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HIGHER EDUCATION

A Small Percentage of Families Save in 529 Plans

What GAO Found

A small percentage of U.S. families saved in 529 plans in 2010, and those who
did tended to be wealthier than others. According to the Survey of Consumer
Finances (SCF), less than 3 percent of families saved in a 529 plan or Coverdell
Education Savings Account (Coverdell)—a similar but less often used college
savings vehicle also included in the SCF. While the economic downturn may
have reduced income available for education savings, even among those families
who considered saving for education a priority, fewer than 1 in 10 had a 529 plan
(or Coverdell). Families with these accounts had about 25 times the median
financial assets of those without. They also had about 3 times the median income
and the percentage who had college degrees was about twice as high as for
families without 529 plans (or Coverdells).

States offer consumers a variety of 529 plan features that, along with several
other factors, can affect participation. Some of the most important features
families consider when choosing a 529 plan are tax benefits, fees, and
investment options, according to experts and state officials GAO interviewed.
These features can vary across the state plans. For example, in July 2012, total
annual asset-based fees ranged from 0 to 2.78 percent depending on the type of
plan. 529 plan officials and experts GAO interviewed said participation is also
affected by families’ ability to save, their awareness of 529 plans as a savings
option, and the difficulty in choosing a plan given the amount of variation
between plans (see fig. 1). Selected states, however, have taken steps to
address these barriers. For example, to address families’ ability to save,
particularly for low-income families, some states have adopted plans that include
less risky investments, have low minimum contributions, and match families’
contributions.

Factors that Affect 529 Plan Participation

po o

Families often don't save for
college because they may not
have the resources to save or
underestimate college costs.

@ n
@ .

For families who do save,
many don’t know how a
529 plan could help them.

Even families who want to
take advantage of a 529 plan
can have trouble selecting
and using one.

Source: GAO analysis based on reports and interviews with 529 plan officials and experts

Savings in 529 plans affect financial aid similarly to a family’s other assets. For
federal aid, a family’s assets affect how much it is expected to contribute to the
cost of college. If the amount of those assets exceeds a certain threshold, then a
percentage is expected to be used for college costs. For example, for students
who are dependent on their parents, the percentage of parental assets, including
savings in 529 plans, that the family may be expected to contribute ranges from
2.64 to 5.64 percent. Many states and selected institutions also treat 529 plan
savings the same as other family assets. However, a few states provide them
with special treatment, such as exempting those funds from their financial aid
calculation.
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Accountability * Integrity * Reliability

United States Government Accountability Office

Washington, DC 20548

December 12, 2012

The Honorable Max Baucus
Chairman

Committee on Finance
United States Senate

Dear Mr. Chairman:

While median family income decreased between 2005 and 2011, college
tuition and fees increased at an average annual rate of 6 percent, more
than double the rate of inflation. As families look for ways to prepare for
these rising costs, their options include saving in advance; paying for
expenses at the time they occur out-of-pocket and/or through grants and
scholarships; or financing the cost through educational loans that they
repay at a later date. Loans have become an increasingly popular option
to cover these costs.” However, with college loan balances now
estimated at $914 billion, more than total credit card debt,? financing a
large portion of college costs potentially creates a future financial burden
for students and their families. To encourage people to save for college
expenses in advance, Congress, in 1996, added section 529 to the
Internal Revenue Code, which authorized state qualified tuition programs,
otherwise known as 529 plans.? These plans are available in two forms—
prepaid tuition plans and college savings plans. In prepaid tuition plans,
participants buy tuition credits or certificates on behalf of a designated

" The College Board reported that the relative stability of the ratio of grant to loan amounts
over time indicates that loans have not replaced grants. However, grant aid often fails to
increase rapidly enough to fill the growing gap between the costs of attending college and
the ability of students and families to pay those costs. College Board Advocacy and Policy
Center, Trends in Student Aid 2011 (New York, NY: 2011).

2 Federal Reserve Bank of New York, Research and Statistics Group, Microeconomic
Studies. Quarterly Report on Household Debt and Credit. (New York, NY: August 2012).
Debt amount is as of second quarter 2012.

3 Small Business Job Protection Act of 1996, Pub. L. No. 104 -188 § 1806, 110 Stat.
1755, 1895, codified at 26 U.S.C. § 529.
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beneficiary, who can use them for qualified higher education expenses.*
College savings plans allow for contributions to an account for the
purpose of paying a designated beneficiary’s qualified higher education
expenses. As of July 2012, more than one hundred 529 plan options have
been developed and are managed by states and the District of Columbia.
In 2011, there were more than 11 million accounts with assets of $167
billion (in 2012 dollars).®

While there is no federal tax deduction for payments or contributions to
529 plans, which are made with after-tax dollars, plan earnings
accumulate tax-deferred and earnings included in withdrawals used to
pay for qualified higher education expenses are not taxed. This tax
expenditure cost the federal government an estimated $1.6 billion in
forgone revenue in fiscal year 2011.° We reported, in 2012, that higher
income households are more likely to have 529 plans and tend to benefit
more from these tax preferences because of their higher marginal tax

4 Qualified higher education expenses include tuition, books, supplies, and equipment.
Costs for room and board are considered qualified education expenses if students are
enrolled at least half-time. Qualified higher education expenses also included expenses
paid or incurred in 2009 and 2010 for computer technology, equipment, or Internet access
and related services. Eligible educational institutions include colleges, universities,
vocational schools, or other postsecondary institutions eligible to participate in a federal
student aid program authorized by Title IV of the Higher Education Act of 1965, as
amended. This includes virtually all accredited, public, nonprofit, and for-profit
postsecondary institutions in the U.S.

S Data provided by the Financial Research Corporation. Account numbers and assets are
as of year-end 2011.

6 Tax expenditures are reductions in a federal taxpayer’s tax liability that result from
special credits, deductions, exemptions and exclusions, deferrals of tax liability, and
preferential tax rates. The federal revenue forgone may be viewed as spending channeled
through the tax code. This estimate by the Department of the Treasury (Treasury) includes
both college savings plans and prepaid plans. For fiscal year 2011, the Joint Committee
on Taxation reported revenue loss estimates of $500 million for college savings plans and
less than $50 million for prepaid plans. Revenue loss estimates do not incorporate any
behavioral responses and, thus, do not necessarily represent the exact amount of revenue
that would be gained if a specific tax expenditure was repealed.
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rate.” We have recommended in the past that tax expenditures be
periodically reviewed to determine their effectiveness in achieving specific
policy goals, particularly given the nation’s long-term fiscal imbalance.?

In response to your request to examine the extent to which 529 plans
help families of all income levels save for college and how these plans
affect student financial aid, we reviewed (1) the percentage and
characteristics of families enrolling in 529 plans, (2) the plan features and
other factors that affect participation in 529 plans, and (3) the extent to
which savings in 529 plans affect financial aid awards.

To answer these research objectives, we analyzed government and
industry data; conducted interviews with federal and state officials,
industry representatives and academic experts, as well as state and
institutional higher education officials; reviewed 529 plan and Department
of Education (Education) documents; conducted a literature review; and
reviewed relevant federal laws, regulations, and guidance. We assessed
the reliability of the data we used by reviewing documentation,
interviewing knowledgeable officials, and conducting electronic testing on
relevant data fields. We found the data we reviewed reliable for the
purposes of our analyses.

To determine the percentage and characteristics of families enrolling in
529 plans, we reviewed data from the 2010 Survey of Consumer
Finances (SCF); the 2007-2008 National Postsecondary Student Aid
Study (NPSAS), which was the most recent available and which we
adjusted to 2010 dollars; and 2007-2010 Statistics of Income (SOI)
federal tax data. Our analysis of data from SCF, NPSAS, and SOl are

"GAO, Higher Education: Improved Tax Information Could Help Families Pay for College,
GAO-12-560 (Washington, D.C.: May 18, 2012). The analysis used in this report also
included Coverdell Education Savings Accounts (Coverdells). Similar to 529 plans,
Coverdell accounts allow families to save for education expenses. Account earnings
accumulate tax-deferred and earnings included in withdrawals used to pay for qualified
education expenses are not subject to federal tax. Unlike 529 plans, (1) Coverdell
contributors must generally have a modified adjusted gross income of less than $110,000
per year ($220,000 in the case of a joint return), (2) Coverdells have annual contribution
limits of $2,000 that must generally stop when a beneficiary reaches 18 years of age, and
(3) Coverdells can be used for qualified elementary, secondary, or postsecondary
expenses typically for individuals under age 30.

8 GAO, Government Performance and Accountability: Tax Expenditures Represent a
Substantial Federal Commitment and Need to Be Reexamined, GAO-05-690
(Washington, D.C.: Sept. 23, 2005).
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subject to sampling errors because these data sets are based on
samples. Unless otherwise noted, all percentage estimates based on
SCF, NPSAS, and SOI have 95 percent confidence intervals that are
within 5 percentage points of the estimate itself, and all numerical
estimates other than percentages have 95 percent confidence intervals
that are within 5 percent of the estimate itself. Using SCF data, we
generated estimates of the characteristics of households—including
wealth (financial assets), income, education, and race/ethnicity—enrolled
in 529 plans or Coverdell Education Savings Accounts (Coverdells)® and
compared those to characteristics of families not enrolled in these plans.
Our estimates are based on analyses from the restricted SCF dataset and
were conducted with assistance from officials at the Board of Governors
of the Federal Reserve System (Federal Reserve). We also developed a
profile of the general college population using NPSAS data. In addition,
we analyzed taxpayer data from SOI and used a microsimulation model
from the National Bureau of Economic Research to understand the extent
to which taxpayers use withdrawals (known as distributions) from 529
plans for qualified educational expenses and how the tax savings from
these plans are distributed across income levels.

