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Introduction

or more than 50 years, the federal government has helped low- and middle-
income students and families finance a college education. This assistance
has allowed millions of individuals to pursue their educational dreams,

and has made America’s colleges the most open and accessible in the world.

According to the U.S. Department of Education (the Department), nearly
17 million students were enrolled at a higher education institution in 2003. This
number has been increasing steadily for the last 20 years, and the Department
estimates that 17.5 million students will be enrolled by 2010.

In 2004, the federal government provided $81 billion to help students and
families pay for a postsecondary education. The Department estimates that in the
current year, 10.1 million students will receive federal student aid while attending
one of the more than 6,200 colleges, universities, and trade schools that participate
in the federal student aid programs authorized by the Higher Education Act.

A variety of federal programs help students and families finance an education.
By far the largest and most important programs are found in Title IV of the Higher
Education Act. This document summarizes these vital programs by explaining
how students and families apply for and receive Title IV student aid, describing
the major programs that are available, and outlining what institutions must do to
participate in the federal programs.1

1 This paper summarizes only those student aid programs in the Higher Education Act and does not deal
with other federal programs that may help students and families finance higher education, such as
AmeriCorps, GI bill benefits, or the National Health Service Corps. Finally, this paper does not deal with
student aid that is provided through private scholarship and loan programs or institutional student aid.
Statistical information on the total amount of student aid is available in 7rends in Student Aid, an annual
series of reports published by the College Board.
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Federal Student Aid: Goals, Eligiblility, and
Applications

he aim of the Higher Education Act, which governs the major federal grant

and loan programs, is to make it possible for all academically qualified

individuals to obtain a college education, regardless of their economic
circumstances. More specifically, the dual goals of the federal student aid
programs are to give students access to higher education and to permit c/oice in
the institution they attend.

The major federal student aid programs are authorized by the Higher
Education Act and are administered by the Department of Education. In general,
financial aid is awarded to individual students who may use an award at any of the
colleges, universities, and trade schools that meet federal eligibility criteria to
participate in these student aid programs.2 However, the amount of money a
student receives will vary from institution to institution, depending upon the cost
of attendance.

Determining Student Eligibility

To receive federal student aid, a student must:

* Have a high school diploma or its equivalent (such as the GED); have
passed a test demonstrating his or her “ability to benefit”; or have been
home-schooled (self-certified) and possess either a completion credential or
an exemption from state compulsory attendance law.

* Be admitted to or enrolled in a degree or certificate program at an institution
that participates in the federal programs.

* Meet “satisfactory academic progress” standards established by the college or
university.

e Must not be in default on a student loan or owe a refund on a federal student
grant.

* Be registered for the Selective Service (men only).

* Not have been convicted of a drug-related offense or, if convicted, have been
“rehabilitated” in a federally approved program.

* BeaU.S. citizen or permanent resident.

¢ Have financial need.

2 Students can use federal Pell Grant and FFEL/DLloan funds at any institution that participates in the fed-
eral student aid programs. However, not all institutions participate in the three campus-based programs,
Federal Supplemental Educational Opportunity Grants, Federal Work-Study, and Perkins Loans.
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Calculating a Student’s Financial Need

Most federal student aid programs are based on financial need.3 Qualifying for
these programs depends on two things: the expected family contribution (EFC),
the amount of money that a family is expected to contribute toward the student’s
education; and the cost of attendance, which includes tuition, fees, books, trans-
portation, and room and board at the college or university that the student plans
to attend. Both terms are defined in the law.

The Higher Education Act prohibits the Department from issuing regulations
prescribing the calculation of the EFC. The needs analysis system that calculates
the EFC is commonly known as the federal methodology, and is performed by a
central processing system of the federal government.

Applying for Federal Student Aid

The Free Application for Federal Student Aid (FAFSA) is the only application
required to apply for federal student aid.4 The Department processes more than
13 million FAFSA applications each year, the vast majority of which are received
and processed between January and August.

To determine the EFC, each student and his or her family must complete
aFAFSA, either in paper form or online at Aup://www.FAFSA.ed.gov. The
Department ascertains that all required information has been provided and
verifies the data with several federal agencies, including the Social Security
Administration, the Selective Service System, and the Immigration and
Naturalization Service. When necessary, applicants are asked to provide
additional information and to correct inconsistencies.

After the Department processes the FAFSA, the student receives a Student Aid
Report (SAR) showing the expected family contribution. At the same time, each
institution identified by the applicant receives the same information in an electronic
document called the Institutional Student Information Record (ISIR). In general, if
the EFC is less than the cost of attendance as determined by the school, the student
is eligible for need-based federal student aid. Students who are not eligible for need-
based federal aid may be eligible for unsubsidized student loans.

3 Two federal student loan programs are not based on financial need: Both the unsubsidized Stafford
student loans and the Parental Loans for Undergraduate Students (PLUS) are, with a few restrictions,
available to all students enrolled in an eligible academic program. In 2003-04, $30.1 billion was awarded
under these two programs.

4 A copy of the application can be found in Appendix 2.
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Applying for Institutional Aid

The FAFSA provides all the student information necessary to receive federal
Pell Grants, federal student loans, and federal campus-based aid. However,

some schools collect additional information before awarding their own funds,
1.e., institutional student aid. In many cases, colleges and universities use a com-
mercially available supplemental form. This and similar systems are known as
institutional methodology (IM), to distinguish them from federal methodology.

In general, institutional methodology is more comprehensive than federal
methodology and assumes that more assets can be used for college expenses. For
example, in most cases, institutional methodology considers home equity as an asset
that can be used to help finance a college education; federal methodology does not.

Creating a Financial Aid Package for Students

As noted above, students identify the institution(s) that should receive an ISIR
showing the amount of the student’s EFC. If the cost of attendance exceeds the
EFC, the student is eligible for need-based student aid. Using the information
from the ISIR and the results of any institutional methodology calculations, the
campus financial aid administrator prepares a financial aid package for every
qualified student. Institutions generally issue award letters to notify students
of their financial aid packages.

Under federal law, students who have the lowest EFC among FAFSA applicants
are entitled to a federal Pell Grant before any other federal financial aid. Students
who still have financial need after receiving a Pell Grant—and needy students who
do not qualify for a Pell Grant—may be offered a package of grants, loans, and work-
study jobs. Campus financial aid administrators use a wide variety of techniques to
put together financial aid packages. One of the most popular strategies is equity
packaging, a method designed to equalize the treatment of all needy students by
establishing a minimum amount of aid for each student from grants, scholarships,
and parental contributions.

As part of their financial aid package, many colleges have a “self-help require-
ment” that holds all students responsible for meeting at least some of the cost of
attendance themselves. Typically, students meet the self-help requirement by
working and/or taking out loans.
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Differences in Dependency Status

More than half of all college students are not financially dependent on their parents
and are termed independent students. The Higher Education Act defines an inde-
pendent student as one who is at least 24 years old, is married, has dependents
other than a spouse, is an orphan or ward of the court, is a veteran, or is attending
graduate or professional school. In rare circumstances, the campus financial aid
administrator may determine that special circumstances warrant independent
status for a student who does not meet one of these criteria. While independent
students also must fill out the FAFSA, they are not required to include parental
assets and income, and their EFC is calculated differently.

Defining Unmet Need

For many students, their family contribution added to the total amount of financial
aid awarded does not cover the full cost of their education. This gap between the
cost of attendance and the available student resources is called unmet need. To
obtain additional funds, some students will work more hours, seek additional
money from family resources, attend part time, or borrow money from private loan
programs. Others, however, will simply not attend college. Indeed, recent research
by the Advisory Committee on Federal Student Assistance demonstrates that stu-
dents with higher amounts of unmet need are less likely to enroll in or complete
higher education than their more fortunate peers.>

5 Advisory Committee on Student Financial Aid. (2002). Empty promises: The myth of college access in
America. Washington, DC: Author.
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The Major Federal Student Aid Programs

he Higher Education Act authorizes several types of student aid: the
I federal Pell Grant, three “campus-based” programs, a federal-state part-

nership program, and federal student loans.®

Pell Grants

The centerpiece of federal student aid is the Pell Grant program, named in honor of
former Senator Claiborne Pell of Rhode Island, who championed its creation. These
grants, which do not have to be repaid, are awarded to undergraduate students solely
on the basis of financial need. Students may use a federal Pell Grant at any eligible
institution. More than 5.3 million students receive these grants every year.

The federal Pell Grant is known as a quasi-entitlement because all eligible stu-
dents receive assistance. The amount of a Pell Grant awarded to an individual stu-
dent depends on the student’s EFC and attendance status (full time or part time),
and the maximum grant as specified in the most recent federal appropriations
process. In other words, all eligible students will receive a grant—the “entitlement”
part—but the amount of a student’s grant will depend on the funding provided for
the program as part of the annual appropriations process—the “quasi” part.

Because federal funding for the Pell Grant program is appropriated almost
afull year before the start of the academic year, it is difficult to predict exactly
how much money will be needed. For example, the fiscal 2004 appropriations bill-
signed into law on January 23, 2004—provided funds for the 2004-05 school year.
In some years, Congress provides more money than is needed and the Pell Grant
program has a surplus. In other years (and more often), especially when the
economy stumbles and college enrollments grow, the program runs a shortfall.
When there is a surplus, the appropriations committees reallocate the unused
funds in a future appropriations bill. Conversely, in the case of a deficit, the
committees provide additional funding in a future appropriations bill to cover the
shortfall.

