
  

EDUCATION: FINANCIAL AID 

FINANCIAL AID: THE BASICS OF COLLEGE FINANCIAL PLANNING 

 

The commencement into adulthood is often initiated with the college experience. Getting a 
higher education, growing from an adolescent into an adult, is a rite of passage and a path 
that every parent hopes to see their child travel down one day. It can be an overwhelming 
endeavor for both parent and child as each prepares to begin writing this new life chapter. 
Finding the right school is only a portion of the process, and in order to do that, one must 
take into consideration a multitude of facets that can be both exciting and challenging in 
themselves - applications, anticipation of the acceptance letters, and the preparation for 
the future.  

An equally consuming consideration is the cost of college and, more specifically, how one 
plans to fund the expenses of higher education. As a parent, you may have many questions 
and concerns about how to best make school affordable. This report will help answer some 
of those questions by focusing on how financial aid can help cover the costs of college – it 
defines and discusses the different types of financial aid, the submission process behind aid 
determination, and then offers a preemptive approach at weighing your financial aid 
award options for each prospective school on your child's list. Even though there are 
different sources and formulas for evaluating your child's eligibility, this paper will assist you in 
developing a basic understanding of financial aid to help get you started before the school 
year arrives.  

Financial Aid Defined 

Financial Aid is money distributed primarily by the federal government and colleges in the 
form of loans, grants, scholarships, or work-study jobs to help meet college expenses. A 
student can receive both federal and college aid. Since grants and scholarships do not 
need to be repaid, an ideal financial aid package will contain more of these and fewer 
loans.  

Financial aid can be further broken down into two categories: need-based aid and merit 
aid. The following subsections attempts to outline the differences between these two types 
and the broad range of requirements needed to qualify for both. 

 

  



         Need-Based Aid  

Federal student aid is need-based since it is substantiated by a student’s financial 
need. In other words, this type of aid does not discriminate by any factor apart from 
financial need and can be provided by both the federal government and colleges in 
the form of loans and grants.  Eligibility is based solely on the assets and income of the 
prospective student’s family – factors such as test scores or athletic ability have no 
bearing on any aid designated need-based.  

       Merit-Based Aid  

Merit aid is the other type of financial aid and is based on a student’s academic, 
athletic, musical, or artistic talent. In order to attract the best and brightest students to 
their campuses, colleges often use scholarships and favorable merit aid packages as 
enticing offers. A student with extensive assets and income is just as entitled to a merit-
based award as a student with limited assets and income. It is noteworthy to mention 
that colleges can vary significantly in their generosity when it comes to merit aid. In 
addition to the student’s talent, merit awards are typically related to the size of a 
college’s endowment and its unique objectives.  

       The Bottom Line 

It is important to educate yourself on all varieties of assistance available – college 
guidebooks and marketing materials generally provide statistics on the size of a 
college’s average aid award and the family income thresholds necessary for different 
aid amounts. If you are a family researching college options, you can improve your 
bottom line by targeting colleges that offer significant merit aid packages. For 
example, some colleges have made it a policy to replace loans with grants in their 
financial aid packages. Likewise, various scholarship websites will provide a 
complimentary list of matching potential scholarships for your child when you input 
specific information such as background, abilities, and interests. In addition to colleges, 
many businesses, foundations, and associations offer smaller merit scholarships with 
specific eligibility criteria and deadlines.  

Determining Financial Need  

In order to determine a student’s financial need a consistent formula that evaluates a family’s 
income, assets, and household information is inevitable – this general process of aid 
assessment is called “needs analysis.” The difference between understanding these aid 
formulas and not understanding them could be a substantial amount of money. There are 
only a few aid-calculating methods currently in use and, though they serve the same 
purpose, there are some variances with each that are worth noting. The following three 
subsections are dedicated to defining these needs analysis methods and how to estimate 
your child’s eligibility ahead of time.  