To understand the features and factors that affect participation, we
interviewed officials from five state 529 plans (Louisiana, Michigan,
Pennsylvania, Utah, and Virginia), conducted a literature review, and
spoke with academic researchers, industry regulators, financial services
companies, financial experts, and consumer interest groups. While we
selected the five state plans to represent variety in the types of plans
offered, benefits, and geographic location, our findings cannot be
generalized to all 529 plans. We also analyzed College Savings Plan
Network (CSPN) data to provide a national overview of plan features and
benefits.’® To provide information on the percentage of students who
receive financial aid and the median award amount, we analyzed NPSAS
data. To assess efforts by states to disclose 529 plan information to
consumers, we reviewed disclosure documents from selected states as
well as CSPN disclosure principles.

9 The SCF codes responses for 529 plans and Coverdells together. Survey officials said
respondents did not always distinguish between the two account types; therefore, we were
unable to separate these responses because of data reliability concerns.

10 cSPN is an affiliate to the National Association of State Treasurers and serves as a
clearinghouse for information on 529 plans. Plan data are as of July 2012.

Page 4 GAO-13-64 529 Plans



Background

We assessed the extent to which savings in 529 plans affect federal
financial aid awards by reviewing relevant federal laws, regulations, and
guidance, and interviewing Education officials. In addition, we analyzed
NPSAS data to determine the extent to which a family’s total assets
affected the federal expected family contribution to college expenses. To
understand how savings in 529 plans affect state and institutional
financial aid, we interviewed six state financial aid offices and six
institutions of higher education. We selected states that indicated on a
National Association of State Student Grant and Aid Programs survey
that they used a financial aid formula other than the federal methodology
in their primary needs analysis and/or provided special treatment for state
529 plans. We selected an institution in each of the six states that was
reported as using the College Board’s PROFILE or another institutional
form, in addition to the Free Application for Federal Student Aid, to gather
information used in making decisions regarding institutional financial
aid."" To obtain an institutional perspective beyond the six schools, we
interviewed officials from national organizations representing community
colleges, private nonprofit and public colleges and universities, and for-
profit schools. A more detailed explanation of our methodology is
available in appendix I.

We conducted this performance audit from November 2011 to December
2012 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

History of 529 Plans

529 plans are a college savings vehicle that originated in the states. In
1986, Michigan created the Michigan Education Trust to operate what is

" The College Board is a not-for-profit organization that provides college students with
financial aid support and scholarships. It also conducts research and advocacy on behalf
of students, educators, schools, and colleges. The PROFILE is a form developed by the
College Board to help institutions gather information used to award nonfederal student aid
funds.
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generally considered the first state prepaid tuition plan. In 1996, Congress
enacted Section 529 of the Internal Revenue Code, setting out
requirements that state 529 plans must meet to be exempt from federal
tax. The Economic Growth and Tax Relief Reconciliation Act of 2001
included a provision making earnings included in distributions from 529
plan accounts entirely tax-exempt as long as they are used to pay for
qualified higher education expenses.'? For other key legislative actions
and the value of assets invested in these plans, see fig. 1.

12 pyb. L. No. 107-16, § 402, 115 Stat. 38, 60. Previously, earnings had been allowed to
grow on a tax-deferred basis, but were taxed upon distribution to pay for qualified
education expenses.
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Figure 1: 529 Plan Timeline and Assets Invested
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Source: GAO analysis of Financial Research Corporation data and relevant legislation.

Notes:

@Michigan v. United States, 40 F.3d 817 (6th Cir. 1994).

®\We chose to present account data starting in 2001 because the federal tax-exempt status for
distributions was granted in 2001 and data were not available for all previous years.

°Pension Protection Act of 2006, Pub. L. No. 109-280, tit. XIIl § 1304, 120 Stat. 789, 1109.

The number of 529 plan accounts has also increased since the plans
were granted expanded federal tax advantages in 2001 (see fig. 2).
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Figure 2: 529 Plan Account Growth

Number of 529 plan accounts (in millions)
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Source: GAO analysis of Financial Research Corporation data.

®We did not report prepaid tuition account data for 2010 and 2011 because the method of collecting
these data changed in 2009.

Federal Requirements for
529 Plans

529 plans are a state-sponsored investment or savings vehicle whose
purpose is to encourage people to save for college.' Contributions to 529
plans are made with after-tax dollars and are not deductible for federal tax
purposes. Annual contributions in excess of $13,000 are generally subject
to federal gift taxes.™ Total contributions may not exceed the amount
necessary to provide for the qualified education expenses of the

'3 One additional prepaid plan is not run by a state. The Private College 529 Plan
provides a prepaid tuition plan at more than 270 participating private colleges and
universities. The Economic Growth and Tax Relief Reconciliation Act of 2001 amended
section 529 to provide that one or more eligible educational institutions could establish
and maintain a prepaid tuition plan. Prior to that amendment, qualified tuition programs
were defined as those established and maintained by a state or state agency or
instrumentality.

4 Contributors may elect to treat contributions between $13,000 and $65,000 as having
been made over a 5 calendar-year period without being subject to federal gift taxes.
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beneficiary, which is determined by each state; however, individuals may
open 529 plan accounts in multiple states.' Earnings on contributions
grow tax-deferred. When a distribution is made from a 529 plan, the
earnings portion is tax-exempt as long as it is used to pay for qualified
education expenses.'® Taxpayers must report to the Internal Revenue
Service (IRS) whether the distribution was for qualified higher education
expenses. Distributions not used for qualified higher education expenses
can be made to either the account owner or beneficiary, but the portion of
the nonqualified distribution consisting of investment earnings is taxable
and subject to an additional 10 percent penalty.'” The federal penalty
does not apply in some circumstances, for example if the distribution was
considered nonqualified because the beneficiary died or received a
scholarship.

While section 529 provides that account owners and beneficiaries may
not directly or indirectly control how contributions or earnings are
invested, in 2001, IRS issued a notice setting out a rule permitting a
change in investment strategy once per year and upon a change in the
designated beneficiary of the account.' For 2009 only, this was
increased to twice per year."®

There are few federal restrictions on 529 plan participation. For example,
there are no income limits and almost anyone can initially be named as a
beneficiary—an individual may open a 529 plan account for a child,
grandchild, friend, spouse, or for themselves. Further, the 529 plan
account owner may change the beneficiary at any time, though the

15 According to CSPN data, overall contribution limits ranged from $235,000 to $400,000
as of July 2012. However, there is no limit on the number of accounts for which an
individual can be named the beneficiary. According to a 2009 Treasury report, An Analysis
of Section 529 College Savings and Prepaid Tuition Plans, a beneficiary can have
accounts in as many as 44 states, with effectively no limit on the overall 529 account
balance.

6 An American Opportunity or Lifetime Learning Tax Credit can be claimed in the same
year the beneficiary takes a tax-exempt distribution from a 529 plan as long as the same
expenses are not used for both benefits.

" Qualified education expenses must be reduced by any tax-free educational assistance,
such as the tax-free part of scholarships and fellowships, veterans’ education assistance,
Pell grants, and employer-provided education assistance.

8 IRS Notice 2001-55.
19 RS Notice 2009-1.
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subsequent beneficiary must be a member of the family of the original
beneficiary in order for this change to be tax-exempt.?°

529 Plan Operation and
Features

Because 529 plans are state-sponsored investments, states determine
whether and what type of plans to offer (i.e., prepaid tuition or savings) as
well as the eligibility criteria (for example, at the time of application
prepaid tuition plans may require either the account owner or beneficiary
to be a resident of the state administering the plan whereas residents and
nonresidents can invest in most states’ college savings plans);
administrative and investment fees; and associated state tax benefits.
Almost all states offer a college savings plan.?" In these plans, individuals
purchase interests or shares in a trust established by the state. In most
cases, the trust assets are invested in mutual funds. The shares in
college savings plans can be sold directly by the state or through an
external program manager hired by the state (direct-sold) as well as
through a financial advisor or broker (advisor-sold). College savings plans
may offer a number of investment options, which often include stock
mutual funds, bond mutual funds, and money market funds. These
investment options can vary in terms of risk and return, ranging, for
example, from investments that are insured by the Federal Deposit
Insurance Corporation (FDIC) to options that are almost completely
invested in aggressive-growth funds. Many plans offer age-based
portfolios that shift automatically into more conservative investments as
the beneficiary approaches college age. Fifteen states also offer prepaid
tuition plans to their state residents.?? To help run their plans, states may
employ marketing staff, advisors, financial consultants, or other experts.

20 A member of the beneficiary’s family is defined as including a father, mother, brother,
sister, child, grandchild, niece/nephew, son/daughter-in-law, spouse of any individual
listed above, and a first cousin, among others.

2 Wyoming no longer operates its own plan and has entered into an agreement with
Colorado’s college savings plan whereby Wyoming residents participate under the same
terms as Colorado residents. Washington only offers a prepaid tuition plan.

