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Paying for college is one of the biggest financial commitments many families with school-aged
children make. With the costs of tuition greatly outpacing core inflation over the last couple of decades, many American households are now forced to conduct a cost/benefit analysis when choosing
among schools. Furthermore, families are now relying on a variety of loans, grants and other scholarships to help defray the spiraling costs.
Hopefully, families with young children are planning ahead
by utilizing tax-friendly 529 Plans and Coverdell Education Saving Accounts (ESA’s). Additionally, families should
understand how schools determine the need for financial
assistance, as aid may play a contributing role when selecting the right school for your child.
This white paper will help explain how college financial aid
works and if your child may be eligible. Specifically, this report:
• Provides an overview of college costs and the basics of
financial aid.
• Explains how colleges and federal agencies determine a
family’s eligibility for financial aid and the factors that most
influence that eligibility, including some case studies.
• Provides some useful tips for maximizing the potential
for receiving financial aid; thereby lowering the total
cost of college.
• Offers some guidance and recommendations for those
that will likely not qualify for aid, but nonetheless seek
to maximize their college planning opportunities.

Skyrocketing Cost of College

The increase in cost of higher education in the U.S. has
typically doubled the rate inflation over the last several
decades. As a result, other than retirement, saving for college now represents the most significant life-time expenditure for many households.

According to the College Board, the average cost of tuition and fees for the 2015-2016 school year was $32,405 at
private colleges, $9,410 for state residents at public colleges,
and $23,893 for out-of-state residents attending public
universities1. Of course, these are only averages and when
you include the cost of room and board, some private institutions can cost as much as $70,000 per year. Given these high
costs, more households are being forced to consider financial aid, loans, grants and various types of scholarships to
cover the expense of obtaining a higher education degree.

Financial Aid Forms – FAFSA and PROFILE
Before determining whether your child is a candidate to
receive financial aid, it is helpful to first understand the
forms that the federal government and colleges use when
considering if your child has a financial need.

The two forms households fill out to apply for financial aid
are the Free Application for Federal Student Aid2 (“FAFSA”)
and the College Scholarship Service Financial Aid PROFILE3
(“PROFILE”), which takes a broader picture of the family’s
financial situation. Federal agencies and many colleges only
require the FAFSA, but most private universities and many
top public universities require both the FAFSA and the
PROFILE. To complete these forms, a household will need
their prior year’s tax information, current financial statements,
mortgage balances and estimates of this year’s and next
year’s income. Fortunately, they are both universally accepted, so once households fill out these forms on-line, they can
direct the respective form to the appropriate colleges.

1 https://trends.collegeboard.org/college-pricing/figures-tables/tuition-and-fees-and-room-and-board-over-time-1975-76-2015-16-selected-years
2 https://fafsa.ed.gov/
3 https://student.collegeboard.org/css-financial-aid-profile

SMS Capital Management, LLC • smscap.com

2

SMS
Capital Management, LLC

Many schools, as well as the FAFSA website, offer on-line calculators for families to get a sense if they are eligible for aid
and where that aid may come from. However, before utilizing these calculators, it is important to understand how they
differ from one another and which income and asset categories are being considered. For example, the FAFSA calculator
only checks for federal grants and loans.

Differences between the FAFSA and the PROFILE
TOPIC

FAFSA

PROFILE

Years of Income Considered

One year—only the “prior-prior”
year. For example, when applying
for the 2017-2018 year, only income
for 2015 is considered.

Three years—the “prior-prior,” the
“prior,” and an estimate for the
current year. So if applying for the
2017-2018 year, income for 2015,
2016 and 2017 is considered.

Non-Custodial Parent Finances

Excluded

Included

Home Equity

Excluded

Typically Included

Family Business Value

Excluded

Included

Cost of Applying

Free

$25 for the first school,
$16 for each additional school

Assessing Eligibility

To determine a household’s need for financial aid, the federal
government and colleges compare the Cost of Attendance
(COA) for a particular institution with the Expected Family
Contribution (EFC). The difference between the COA and
the EFC is a household’s Demonstrated Need. Financial
need goes up if the EFC goes down or the COA goes up.