For academic year 2004-05, Congress appropriated $12 billion for this
program, and individual awards ranged from $400 to $4,050, with the average
approximately $2,469. The average family income for a dependent student
receiving a Pell Grant was $24,600, while average family income for
independent students was $15,500.

6 In addition, TRIO and GEAR UP, which provide supportive services to help students enroll in and com-
plete postsecondary education, also are considered student aid programs.
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Campus-based Programs

Three additional programs—Federal Supplemental Educational Opportunity
Grants, Federal Work-Study, and Federal Perkins Loans—are collectively known as
the campus-based programs because they are administered directly by the financial
aid office at each participating institution. The amount of money a student receives
from these programs depends on the individual’s financial need, the amount of aid
the student receives from other sources, and the availability of campus-based funds
at the college or university. The last factor is critical. Unlike Pell Grants, which
provide every eligible individual with some funding, the campus-based programs
provide assistance to only some of the eligible students. On most campuses,
student eligibility is greater than available aid.

* Federal Supplemental Educational Opportunity Grants (SEOG) support
undergraduate students with “exceptional financial need” and usually go to
students who also receive large Pell Grants. Recipients get between $100 and
$4,000 a year, depending on need and availability. In 2004-05, 1.2 million
students received an average SEOG of $765.

* The Federal Work-Study (FWS) program provides jobs for undergraduate and
graduate students with financial need, allowing them to earn money to pay
educational expenses, often in areas related to their academic program or
in community service positions. Students are generally paid by the hour and
must receive at least the federal minimum wage. Last year, nearly 1 million
students earned an average award of $1,450 through the FWS program.
Currently, at least 7 percent of FWS funds must be spent on placing
students in community service positions.

* The Federal Perkins Loan Program, named for the late Congressman
Carl Perkins of Kentucky, enables colleges and universities to lend money
to individual students who have exceptional financial need. This program has
a statutorily set interest rate (5 percent) and is available to both undergradu-
ates and graduates. Eligible undergraduates can borrow up to $4,000 per year
and graduate students may borrow up to $6,000 per year. Repayment begins
nine months after the borrower leaves school and interest does not accrue
while students are enrolled.

Perkins Loans can be cancelled after graduation if borrowers engage in
specified public service activities, such as teaching in a Head Start program
or low-income school, full-time law enforcement work, or nursing.

Each year, the federal government distributes a relatively small amount of
additional Perkins funds to participating institutions—about $100 million in
fiscal 2004, when it was last funded—and reimburses schools for loans that
have been canceled (about $67 million). These funds, together with money
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the school receives in the form of repaid loans, are lent to borrowers. In
this way, Perkins Loans are a revolving fund. In 2004-05, nearly 700,000 bor-
rowers received loans that averaged $1,875 from this program.

Campus-based aid is awarded to students according to federal guidelines, as
part of a financial aid package that campus financial aid administrators put together.
As required by law, institutions provide at least 25 percent of all campus-based
funds awarded, which means that colleges and universities provide at least one-
third as much money as does the federal government. This requirement results
in increased funding for students receiving campus-based financial aid.

A Federal-State Partnership Program

The Leveraging Educational Assistance Partnerships (LEAP) program is designed
to encourage states to maintain and expand need-based grant programs. States
must match federal funds on a dollar-for-dollar basis. However, when the federal
appropriation for LEAP reaches $30 million, the state match increases to $2 for
every federal dollar. States that provide the higher match gain additional flexibility
in spending the money—they can use it for increased grant aid, merit scholarships
for needy students, and scholarships in specialized academic areas.

It is difficult to determine how many students benefit from LEAP because
some states provide far more money—and therefore more scholarships—than is
required to match the federal contribution. Last year, more than 1 million
college students received a need-based state grant.

Federal Student Loans

Student loans are the major source of federal student aid. In the 2004-05 academic
year, 6.2 million people borrowed $41 billion in federal student loans.” Through
fiscal 2000, more than 126 million loans totaling more than $377 billion had been
issued since the creation of the original student loan program in 1965.

Federal student loans are divided into two basic programs: the Federal Family
Education Loan (FFEL) program and the William D. Ford Direct Student Loan
program, named for former Representative William Ford of Michigan. Both offer
similar benefits to borrowers, and both include three different types of federal
education loans: a subsidized Stafford loan, an unsubsidized Stafford loan, and
an unsubsidized PLUS loan for parents of dependent students. Former Senator
Robert Stafford of Vermont is the namesake of these programs.

7 The College Board. (2004). Trends in student aid 2004. New York, NY: Author.
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The Difference Between Federal Family Education Loans and Direct Loans
Each higher education institution decides whether to participate in the Direct
Loan program, the FFEL program, or both. Borrowers must use the program
their school designates. Eligibility requirements and loan limits are identical
for both programs.

The basic difference between the Direct Loan and FFEL programs is who
originates and holds the loans. In the FFEL program, a private lender (usually a
bank or credit union) receives a subsidy from the federal government to make the
loan. The college or university certifies the borrower’s eligibility and helps disburse
the loan. The student repays the holder of the loan and, if the student becomes
delinquent, the holder of the loan initiates collection efforts.

In the Direct Loan program, by contrast, the federal government makes the
loans directly to the students. Upon graduation, the borrower repays the govern-
ment. The federal government, through a federal contractor, manages the portfolio
of loans. If the student does not repay the loan, the federal government initiates
loan collection efforts.

More than 4,000 private lenders, guaranty agencies, loan servicers, secondary
markets, and collection agencies participate in the FFEL program. Included in this
total is Sallie Mae, the largest holder of student loans in the country, which currently
holds 45 percent of all federal student loans. In addition to making, holding, and
servicing student loans, Sallie Mae operates a secondary market that buys federal
student loans from private lenders, thus releasing the original lenders from the
complex loan collection requirements and freeing their capital to make new loans.
Besides Sallie Mae, some 25 private nonprofit and state secondary markets
purchase loans from the original lenders.

Roughly three dozen state and private nonprofit guaranty agencies
administer federal insurance on FFEL student loans and work to minimize student
loan defaults. If an FFEL borrower defaults on repayment, the guaranty agency pays
the holder 98 percent of the face value of the loan and attempts to collect from the
borrower. At the same time, the federal government reimburses the guaranty agency
up to 98 percent of the value of the loan. If the agency is unable to collect, it assigns
the loan to the Department of Education and the federal government initiates
collection efforts.
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Subsidized Loans vs. Unsubsidized Loans

Regardless of whether they are participating in the FFEL or Direct Loan programs,
borrowers can receive either subsidized or unsubsidized loans and many students
get both types simultaneously. A federal subsidized Stafford loan is awarded on the
basis of financial need, and interest does not accumulate while the student is
enrolled in school. By contrast, financial need is not required to receive a federal
unsubsidized Stafford loan, but interest on the loan accrues while the borrower is
enrolled. Students can defer interest payments while they are in school, but doing
so increases the amount of money that eventually must be repaid.

Fees on Federal Student Loans

Upfront fees—similar to points on a home mortgage—are charged on federal student
loans. In the FFEL program, lenders must pay a 3 percent origination fee to the
Department for each new loan they originate, and guaranty agencies may charge a
1 percent fee to the borrower for each new loan. All or part of the origination fee
may be passed on to consumers, but lenders and guaranty agencies often waive all
or part of the origination or insurance fee to keep loan costs competitive. When
charged, these fees are deducted from the loan proceeds. Therefore, a borrower
who requests a $5,000 loan will actually receive $4,800 after the upfront fees

(i.e., origination and insurance fees), but must repay the full $5,000. If
applicable, interest will be charged on the total value of the loan.

All borrowers in the Direct Loan program must pay a 3 percent fee because it is
specified in the statute and cannot be reduced. Originally, Direct Loan borrowers
paid a 4 percent fee—an amount comparable to the 3 percent origination fee and the
1 percent loan guarantee fee. However, in June 1999, the U.S. Department of
Education used its discretion to eliminate one percentage point of the fee.

Applying for a Loan

To receive an FFEL or Direct Loan, a potential borrower must fill out the FAFSA

to determine whether the student has financial need and is eligible for a Pell Grant.
Students who still have financial need after receiving a Pell Grant and other aid are
eligible for a subsidized Stafford loan. To get a loan, the borrower must sign a prom-
issory note that includes a “plain-language disclosure notice” describing the bor-
rower’s obligation to repay his or her student loan.
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Borrowers receive extensive counseling to make certain they understand their
rights and responsibilities. In addition, they are counseled about repayment obliga-
tions when they leave school. Both entrance and exit counseling are done in
accordance with detailed federal regulations.

Loan Limits

The maximum amount an undergraduate student may borrow each year is deter-
mined by the student’s dependency status—dependent or independent—and by his
or her year in school. Dependent undergraduate students may borrow Stafford
loans of up to the maximum amounts shown in the chart below. Independent
students may borrow the same amounts in subsidized Stafford loans as dependent
students, plus an additional $4,000 a year in the first two years of their academic
program and $5,000 a year for the remainder of the program, though the unsubsi-
dized Stafford loan program.8

Graduate and professional students are financially independent and can borrow
up to $18,500 ($8,500 in subsidized Stafford and $10,000 in unsubsidized Stafford)
per year. No student can borrow more money than the established cost of atten-
dance at the school he or she attends.