22 ps of July 2012, of the 15 states with prepaid tuition plans, 3 are no longer accepting
new enrollees. Kentucky and South Carolina’s prepaid tuition plans are currently closed to
new enrollments. Tennessee also closed its prepaid tuition plan to new enrollees and
contributions in 2010 due to the cost of tuition increasing faster than investment returns.
However, it launched a new college savings plan in September 2012.
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Some states offer a variety of tax advantages that can include a state
deduction or non-refundable credit for plan contributions and tax-deferred
earnings.?® These benefits may apply only to residents who make
contributions to their own state’s plan or, in a few states, may include
contributions made to other states’ plans.?*

Plan Disclosures

Although most 529 college savings plans have been modeled after
mutual funds, 529 plans are regulated differently than mutual funds under
the federal securities laws because they are regulated as municipal
securities.?® As municipal securities, 529 plans are exempt from the
registration and reporting requirements of the federal securities laws.?®
However, broker-dealers selling 529 plans (advisor-sold plans) must
comply with the rules of the Municipal Securities Rulemaking Board
(MSRB).?” Specifically, MSRB requires broker-dealers who sell 529 plans
to follow certain guidelines, such as having reasonable grounds to believe
that the recommended product is suitable for the customer; disclosing
certain information, such as plan fees and state tax implications; following
certain requirements when advertising; and posting disclosure documents
on its Electronic Municipal Market Access Website.?®¢ However, MSRB
rules do not apply to state issuers when they market their 529 plans

23 Tax credits reduce tax filers’ income tax liability on a dollar-for-dollar basis. A
nonrefundable credit can reduce the amount of taxes owed (tax liability) to zero but not
below. A refundable credit can reduce the tax liability to zero and the remaining credit is
paid to the taxpayer as a refund. Tax deductions permit tax filers to subtract the applicable
contribution amount from income that would otherwise be taxable. Therefore, deductions
reduce filers’ tax liability less than credits for any given amount claimed.

24 Arizona, Kansas, Maine, Missouri, and Pennsylvania extend the same state tax benefits
to residents who invest in either their own state’s 529 plan or another state’s plan.

25 Municipal securities are issued by states and political subdivisions or agencies of
states. Prepaid tuition plans are generally not considered municipal securities.

26 See Section 3(a)(2) of the Securities Act of 1933 and section 3(a)(29) of the Securities
Exchange Act of 1934. Disclosures provided in connection with the sale of 529 plans are,
however, subject to the antifraud provisions of the federal securities laws.

27 MSRB establishes standards of fair practice, disclosure, and suitability and professional
qualifications for broker-dealers.

28 While MSRB has the authority, subject to Securities and Exchange Commission (SEC)
approval, to establish such standards, it does not enforce its own rules. MSRB rules are
enforced against broker-dealers by the Financial Industry Regulatory Authority, a self-
regulatory organization that is subject to SEC oversight, and by SEC.
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directly to the investor without the assistance of a broker-dealer (direct-
sold plans). In 2004, in response to concerns that 529 plan disclosures
were inadequate, CSPN, after working with the Securities and Exchange
Commission, the MSRB, and the National Association of Securities
Dealers, developed voluntary disclosure principles to be adopted by state
issuers on plan performance, fees, and state tax information, among
other things. These principles were designed to enhance investors’ ability
to compare information across plans. Since 2004, the principles have
been updated several times with the most recent update in May 2011.

Student Financial Aid

As authorized under Title IV of the Higher Education Act of 1965, as
amended, the Department of Education provides assistance to help
millions of students and families meet the costs of higher education
through grants, work-study, and loans. A substantial portion of this federal
financial aid is awarded based on the amount of a student’s financial
need, which is generally the difference between a student’s cost of
attendance and an estimate of his family’s ability to pay these costs,
known as the expected family contribution (EFC). In addition to the
student’s income and assets, parents’ income and assets are also used
to determine the student’s EFC unless the student is classified as
independent. Independent students have their income and assets
included in the EFC and their spouses’ income and assets, if applicable.
Several criteria are used to determine if a student is independent, such as
the student’s age, and if he or she is married or separated, enrolled in a
master’s or doctoral degree program, or serving on active duty in the
military, among other things.

To apply for federal financial aid, students and, in the case of dependent
students, parents submit information on income, assets, and the number
of children enrolled in college through the Free Application for Federal
Student Aid (FAFSA). This information is then used to determine the
student’s eligibility for federal student aid by calculating the EFC through
a process known as federal methodology, which is set out in statute.? In
terms of assets, figure 3 shows the information required*® by the FAFSA

2 The methodology for determining the federal EFC is found in Part F of Title IV of the
Higher Education Act of 1965, as amended, codified at 20 U.S.C. §§ 1087kk — 1087 vv.

30 Assets that are not required to be reported on the FAFSA include principal place of

residence, a family farm, family-owned small businesses, retirement plans, and whole life
insurance.
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regarding the net worth of students’ and parents’ investments, which
includes savings in 529 plans along with other investments such as

Coverdells, money market funds, stocks, and mutual funds (for a full copy

of the FAFSA see app. I1).%

Figure 3: FAFSA Questions on Student and Parent Assets, Including 529 Plans

Free Application for Federal Student Aid
Student’s 40. As of today, what is your (and spouse’s) total current balance of cash, savings and checking accounts? Don’t include
contribution student financial aid. S
(page 4) -
|4l . As of today, what is the net worth of your (and spouse’s) investments,lincluding real estate? Don’t include the home you $
ive in. Net worth means current value minus debt. See Notes page 2.
42, As of today, what is the net worth of your (and spouse’s) current businesses and/or investment farms? Don’t include a §
family farm or family business with 100 or fewer full-time or full-time equivalent employees. See Notes page 2.
Parents’
co"t"(bu“o?n) 88. As of today, what is your parents’ total current balance of cash, savings and checking accounts? s |
page
[ 89. As of today, what is the net worth of your parents’ investments,'including real estate? Don't include the home in which 5
your parents live. Net worth means current value minus debt. See Notes page 2.
90. As of today, what is the net worth of your parents’ current businesses and/or investment farms? Don't include a family ¢
farm or family business with 100 or fewer full-time or full-time equivalent employees. See Notes page 2.
Notes - - - -
(page 2) Notes for questions 41 and 42 (page 4) Investments also include qualified educational benefits or education
and 89 and 90 (page 7) savings accounts (e.g., Coverdell savings accounts, 529 college savings
Netwiith _— —_——— i p— plans and the refund value of 529 prepaid tuition plans).[For a student
erworhmeanscrent VU MInUS Cent, T networth negative entert: who does not report parental information, the accounts owned by the
Investments include real estate (do not include the home you live student (and/orthe student’s spouse) are reported as studentinvestments
in), trust funds, UGMA and UTMA accounts, money market funds, in question 41. For a student who must report parental information, the
mutual funds, certificates of deposit, stocks, stock options, bonds, other accounts are reported as parental investments in question 89, including
securities, installment and land sale contracts (including mortgages all accounts owned by the student and all accounts owned by the parents
held), commodities, etc. for any member of the household.

Source: GAO excerpt from the Free Application for Federal Student Aid, July 1, 2012 — June 30, 2013.

States and institutions may also offer financial aid. To determine the
amount of such aid, some states and institutions choose to gather

information in addition to what is required by the FAFSA. One form used
by some institutions is the College Board’s PROFILE form. The PROFILE

31 Prepaid plans are worth the refund value of the credits or certificates.
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Few Families Have
529 Plans and Those
Who Do Tend to Be
Wealthier

asks for information not included on the FAFSA, such as home equity and
medical expenses, as well as more detail about information that is
included on the FAFSA. The institutions may then use an individualized
institutional methodology to determine the student’s EFC for institutional
financial aid.3?

A Small Percentage of
Families Have 529 Plans

According to the 2010 Survey of Consumer Finances (SCF), less than 3
percent of U.S. families had 529 plans® or Coverdells, a similar but less
often used education savings account.** Even among families who
acknowledged upcoming education expenses, 529 plans were not widely
used. Of the approximately 25 percent of families who said they expected
major education expenses in 5-10 years, about 7 percent of them had
529 plans or Coverdells. Similarly, of the approximately 18 percent of
families who reported saving for education was a priority, only about 9
percent had 529 plans or Coverdells. 529 plans are also less commonly

32 |nstitutional methodology is a College Board formula developed by financial aid
professionals, in consultation with economists, to measure a family’s ability to pay for
college. A basic principle of institutional methodology is the idea that a family’s capacity to
pay is a function of income and assets.

33 The SCF asks about survey respondents and members of their households (sometimes
referred to as primary economic units), which we refer to as families. About 88 percent of
families with 529 plans or Coverdells had children 25 years of age or younger living with
them. Among the approximately 39 percent of all families that had children under 25 living
with them, only about 6 percent had 529 plans or Coverdells.