Cost of
Attendance
(COA)

MINUS
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The COA calculation is fairly straightforward as it
represents the average cost to attend a particular
school for one academic year and includes tuition,
room and board, books, fees, and other related expenses (like travel to and from school). Most schools will
publish their COA on their website and update it annually.

Expected
Family
Contribution
(EFC)

=

Demonstrated
Need

3

SMS
Capital Management, LLC

Calculating the EFC

The math around the EFC is a more involved process.
The EFC is specific to each family and is impacted by
a family’s evolving household income and financial
situation.
There are four categories of a household’s financial condition that the federal government and colleges use to assess
whether a household can afford to send their child to college. In order of the greatest to least impact on the EFC are:
1. Parent’s income
2. Parent’s assets
3. Student’s assets
4. Student’s income
To determine the family’s EFC, the value of each of these
categories is multiplied by a pre-determined weighting,
then the products are combined to derive the final EFC.
The categories and marginal weightings are shown below:

1. Parent’s Income

Parent’s income is the most significant factor influencing
the EFC. Given the high 47% weighting, the need for
aid drops significantly the higher the parent’s income.
Through a series of more involved calculations, colleges
take a family’s AGI as reported on their tax return;
adjust for income taxes paid, the number of dependents and other allowances to derive the “Adjusted
Income” or AI. The AI is then applied to a progressive
scale that tops out at a marginal 47% factor to calculate
the amount included in the EFC.

Parent’s
Adjusted
Income
X
47%

+

Parent’s
Assets
X
5.6%
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+

For the purposes of this report, rather than walk through
the complexities and nuances of the adjustments listed
above, we provide Table 1 on page 5. This table shows
the impact to the EFC for a given Adjusted Gross Income
(AGI) and the number of dependent children. This table
and values makes assumptions for taxes paid so EFC values are an approximation.

2. Parent’s Assets

Parental assets also have a large impact on aid. Brokerage accounts, bank accounts, and 529 Plan assets are
included in this category. Fortunately, retirement accounts are generally excluded from consideration. Most
schools using the PROFILE will also include home equity
in the family assets while others like Harvard, Princeton,
and Washington University do not. Still others like Rice,
Stanford and USC give less than a full weighting to home
equity. Colleges give a relatively smaller weighting to the
parent’s assets as they are multiplied by 5.6%.

3. Student’s Assets

Since colleges assume that all of a student’s assets can
be used for their education, student assets have a much
higher weighting. In fact, 20% of assets held by the student are included in the EFC. Custodial accounts (UGMA/
UTMA) fall into this category, but non-custodial 529 plans
(i.e. the owner is someone other than the child) do not.

4. Student’s income

The last category is student’s income. Since most students do not have much in the way of income this number
is generally small, even with its 50% weighting. However,
there is a nuance for the way non-parent owned 529 distributions are counted in the EFC. If a grandparent or other

Student’s
Assets
X
20%

+

Student’s
Income
X
50%

=

Family
EFC
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extended family member is the account owner of 529 Plan and your
child is the beneficiary, the 529 account is not counted as an asset.
However, the subsequent withdrawal will be included in the child’s
future income; reducing potential for prospective financial aid. This is
not the case with parent owned 529 Plans.

Table 1
EFC Calculation by
Parents’ AGI and Number
of Dependent Children
AGI ($)