In addition to annual borrowing limits, there are cuamulative limits. Dependent
undergraduate students may borrow up to $23,000 during their education.
Independent undergraduate students may borrow up to $46,000, but only $23,000
of this total can be in subsidized loans. Graduate and professional students may
borrow up to $138,500 for their education, including any undergraduate loans,
with a maximum of $65,000 in subsidized loans.?

Annual Borrowing Limits in Federal Stafford Student Aid Programs

(Subsidized and Unsubsidized Loans)

Dependent Students Independent Students

First-Year Students $2,625 $6,625
Second-Year Students $3,500 $7,500
Third-, Fourth-, and Fifth-Year Students $5,500 $10,500

8 Dependent students are not eligible for additional unsubsidized loans unless their parents have been
refused a PLUS Loan.

9 Graduate students in some health profession fields can borrow an additional $20,000 in unsubsidized
loans.
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Borrower Interest Rate

The interest rate on federal Stafford loans is a variable rate, adjusted every July 1
using a formula based on the 91-day Treasury bill (T-bill), and depends on whether
the student is in school or in repayment. While in school, the borrower is charged
an interest rate equal to the 91-day T-bill rate plus 1.7 percent. This interest is paid
by the Department for students in the subsidized Stafford program as long as they
remain enrolled at least half time and through a post-graduation grace period, but
is charged to those borrowing in the unsubsidized Stafford program. During repay-
ment, the borrower pays an interest rate equal to the 91-day T-bill rate plus 2.3 per-
cent. In both cases, the rate to borrowers is capped at 8.25 percent, with the federal
government subsidizing the amount above the cap. The interest rate for the year
beginning July 1, 2004 is 3.37 percent, the lowest it has been in more than 30 years.

Repaying Student Loans

Students must begin to repay subsidized federal loans six months after graduating,
leaving school, or dropping below half-time enrollment, and interest on the loans
is charged once repayment begins. Borrowers in the unsubsidized program must
begin to repay interest on the loans within 30 days of disbursement, although
many borrowers defer these payments.

Postponing Repayment

In some cases, borrowers can receive a deferment or forbearance on their student
loan. Borrowers who are still in school, who face “economic hardship,” or who
are unable to find a full-time job are eligible for a deferment. A deferment allows
borrowers who have a subsidized loan to temporarily postpone repayment of the
loan without incurring interest charges. A borrower with an unsubsidized loan
can get a deferment, but the borrower is responsible for interest during the
deferment period.

Individuals who are unable to repay their loans, but who are not eligible for a
deferment may be granted forbearance—a temporary postponement or reduction
of repayments during which interest continues to accrue. Borrowers serving in a
medical residency or in the AmeriCorps program often receive forbearance.

Under a few specific circumstances (e.g., death or total and permanent
disability), federal student loans may be completely discharged, that s,
cancelled without repayment.
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Repayment Options

Borrowers may select from several repayment options. The most common choice—
favored by 85 percent of borrowers—is called Standard Repayment, and requires the
borrower to pay a fixed amount every month for 10 years. The Extended Repayment
Plan in the FFEL program allows borrowers with loans exceeding $30,000 up to

25 years to repay their loans. The Graduated Repayment plan permits borrowers

to make smaller monthly payments at the beginning of their loan repayment

period and to increase the payment amount over time, to reflect the earning
patterns of most adults.

In addition to these three options, Direct Loan borrowers may choose an
income-contingent repayment method under which yearly income, family size,
and the amount of the loan determine the monthly payments. As income increases
or falls, so do payments. After 25 years, any remaining balance is forgiven, though
borrowers may be liable for taxes on the amount forgiven.

FFEL program borrowers also may elect an income-sensitive repayment
method, under which monthly payments are based on income and the amount
owed. This plan, however, has no forgiveness provision, so payments continue
until the entire FFEL is repaid.

Consolidation Loans

Consolidation loans allow borrowers to combine different student loans into a
single loan and thus make only one monthly payment. Some borrowers use consoli-
dation to refinance their loans at a fixed rate and lock in other repayment benefits.
However, borrowers can only consolidate their loans once, even if a second consoli-
dation would result in a lower interest rate, unless a new loan is obtained.

The interest rate on consolidation loans is determined by the weighted average
of the interest rates of the loans being consolidated, rounded up to the next one-
eighth percentage point—not to exceed 8.25 percent. Both the Direct Loan pro-
gram and the FFEL program offer consolidation loans. FFEL borrowers who wish
to use income-contingent repayment may do so by consolidating their loans into
the Direct Loan program.

Parent Loans

The Parent Loans for Undergraduate Students (PLUS) program enables parents
who do not have an adverse credit history to borrow money to cover the education
expenses of dependent undergraduate students. PLUS loans are available in both
the Direct and FFEL programs, and the terms and benefits are identical. A 4 per-
cent origination fee, paid by the borrower, is charged on all PLUS loans. However,
FFEL lenders may waive this fee as a way of attracting business.
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Parents may borrow up to the cost of attendance at the college or university
that their child attends. However, the exact amount a parent may borrow is reduced
by the amount of other financial aid the student has received. PLUS loans have
avariable interest rate that is reset everyyear on July 1. The rate is equal to the
91-day T-bill rate plus 3.1 percent, and may not exceed 9 percent. Interest is
charged from the day the loan is disbursed and repayment begins within 60 days
of disbursement. As with student loans, parents have the option to select standard,
extended, or graduated repayment options.

Defaults on Federal Education Loans

Student loans become delinquent if a scheduled payment is not made within

30 days of the due date. When a student loan is delinquent for more than 270 days,
itis in default.

The consequences of defaulting on a student loan are serious. Credit bureaus
are notified, credit ratings plummet, and a defaulter will find it much harder to
get any form of credit. In addition, federal income tax refunds are withheld,
wages may be garnished, and collection agencies are hired to get the loan repaid.
Defaulters are ineligible for additional federal student aid until the defaulted loan
is in good standing and satisfactory arrangements have been made with the lender
to repay the loan.

Over the last decade, extensive efforts have been made to educate borrowers
about the consequences of default, collection strategies have been strengthened,
and institutions with persistently high default rates have been excluded from the
programs. As a result, the annual cohort default rate on student loans fell from
5.4 percent in fiscal 2003 to 5.2 percent in fiscal 2004.
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How Much Money Do Students Actually Borrow?

According to the Department, 57 percent of four-year public college graduates in
2003-04 borrowed from the federal student loan programs, with a median debt of
$14,400. For students who elected the standard 10-year repayment, the monthly
payment is roughly $170. At private four-year colleges, 69 percent of the graduates
borrowed, with a median indebtedness of $17,125. This translates into a monthly
payment of $200. At community colleges, 30 percent of associate degree graduates
borrowed, with a median indebtedness of $5,760, or $65 per month.

The amount of debt that students—especially professional school students—
accumulate can be substantial. However, the dollar amount of debt alone does not
indicate that a student will have difficulties in repayment. The debt burden facing
aborrower in repayment often depends less on the amount borrowed than on the
borrower’s income. A radiologist who borrowed $100,000 may find his or her
income less encumbered by student loan repayments than a preschool teacher who
borrowed $15,000. Financial experts estimate that borrowers who spend more
than 10 percent of their gross income on repaying student loans carry a significant
debt burden.
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Tax Benefits Available to Students and Families

n addition to the many grant and loan programs administered by the
IDepartment of Education, the federal government also supports several
tax-related provisions that assist students and families in funding a college

education.

Prepaid Tuition and College Savings Plans—Section 529 Plans
Every state has established special programs that allow families to save money for
college costs. There are two types of “529 plans” (so named for Section 529 of the
Internal Revenue Code [IRC]) currently available—prepaid tuition plans and college
savings plans. Prepaid tuition plans allow families to prepay tuition at today’s rate
for a college education in the future. The prepayment of tuition is guaranteed. The
second option, college savings plans, are administered through the state treasurer’s
office, which contracts with an investment firm to manage the funds. Families are
able to invest whatever amount of money they would like and use it for a public or
private education in any state. Recently, a third option—national private plans—
has emerged that allows families to save money for their children to attend private
institutions across the country.

In 2001, Congress expanded the definition of 529 plans and made all funds
invested in either of the existing plans completely tax-free.

Hope and Lifetime Learning Tax Credits

In 1997, Congress created two new tax credits for higher education tuition expenses—
the Hope and Lifetime Learning Tax Credits. Hope and Lifetime are nonrefundable
credits that are applied against federal income tax for students’ qualified educational
expenses. The Hope Credit allows individual taxpayers to claim a credit against
federal income taxes, up to $1,500 per student for qualified tuition and fees. The
credit rate is 100 percent on the first $1,000 of qualified tuition and fees, and

50 percent on the next $1,000 of qualified tuition and fees. The Hope Credit is
only available for the first two years of a student’s postsecondary education.

The Lifetime Learning Credit allows individual taxpayers to claim a credit
against federal income taxes equal to 20 percent of qualified tuition and fees. A
student is eligible if he or she is taking undergraduate courses or graduate-level
classes to acquire or improve job skills. For expenses paid after 2002, up to $10,000
of qualified tuition and fees per taxpayer return will be eligible for the credit (the
maximum credit amount is $2,000).

Both credits are phased out for individual taxpayers earning between $40,000
and $50,000 annually (between $80,000 and $100,000 for joint returns).
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Tuition Deduction

The Economic Growth and Tax Relief Act (EGTRA) of 2001 included a new tuition
deduction for students and their families who are not eligible for the Hope and
Lifetime Learning Credits. Single filers with an adjusted gross income (AGI) of up
to $65,000 ($130,000 for joint filers) were able to deduct $3,000 per year in 2002
and 2003, and $4,000 per year in 2004 and 2005. Filers do not need to itemize in
order to claim the new deduction (an above-the-line deduction). Without action by
Congress, the deduction is set to expire on December 31, 2005.