 



  

      The FAFSA  

The federal government uses the FAFSA (Free Application for Federal Student Aid) 
which utilizes a formula known as the federal methodology. Under the FAFSA, your 
current income and assets and your child’s current income and assets are run through 
a formula. You are allowed certain deductions and allowances against your income, 
and you are able to exclude certain assets from consideration. The result is a figure 
known as the Expected Family Contribution, or EFC – the amount of money that you’ll 
be expected to contribute to college costs before you are eligible for aid.  

A detailed analysis of the formula is beyond the scope of this discussion, but generally 
here is how it works:  

1. Parent income is counted up to 47%  
•  (income = AGI + untaxed income/benefits – certain deductions) 
2. Student income is counted at 50% over a certain amount 
3. Parent assets are counted at 5.6% 
• Home equity, retirement assets, cash value life insurance, and annuities are 

excluded from the assets counted 
4. Student assets are counted at 20% 

 

No matter which college your child applies to, your EFC remains constant. Please be 
aware that your EFC is not the same as your child’s financial need. In order to calculate 
financial need, subtract your EFC from the cost of attendance at your child’s institution. 
Due to the fact that the range of college tuitions varies widely, your child’s financial 
need will fluctuate with the cost of a particular college. The example below 
demonstrates how financial need fluctuates with two hypothetical college tuitions: 

 

 

 

 

      The PROFILE 

While the federal government uses FASFA for needs analysis, colleges generally utilize 
the PROFILE method which uses a formula known as the institutional methodology. The 
PROFILE application basically works the same way as the FAFSA – the only difference, 
however, is that the PROFILE generally takes a more thorough look at your income and 
assets to determine what you can really afford to pay. In addition to current income 
and assets, the PROFILE also takes into consideration your home equity and money you 
may have contributed to medical and dependent care flexible spending accounts.  

 

CALCULATED EFC = $25,000 

 COLLEGE A 
Tuition - $65,000 per year 

 
$65,000 - $25,000 = $40,000 

 
Financial Need is $40,000 

 

COLLEGE B 
Tuition - $35,000 per year 

 
$35,000 - $25,000 = $10,000 

 
Financial Need is $10,000 

 



  

Your current income is the most important factor in terms of needs analysis, but other 
criteria play a role too, such as your total assets, number of children you will have in 
college at the same time, and how close you are to retirement age.  

     Estimating Eligibility In Advance 

Getting a ballpark estimate of financial aid ahead of time can be very helpful for 
planning purposes. There are two ways you can do this:  

First, the federal government offers an online tool called the “FAFSA4caster” that you 
can complete to get an estimate of your EFC. Second, every college offers a tool 
called a “net price calculator” on its website that you can complete to get an 
estimate of how much financial aid your child might be eligible for at that particular 
college based on your family’s financial and personal profile.  

The Submission Process 

The most efficient way to complete the FAFSA is to fill it out and submit it online. Though it is 
not recommended, you may also complete a hard copy of the form and manually mail it in 
to the appropriate processing facility. The online route is best because mistakes are 
immediately flagged and the form only takes one week to process (compared to two to 
four weeks for hardcopy FAFSAs that are submitted.)  

The FAFSA is filed as soon after January 1 as possible in the year your child will be attending 
college. Filing before the first of the year is not an option because the FAFSA relies on your 
tax information from the previous year. Deadlines vary depending on the college, but be 
aware that the official federal deadline for filing the FASFA is June 30. As mentioned 
previously, you should try to submit as close to January 1 as possible because some financial 
aid programs operate on a first-come, first-served basis. Even if you have not completed 
your federal income tax return, you can submit your FAFSA with estimated tax numbers and 
then update it later.  

NOTE: Starting with the 2017/2018 school year, families will be able to file the FAFSA as 
early as October 1, 2016, using their prior year’s tax information. Until further notice, this 
earlier timeline will be a permanent change for future academic school years.  

The PROFILE (or individual college application) is usually submitted at the same time as the 
FAFSA, however, it can be filed earlier, especially if your child is applying to an early decision 
or early action college. The specific deadline is left up to the individual college, so make 
sure to do the proper research and keep track of important submission dates for all the 
colleges on your prospective list. In addition to the form itself, the CSS Profile will typically 
require you to submit tax returns, and possibly other financial documents, at a later date. If 
this is the case, you’ll receive instructions on how to do this.  