34 The SCF combines responses for 529 plans and Coverdells. Because officials from the
Federal Reserve, the federal agency that sponsors the SCF, said respondents did not
necessarily distinguish between Coverdells and 529 plans, we did not separate the two
account types. However, the officials indicated that a larger share of SCF respondents
reported having 529 plans than Coverdells. Further, using SOI data, we estimate that in
2010 approximately 85 percent of tax filers who took a distribution from either a 529 plan
or a Coverdell reported distributions from a 529 plan while 14 percent reported
distributions from a Coverdell and 1 percent reported distributions from both.
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used than other savings vehicles among those saving for college.* For
example, a 2010 Sallie Mae survey found that most parents saved for
college in general savings accounts or certificates of deposit and, of those
who did invest, more used general investment vehicles than 529 plans.3¢
Based on our analysis of SCF data, the median amount in 529 plan or
Coverdell accounts was about $14,700.%"

Families with 529 Plans
Generally Have More
Wealth and Education than
Those without 529 Plans

Families with 529 plans or Coverdells typically had much more wealth
than families without these accounts, according to our analysis of SCF
data. Based on our analysis of the 2010 SCF, we estimate that the
median financial asset® value for families with 529 plans or Coverdells
was about $413,500, which is about twenty-five times the median
financial asset value for families without 529 plans or Coverdells (about
$15,400).%° For example, families with 529 plans or Coverdells had more
retirement assets than other families. Of families with 529 plans or

3% There are other vehicles with tax benefits that can be used for education savings. Such
vehicles include Coverdells, funds under the Uniform Gift to Minors Act and Uniform
Transfer to Minors Act, individual retirement accounts, and savings bonds.

36 Information is reported for parents of children younger than 18 who believed their child
is likely to attend college and who were saving for this purpose. The survey also found
that nearly a quarter of these parents saved for college in retirement savings accounts
such as a 401(k) or individual retirement account. Sallie Mae, How America Saves for
College: Sallie Mae’s National Study of Parents with Children under 18 Conducted by
Gallup (Reston, VA: 2010).

37 We are 95 percent confident that the median amount in these accounts was between
$9,300 and $20,100. Because Coverdells had annual contribution limits of $2,000 in 2010,
this estimate may understate the median amount in 529 plans. However, other data
sources have similar findings specific to amounts saved in 529 plan accounts. For
instance, in 2011 the College Savings Plan Network reported that the average amount in
529 savings plans was $15,492 in 2010. Unless otherwise noted, all SCF percentage
estimates have 95 percent confidence intervals within 5 percentage points of the estimate
itself.

38 Financial assets include, among other things, resources in 529 plans, checking and
savings accounts, stocks, bonds, and retirement accounts. See appendix | for more detail.

39 We are 95 percent confident that the median financial asset value for families with 529
plans or Coverdells was between $247,400 and $579,600. For families without 529 plans
or Coverdells, the 95 percent confidence interval is between $13,700 and $17,100.
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Coverdells, about 94 percent had retirement assets,*’ such as those in
401(k) accounts or traditional pensions.*! In contrast, approximately 49
percent of families without 529 plans or Coverdells had these retirement
assets. Further, the median value of retirement assets was much greater
for those with 529 plans or Coverdells. Specifically, the median value in
retirement accounts was about $213,600 for families with 529 plans or
Coverdells, while the median value for families without 529 plans or
Coverdells was about $40,300.%2 A larger share of families with 529 plans
or Coverdells (27 percent) also believed they will have more than enough
retirement income from pensions and Social Security to maintain current
living standards than the share of families without 529 plans or Coverdells
(16 percent), which may put them in a better position to save for college.*

Further, the median income of families with 529 plans or Coverdells was
about three times the median income of families without these accounts.*
Specifically, families with 529 plans or Coverdells had median incomes of
about $142,400 per year compared to $45,100 for other families.*®
Moreover, we estimate that 47 percent of families with 529 plans or
Coverdells had incomes over $150,000, compared to 8 percent for

40 For our purposes, retirement assets include those in defined contribution plans (e.g.
retirement savings plans such as a 401(k)), individual retirement accounts, and defined
benefit plans from which the participant has the option to borrow or withdraw for both the
SCF respondent and his/her spouse.

41 We use the term ‘traditional pensions’ to refer to defined benefit plans.

42 We are 95 percent confident that the amount of retirement assets for families with 529
plans or Coverdell accounts was between $149,700 and $277,500, while the amount for
families without these accounts was between $37,400 and $43,200.

43 We are 95 percent confident that the percentage of families with 529 plans or Coverdell
accounts who believed they will have more than enough retirement income was between
19.9 and 33.9 percent. For families without 529 plans or Coverdells, the 95 percent
confidence interval was between 15.1 and 16.9 percent.

4 1n 2012, we reported similar findings using data from the 2007 SCF. GAO-12-560.

45 Because Coverdell contributors must generally have had a modified adjusted gross
income of less than $110,000 per year ($220,000 in the case of a joint return) in 2010, this
estimate may understate the median income of families with 529 plans. We are 95 percent
confident that the median income for families with 529 plans or Coverdells was between
$125,400 and $159,400.
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families without these accounts (see fig. 4).4¢ In 2009, Treasury reported
that participation in 529 plans is likely to increase with income, in part,
because the tax benefits and overall savings rates increase with
income.*” (For more information see text box on 529 plan savings,
below).

Figure 4: Distribution of Income for Families with and without 529 Plans or
Coverdells (from SCF)

Total income

30%
$1to
$100,000
82%

24%
$100,001 to
$150,000
9%

47%
More than
$150,000
8%

1] 20 40 60 80 100
Percentage of families

I:I Families with 529 plans or Coverdells

- Families without 529 plans or Coverdells

Source: GAO analysis of SCF 2010 data.

Notes: Numbers may not add to 100 percent due to rounding. Error bars in the graph display the 95
percent confidence intervals for these estimates. We are 95 percent confident that the percentage of
families with 529 plans or Coverdells who have incomes of $1 to $100,000 was between 21.9 and
37.1 percent, that those who have incomes of $100,001 to $150,000 was between 17.4 and 29.8
percent, and that those who have incomes over $150,000 was between 38.8 and 54.4 percent. We
are 95 percent confident that the percentage of families without 529 plans or Coverdells who have
incomes of $1 to $100,000 was between 81.5 and 83.3 percent, that those who have incomes of
$100,001 to $150,000 was between 8.3 and 9.7 percent, and that those who have incomes over
$150,000 was between 7.6 and 8.6 percent.

46 We are 95 percent confident that that the percentage of families with 529 plans or
Coverdells who have incomes over $150,000 was between 38.8 and 54.4. For families
without 529 plans or Coverdells, the 95 percent confidence interval was between 7.6 and
8.6 percent.

4T The Department of the Treasury, An Analysis of Section 529 College Savings and
Prepaid Tuition Plans: A Report Prepared by the Department of Treasury for the White
House Task Force on Middle Class Working Families (Washington, D.C.: September 9,
2009).
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529 Plan Federal Tax Savings

Using IRS taxpayer data and a microsimulation model from the National Bureau of
Economic Research (NBER), we found that taxpayers with higher incomes both took
larger distributions from 529 plans and received a larger tax benefit from those
distributions (see table below). As we reported in 2012, 529 plan tax incentives are
more beneficial to families with higher tax liabilities, in part, because these families
have a higher marginal tax rate (see GAO-12-560).

Distributions and Estimated Federal Tax Savings of 529 Plans in 2010 by Income

Total income Median distribution Median tax savings
$1 to $100,000 $7,491 $561
$100,001 to $150,000 $13,394 $1,958
Over $150,000 $18,039 $3,132

Source: GAO analysis of IRS SOI 2010 data using NBER’s TAXSIM Model, a microsimulation model.

Notes: We are 95 percent confident that in 2010: the median distribution was between $6,261 and $8,280 and
the median tax savings was between $493 and $664 for taxpayers whose total income was between $1 and
$100,000; the median distribution was between $10,327 and $16,110 and the median tax savings was between
$1,587 and $2,456 for taxpayers whose total income was between $100,001 and $150,000; and the median
distribution was between $16,280 and $20,107 and the median tax savings was between $2,858 and $3,415 for
taxpayers whose total income was more than $150,000.

As higher-income families tend to have higher levels of education, it is
logical that the wealthier families who save in 529 plans or Coverdells
also have higher educational attainment than other families. Specifically,
about 91 percent of SCF respondents with 529 plans or Coverdells
indicated that either they or their spouse/partner had at least a college
degree, compared to about 44 percent of families without these accounts.
Further, because families with 529 plans have higher education levels,
children in these families may be more likely to attend college in the first
place as research shows that when parents have obtained a college
degree, their children are more likely to attend college.®

Also, a larger proportion of respondents in families who had 529 plans or
Coverdells were non-minorities, according to our analysis of SCF data.*®
Specifically, about 84 percent of respondents whose families had 529

48 For example, see OECD (2012), Education at a Glance 2012: OECD Indicators, OECD
Publishing. Accessed on September 11, 2012. http://dx.doi.org/10.1787/eag-2012-en.

49 Research shows that racial or ethnic minorities are more likely to be low-income, which
is a risk factor that may be associated with less positive educational outcomes and can
affect educational achievement.
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plans or Coverdells identified as white (non-Hispanic).%° In contrast, about
69 percent of respondents in families without these accounts said they
were white (non-Hispanic). Moreover, only 5 percent of respondents in
families with 529 plans or Coverdells identified as Black/African-
American, compared to 14 percent without these accounts. While SCF
does not provide insight on why more white families use 529 plans than
others, a 2010 Sallie Mae study found that a larger percentage of white
parents saved for college in general when compared to African-American
and Hispanic parents. Further, the study found that white families save
more for college even when controlling for income.