Student Loan Interest Deduction

In 1997, Congress passed legislation allowing individuals who have paid qualified
education loans to claim an above-the-line deduction for interest paid on those
loans. The maximum deduction is $2,500. In 2001, EGTRA expanded the student
loan interest deduction by eliminating an existing requirement that interest be
deducted only for the first five years (60 months) of the loan. The income limits also
were increased to $50,000 for individuals and $100,000 for joint filers.

Employer-Provided Education Assistance—Section 127

Section 127 of the IRC allows an employee to receive up to $5,250 per year in
tax-free educational assistance from his or her employer. Section 127 is classified as
an extender, meaning it is an expiring tax provision that has to be reinstated by
Congress to continue. Section 127 was last extended in the EGTRA of 2001 and is
set to expire in 2011 without Congressional action. Graduate coursework was
extended as well.

Education Savings Accounts (ESAs)

The Taxpayer Relief Act enacted into law in 1997 created education IRAs, allowing
taxpayers to save $500 per year tax-free for the higher education expenses of a
named beneficiary under age 18. In 2001, these IRAs were renamed Coverdell
Education Savings Accounts and the annual tax-free contribution limit was raised
to $2,000. The provisions passed in 2001 are set to expire in 2011 if there is no
Congressional action.
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Institutional Eligibility to Participate in Federal
Student Aid Programs

ccording to the Department, more than two-thirds of the nation’s
A 9,400 institutions of postsecondary education participate in the Higher

Education Act programs. About 4,000 of these schools are traditional
colleges and universities; the remainder are trade schools.

Schools must clear three hurdles, collectively known as “the triad,” before
their students can receive federal student aid. First, an institution must be accredited
by an accrediting agency determined to be a reputable judge of academic quality
by the Secretary of Education. National or regional accreditation provides the
assurance that an institution offers an academically sound education. By relying
on nongovernmental accreditors to evaluate and report on the academic quality
of schools, the government avoids steps that could lead to federal control of
curricula or national academic standards.

Second, a college or university must be licensed or approved to do business
in the state where it is located. And third, the Department must determine that the
institution has both the administrative capability to manage the federal program
funds, and the financial responsibility to ensure that it is financially stable and
will not suddenly close, to the detriment of students or taxpayers.

Institutions that want to participate must abide by the Department’s Program
Participation Agreement, which spells out the terms and conditions of the federal
student aid programs. Some of these requirements are general, such as, “The insti-
tution will establish and maintain such administrative and fiscal procedures and
records as may be necessary to ensure proper and efficient administration of
funds.” Other requirements are highly detailed, such as the reporting requirements
for intercollegiate athletics revenues and expenses.

In addition, the Higher Education Act requires that colleges participating in
the federal student aid programs provide a substantial amount of information to
students regarding such diverse topics as campus crime, special facilities available
to students with disabilities, refund policies, and graduation rates. Schools that fail
to meet the terms of the Program Participation Agreement may be fined or have
their eligibility to participate revoked.
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Appendix 1: Student Aid Glossary

CAMPUS-BASED AID: Financial aid programs administered by the university.
The government provides the university with a fixed annual allocation, which is
awarded by the financial aid administrator to deserving students. The federal
Perkins Loan program, Supplemental Education Opportunity Grant (SEOG),
and Federal Work-Study are the federal campus-based aid programs.

COST OF ATTENDANCE (COA): The total estimated cost to the student to attend
an institution, including tuition and fees, room and board, allowances for books and
supplies, transportation, and personal and incidental expenses. Loan fees, if appli-
cable, also may be included in the COA. Childcare and expenses for disabilities also
may be included at the discretion of the financial aid administrator. Schools estab-
lish different standard budget amounts for students living on campus and off cam-
pus, married and unmarried students, and in-state and out-of-state students. (Also
known as the cost of education or “budget.”)

DEPENDENT STUDENT: An undergraduate student whose parents provide more
than half of his or her financial support. A dependent student is not married, is
under 24 years of age, has no legal dependents, is not an orphan or ward of the
court, nor is a veteran of the U.S. Armed Forces. Parents of a dependent student
must submit parental information on the FAFSA for their son or daughter to be
considered for financial aid. Parents of dependent students are eligible for the
PLUS Loan program. (See also /ndependent Student.)

EXPECTED FAMILY CONTRIBUTION (EFC): The amount of money that the
family is expected to be able to contribute to the student’s education, as determined
by the federal methodology need analysis formula approved by Congress. The EFC
includes the parental contribution and the student contribution, and depends on
the student’s dependency status, family size, number of family members in school,
and taxable and nontaxable income and assets. The difference between the COA
and the EFC is the student’s financial need, and is used in determining the stu-
dent’s eligibility for need-based financial aid. If a student has unusual financial
circumstances (such as high medical expenses, loss of employment, or death of a
parent) that may affect his or her ability to meet educational expenses, the financial
aid administrator (FAA) can adjust the COA or EFC to compensate.
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FEDERAL DIRECT STUDENT LOAN (FDSL) PROGRAM: Similar to the Federal
Family Education Loan (FFEL) program. The funds for these loans are provided by
the U.S. government directly to students and their parents through their schools.
Benefits of the program include a faster turnaround time and less bureaucracy than
the bank loan program. The FDSL program includes Federal Direct Stafford Loans
(subsidized and unsubsidized) and Federal Direct Parent Loans for Undergraduate
Students (PLUS).

FEDERAL FAMILY EDUCATION LOAN (FFEL) PROGRAM: Includes the
Federal Stafford Loans (subsidized and unsubsidized) and the Parent Loans for
Undergraduate Students (PLUS). The funds for these loans are provided by private
lenders, such as banks, credit unions, and savings and loan associations. These
loans are guaranteed against default by the federal government.

FEDERAL PELL GRANT PROGRAM: The largest federal grant program, which
provides funds up to $4,050, based on the student’s financial need.

FEDERAL PERKINS LOANS: Federally insured loans funded by the government
and awarded by the institution. The loans feature a low interest rate and are
repayable over an extended period.

FEDERAL SUPPLEMENTAL EDUCATIONAL OPPORTUNITY GRANT (SEOG)
PROGRAM: Grant funds made available through participating institutions to a lim-
ited number of undergraduate students who demonstrate exceptional financial
need.

FEDERAL WORK-STUDY (FWS) PROGRAM: A program that provides under-
graduate and graduate students with part-time employment during the school year.
The federal government pays a portion of the student’s salary, making it cheaper for
departments and businesses to hire the student. For this reason, work-study stu-
dents often find it easier to get a part-time job through this program than on their
own. Eligibility for FWS is based on financial need.

FINANCIAL AID PACKAGE: The complete collection of grants, scholarships,
loans, and work-study employment from all sources (federal, state, institutional,
and private) offered to students to enable them to attend the college or university.
Note that unsubsidized Stafford loans and PLUS loans are not considered part of the
financial aid package, because these financing options are available to families to
help them meet the EFC.
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FINANCIAL NEED: The difference between the COA and the EFC is the student’s
financial need—the gap between the cost of attending an institution and the stu-
dent’s resources. The financial aid package is based on the amount of financial
need. The process of determining a student’s need is known as need analysis:

Cost of Attendance (COA) - Expected Family Contribution (EFC) = Financial Need.

GRANTS: Financial aid awards that do not have to be repaid. Grants are available
through the federal government, state agencies, colleges, and private sources.

INDEPENDENT STUDENT: An independent student is at least 24 years old as of
January 1 of the academic year, is married, is a graduate or professional student,
has alegal dependent other than a spouse, is a veteran of the U.S. Armed Forces, or
is an orphan or ward of the court (or was a ward of the court until age 18). Parental
refusal to support their child’s education is not sufficient for the child to be
declared independent.

LEVERAGING EDUCATIONAL ASSISTANCE PARTNERSHIP (LEAP) PRO-
GRAM: Formerly the State Student Incentive Grant (SSIG) program. LEAPis a
state-run financial aid program for state residents. The states receive matching
funds from the federal government to help fund the program.

LOAN: A type of financial aid that is available to students and their parents.
Education loan programs have varying interest rates and repayment provisions. An
education loan must be repaid.

MERIT-BASED AID: Financial aid that is awarded based on criteria such as a stu-
dent’s academic, artistic, or athletic skill. Merit aid is not dependent on financial
need, but may be used to meet financial need. Merit-based awards use grades, test
scores, hobbies, and special talents to determine eligibility for scholarships.

NEED ANALYSIS: The process of determining a student’s financial need by analyz-
ing the financial information provided by the student and his or her parents (and
spouse, if any) on a financial aid form. The student must submit a need analysis
form to apply for need-based aid. Need analysis forms include the Free Application
for Federal Student Aid (FAFSA) and the Financial Aid PROFILE. (See also
Financial Need.)
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ORIGINATION FEE: A fee paid by the borrower and deducted from the principal
of aloan, before disbursement to the borrower. For federally backed loans, the
origination fee is paid to the government to offset the cost of the interest subsidy to
borrowers. For private loan programs, the origination fee is generally paid to the
originator to cover the cost of administering and insuring the program.