Multiple children attending college the same year

Number of Dependent Children
1
2
3
4

50,000

3,987

2,806

2,058

1,310

60,000

6,283

4,887

3,987

3,180

70,000

8,978

7,138

6,113

5,184

80,000 12,268

10,153

8,743

7,538

90,000 15,323

13,208

11,798

10,388

100,000 18,378

16,263

14,853

13,443

110,000 21,402

19,318

17,908

16,498

120,000 24,551

22,520

21,167

19,788

130,000 27,700

25,669

24,316

22,962

140,000 30,849

28,818

27,465

26,111

150,000 33,998

31,967

30,614

29,260

160,000 37,147

35,116

33,763

32,409

170,000 40,296

38,265

36,912

35,558

180,000 43,445

41,414

40,061

38,707

190,000 46,594

44,563

43,210

41,856

200,000 49,743

47,712

46,359

45,005

210,000 52,815

50,861

49,508

48,154

220,000 55,729

53,840

52,580

51,303

230,000 58,643

56,754

55,494

54,235

240,000 61,557

59,668

58,408

57,149

250,000 64,471

62,582

61,322

60,063

260,000 67,385

65,496

64,236

62,977

270,000 70,299

68,410

67,150

65,891

280,000 73,213

71,324

70,064

68,805

290,000 76,127

74,238

72,978

71,719

300,000 79,041

77,152

75,892

74,633

It is important to understand that the EFC can change each year depending on fluctuations in the four categories described above. The
EFC is also impacted by how many children you have in college at
the same time. If you have more than one student enrolled in college
in the same year, your household’s EFC score will be divided between those students (which will also account for the child’s specific
assets and income). The effect of having a second child enrolled for
the FAFSA is significant, as it typically divides the family assets and
income contributions in half; while for the PROFILE calculation, it will
be about 30% lower than with just one student enrolled.

Family
EFC

÷

Number
of
Children

=

Child’s
EFC

Source: SMS Capital Management, LLC
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CASE STUDIES

The following two examples illustrate how the EFC is calculated and how it can differ, depending on if the FAFSA and/or
the PROFILE are used.

Household #1: EFC Exceeds COA

The Jones Family has one child who has been accepted to The University of Texas at Austin. Parents’ income totals
$100,000. Savings of $200,000. Their child has $2,000 of assets and $1,000 of income. According to the
University’s website, the COA for 2014/15 was $22,036. UT only requires the FAFSA.
Form

FAFSA

Family’s AGI:		

$100,000 a year

Parent’s Savings:

$200,000 in a bank account

Student’s Savings:

$2,000

Student’s Income:

$1,000

Estimated EFC =

$100,000 (47%4) + $200,000 (5.6%) + $2,000 (20%) + $1,000 (50%)

Estimated EFC =

$18,378 + $11,200 + $400 + $500

Estimated EFC =

$30,478

COA – EFC =

$22,036 - $30,418 = -$8,442

There is no Demonstrated Need since the EFC exceeds the COA.

Household #2: COA Exceeds EFC

The Smith Family has one child enrolled at UPENN and two other children in middle school. Parents’ income totals
$150,000. Savings of $200,000 (not including retirement accounts) and 529 Plan assets of $50,000. They also have
$250,000 of home equity. Their college bound child has $10,000 of assets and $1,000 of income. According to
Penn’s website the COA for 2016-2017 is $69,340.
Form

FAFSA

PROFILE

Family’s AGI:

$150,000 a year

$150,000 a year

Parent’s Savings:

$250,000 = $200,000 in a bank account
+ $50,000 in 529 assets

$500,000 = $200,000 in a bank account +
$50,000 in 529 assets + $250,000 of home equity

Student’s Savings:

$10,000

$10,000

Student’s Income:

$1,000

Estimated EFC =

$150,000 (47% ) + $250,000 (5.6%) +
$10,000 (20%) + $1,000 (50%)

$150,000 (47%3) + $500,000 (5.6%) +
$10,000 (20%) + $1,000 (50%)

Estimated EFC =

$30,614 + $14,000 + $2,000 + $500

$30,614 + $28,000 + $2,000 + 500

Estimated EFC =

$47,114

$61,114

COA – EFC =

$69,340 - $47,114 = $22,226

$69,340 - $61,114 = $8,226

$1,000
4

Since UPenn requires the PROFILE, the Demonstrated Need would equal $8,726. Since UPenn covers 100% of need,
an aid package of work study and grants would typically cover this shortfall.
4 While 47% is the marginal rate, to get the actual parent income portion of the EFC calculation, use Table 1 for a specific AGI which accounts for income allowances, taxes
and deduction adjustments.