To determine how the characteristics of families with 529 plans relate to
families who already have students in college, we reviewed
characteristics of college students’ families using data from the 2007-
2008 NPSAS.5" While families with 529 plans are not directly comparable
to families of college students,%? we developed profiles of these two
groups to understand the broad trends and found several differences.
When compared to families with students already in college, families with
529 plans or Coverdells still tended to have higher income and more
education (see table 1).% This tendency persisted even when examining
the median incomes of dependent and independent students separately.
Specifically, median parental income for dependent students was slightly
more than half the median income of families with 529 plans or
Coverdells, and independent students had slightly more than one-quarter
of the median income of those with 529 plans or Coverdells.

50 The family may be multi-racial or mixed race, which is not captured in these data. For
example, the respondent’s spouse/partner may have a different race or ethnicity. We are
95 percent confident that the percentage of respondents whose families had 529 plans or
Coverdells who identified as white (non-Hispanic) was between 78.2 and 88.8 percent.

51 These were the most recent NPSAS data available.

52 While our estimates using SCF are for all families (including families with children in
college, with children not in college, and with no children), our estimates for families using
NPSAS are exclusively for families with a current college student. In NPSAS, families
include the student and the student’s parents (if the student is dependent) or the student’s
spouse (if the student is independent). Further, the population of NPSAS students’
families is not the same as the population of families with a child in college because a
family may have more than one student in college in a given year. Consequently students’
family characteristics derived from NPSAS are not directly comparable to family
characteristics based on the SCF.

53 Data were not available on the financial assets held by families of college students.
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Table 1: Estimates of Selected Characteristics of College Students’ Families (from NPSAS) and Families with and without 529

Plans (from SCF)

All Families (from SCF)

College students’ Families with Families without
Characteristic families (from NPSAS) 529 plans or Coverdells 529 plans or Coverdells
Median income® $47,747 $142,400 $45,100
Percent with at least a college degreeb 42% 91% 44%
Percent white (non-Hispanic)® 62% 84% 69%

Source: GAO analysis of NPSAS 2007-2008 and SCF 2010 data.

Notes: All amounts are in 2010 dollars. Unless otherwise noted, percentage estimates have 95
percent confidence intervals within 5 percentage points of the estimate, and median income
estimates have 95 percent confidence intervals within 5 percent of the estimate itself.

®For college students’ families, this is the students’ parents’ income (for dependent students) or the
students’ income including their spouses’ if married (for independent students). For “all families”, this
is the total household income. We are 95 percent confident that the median income for families with
529 plans or Coverdells was between $125,400 and $159,400.

®For college students’ families, this is the percentage of students who had at least one parent with a
college degree. For “all families”, this is the percentage of families in which the respondent or his/her
spouse or partner had at least a college degree.

°For college students’ families, this is the percentage of students with this race/ethnicity. For “all
families”, this is the percentage of families for which the respondent had this race/ethnicity. We are 95
percent confident that the percentage of respondents whose families had 529 plans or Coverdells
who identified as white (non-Hispanic) was between 78.2 and 88.8 percent.
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For additional information on 529 plan distributions, see text box below.

529 Plan Distributions

In 2010, more than 1 million taxpayers reported taking approximately $23.8 billion in
distributions from 529 plans, which they generally reported using for qualified
education expenses. Our review of IRS data found that about 5 percent of taxpayers
who took distributions from a 529 plan reported that a portion of their 529 plan
distributions were nonqualified and subject to a penalty. See table below for additional
data.

2007 2008 2009 2010
Number of taxpayers taking
distributions from 529 plans (in 0.82 0.97 107 108
millions)
Total amou.nt o.f .distributions from $8.5 $19.1 $20.5 $23.8
529 plans (in billions of 2010 dollars)
Percent of taxpayers for which some
portion of the 529 plan distribution
was reported as nonqualified and

7.8% 6.7% 6% 5.3%

subject to a penalty

Source: GAO analysis of IRS SOI 2007-2010 data.

Notes: We are 95 percent confident that the number of taxpayers who reported taking distributions from 529
plans was between 772,000 and 867,000 in 2007, between 916,000 and 1,019,000 in 2008, between
1,012,000 and 1,127,000 in 2009, and between 1,023,000 and 1,135,000 in 2010. We are 95 percent confident
that the total amount of 529 plan distributions (in 2010 dollars) was between $7.8 and $9.2 billion in 2007,
between $17.7 and $20.5 billion in 2008, between $18.9 and $22.2 billion in 2009, and between $21.2 and
$26.4 billion in 2010.

States’ 529 Plan
Features and Other
Factors Can Affect
Participation

Tax Benefits, Fees, and
Investment Options Vary
Across State 529 Plans

Officials in every state and most experts and representatives we
interviewed identified tax benefits, fees, and investment options as some
of the most important features consumers consider when choosing
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State Tax Benefits

Fees

whether or not to participate in a 529 plan and, if so, which plan to
choose. These features vary by state and plan.>* All states offer at least
one plan and many offer a combination of college savings (either direct-
sold, advisor-sold, or both) and prepaid plans. For example, 14 states
offer a direct-sold plan only, 22 states offer both direct-sold and advisor-
sold plans, and 6 states offer all three plan types: direct-sold, advisor-
sold, and prepaid. The popularity of direct-sold college savings plans has
grown over time and in 2011 total assets were essentially evenly split
between those and advisor-sold plans.

States offer a range of tax benefits for 529 plans, and these benefits are a
primary incentive to investing in a 529 plan, according to many state
officials we interviewed. In addition to earnings growing tax-deferred, our
analysis of CSPN data shows the majority of states with an income tax
offer some form of benefits: 33 offer a tax deduction and 3 offer a
nonrefundable tax credit to residents who participate in their state’s
plan.® Five states also extend benefits to residents who participate in any
state’s plan. Almost all states limit tax benefits to the account owners, but
one state extends those benefits to grandparents, aunts, and uncles who
contribute to the plan. Officials in some states we interviewed said they
provide additional tax benefits, for example, one state offers an
exemption from the state inheritance tax. Others allow contribution
amounts that exceed the annual deduction limit to be carried over to the
following year’s return.*®

Various fees and expenses may be associated with 529 plans, including
administrative and investment fees. Administrative fees, which are
charged by the state and/or the program manager hired by the state,

54 Throughout the report, the term states’ plans also includes the plan offered by the
District of Columbia.

55 As of July 2012, 5 states allow residents to deduct all 529 plan contributions in a given
tax year. Overall, 28 states provide a tax deduction on contributions, with a variety of
limits. Among these states, for example, 18 states allow deductions that range from $500
to $10,000 for a single filer and $1,000 to $20,000 for married couples filing jointly.
Additionally, 9 other states also allow deductions—ranging from $250 to $13,000—per
beneficiary.

56 we previously reported tax filers may have difficulty figuring out how to maximize
federal tax benefits given interactions with state tax codes. To maximize their combined
federal and state tax benefit, tax filers may also need to take into account the state
treatment of federal higher education tax expenditures. See GAO-12-560.
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cover administration of the 529 program, including customer service and
marketing. Investment fees are charged by the investment company to
manage the funds. The aggregate of these administrative and investment
fees is often referred to as “annual asset-based fees,” which are
expressed as a percentage of the fund’s average net assets. In addition,
advisor-sold plans may also charge a “sales load”—that is, a fee paid to
the selling broker when the fund is purchased or redeemed—and direct-
sold and advisor-sold plans may also charge participants additional fees
for services such as enrolling or changing the account owner.

Fees among 529 plans vary widely; total annual asset-based fees among
plans nationwide ranged from O percent to 1.97 percent for direct-sold
plans and 0 percent to 2.78 percent for advisor-sold plans, as of July
2012. As seen in table 2, there is variation among states in both
administrative and investment fees. Such variation occurred even among
states with similar administrative structures. For example, among three of
the states we reviewed where most administrative functions were
conducted in-house, one state charged administrative fees of between
0.44 percent and 0.46 percent of the balance annually, another charged
between 0.15 percent and 0.20 percent, and a third charged no
administrative fees, instead covering operational costs and salaries
through an annual state appropriation.®” Investment fees also varied: for
example, underlying mutual fund fees ranged from O percent to 1.82
percent of the balance annually, depending on the type of investment
option a participant chooses. For advisor-sold funds, sales loads also
varied, ranging from 0 percent to 5.75 percent,% in part based on the fund
class.®® In addition, among the five states we reviewed, four did not
charge an enrollment or application fee, while one charged $25, although
the fee may be waived through promotions to encourage participation.

57 A state’s administrative fees may vary within a range based on the investment option
chosen by the participant.

%8 |nitial sales charges are paid when the shares are purchased and deferred sales
charges are paid when the shares are redeemed.

%9 Some mutual funds offer investors different types of shares, known as classes. Each
class will invest in the same investment portfolio but will have different shareholder
services and/or distribution arrangements with different fees and expenses.
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|
Table 2: Fee Ranges (Percent) for College Savings Plans, Direct-Sold and Advisor-Sold

Range for Direct-Sold

Range for Advisor-sold

Fee Description Plans (in percent) Plans (in percent)

Administrative Fees

State Fee Fees charged by the state for operational costs. 010 0.75 0t00.15

Program Manager Fee Fee charged by program manager for administering 0to 0.8 0to 1.15
the plan.

Investment Fees

Underlying Fund Expense  Expenses or fees charged by an investment firm for 0to 1.82 0to 1.82
managing the funds in the plans.

Distribution Fee Fee charged in advisor-sold plans provided to — 0to 1.0
brokers who sold the fund shares.