PARENT LOANS FOR UNDERGRADUATE STUDENTS (PLUS) PROGRAM:
Federal loans available to parents of dependent undergraduate students to help
finance their children’s education. Parents may borrow up to the full cost of their
children’s education, less the amount of any other financial aid received. PLUS
loans may be used to pay the EFC. There is a minimal credit check required for the
PLUS loan, so a good credit history is required. If a parent’s application for a PLUS
loan is turned down, the children may be eligible to borrow additional money under
the unsubsidized Stafford loan program.

STAFFORD LOANS: Federal loans that come in two forms, subsidized and unsubsi-
dized. Subsidized loans are based on need; unsubsidized loans are not. The interest
on the subsidized Stafford loan is paid by the federal government while the student
is in school and during a six-month grace period that follows graduation. The subsi-
dized Stafford loan was formerly known as the Guaranteed Student Loan (GSL).

STUDENT AID REPORT (SAR): The document sent to a student summarizing
financial and other information reported by the student on the FAFSA. The stu-
dent’s Expected Family Contribution (EFC) is printed on the front of the SAR and
is the figure used by colleges to determine eligibility for aid.

SUBSIDIZED LOAN: A loan for which the government pays the interest while the
student is in school, during a six-month grace period that follows graduation, and
during any deferment periods. Subsidized loans are awarded based on financial
need and may not be used to finance the family contribution. Examples include the
Perkins Loan and the subsidized Stafford loan. (See also Stafford Loans and
Unsubsidized Loan.)

TRIO: A group of programs designed to educate disadvantaged students about col-
lege and provide the support they need to enter and successfully complete college.
The first component was established in the 1960s. TRIO now includes Educational
Opportunity Centers, the McNair Postbaccalaureate Program, Talent Search,
Upward Bound, Student Support Services, and College Completion Grants.
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UNSUBSIDIZED LOAN: A loan for which the government does not pay the interest
while the student is enrolled. The borrower is responsible for the interest on an
unsubsidized loan from the date the loan is disbursed. Students may avoid paying
the interest while they are in school by capitalizing the interest, which increases the
loan amount. Unsubsidized loans are not based on financial need and may be used
to finance the family contribution.

Additional student aid glossaries can be found online at the following web sites:
* College Is Possible: Attp://www.collegeispossible.org/paying/glossary.htm
e Completing the FAFSA: Attp://studentaid.ed.gov/completefafsa

* Looking for Student Aid: Attp://studentaid. ed.gov/students/publications/
Isa/index.html

e The SmartStudent™ Guide to Financial Aid: Attp://www.finaid.org/
questions/glossary.phtml

e The Student Guide: Financial Aid from the U.S. Department of Education:
hutp://studentaid.ed.gov/students/publications/student_guide/index.htm!

American Council on Education






Appendix 2: 2005-06 FAFSA

July 1,

EFAFSA

Uise this form to apply free for federnd and stafe
student and loans.

Or apply free enline al www.lfalsa.ed.gov.

Appling b the Deailine.

Fimt bral ik i sinid aqplaation s parls dn posible. B oo el (Ban

darvaary |, 300 We musi soooeve pour applcaiios o beicr fas fune 41, 2004 Yo

nﬂ el B onid Cod el oreplete onfieatess By wd Lid sbis of enesllie) i
AWy schondl vemr

Vo s of 5o begpe il The chpanllorey s e g vty e Ry TS S 1 rahle o
ik o shaie demallires Wou ey akc seod o comple sddiismal fiens § ek
s yowat igh sahual aidanos coamslen o7 3 Tirancial ssd sdminiaTator st yosr
el boge aburi siaic sl colloge of mad wrad

I yrma arw (il chossy i g of thess descd b, wg recnmamend yos Tile mbng ai
mow byfa ed gy This oo fsies) ol cmoest wry G appiy Tor asdl

18 you are (ilimg o 2004 ledioral meone s retem, we svoomimsosd il you complas

The Ny, redur beboie Tilbong oml hes Bivs BT s Barve fml e ikend oman e,

smll st pear AN A bum s e g i dsis. Ceoe :,lrl.l'
mmlmmmrm-lwmm-hmmcrmhlﬂur.uj

Filling Ui b FAFS&
Wour smwweers on thas form will be resd clocironecslbs. Thenclore:

Correct @ Incorrect X
5| ElLM
08 BB0

i 1 fist siwderi. formation 172 parpic i for parerd. mlovmaiion.

Ilpuny-hq.'m_-d:m(urh-mﬂ L
el subwrod Brs Foren as iesireciod al then comsadt stk e Foas il asl
ko ol thae ol ke v pilan oo el

I sy v whaadt (B afpdicatan. of (08 raes (MRl o8 chabelin

e
and thee LS. Diepariment of Educaiton s siudend aid Tm
Elﬂtlﬂ“m Wi Cil b call l-miFEDﬂ:ID

bl el g
{1-800-411-X245) TTY mscrs mury call 1-800- 7308911

= s bl iy e B el

oy

» provel chadty o CAPITAL wflers asd
w3 o e wois:

* T (N BT |h B
B2, A1 e P

Mailimg Vear FAFRA
Al Lu'hth.d_nd.:l puigpen 3 thromgh B for youd
m-ﬂmﬂuﬂnrm{r ﬁmﬂl.l:l.ld-l

amapkps o
werel ol Fn.hﬂ!i.l.hh'l.dﬁup-n. I Ml Vermen, L A2RELGT|
Ihul-dlluul.q.l.ﬂumr-ﬂl,,hﬂmhw
1F st by ol oo U pesailin ol ppldinn o Sisdrei Aw! Brpeet 15AK)
sthon fouar wocks. pheaa check e i o calll 1-MN-481. 1241

ww . lafaaad g
1F s i slbed oo ¢ Pt | aaibivmis 1 et | 3, somi sl fewene
ﬁu:.rquﬁul“lh&:ﬂlﬂ.upﬂ.l.

Lt s it Sraried”
hﬂﬁk“h%hﬂ%“i

Fube dimbei aimd Fili Ol T
CEL R e R

AR Fes Sase Crat - Aped |, 3EA
Fem Mok ke Cirpen - Jule |1, 08 fillwy
[T
Al W1, NER ety eyl
Fosl wwtial gwascds - Blarcs 2 TS
bow e s ra corrmamidy g reeak .
S 1 30 ey e bl
SEE ey R TS dalady ryovriesd By sietr
O Apnd 19, 5989 sk A eredy
FL By |3 R0 gy s |
T hdy | 2 ket fe el
BIL  Forsiios mpplwsms . hopiprsiry B TS
[ ety SRl - Aega 19, 5A
ety rrvaveesls
(LT S i L SR
RS Aprd |, SEF fdledr eyl
Y lach 15 T ket el
LA Ay |,
Vil Sl - Juby 1. 200 vality ron vinesd®
My | BT e rroyviesl
DD Bl 1, D00 et el
ME Ay | DT e ryvrvesdl
Bl Sl 1, S ke el
M 1 e abee v maet e mrecpred
B0 Aprd | 3 palay seraveels
Mok | TR sk e eresh
RO Blaech 15 1S slowr rvisend
W13 ek 1% P e et E
SH Ry | R0 cakin Fecatiesdd
TRl | SN oy reresd @ B bl
Corand i -
Sl ke apnis ani
- ke |, 360, ull & spriseg wovn
am b 1, TR wy —rmb
[T T T )
R T | L 1]
OH Doncbar |, 3006 vilan rocrtvvsl?
K Apnd W
Fimad desllws - hamer 0, 38K
vlahr Fr e
SR e T S Cre recipermns & ll
om0 SIS i L v e
ST programs - Yl 1, S
Al il appde b Smpad 1,08
[T e T
PRI Mok 1 I sk e ek
S e W0, SNE pdkat rrovTvesit
T My | i pes et
WY Mlanch | Y ey el

il il ! ol i BT el
PP AL T B

MK, AL RS, DO "CT, PR Gl R R I
T RPN THE M, MW CHL P T
RO T, T, "W, VL 6T, T, WA i W

B iy e, el iyt
Lq._.q:ﬂu "

[ =
Bl R

American Council on Education E




¥ . Al wmher.
Wyhm e (1) 8 D18 parmaant esciuns oo s Al g b Rt Card 13 351 (2 & coitiansd "'""""""".......
(3R o (R an nw—mm-mmnmn-mﬁ—unm——d
ﬁtd&h#ﬂ'wm Wﬂf-’hﬂﬂuiﬂ'-lﬂ—ﬂt

woar ‘aaras hos nedt capared j oo Lz B orarsne ™ 1P H"-huiﬂlf1'n*mlllﬂﬂﬂﬁ“ﬁ
k—.-r-ﬁ:uhw'-lpn_.u-uu;-dﬂ-nu—-u—_ﬂ-u-u IV svms wre- mevher m cfoen st an
Nimagmier, you muy be eligibde Tor s or colloge sl

Ersier il for 1™ pachon’s degree. [Eriier B for certificate or diploma for completing
Enicr 3 for bachekn's degene. ::#-.:H.uh_r;-
Ermer ¥ For associats dopres | sccupasanal o ischsical progranmi. of i g fw ywars.

ey & e aeard Uik dopeed | pomeral sdiacal ks of Tk Vw7 for 1eaching copdeniial program | sonkegres

rOgTa g
Erer 5 for ceniNome o dephoms for complting sh soospatinsl,  Emer B for pamdusie of poelcasbonsl degroe.
techrcal. of checatrssal peogram off kow than 1=o yoais. Ender 9 o other undicoided.