SMS Capital Management, LLC • smscap.com

6

SMS
Capital Management, LLC

Translating Need into Financial Aid
Packages

Now that we have calculated the Demonstrated Need,
what does this mean for actual aid? The hard truth is:
simply because the financial aid calculation shows there is
a need, it does not necessarily mean there is always available aid. This report focuses on college aid since the cutoff
for federal aid can fall drastically short of the funding gap.
For example, parents’ income generally has to be below
$65,000 for any Pell Grant5 award and the maximum award
is only $5,775 per year. Additionally, other subsidized federal loan programs can range from $5,500 to $7,500 per year,
depending on the loan program and year of study.
On one end of the spectrum, there are colleges that
have a mandate to fund 100% of the demonstrated
need. According to U.S. News and World Report, sixty-two schools have this mandate. This list6 includes all
the Ivies, Rice, Stanford, Duke, Notre Dame, MIT and Cal
Tech. Only two public schools make that commitment —
Virginia and N.C.-Chapel Hill. The full list can be found in
Appendix A.
This leaves the vast majority of schools that have to prioritize between which students will be offered aid and in
what form. The financial aid awarded at one school may
be vastly different than what is offered at another school.
Aid packages can only come in the form of work study
and loans, or at the other end of the spectrum, grants that
cover tuition, books and other expenses.

Strategies for Maximizing Aid

The financial aid process can be complex, time consuming, and unpredictable. However, there are some strategies that increase the odds of receiving aid:
• Apply for Financial Aid as Soon as Possible — Availability of aid is a function of when you apply for it. The
sooner you apply, the more aid that is available. Therefore, you cannot wait until you are accepted to get your
college aid applications ready. Starting the process at
the beginning of your child’s senior year is beneficial
since both the FAFSA and PROFILE can be submitted as
early as October 1st.
• Target Schools that Exclude Home Equity — Applying
to schools that don’t give full weighting to a household’s

home equity under the PROFILE (and FAFSA) can result
in a lower EFC and higher aid eligibility. Households can
shield assets by potentially increasing home equity by
paying down mortgages with non-retirement funds. For
every $100,000 of household assets transferred to home
equity, the annual Demonstrated Need could increase
by $5,600.
•T
 ake Advantage of Low Income Years — Families
with volatile annual income may be able to take
advantage of low income years. While many schools
use the PROFILE which takes into account three years
of income, schools only relying on the FAFSA only
consider the “prior, prior year.” Since grant eligibility is evaluated annually, there may be years where it
makes more sense to apply for aid. This is the case for
families where incomes are volatile (i.e. sales, commission oriented, etc.) or income is temporarily low or
interrupted due to factors like job loss.
• Strategically Utilize Custodial Accounts — Since assets
held in children’s names have a much larger impact on
the EFC, it may make sense to utilize custodial UGMA/
UTMA accounts for other purposes benefiting the child
(i.e. private high school and tutors) prior to applying for
financial aid.
• Strategically Utilize 529 Plan Funds — Another potential issue is when an extended family member holds a
529 Plan with your child as the named beneficiary. In this
situation, future withdrawals will be included in student’s
income, thereby lowering aid eligibility. If the situation
warrants, it may make sense to push withdrawals from
non-parent owned 529 Plans to the final year (s) of the
student’s enrollment so that the income won’t impact
future EFC calculations.
•M
 ake an Appeal — Finally, persistence may pay off.
Colleges may reconsider the amount of awarded
aid if there are extenuating circumstances or recent
developments that impact a family’s finances. This
is where a recent loss of job, significant medical bill,
or other consideration may be described and explained. Also, sharing aid packages received from
other colleges can help loosen the purse strings at
the preferred school.

5 https://studentaid.ed.gov/sa/types/grants-scholarships/pell
6 http://www.usnews.com/education/best-colleges/paying-for-college/articles/2015/09/14/colleges-that-report-meeting-full-financial-need
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What if Your Child Does Not
Qualify for Financial Aid?

