and cost of need-
based aid.



CRS-20

It isimportant to note that examining the effects of excluding thisinformation
from need analysis, at relatively broad levels of aggregation, potentially masks how
its exclusion affects smaller sub-populations (some of whom see their EFCs rise
when supplemental income information is excluded). This is an important point
because partiesinterested in considering simplification of need analysisaregeneraly
concerned about the effects simplification proposalswill have on aid recipients. To
fully analyze this, it is necessary to study the changes in EFC values for all sub-
populations of interest — particularly those who may end up adversely affected by
simplifications. Thispointisillustrated in Table 5 which examinesin greater detall
changes in EFCs of dependent students with incomes under $50,000 whose EFCs
would increase by $500 or more under models 1 and 3.

Table 5. Dependent Students With Incomes Under $50,000
Whose Estimated EFCs Increase by $500 or More
When Selected Income and Asset Information
is Eliminated from Need Analysis

Per cent of dependent
students with incomes under Median increasein EFC
$50,000 whose EFCs increase for those whose EFC
by $500 or more increases by $500 or more
Model 1
Substitutes AGI for 3% $809
total income
Model 3
Substitutes AGI for
total income and 2% $905
eliminates asset
contributions

Source: CRSanalysisof 1999-2000 National Postsecondary Student Aid Study (NPSAS 2000) data.

As Table 5 shows, roughly 3% of dependent students with incomes under
$50,000 fare considerably worse under the simplifications embodied in model 1, and
2% do so under model 3. Put in different terms, approximately 63,000 dependent
applicantsin thisincome category would have their EFCs increase by $500 or more
under model 1, and roughly 50,000 would under model 3. Thisadverse effect would
be unacceptable to some, while othersmight feel the benefitsyielded by those whose
EFCs are reduced under these scenarios outweigh the costs associated with these
simplifications. Under model 1, one-third of the students in this income category
(roughly 735,000) have their EFCs reduced and approximately 40% (roughly
973,000) have their EFCs reduced under model 3.

Thisisjust oneillustration — many could have been considered — but it shows
the value of examining in some detail the effects of categories of information
collected by the FAFSA — particularly if one is contemplating changes in need
anadysis. Of particular importance, this example reveals the contribution of
categories of information used in need analysisdifferswithin sub-populations. This
also shows the type of tradeoffs likely to face decision-makers.
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Summary Comments

In general, the anal yses presented in this section of the report show that the base
incomedata(i.e., AGI) play thelead rolein determining EFCs. The contributions of
the additional income information and asset information vary by population.
Categorical reductionsininformation (i.e., simplifications) considered hereprimarily
resultin reduced or unaltered EFCs, which suggeststhat such changes could increase
program costs. But, some changes could increase EFCs, meaning that some
stakeholders could fare worse (especialy if income protections are eliminated).

The analysis presented here establishes basic parameters — illuminating what
broad categories of information collected by the FAFSA contribute to need analysis
calculations. Simplification proposals often suggest smaller scale reductions in
information (e.g., the elimination of a few items as opposed to whole categories of
information). To understand the effects of such proposals, other analyses would be
required.

Conclusion

Roughly 12 years ago, the Congress revamped the federal need analysis system
by creating asingle “simplified” system, featuring a common application form and
asingle methodology for determining the EFC. The Congress sought to ensure that
the federal need analysis would be used to the greatest extent possible for the
determination of need for federal, state, and institutional aid. Questions regularly
arise about whether the system can be further simplified. Thisreport considered two
of the primary issues that surface with some regularity: How much of the
information currently collected by the FAFSA isactually used to determinethe EFC
and eligibility for federal aid? Can the EFC be calculated using fewer datathan at
present?

The findings presented in this report suggest that nearly all of the financia
information gathered through the FAFSA form are used to calculate EFCs and
determine federal aid eligibility. Nevertheless, some aid applicants who use the
paper FAFSA are required to file some financial data unnecessary for federal aid
purposes.

At the same time, the modeling presented in this report suggests that from a
technical (i.e., mathematical) standpoint it is probably feasible to explore ways in
which the financial information utilized for federal need analysis and aid eligibility
determinations could be streamlined, without deviating dramatically from the EFC
values generated under the current system.

Deliberation by education policymakers of the analysis presented hereislikely
to be influenced by several tensions inherent in the federal need analysis system.
Among these tensions are the following:

e For most students, the FAFSA seeksto gather sufficient information
to makerelatively fine distinctions among familiesin terms of their
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ability to pay for college. Simplifying the process and rendering it
more transparent (i.e., allowing families, without much trouble, to
make reasonably accurate estimates of the amount of aid they will
receive) may make it harder to draw those distinctions.

The processisintended not only to serve in the awarding of federal
aid, but, to the greatest extent possible, be the single system used for
state and institutional aid allocation as well. As aresult, changes
must be assessed in terms of how they affect the system’ s ability to
serve these multiple sources of aid.

Changes that lead to an expansion of digibility for aid will raise
program costs; changes that reduce program costs are likely to
adversely affect eligibility.

Given the magnitude of the amount of aid being awarded under this
process and the number of studentsinvolved, changesthat may have
proportionately only minor negative consequencesfor eligibility may
affect significant numbers of students, while proportionately minor
effects on program costs may be worth hundreds of millions of
dollars.