Enicr B For rever aficrded collope & 13l pear undorgrasbusic. [Ervicr 4 For Sh yoar smdergradusic sorsor.

Ervicy 1 for abtereded elinee koo & 168 yea arskogredatc. ey % for Seh year niber eralorg e

Eroer I o Tl yar insdergrahiatc wsphamisie. Nmar b for It year gradaas prafvssional

Urwar ¥ For Ml yoar ansewg radhasty jansed, Vimar T for codmrdimng @ e profeisasial of heyond
[Hotes dor quesstions 29 - 30 [page 3}

Saval s ol polbges oller sl hused on e el ol scending ol passat sompdeid.

and T ¢. and d. (page §)
I yom ke cor il File rd-,:rmh:rd-ﬂf-hhu.t_,mhhh!?i:llﬂ,h
Ylainball lsbads. P Fodeiuinl Mliorirsia o Paliw, i the st Trodn Bl ietudm b Pl el this Farm 1Ty Tiled @

:I_-,_m-lﬁ..—hlmu-,—‘ enchange raic that 1s m cfleci doday. T view the duby cuchange mie, goio
Hates for questions 34 (page 4] and T2 (page 5)

I mval. a purmsn is il unhllﬂﬂ«l.wlﬂlﬂﬂ'h-wﬂmmﬂ-ilmwnwmmt-m
reverve mone from his o ber own busincs o chpblc of b o dhic Homiee

%mm -I:n ::m-:rlrirhhr:mﬂrmlrmmﬂllﬂlﬂh
o thas g om.

Mates lor questions 37 (page 4) anc 75 (page 5) — only lor people wha filed 4 104DEZ or TeleFils
O e [0S of o pores snsserad “Yew™ on lme 3w B2 workabedd bre F o dolormise the mumibor of curmpisons {585 100 cgabs
g arnption |, |F.a pewson sresered =hes™ om lre 3, anier 0 (B o shay s singhe, o 07 of ey o s |5 marmed

O e TedeFale, use lore W 25 w0 deterrmane (e number of cvcmyptions |33 1900 cguals one escmplions)
Mobes for questions 43 - 48 (page 4) and 81 - &3 (page §)

il . L Iy b il B P
nmgﬁm:’—ﬂr}-“ iy i oo smal sqarsmons, (11 o e e WA, SO
Mol warh: means oo valu mmes dobe 11 nen b s one mllien dollans o ey, eniar VIR ERL T ral worth s regsinee, enler
Imm&mmehMMhlLHmeunﬂmmu

lﬂdumwilﬂ. nmmqﬂrmmtlﬂ::tﬂﬂﬂmuﬂm
hm-&_: hemss dobes that are reflaied do the myvesimenis.

W irst pat it i ol il 1 Fooiagt e . fhar walbun of 1} e Smranoe., seSreTT. prmsion s, e,
Mw;&;d#ﬁ;n:ﬂ,-‘ F] .H-I d im 41 and 80

Msnlnss amding Inveumenn farm valee inelsdes b ot valie of L, B bngs, mas by, oo e, insesiay, o Pauress
el ervesimeni farm defsl ream oaby those dcbbs for which the buimos o moimesl T s weed o ool lsicral .

N reregr N | yom ang v 3 veneran i v i | hevr marver engaged in asciie duary o ihe 1S, Armaad Forces, § 31 an sarmenety s
ROTC studeni on o csded or midshipraas 0 o servwe scsdarry, on |3} are o Sational Guand or Keserves enlisios scivalod osly For rammg.
Alwn sremer *Baa” i v ang curmenaty spremg o e L% e Forces snd will conmras 16 srrid throsgh kang 0, 7.

S pereet ~Y” (yow ape @ vokeram bl you || huave cogagad o sotrve duly e the LS. Armed Foroes | A My, A&x Fosce. Marmes of
I'ﬂ“--l__t—-m_m“q”hmﬂrh AdbaT LN g, o ST § claker
s promhilnprran ol ose of the s o scademic. ai (2 ) were feloed usder o condies oiber Unbarserable | Aber mrsaer “¥es™ ol
o e 3 vioran e bak wll b one by Jume 0, 2008

wl Fodes contimuad o page 7.

WHAT EVERY STUDENT SHOULD KNOW ABOUT FEDERAL AID




BETROR) ICTTTRRT TR
SRS T TR

B _ ORRERERRND
[ -

P, Wbt i e manital T, Moy aied year yoni
w3, of moday ! W TR, sTaraied,

L v o wilmaed

I Whal is pour sisic of 19, Dl yomi bapsistig @ begaed Fesabens of rthas sale
legal s nbesr ! harferg Lamaary 1, MMAT!

A0 I ithe anwwer o question 19 s ~Na," gre month snd year pou became s bogal ressdont.
M. A i make” | host Prsile shedcnds il segriled wilk Sclevtres Safvios o gel Baderal akl |
3T, W yomi o rale fagge 18 1) el rocsl reqpiaminind, Sivist “We died Sebamina Seroue sl segten yoe.

B Whan degned o canilemne wil v be working i B, Wit will e yoar raale vl whvem you begha
dharing HELS-TTNNT Saw page T andd puter th coren the ZOA5- 1M schonal year? See pagr T and
ramiber i th b erder i CORTeT raEnBer n the boa

T Will yoom v s high schioel diploa o GED hofore you bogin fie 54508 schorl pear?
6. Will yow bave o Tirel bachelors degroe befone By 1. 20057

1T, bn e o s, s voul isteread s e baans s bech voi iy haok T

IR I skdvm o grants, are o inkersaod i work oy Pwhsch v carm rough sk T

. Ihgheu whl vimar e complaced
ML ihghen school yessr mothar comgplesd

(31, ke me B i i ek (Lo yos o hoon comaciod ol sclling 1licgal drgn™
Ipmuﬂ-wumu“muﬂm,—um-
the: maail fis yima s debervmans: i oot oo iolast wiuts yomat cgalelity Fof asl.

Page 3

Foxr Help— w e plcisfal

American Council on Education



mr ﬂ-f‘l hmmwuum in Biep Three. G bo page 7 i determing.

|ili. I-'I-Inw-’-l-ud“n-" ||

'hat e thie Sescanll Sy u-uudﬁud’hiid’it

EE [arend dess ree l-'“ o ual I'-ll:lrlu rn-ln-ln'

£l deterrren: kavs My noguosis.
I rq.:ll:h:l'mm | | || E-ﬁn:ﬂh“““m1nﬂ I I

Il"‘ What is o pasiy” IH. 13l yvear parenis bicoama kegal ressbonss. of this. aase
atant i bigal nisakengg ‘et fowy Lawary 1, AT
- Hh-l: B s "Na," gree month sd year
F*hH-hﬁh

T F-'.‘:H.. hrFF- cormpkcied e IRS moome tay refues o anedber b reiures bvicd i quesies 117

T, W iever s et il yosr parends Silke of sl dhey Tile foe ST

T M your paresis b filed or will fiky o 190, wore they eligibds o fillg @ 1000, or |S01T S g 2 E“;] - I

For questions T3-83, if the answer is pero or the quastion doss nol apply, snter 0.

TN What was yosr paresis sl gros oo fon T & dind groes s A8 III III
RS Foaswi 10:H0 Jase 3o, ITRERY,  lise 20 DMOES b 40 o Tkl e L

T Emlei soid paicins’ eacsipdioin s MOH Fsomiptioss s ob RS Foim 1 s dad iF
o Fosrrs PBMA bt tel For Fosivs FREDEF o TeleFile, oor page I II

-TT.  How mech did pour parcnis cam Som worknyg feagoes, salancs, bps, cic. | m

0" Ao i e st o st o g . Tt e B | | | | |
TE TR, lime 7 o ITRRE Y e 1 TeleFlers shaiik] g vhear W7 fisrma Maihe!

spmrmren 8 ||| |
Pasrani Workshests (TE-80]

“B.,E;? Lﬂﬂ'i::t“uﬂ.rﬂ-l“:m‘- Weriahast A (79 II III
oo e vt ety e e Wikt e ek Worksbams w8 [ | [ [

wenercon BT [

Bl Aol wedis. skl b vous pareris” lolal Custenl Balanoe of cesl, vkl ssd chorking soneess” III III

o e vt ot worth s e v e A o P T, 10N N

" et et ey s e o g s po s M B[

Now go to Step Six. Page &

For Help s sradenia il ol g compbimetafas

American Council on Education



S T, o e e oot st o Ly e e e e
= if e ard currinlly Singhs, dbparited, Sivwircad of widowed
M For B, heve vou (ke ki | compleiod vour IS iscome o rofurm of sreeiier B, retum lisiod s gquesson 537

BN Wl s L e il v e o will v Tl B D04

B0 o b ik oo il il 1040, wore o el o Bile . 1004 or FREIEDET See page 2. _
IFor quasiions 3547, if e answor s 2erc o T quesion doos nol apply 10 youw, enier 0.
M Whit s ous |infed sipanii s bisdpisded grons iscosiee Tor IO & dhanibod giom. isdoiie o o8

IRS Fosrmw 10— linat B DA g ') TTHRBET — Bimat A oo Toelt P Bt |

Mo b the kelal arsoun of v G sy ) oot G e 30 lscorme i, arseni i o II III
IRS Farmm 1080 i 56 PBUIA  fae 36, I0M3EZ e D, o TeleFike e K20

¥ Ember o f nsad speowse | encmiplions B 2004 Esonptiss aie on [R5 Form 1048 s b of on II
Form |THHA,—Fins &, Fiar Form | THOET o1 BeleFiike, s page 1.