Miscellaneous Fees 0to 0.77 0to 0.5

Source: GAO analysis of CSPN data as of July 2012.

Note: In addition to the fees listed above, plans may also charge application, cancellation, change in
beneficiary, change in investment options, or other fees.

529 plan fees remain higher than fees for similar mutual funds an investor
might purchase outside of a 529 plan. According to a 2011 study by
Morningstar, 529 plan mutual funds charged, on average, an additional
0.31 percent of the account balance annually in investment fees
compared with their respective mutual fund categories in the open
market.%° The administrative fees charged by most 529 funds raise the
cost even higher. However, Morningstar does note that fees for 529 plans
have declined in recent years and officials at the majority of state plans
we interviewed told us they have taken steps to reduce fees — for
example, by renegotiating program manager contracts, using competitive
bidding for program management, or consolidating functions in-house
rather than using a program manager. As we have previously reported,
fees are one of many factors participants should consider when investing
because even a small fee increase can significantly decrease savings
over time.®"

60 Morningstar, 20711 529 College Savings Plans Research Paper and Industry Survey
(Chicago, IL: October 2011)

61 GAO, Private Pensions: Changes Needed to Provide 401(k) Plan Participants and the
Department of Labor Better Information on Fees, GAO-07-21 (Washington, D.C.:
November 16, 2006) and 401(k) Plans: Increased Educational Outreach and Broader
Oversight May Help Reduce Plan Fees, GAO-12-325 (Washington, D.C.: April 24, 2012).
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Investment Options

State plans offer a variety of investment options to 529 college savings
plan participants.®? Plans in the states we reviewed, for example, include
up to 17 different investment options, including age-based, static, and
customized portfolios, to cater to participants’ various levels of risk
tolerance and investment sophistication. Age-based options were
generally the most popular and, according to state officials we
interviewed, may appeal to investors who might have more limited
investment experience or a lower risk tolerance. One state plan we
reviewed also offers a customized option for participants who seek more
control over their investments, which allows them to designate their own
allocations in funds such as stocks and bonds. For more risk-averse
participants, some states also offer a FDIC-insured investment option or
one that in some other way guarantees the investment’s principal.®® To
help investors determine which plan best meets their needs, officials we
interviewed in two states said their states provide risk assessment
information through customer call centers.% One state developed a risk
tolerance questionnaire to explain investment scenarios, while the other
had a representative ask informal questions to help potential investors
assess their own risk level.

Families can also choose to invest in prepaid plans, which were offered in
three of the five states we reviewed. These plans also vary in fees,
payment options, and cost. Two plans, for example, charged an annual
administrative fee of just under 0.50 percent and the third charged no
annual fee. In terms of payment options and costs, two states we
interviewed offered prepaid plans by academic periods or units that can
be used to pay for future tuition costs with the option of paying in lump
sum or through a monthly payment program. According to state officials,
the cost of these prepaid plans is generally determined by forecasting
future tuition and fees at different types of schools (4-year, community
college, etc.), given a number of actuarial assumptions on tuition inflation
and anticipated investment return. One state, for example, offered a
contract to cover four years of college costs for a child currently under

62 |n states we reviewed, assets in prepaid plans are invested by the state.

63 According to CSPN data, 45 states offer age-based investment options and 20 states
offer a guaranteed investment option.

64 While these assessments are designed to help investors decide which plan best meets
their risk tolerance and investment goals, state officials told us they do not provide
investment advice.
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age five at a lump sum of $56,600 and another state offered a similar
contract for just under $66,500. A third state we reviewed does not offer
units or contracts, but allows participants to contribute any amount to the
plan. When the participant withdraws the funds for qualified educational
expenses, they will receive the amount they contributed adjusted by a
tuition inflation value.

Participation is Affected by
Ability to Save and Other
Factors, but Some States
Have Adopted Strategies to

Address Barriers

Ability to Save

Families encounter a number of barriers as they consider saving for
college: they may struggle with making saving a priority, and for those
who do plan to save, many do not know 529 plans exist as a savings
option. Additionally, once families decide to invest in a 529 plan they may
have trouble understanding how it works and the variation across plans
may affect their ability to select one that best meets their needs (see

fig. 5).

Figure 5: Factors that Affect 529 Plan Participation
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Families who want to save
sometimes don’t know
how 529s can help them
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college, nearly half are
unfamiliar with the plans.
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unaware they can invest
in any state plan or use
the funds at any college.

tax benefits, and a limit
on investment changes
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Even families who want
to use a 529 plan face...

B Confusion from a large
number of plans, each
with different costs and
investment options.

B Unrealized tax benefits for
some lower-income families.

M A limit to changing
investment options to
once per year.

Source: GAO analysis based on reports and interviews with 529 plan officials and experts.

Families may encounter a variety of barriers saving for college, such as
insufficient income, underestimating the cost of college, and
misconceptions about financial aid availability, but selected states are
taking steps to help address these barriers. A 2010 national survey
published by Sallie Mae found that while nearly nine out of ten parents
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expected their child would attend some form of higher education, only
three out of five parents of college-bound children have saved or invested
for their oldest child’s education.®®

First, many families may not save because they lack adequate income or
have competing financial priorities. The same Sallie Mae survey reported
that 68 percent of those who are not saving cited a lack of money as a
major reason.%® State officials and some experts we interviewed also cited
this as a challenge: for example, one state official said that the economic
downturn has affected some families who are reluctant to make deposits
or participate in a 529 plan because they may need to choose between
paying their mortgage and saving for college. In terms of competing
priorities, two industry representatives we interviewed stressed that
retirement should be a higher priority than saving for college. Officials
from one state added when a family’s budget shrinks or the economy is
uncertain, families reduce college rather than retirement savings.
Furthermore, a few industry representatives said families should consider
using other tax-deferred savings vehicles where funds could be used for
multiple purposes, such as retirement and education. The states we
selected to review have adopted strategies to expand participation among
lower income families who may have limited resources to allocate
towards savings, including offering matching programs, low minimum
initial contributions, and less risky investment options.

« Matching Programs: While a limited number of states offer such
options, matching programs to expand low-income families’
participation and increase contributions by incentivizing saving
have increased this group’s participation and college access,
according to some state officials we interviewed. According to
CSPN data, 14 states offer some form of matching program and
two of the three states we reviewed specifically use matching
programs to target low-income families. To qualify in one state, for
example, a family must earn less than 200 percent of the federal
poverty level®” and deposit a minimum of $100 during the
participating calendar year. The state then matches contributions,

65 gallie Mae, August 2010.
66 gallie Mae, August 2010.

87 For example, in 2011 a family of 4 earning less than $44,700 would qualify, according
to plan documentation.
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dollar for dollar, up to $400 annually per beneficiary for up to 4
years. In addition to increasing participation, officials from one
state plan noted that the matching program can also help
minimize student loans and reduce the amount students will have
to work while in school. An ongoing experiment conducted by the
Center for Social Development also found a positive impact on the
number of 529 plan accounts for families who were automatically
enrolled in a state-owned 529 account with a matching program in
one state.®® In addition to participating in the automatically opened
account, families in the treatment group were offered an additional
$100 to open a private account. These families opened private
529 accounts at a higher rate (17 percent of families with a match
compared to 2 percent of those in the control group without the
incentives), and deposited more into those accounts.®® While
matching programs may have positive results, two states we
reviewed reported challenges with funding and awareness. One
state’s program had not been authorized since 2008 and officials
in another state said their enroliment remained low despite being
open to all participants because the state’s 529 marketing budget
was eliminated.

Low or No Minimum Initial Contributions: Low or no minimum
initial contributions and fee waivers may also help increase
participation among low-income families, according to state
officials and others we interviewed. Nationally, minimum initial

68 Center for Social Development, George Warren Brown School of Social Work,
Washington University in St. Louis, The SEED for Oklahoma Kids Experiment: Initial
Account Opening and Savings, (St. Louis, MO: 2010). The study was conducted in
partnership with the State of Oklahoma and RTI International. SEED for Oklahoma first
automatically enrolled treatment participants who received $1,000 in an Oklahoma 529
account. (Among the 1,361 treatment participants, one declined opening the state-owned
account.) These participants were also provided a time-limited incentive of $100 to open
their own private accounts, savings matches, and information on Oklahoma 529 accounts.
In contrast, control participants were offered no SEED for Oklahoma financial incentives or
information about Oklahoma 529, although they could open their own 529 plan accounts,
just as any non-study participant. Additional data on participants are expected to be
collected over the next few years.

69 Rates only include additional private accounts opened by participants, i.e. accounts that
were separate from the state-owned accounts that were opened automatically for the
treatment group. The average deposit amount was $61 for treatment participants and $40
for the control group (not statistically significant). However for the subcategory of private
accounts owned by parents or guardians, treatment participants deposited an average of
$47 versus $13 for the control group (p<.05).
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contributions range from $10 to $5,000, according to our analysis
of CSPN data; however, the majority of states require an initial
contribution of $25 or less. Two states allow participants to open
an account with any amount. Officials in one state reported that
keeping the initial deposit amounts low can also help facilitate one
of their main goals: to help spur the mental commitment and habit
to save.

« Less Risky Investment Options: Officials from many states we
reviewed said they offer investment options that pose less risk to
the investor, which can appeal to low- to moderate-income
families. One state, for example, partnered with two local banks to
provide a FDIC-insured option to target families who might
otherwise save in the bank’s savings account. According to an
official from the plan’s banking partner, clients with more assets
often use financial planners and are aware of 529 plans, while the
FDIC-insured option was designed for those without financial
planners and who use the bank’s more traditional products.