For families that do not qualify for financial aid, there are
still cost saving strategies to consider. First, systematically
funding tax-advantaged, college savings vehicles early in
a child’s life makes sense for most households. As long as
distributions are for qualified college related expenses (i.e.
tuition, room, board, fees, etc.), the earnings on the contributed funds are tax exempt. Not only do the tax savings add
up over the years, but parents can prefund all, if not a good
portion, of the costs of higher education in advance. As
described in our prior blog post, Ready (to Pay) for College,
doing so not only provides tax benefits, but removes the risk
of not being able to fund due to lower household earnings
down the road.
Second, performing a cost/benefit analysis of attending a
more expensive school becomes important when a household has to cover 100% of the total cost. Will a child’s
future earnings power increase substantially by attending
a particular private or out-of-state costing double or triple
as an in-state? Or, would those funds be better spent on
a graduate school program? These are difficult questions
that families should contemplate.
Lastly, it may be beneficial to target schools that have
a history of offering merit-based awards, either for the

possible lower cost, or as a bargaining chip with another
more appealing school that has not offered any financial
assistance. U.S. News and World Report publishes a list7
of schools with the highest percentage of students receiving merit-based aid. Included on this list are popular
schools such as Trinity University, Southwestern, Tulane
and Baylor. The full list can be found in Appendix B.
This list will vary from year-to-year as interest in schools
change. Also, individual schools alter their desired class
make-up over time and adjust their incentives accordingly. For example, a school may target engineering students one year and pre-med another year. High school
guidance counselors should be able to help determine
a good fit for your child and the prospects for receiving
merit aid at a particular institution.

Conclusion

Applying for financial aid can be confusing and time
consuming, but is worthwhile for many families. Even if
your child is not a good candidate for aid, it is important to know that so other prudent strategies for saving
funds and minimizing the total cost of college can be
utilized.
SMS Capital Management works with families to understand the future costs of college for their children, and
effectively plan for them.

7 http://colleges.usnews.rankingsandreviews.com/best-colleges/rankings/most-merit-aid

SMS Capital Management, LLC • smscap.com

8

SMS
Capital Management, LLC

Summary of Potential Cost Savings Strategies
Family Situation

Chance of Aid

Strategies

High Income
Earners/High
Net Worth

Very low chance
of financial aid

• Aggressively fund tax advantaged 529 and Coverdell plans

• Target schools that provide merit-based scholarships

• Above $250,000
annual income,
and/or

• Re-apply for aid if temporary financial setback occurs
• Consider aid in years with multiple children attending college

• $1.4m in nonretirement assets
High Net Worth, but
Low Earnings
• $1m to $1.5m in
assets

• Focus on cost/benefit of schools

Aggressive
actions may help
financial aid

• Same strategies as above, but also:
• Focus on schools that do not use the PROFILE
• Consider shielding assets by paying down mortgages and
pushing assets to retirement accounts
• Withdraw custodial account assets ahead of high school
graduation for children’s expenses
• Apply early for aid
• Coordinate with family members who are giving help with
529 Plans to use the funds in the last year (or two) of college
as to limit the student’s income

More Modest
Financial Situations

Financial aid
may be available
depending on
the school and
achievement
level
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• Same strategies as above, but additionally:
• For high achieving students, elite private schools may be the
cheaper option
• Consider not applying “early-decision” to increase the number
of competing schools offering aid, providing more choices and
leverage with appeal for aid
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Appendix A

Colleges that Fund 100% of Demonstrated Need8
School Name (State)
Amherst College (MA)

Macalester College (MN)

Amridge University (AL)

Massachusetts Institute of Technology

Barnard College (NY)

Middlebury College (VT)

Bates College (ME)

Mount Holyoke College (MA)

Boston College

Northwestern University (IL)

Bowdoin College (ME)

Oberlin College (OH)

Brown University (RI)

Occidental College (CA)

Bryn Mawr College (PA)

Pitzer College (CA)

California Institute of Technology

Pomona College (CA)

Carleton College (MN)

Princeton University (NJ)

Claremont McKenna College (CA)

Rice University (TX)

Colby College (ME)

Salem College (NC)

Colgate University (NY)

Scripps College (CA)

College of the Holy Cross (MA)

Smith College (MA)

Colorado College

Soka University of America (CA)

Columbia University (NY)

Stanford University (CA)

Connecticut College

Swarthmore College (PA)

Cornell University (NY)

Thomas Aquinas College (CA)

Dartmouth College (NH)

Trinity College (CT)

Davidson College (NC)

Tufts University (MA)

Duke University (NC)