“*:m-;wm:f:rmmmﬂ::.whﬁ I.. I"
o o e W2 lowrmes, or o IS Form 10460—Bnes 7 ¢ LD 1K 10804 —lme 7;

{ard Spouse) Workshoats (40-42)

4842 Cowle pagn N ardd complcis the columns on e il of Worksheeis A, 1,
amdl . Erier the shukorst funsd spousc fotals in questions 8141 and 42,
respoctively, Even Unsagh von sy barve o ol the Yok dhodt ik, Wesrkishest B (£1)
ek pach lise carehally.

Wesrkahest C [&3)

L Mﬂm*ljﬂ'lﬂﬂ_ﬂﬂlm_ﬂﬂﬂl"-ﬂm
& 0 | maad
W As ol ey, what is the sel worth of yous jand spousch) | i, irclusbng sl esiaie
T S T —
AR As ol ey, bt e her et et o S (el e Daimene lalseeaes dnllier
rvrrmeead Tarm™ 130 ree inc ek 3 Ssrm thost s D on ared operase. See page 1.
r——
4T I yos recove volorans” eduwcrson benelits, for bos marry maorshs from daly 1

v e Pt Fandh ™ D il i husbe s sjumine s opleram. edhacateon Penelib,

. Manthly Ameuen (47)

Eh'l'l'l“ M_Hmyuﬁhﬂﬁ
Were o borm hetars 1, 13T,

#ﬂmﬂﬂmm;lﬂﬂhmnlm'lﬂm
o | wech e am S, WG, B, JT, PG D, o grasiaste e ioae, @ 1T .

A ol sk, s vodl marmend T | Aewer “Yes™ T you ave separasd b o devosond 1
Bl Da i B ol bbvess webes e et thn Bl off thesd supgsan Trom sou”
mﬂmmmlﬂ:ﬂﬂH#ﬂlmhﬂﬂﬂmmﬂulﬂ

MHJ;—_H.:.::—M—FH' |lll #Jﬁr

i Mmlmihﬁk-llh:ﬂ!-l-rl.

Im.-'!-l'-nﬂn F-ﬂ::hﬂnn-l.

[Healih Profegaion Buderris o oo muy reoem e Lo h Four peee | oy arsme] ey gy Yo Thess e

I-!q-l-

58

o

For Helg -~ | -S00-4]3-514%

WHAT EVERY STUDENT SHOULD KNOW ABOUT FEDERAL AID



BE Lo i page 7w dourmane s murs
pooplc wer i pomar el your spoesr ik
b il

Bﬁ!l:: h—ﬂuﬂ“-—lmm-—lﬂ_nm_

w“”“ﬂ plare Lonsis, Fow' B Fedrsal sobonel cones o micm Bt g, ol vons collepr Vol
hnh’“ -H comamag b [H ;ﬂhﬁ-ﬁ_,_hﬁ
Iﬁ'-ﬂ‘l“l’“ “!-l-j-mmm

W B puge T, b et s of et 2T N
b porit ki i mili

hlﬂ-ﬂm#mm

L e
T -.....-..:::1.,..:'— by gy o
st | --- [
—-I'__ : I.ﬂlil-l _’_:m:
-L —u-; chard et s i o . 198, Stwbre {34gn boiew b
-um-l- m:—_hmmw
—ﬂ'h __ ol [ S rben B v

inlr i i ud-i-hul-l Fareni 14 parcni from Secp boar agn boios )
-i-rh-l--ﬁ- e il .:'::_l ug

17 Wi, o s Tl omat B e vl

Rl VL VR SRRSO o e e - _

e ! ST oo o (LITTT]
e . s B e g i) Ip._.ﬂ I

Page 6 For Hlp | -S00.811.3241

WHAT EVERY STUDENT SHOULD KNOW ABOUT FEDERAL AID



Hiaad thatsar a1 rvermminat whes this dure hmsrr all gueaions in Faiar ahaian chim Wy o
-Il'rr:.‘h.?l’kth I:,-I:ld:n-lm - S
18 yrum pamevis. mew o lving anad marmad e cach nther, snoser the guessons shour fem.
1 s pues] s sadimern] of movghe amwaoet the guecstasss ahonst hatl el |1 v s pdasar] pasend is iemsaire s of o, gesaet the
_—hlﬂp--ihp-ll-r-p--_lr-w

it ade deioinl A the giartanis aheail the paieal h'll“ et |im1lr

e, o thet T Pl o 1Rl Mmﬂmm-jﬂmh um-umn
ik quewmins on ﬂﬂhhhrpﬂ-ﬁh——hp-ﬂ_r

oo b oy fomad bl Beirsgbobd] |y s, e, Fowt sl s goir kbt ol

<y pancels il younael D, cven i yow don'| ke sl youe pasets,

= ot parenly” oiber childeen of () your parcrbs: will peeside more than halll of Dhein suppont. from buly | 2005, Brough fune 30, 2008, o
ib} the chibiren could asswer “ne” o cvory questcs m Sk Thioe on page 4 of #his fom, and|

» cher poopde 1 ey now Ive weh your pasesis, your parcnis proside mess than badf of e soppor, srad your parcsis sl costme o
ekl mucsry choen bad ' of e seppan from fuly |, 3005 funagh Jung U, JE6.

and 85 (paga &)
m:—‘__mﬂ Lh-i:hh;lp—..hﬂﬂ-lﬂ'lfhfﬂ.ﬂ,-l-um-

i
i
i
i
E

wyomaraplt | rwl wvmar apamaay, off yoas hatos ot L

+ yomah ghildee, i voin woll pros ke mire B Ball of theer sppaory From el | 3005 thiveaph base S, 1R, al

<+ oy pigehe (7 By i Live weith yom, yoss e blbe iiesie i bl U od e sappeadl, il you will confiime 1o provade morc thas hall of
thear suppert from July |, 205, through luse 3, D06

I
1

“fall ime e Laking ot beasl |2 covdid besars s lovm o 24 check Bours por weck. "RE lme™
ﬁlﬂj‘ InLkhln*nIIerumulhhnmﬂuﬂ.“lmrﬁ' raain Takifeg @l leasd fhorvdn
i flerm o |2 hvars o weck. Provide thas i o b e colloge rami i silond.

Bk mmaiion ou e Privass 408 gad g off jomes Sarial Seymrils Samler

g g Py e e e e - s b s deyees ¢ v I b W e el ssakow Teaad B el e --rll Hﬂ'-
Fra e e 48 g A of B b T decat e o o e aEredod g e R - d T -] Pk = P
B T g P T e T P e S = P ﬂ_ﬂuﬂu-ﬁuﬂ ot i Sl
“raraf apaw by P e,

r e, abis e e b [T i iy e s ]
wramacr aod wrl b revelvae s ke for sabasl ey il hwrll-llllllhh-;nlrll-l R
B A, my g W L ey o o iy g e o ey #hmh-—-—ﬂﬂl-h_
m-“ﬂbhﬁdm-—-ﬂhm—_“-m 18, - i TR 21 -2 216 M- 0, 04, 4867, -,

T 1 gl el B o

H-l__uquu_——ﬂ.—ﬂu—lhlﬂ--u Pk e il e . Bl Py dew il TR B

(ST S S u.llu..-urm rub by pope wm b e P ook P

ke ke by | ol sl e, WFa b e e 8 e and
.l

f

g ke, alia e B Fimilly. i iy al= 1 e e
Ths ik . ok ik Brer B el e armsesl sk e Brbor s o] B o b sl e pregreaee el b b B Lases g e
b T e
Hy et g e, appleaem o are promyg soma i §iaes l asl e premeesm o oo am. e o e, foren sl o

e rygeenl v e maver om e b

T Paprewerk Kedariies Sol of |99
Tt Faparecri Bindacss ha o |7 m-u-l!—'l-r—'ll--l-——il-n'ﬂ"-— Eadn = f b FE

hhullﬂ-ﬂlm-m-_nhhu “—-umn-_-u--_—l-.ﬂ.ll—
k. ard o d rrr s P mhe 1 rna By drad ke Far praw wrds b
(151 ol i i | B UYL ol 1
far . mpama aakeoral Fw sma s L] alincma wervsind] aeed oma
LT

Page 7

S cowrbrnad Trome page 1.

American Council on Education



Worksheets Dho Foil | el MBI i i e Bpplcaiion.
Calendar Year 3004 Mo Traal winf bbbl o Bfoiecd iuiry Sk 10 delnd Tinses

Paryrvarmes b tas-dhesiered wnd v ings demly ar wbehd
] s
u:...h“.h.ﬁh_..,.ﬂu a—u.-—.h 124

1A dediacikorms and ‘?ﬂimd“d* Tied
lﬂlﬂ“!ﬂ?ﬂd’“ + A o MDAl 17 o
ok aappat v recenved For ol chakiren, Thon 't i el Fesser car oo scopt ke paymanis.