According to state officials, most of the states we reviewed are not
tracking participant’s demographic information such as income, however,
making the success of these efforts for low-income families difficult to
assess.

Second, in addition to insufficient income, some families may not save
because they procrastinate or underestimate the true cost of college,
according to officials from most of the states we reviewed. Some parents
may not budget money to save for college due to a lack of understanding
about what college really costs or they become overwhelmed and do
nothing, officials at one state 529 plan said. To address these challenges,
selected state 529 plans have adopted financial literacy programs and
marketing strategies emphasizing the importance of saving even a small
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amount early and often.”® To target families with younger children, two
states provide materials to parents of newborns through the hospital or
direct mail and two states work with elementary schools to distribute
materials on the states’ 529 plans. Some states also establish
contribution deadlines linked to certain benefits, such as discounted
enrollment, or provide incentives to families who contribute during certain
times of the year. To prevent families from feeling overwhelmed about
college costs, one state has focused its marketing on saving a small
amount each month, $25, to help reduce the student’s future debt,
instead of focusing on the total cost of college.

Third, parents may not save for college because they have
misconceptions about financial aid availability, according to state officials
and some higher education experts. Some noted that families may not
understand that most students receive aid in the form of loans that will
need to be repaid, rather than receiving grants or scholarships. According
to a 2010 national study, 84 percent of non-saving parents expect their
child to qualify for enough scholarships or financial aid to cover the costs
of college with 49 percent citing it as a major reason for not saving.”’
However, according to our analysis of NPSAS data for all postsecondary
students in the 2007-2008 school year, only about half received grants
with a median amount of $3,400 (in 2010 dollars). About 40 percent of
students took out loans, with a median amount of about $6,800 (in 2010
dollars). Financial aid including grants and loans only covered 37 percent
of a student’s cost of attendance, with the median out-of-pocket expenses
totaling about $7,000 per student (in 2010 dollars). Further, while many
families hope to fund college through financial aid, one recent study found
that 2011 levels of scholarships were unsustainable as colleges felt the

70 The Department of Education has emphasized the importance of financial literacy
related to college savings. For example, the GEAR UP program, where grantees design
projects that promote participating students’ secondary school completion and enroliment
in postsecondary education, also includes promotion of financial literacy and economic
literacy education or counseling. In 2012, Education announced a plan to introduce in
fiscal year 2013 a new demonstration project, which includes an evaluation component, to
determine the effectiveness of pairing federally-supported college savings accounts with
GEAR UP activities as part of an overall college access and success strategy. Education
has also recently sponsored research assessing interventions that provide families with
information on 529 college savings plans and incentives for them to invest in such
accounts. The study will gather data on the effects of these interventions on college
savings behavior and college outcomes.

" sallie Mae, August 2010.
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Awareness of 529 Plans as a
Savings Option

State Variation, Tax
Implications, and a Limit on
Investment Option Changes

impact of a difficult economic climate, constraints on endowments, and
tighter budgets.” In response, many of the states we reviewed have
attempted to address misconceptions about the financial aid process. For
example, one state lists common myths about 529 plans on its website,
explaining that approximately 60 percent of federal financial aid comes in
the form of loans, a debt the family must repay. The site encourages
families to save even in small amounts to offset the amount of debt the
family will incur.

For those who are saving for college, awareness that 529 plans exist as a
savings option is a challenge to participation, according to officials in most
of the states we reviewed. In addition, among parents who are saving for
college, one study found that almost half are unfamiliar with 529 plans. An
additional 4 percent volunteered that they had never heard of the plan or
did not know what it was.” Families also learn about 529 plans through
financial planners, according to many state officials we interviewed;
therefore, awareness may be a particular challenge for low-income
families who generally do not have access to such resources. Further,
some state officials and industry representatives we interviewed
encountered families with misperceptions about how 529 plans work,
such as not understanding they can invest in plans outside their home
state or use savings at any college or university. For example, officials
from two states reported families mistakenly believe prepaid plans can
only be used at an in-state institution.”

While the high number of plans and variation in investment options and
cost can offer consumers choice, families who ultimately decide to save
with a 529 plan can find it difficult to compare plans, according to many
state officials and experts. For example, the wide range of fee types can
be difficult to understand and compare across plans because they are not
consistent and it is difficult to compare asset-based fees based on
percentages with flat fees such as an annual fee in dollar amounts,
according to one financial expert. Plan complexity can also make

2 sallie Mae, How America Pays for College 2012 (Newark, DE: 2012).
3 Sallie Mae, August 2010.

Ifa beneficiary of a prepaid tuition plan elects to attend an out-of-state college, the state
529 plan will typically pay the student’s chosen institution the tuition and fees it would
have paid at an in-state public college, which may be less than the tuition at the chosen
institution.
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marketing and communication difficult, according to officials we
interviewed in two states. Marketing officials from one state told us
consumers requested more information on 529 plans, but it was difficult to
communicate information about the complex plans in a simple, consumer-
friendly way. Officials in another state noted that plan complexity and a
lack of clear information can discourage families from researching and
enrolling in a plan.

Many state officials and some academic experts and industry
representatives reported that simplifying the information available to
consumers might keep families from feeling overwhelmed. Because
MSRB rules do not apply to state issuers when they market their direct-
sold 529 plans, CSPN developed a set of disclosure principles to help
states provide consistent information. The voluntary principles contain
recommendations to help consumers understand plans and compare
various features, such as fees, tax issues, and risk. While disclosures
have been helpful, according to one expert who consults with a number of
states, there is room for improvement: disclosures could be more rigorous
in ensuring that consumers are informed of less-costly options within a
state if they exist and should cover information on prepaid plans, which is
currently not standardized. When comparing direct-sold disclosure
documents across states we reviewed, we found that the five states
generally adhered to the CSPN disclosure principles and contained
consistent information a consumer could compare. Three states,
however, were missing some information that could be helpful to
consumers, such as information on the risk of state tax law changes and
a statement that 529 plans should only be used to save for qualified
higher education expenses.

The structure of federal and state tax benefits, a primary incentive for
some 529 plan investors, can also affect participation as they may not be
as helpful to low-income families, according to some academic experts,
industry representatives, and state officials we interviewed.”® Low-income
families with low or no tax liability see less benefit from federal tax
benefits and may see no benefit from nonrefundable state tax credits
provided to 529 plan investors. According to a 2009 Treasury report,
families saving in 529 plans may need to carefully consider whether their

75 prior GAO work has also found education savings accounts, such as 529 plans, are
more advantageous to families with higher incomes and tax liabilities. See GAO-12-560.
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child will go to college because the penalty incurred if the funds are not
used for qualified education expenses may outweigh the tax benefits for
low-income families.”® In addition, Treasury noted most states do not
extend tax benefits to residents investing in out-of-state plans, limiting
competition. As a result, families have a strong incentive to choose their
home state plan even if other plans offer preferable investment choices.
In 2009, Treasury recommended states eliminate this “home-state bias”
to provide more investment options to consumers, more intense
competition between plans, and potentially lower fees.”” According to an
annual report from one state that extends its tax benefits to residents who
invest in other states’ plans, doing so, when other states do not, puts the
home state plan at a competitive disadvantage. State officials explained
that this policy results in other plans marketing their products in the state.
Residents, therefore, may be unaware of their home state plan’s benefits,
according to the report.

Finally, the fact that account holders may change their investment option
only one time per year may affect participation in 529 plans, according to
state officials and some industry representatives we interviewed. Officials
from one financial services company advocated removing any limits on
changing investment choices beyond those imposed by the financial
services company sponsoring the fund, as is the case with 401(k) plans
and individual retirement accounts. Another industry representative
observed some 529 plan participants changing their account beneficiary
solely because it would allow them to change their investment options.
However, the representative cautioned that participants should not
change their investment options too frequently; many experts advocate
that investors are best served by sticking with a long-term investment
plan.

76 Treasury, 2009.

77 Treasury, 2009. In addition, Treasury also recommended increasing the provision of
age-based indexed funds; making contribution limits more effective by making them per-
beneficiary limits rather than per-beneficiary per-state limits; improving industry reporting
of plans’ historical returns, plan participation by income, and how plans are invested at the
account level; and improving government monitoring of 529 plan accounts and their
disbursements.
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Savings in 529 Plans
Affect Financial Aid
the Same as Other
Assets

Savings in 529 Plans Are
Treated Similarly to Other
Assets That Are Included
When Calculating the
Expected Family
Contribution

The extent to which savings in 529 plans, or other investments, affect
how much a family is expected to contribute to the cost of college—the
federal expected family contribution (EFC)—generally depends on the
family’s amount of assets. Education incorporates the amount of specific
types of assets into various calculations to determine the EFC.”®
However, in two calculations, families who meet certain criteria are either
not expected to contribute to the cost of college (automatic zero EFC) or
they qualify for a simplified calculation.” In both cases, assets, including
savings in 529 plans, are not included in the calculation of the EFC.
According to the 2007-2008 NPSAS, about a quarter of families who filed
FAFSAs met these criteria.