University of Chicago

Franklin and Marshall College (PA)

University of North Carolina—Chapel Hill

Georgetown University (DC)

University of Notre Dame (IN)

Grinnell College (IA)

University of Pennsylvania

Hamilton College (NY)

University of Richmond (VA)

Harvard University (MA)

University of Southern California

Haverford College (PA)

University of Virginia

8 http://www.usnews.com/education/best-colleges/paying-for-college/articles/2015/09/14/colleges-that-report-meeting-full-financial-need
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Appendix B

Schools with the Highest Percentage of Students who Receive Merit Aid9
Cooper Union (NY)
Webb Institute (NY)
Rhodes College (TN)
Trinity University(TX)
New England Conservatory of Music (MA)
Samford University (AL)
Denison University (OH)
Hillsdale College
Birmingham-Southern College (AL)
DePauw University (IN)
University of Puget Sound (WA)
Furman University (SC)
University of Tulsa (OK)
Gonzaga University (WA)
Marquette University (WI)
Westminster College (MO)
College of Wooster (OH)
Millsaps College (MS)
Southwestern Oklahoma State (OK)
University of Denver (CO)
Centre College (KY)
Hendrix College (AR)
Savannah College of Art and Design (GA)
St. Mary’s College (IN)
Augustana University (SD)
Andrews University (MI)
Mississippi College (MS)
Creighton University (NE)
Grace College and Seminary (IN)
New College of Florida (FL)
Rose-Hulman Institute of Technology (IN)
University of South Carolina (SC)
Xavier University (OH)
Eckerd College (FL)
Illinois Institute of Technology (IL)
Oberlin College (OH)
Truman State University (MO)

68%
66%
50%
47%
46%
46%
44%
43%
43%
42%
42%
41%
41%
40%
40%
39%
38%
38%
38%
38%
38%
38%
38%
38%
37%
37%
37%
36%
36%
36%
36%
36%
36%
36%
36%
36%
36%

Willamette University (OR)
St. Lawrence University (NY)
University of Dayton (OH)
Southwestern University (TX)
University of Dallas (TX)
Drake University (IA)
Illinois Wesleyan University (IL)
Ouachita Baptist University, (AR)
Baylor University (TX)
Hampden-Sydney College (VA)
New School (NY)
Calvin College (MI)
Manhattan School of Music (NY)
Southern Methodist Univ. (TX)
Tulane University (LA)
Washington College(MD)
Abilene Christian University (TX)
Fairfield University (CT)
Muhlenberg College (PA)
St. Joseph’s University (PA)
University of Portland (OR)
NM Institute of Mining and Tech.(NM)
Wesleyan College (GA)
Hobart and W. Smith Colleges(NY)
University of Jamestown (ND)
Worcester Polytechnic Institute, (MA)
Carroll College (MT)
Clark University (MA)
Iowa State University (IA)
Miami University--Oxford (OH)
Westminster College (UT)
Kalamazoo College (MI)
The Catholic University of America (DC)
Drury University (MO)
Lawrence University (WI)
Transylvania University (KY)
Whitman College (WA)

36%
35%
35%
35%
35%
34%
34%
34%
34%
34%
34%
33%
33%
33%
33%
33%
33%
33%
33%
33%
33%
32%
32%
32%
32%
32%
31%
31%
31%
31%
31%
31%
31%
31%
31%
31%
31%

9 http://colleges.usnews.rankingsandreviews.com/best-colleges/rankings/most-merit-aid
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www.smscap.com
6575 West Loop South, Suite 603 • Bellaire, Texas 77401
Telephone (713) 623-1534 • Fax (713) 589-9496
Email info@smscap.com

This document is provided for general informational and educational purposes and is not, nor intended to be, legal, financial or tax advice. The publisher is not authorized to
practice in front of the IRS and is not subject to IRS Circular 230. This information is general in nature and may not apply to the specific circumstances of individual readers. No
claims are made about the accuracy, timeliness or usefulness of the content of this document. Users of this document should seek specific guidance directly from a qualified
legal, financial or tax professional. Nothing contained on or provided through this document is intended to be or is to be used as a substitute for professional advice.