 
 



  

Your child will receive a Student Aid Report highlighting your EFC after your form is processed 
– the colleges that you list on the FAFSA will also get a copy of the report for their records. 
When your child is accepted to a specific college, that college’s financial aid administrator 
will attempt to craft an aid package to meet your child’s financial need. This is done using a 
combination of the following (typically in this order): 

• Federal Pell Grant – for students with exceptional financial need 
• Federal Direct Stafford Loan – subsidized for student with financial need 
• Federal Direct Stafford Loan – unsubsidized for all other students 
• Federal Perkins Loan, Supplemental Education Opportunity Grant (SEOG), & Work- 

Study – funds for these programs are allocated to colleges by the federal government 
for distribution to students; whether a student receives any of these funds depends on 
timing of application, financial need, and availability of funds 

• College grant, scholarship, or tuition discount – at the college’s discretion  

Keep in mind that colleges are not obligated to meet all of your child’s financial need. In 
fact, it is not uncommon for colleges to meet only a portion of a student’s need, a 
phenomenon known as getting “gapped.” If this happens to you, you will have to make up 
the shortfall, in addition to paying your EFC. Conversely, if a college says it is meeting “100% 
of your demonstrated need” keep in mind that the college is the one who determine your 
need, and that you will still have to pay your EFC.  

Weighing Your Options  

In late winter or early spring, your child will receive financial aid award letters that detail the 
specific amount and type of financial aid that each college is offering. When comparing aid 
awards, read each award letter carefully and make sure you understand exactly what the 
college is offering. The goal is to compare your out-of-pocket cost at each college. To do 
this, look at the total cost of attendance for each college and subtract any grant or 
scholarship aid offering. If the grant or scholarship is merit-based, find out if it’s guaranteed 
for all four years of attendance and what requirements must be met in order to qualify for it 
each year. If the grant or scholarship is need-based, find out whether you can expect a 
similar amount each year and ask the aid office whether it increases to keep up with annual 
increases in tuition, fees, and room and board.  

The difference between the total cost and any grant or scholarship aid is your out-of-pocket 
cost, also referred to as your “net price.” It is good due diligence to compare this figure 
across all colleges, universities, and institutions in which your child is interested. Once you 
determine your out-of-pocket cost at each college, determine how much, if anything, you 
or your child will need to borrow. Then, multiply this figure by four to get an idea of what your 
total borrowing costs might be. Armed with this information, you will be in a position to make 
the best financial decision for your family. If you’d like to lobby a particular school for more 
aid, tread carefully. A polite letter to the financial aid administrator followed up by a 
telephone call is appropriate. Your chances of getting more aid are best if you can docu- 

 



  

ment a change in circumstances that affects your ability to pay – such as a recent job loss, 
unusually high medical bills, or some other pivotal event that has impacted your finances.  

If you have questions or would like further information regarding financial aid services, we 
invite you to contact SOUND Wealth Management Group for a complimentary, no 
obligation consultation. As Certified College Planning Specialists® (CCPS) and members of 
The National Institute of Certified College Planners we can provide professional guidance to 
assist you in making the appropriate choices. Let’s have the conversation… 

 

 

 

 

 

 

 

 

 

 

 

 

 

3801 PGA Boulevard, Suite 910  

Palm Beach Gardens, FL 33410 

561.293.3500 

www.soundwealthmanagementgroup.com 

 

 



  

Prepared by SOUND Wealth Management Group of Raymond James 

This information was developed in part by Broadridge, an independent third party. It is general in nature, is not 
a complete statement of all information necessary for making an investment decision, and is not a 

recommendation or a solicitation to buy or sell any security. Investments and strategies mentioned may not be 
suitable for all investors. Past performance may not be indicative of future results. Raymond James & 

Associates, Inc. member New York Stock Exchange/SIPC does not provide advice on tax, legal or mortgage 
issues. These matters should be discussed with an appropriate professional. 