Foseagn mecasme caclussm Bom [RS Form 1355 Jine 41 or 2355EX - linsc 1§

Llmitarnnd of IRA deirbtions from K5 Form 10480 e | 152 mine 1 5h)or
w—ﬁll_llnmmﬁm—um“
Lsianced portions of posons From [R5 Form 1048 lbnes | Db momas 186 ) o [R04— e
1 7% minin | I Dudlada redkmagrs M bt

Al
Learming b credbis) RS s P80 lise 35 o

: ’ [ lﬂd;
lual Fﬁ'ﬂ- (] H-'I;-Ir-j-—'lll-ﬂ dn rlpmli- R

WHAT EVERY STUDENT SHOULD KNOW ABOUT FEDERAL AID



Appendix 3: Examples of Financial Aid Packages

Below are sample financial aid pack-
ages that one student might be offered
at several different types of institutions.
In creating these examples, it was
assumed that each of these colleges and
universities participates in the Direct
Loan program. If these institutions
participate in the Federal Family
Education Loan (FFEL) program,
the amounts provided for Direct
Subsidized, Direct Unsubsidized, and
Direct PLUS loans would be the same,
but the names of the programs would
change to federal Stafford Subsidized
Loan, Stafford Unsubsidized Loan, and
PLUS Loan.

These examples are courtesy of the
National Association of Student
Financial Aid Administrators.

Financial Aid Package #1:
Community College (living at home)

Cost of Attendance .......... $8,279
EFC ... - 260
FinancialNeed .............. $ 8,019
Federal Pell Grant ........... $ 3,800
State Need-based Grant . . ...... 1,250
Federal SEOG .................. 400
Federal Work-Study ......... +1,650
Total Aid ................... $ 7,100
UnmetNeed .................. $919

The Community College does not
package loan assistance. The cost
of attending Community College is

relatively low, and school officials typi-
cally don’t award loans when direct
costs appear to have been met with gift
aid. Student loans can be requested to
meet unmet need.

This student is eligible for a
$3,800 federal Pell Grant and a $1,250
state grant. The college had to take
these resources into account before
awarding other federal assistance.
Campus-based aid is allocated to
schools by the federal government and,
within certain parameters, the school
decides how it will award these funds.
The campus-based aid awarded to this
student includes SEOG of $400, a
typical addition for students with high
need, and Federal Work-Study (FWS)
of $1,650. (Community College does
not participate in the federal Perkins
Loan program.) If the academic year
is 30 weeks long, and the pay rate is
$5.15 per hour, the student will need
to work an average of 10-11 hours per
week to earn the entire FWS award.

While a Direct Loan is not a part of
this package, the student could borrow
up to $919 from the Direct Subsidized
Loan Program to replace the unmet
need and $260 from the Direct Unsub-
sidized Loan Program to replace the
EFC. Or, even though unlikely, the stu-
dent's parent could borrow the EFC
amount of $260 from the Direct PLUS
Program, instead of the student
borrowing an unsubsidized loan.
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Financial Aid Package #2:
State College (living at home)

Cost of Attendance ......... $12,779
EFC ... - 260
Financial Need ............ $12,519
Federal Pell Grant ........... $ 3,800
State Need-based Grant. . ...... 2,000
Federal SEOG ................ 1,000
Federal Work-Study ........... 1,550
Federal Direct Subsidized Loan .2,625
Federal Perkins Loan ....... + 1,525
Total Aid .................. $12,500
UnmetNeed ................... $19

The cost of attending State College is
higher, even though this student is
living at home. Tuition and fee costs at
most baccalaureate degree-granting
schools will typically be somewhat
higher than those charged at
community colleges. Notice that

the EFC remains the same, as does the
federal Pell Grant. However, because
many state grants are tuition- and
fee-sensitive and State College charges
more for tuition and fees, the state
grant has increased.

State College believes in meeting
as much of a student’s total need as
possible and offers an SEOG of $1,000
and FWS of $1,550. These amounts
are the typical limits in SEOG and FWS
that are offered to first-year students
commuting from home. The FWS
allows the student to work approxi-
mately 10 hours per week. This prac-
tice recognizes that first-year students

E WHAT EVERY STUDENT SHOULD KNOW ABOUT FEDERAL AID

need adequate time to adjust to the
academic demands of college. Further,
State College recognizes that most of
its commuting students who want or
need to work, find or maintain employ-
ment off-campus.

State College awards loans only
after gift aid and work-study. It awards
Direct Subsidized Loans first and adds
a Perkins Loan (up to the institution’s
self-imposed limit of $2,500) when it is
needed to meet the student’s needs.
The package includes the maximum
(for first-year students) $2,625 Direct
Subsidized Loan and a Perkins Loan of
$1,525.

The student’s parent could borrow
the amount of the EFC ($260) and the
unmet need ($19) from the Direct
PLUS Program, if necessary.

Financial Aid Package #3:
State College (living in a residence hall)

Cost of Attendance . ........ $14,779
EFC......ccooiiiiii .. -260
Financial Need ............. $14.,519
Federal Pell Grant ........... $ 3,800
State Need-based Grant. ....... 2,000
Federal SEOG ................ 1,450
Federal Work-Study ........... 2,100
Federal Direct Subsidized Loan .2,625
Federal Perkins Loan ........ + 2,500
Total Aid .................. $ 14,475
UnmetNeed ................... $44

The student also requested an aid pack-
age at State College that would support



on-campus residence. This package
reflects a cost of attendance that is
$2,000 greater than the one for living
at home, but State College still wants
to meet the entire need, even with the
additional cost.

This student’s federal Pell Grant
and state grant remain the same. The
Direct Subsidized Loan remains the
same also, because $2,625 is the
maximum subsidized loan amount for
a first-year student. State College does,
however, have the ability to adjust the
campus-based funding it offers to meet
the additional residence hall costs. It
therefore increases the SEOG offer
to $1,450, typical for high-need, on-
campus residents; the FWS to $2,100
(this is 13-14 hours per week, presum-
ing that the convenience of living on
campus will facilitate greater earn-
ings); and the federal Perkins Loan to
$2.500, still within the institution’s
self-imposed maximum.

The student’s parent maintains the
ability to borrow from the federal PLUS
program for the EFC and the $44
unmet need.

Financial Aid Package #4: State
University (living in a residence hall)

Cost of Attendance . ........ $17,279
EFC.......co -260
Financial Need ............. $ 17,019
Federal Pell Grant ........... $ 3,800
State Need-based Grant. . ...... 2,000
Federal SEOG ................ 1,000
Federal Work-Study ........... 2,300
Federal Direct Subsidized Loan .2,625
Federal Perkins Loan .......... 2,500
Federal PLUS Loan

(recommended) ........... +2,760
Total Aid .................. $16,985
UnmetNeed ................... $34

State University attracts many applica-
tions. Most of'its financial aid packages
meet all of the applicants’ needs.
However, unless a student has been
specifically recruited to this university
with an aid package that rewards his or
her special skills or capabilities, the
student’s financial aid package will
reflect national norms and include sig-
nificantly more self-help than gift aid.
This student’s offer includes a fed-
eral Pell Grant of $3,800 and a state
grant of $2,000, as it did in Financial
Aid Package #3. The student also is
eligible for the same $2,625 Direct
Subsidized Loan. State University
offers $1,000 in FSEOG, an average
amount that allows it to distribute its
federal allocation equally across its
many needy applicants. The university
also offers $2,300 in FWS and a $2,500
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federal Perkins Loan, the maximum
Perkins Loan that it will give to a first-
year student. According to practice and
to be able to meet the student’s total
need, the university also has awarded
(recommended) a Direct PLUS Loan
for $2,760. State University feels that if
the student wants to attend the institu-
tion, the family will borrow or make the
necessary sacrifices in order to make
that happen.

Because the student will live in a
residence hall, on-campus employment
is likely the best choice. The student
can work in an FWS position for
15 hours per week, as awarded, or
request consideration for an increase in
the FWS award and reduce the need to
borrow. Further, with prior work expe-
rience, the student could look for a
non-need-based job on campus. This
will allow the student to earn more
income without affecting the financial
aid package for the current year.

Financial Aid Package #5: Private
University (living in a residence hall)

Cost of Attendance ......... $ 39,154
EFC.......o -260
FinancialNeed ............. $ 38,894
Federal Pell Grant ........... $ 3,800
State Need-based Grant. ....... 2,000
Federal SEOG ................ 2,000
Institutional Grant ........... 16,650
Federal Work-Study ........... 2,315
Federal Direct Subsidized Loan .2,625
Federal Perkins Loan .......... 2,500
Institutional Loan .......... + 6,885
Total Aid .................. $ 38,775
UnmetNeed .................. $119
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As a private institution, Private
University does not receive state subsi-
dization to help pay for the costs of
educating its students. Private Univer-
sity must depend on tuition and fee
expenses as the major source of its
operating budget. Therefore, it has

a higher cost of attendance for its
students.

The student will receive the same
$3,800 federal Pell Grant as from the
other institutions under consideration.
The state grant is a standard value that
is given to recipients at all of the pri-
vate colleges and universities to help
equate their tuition and fee costs to
those at state public institutions. The
student will also receive the same
$2,625 Direct Subsidized Loan, as this
is the regulated maximum for first-year
students at any institution.

This university awards campus-
based resources up to the institutional-
ly set maximum values for each pro-
gram. The student has been offered
$2,000 in SEOG, $2,315 in FWS
(15 hours per week over a 30-week
year), and a Perkins Loan of $2,500.

Any remaining need is met
through institutional grants and loans.
The amount of the grants and loans
that the university offers to a recipient
is determined by the student’s remain-
ing need and is awarded in amounts
that will closely equate total gift aid and
self-help aid. The student was awarded
$16,650 in grants, bringing the gift aid
total to $24,450. The student’s institu-
tional loan is $6,885, bringing the
self-help aid to a total of $14,325.
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