In other calculations, assets, including savings in 529 plans, may affect
the EFC to different extents depending on whether students are
dependent on their parents or are independent with dependents of their
own. For dependent students, between 2.64 percent and 5.64 percent of
parental assets may be included in the EFC as described below:

« First, the parents report the net worth (current value minus debt)
of their investments (see fig. 6 #1),% but before the total
contribution from assets is calculated, an amount known as the
“education savings and asset protection allowance” is subtracted

78 pssets that are not required to be reported on the FAFSA include principal place of
residence, a family farm, family-owned small businesses, retirement plans, and whole life
insurance.

79 Students can qualify for an automatic zero EFC or a simplified EFC based on their
parents’ income (dependent students) or their income (independent students) and any of
the following: (1) receipt of federal benefits, such as Social Security Supplemental
Security Income or food stamps, (2) no requirement to file an income tax return or may file
an IRS 1040A or 1040EZ, or (3) a parent (dependent student) or student/spouse
(independent student) is a dislocated worker.

80 Prepaid plans are worth the refund value of the tuition credits or certificates.
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(see fig. 6, #2). This allowance is designed to help protect a
portion of the parents’ assets.®’

« Second, 12 percent of any parental asset amount that exceeds
the education savings and asset protection allowance is used to
determine the contribution from assets that will be considered in
the final EFC calculation (see fig. 6 #3).

« Third, this contribution from assets is added to the parents’
available income to determine their adjusted available income
(see fig. 6, #4).

o Fourth, a marginal rate, from 22 percent up to a maximum of 47
percent, is applied to the sum of the parents’ available income and
contributions from assets (known collectively as the adjusted
available income) to determine their EFC (see fig. 6, #5). As a
result, the amount of net parental assets, including savings in 529
plans, that can be included in the EFC ranges from 2.64 percent
to 5.64 percent.®

87 The education savings and asset protection allowance increases with the age of the
older parent. For example, in the 2012-2013 school year, the allowance for two parents,
the older of which was 45, was $41,300 whereas the allowance for two parents, the older
of which was 55, was $53,400. According to Education’s Federal Student Aid Handbook,
the allowances approximate the present cost of an annuity, which, when combined with
Social Security benefits, would provide at age 65 a moderate level of living for a retired
couple or single person.

82 The 2.64 percent is the result of assessing 22 percent of the 12 percent of assets that
are included in the EFC (.22 X .12 =.0264). Similarly, 5.64 percent results from assessing
47 percent of 12 percent (.47 X .12 = .0564).
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|
Figure 6: Expected Family Contribution from Parents’ Assets for Dependent
Student

PARENTS’ CONTRIBUTION FROM ASSETS
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Source:

GAO analysis of Education's The EFC Formula, 2012-2013.

Even if the dependent student is the 529 plan account owner, the savings
are still assessed at the parents’ asset rate. The EFC includes 20 percent
of the value of a dependent student’s assets; however, savings in a 529

plan where the student is the account owner are still considered assets of
the dependent student’s parent(s).
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Independent students can have up to 20 percent of their 529 plans
savings and other assets included in their EFC. However, assets of
independent students with dependents (other than a spouse) may be
assessed at a lower rate. After an asset protection allowance is
subtracted from their net assets, any remainder is multiplied by 7 percent.
Then, a marginal rate, from 22 percent to 47 percent, is applied to the
sum of their available income and contribution from assets—similar to the
process used for parental assets of dependents students. Therefore, from
1.54 percent to 3.29 percent of assets may be included in their EFC. In
contrast, independent students who do not have dependents (other than
a spouse) will have 20 percent of any assets exceeding the asset
protection allowance included in their EFC. Education officials said
independent students without children to support are generally expected
to contribute a higher percentage of their assets because their primary
focus should be on paying for their education.

Distributions from 529 plans owned by parents and/or the student will not
be considered as income in the EFC calculation in future years if they are
used for qualified education expenses. However, if a student receives 529
plan distributions from an account owned by someone other than himself
or the custodial parent, those funds count as student income and could
affect the EFC in subsequent years.®® For example, if a student received
funds from a 529 plan owned by a grandparent, he would have to report
those funds as untaxed student income on the next year’'s FAFSA,
according to Education officials (see fig. 7).

83 Since the EFC is based on the previous year’s income, distributions from a 529 plan not
owned by the parent or student would not affect the EFC for the student’s last year in
college if the student received the funds after his final FAFSA had been filed.
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Figure 7: FAFSA Questions on Student Untaxed Income

Student’s financial
information (page 5)

Line 44j is where
students report as
untaxed income any
distributions that did
not come from either
their own or their
parents' 529 plan.
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Source: GAO excerpt from the Free Application for Federal Student Aid, July 1, 2012 - June 30, 2013

A small percentage of families who applied for federal financial aid in
2007-2008 had enough assets to be included in the determination of their
EFC. In our analysis of families who filled out the FAFSA, we found that
13 percent of all students—24 percent of dependent students and 4
percent of independent students—had enough assets to be included in
their EFC.#* In other words, the net worth of their (and possibly their
parents’ or spouses’) assets exceeded the savings and asset protection
allowance and was included in the EFC at some percentage. Education
officials said that because the asset protection allowance is high, federal
student aid decisions do not heavily rely on assets, such as savings in
529 plans. Officials told us that while home equity was removed from the
list of assets used to calculate the EFC in 1992, the asset protection
allowance remained the same. Since then, they said, assets have been a
less relevant factor in calculating the EFC.

84 |n 2007-2008, 61 percent of dependent and 52 percent of independent students filled
out the FAFSA.
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Many States and Selected
Institutions Also Treat 529
Plan Savings As Assets

States

Institutions

Most state financial aid offices also consider savings in 529 plans as
assets.% According to the 2009-2010 National Association of State
Student Grant and Aid Programs survey,®¢ 35 states reported that they
used the federal methodology for determining the EFC for state aid.®’
However, some states that reported using federal methodology for their
primary student needs analysis also indicated they provide special
treatment for state 529 college savings or prepaid plans when
determining student eligibility for aid. Specifically, seven states that used
federal methodology to award their state aid excluded the state’s 529
college savings plan and three excluded the state’s prepaid plan from
their calculation for state aid.

Of the officials in the six state financial aid offices we interviewed, none
said they considered assets to a greater extent than the FAFSA and a
few said their state took specific steps to exempt savings in these plans
from consideration. Specifically, officials in two states said there is
language in their 529 plan authorizing legislation that exempts plan
savings when determining a student’s eligibility for state financial aid.
Officials in another state said their state issued a regulation stating that
savings in a 529 plan would not affect state grant eligibility for residents
attending nonprofit higher education institutions. An official in a fourth
state said the legislature changed its higher education authorization
language so that students would still be eligible to receive a state
scholarship even if they enrolled in the state’s prepaid plan.

Institutional financial aid practices vary with regard to assets, but those
with more aid to award may gather additional information about a family’s
financial status, according to some representatives of national financial

8 According to the 2007-2008 NPSAS, 15 percent of all students received state financial
aid.

86 This survey is a central repository for information on state support of students and
families paying for postsecondary education.

87 The District of Columbia and Puerto Rico also reported that they use federal
methodology.
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aid organizations and institutional officials we interviewed.® Some
schools require students to provide information in addition to the FAFSA,
such as filling out the College Board’'s PROFILE form or submitting tax
returns. One official said the PROFILE provides more detailed information
on a family’s assets, such as home equity and retirement account
balances, which helps the university prioritize the students with the most
need.

Institutional officials we interviewed said their schools considered savings
in 529 plans as assets, even if they used different methodologies to
calculate their financial aid or included the assets at different
percentages. Officials at two institutions said they did not consider
savings in 529 plans beyond how they are already reported by the family
on the FAFSA. An official at a third institution said the school does not
collect any additional information on savings in 529 plans beyond what is
requested on the FAFSA even though the school requires families to fill
out the PROFILE form and uses an institutional methodology to award its
financial aid. The remaining institutional officials said they collect
additional family financial information when calculating student aid, but
consider savings in 529 plans similarly to the family’s other assets.
Specifically, one institutional official said her school uses the PROFILE
form to gather more detailed information about a family’s financial
situation. Even so, 529 plan savings do not affect a student’s need any
differently than other assets, she said, which are assessed by the
institution at about five percent of their value. Additionally, she said 529
plan assets are considered parental assets even if they are reported as
student assets because the school assesses parental assets at a lower
percentage. An official at another institution said her school assesses
assets at around 20 percent of their value when calculating the EFC for
institutional aid.

Officials’ opinions varied on whether savings in 529 plans should affect
financial aid, but many said families’ concerns that these savings will
have an adverse effect are common. One state financial aid official said it
would be helpful if 529 plan savings were excluded entirely from the
calculation because including them can be a deterrent to saving. She said
her office often encounters families who feel penalized for saving

88 According to the 2007-2008 NPSAS, 22 percent of all students received institutional
financial aid.
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Observations

because they believe the students without savings receive financial aid.
Likewise, a 529 plan official said regardless of whether the student’s
financial aid will be reduced by savings in a 529 plan, there is the
perception that it will. In contrast, one institutional financial aid official said
savings in 529 plans should not be treated any differently than other
assets because the need analysis is meant to determine the family’s fair
share of college expenses and excluding 529 plans would be counter to
this aim. One researcher we interviewed found that the issue may be
most important for those families who are on the margin of receiving
federal financial aid. Regardless of the perceived effect 529 plan savings
may have on financial aid, some of the officials we interviewed said they
encourage families to save for college because much of the aid they may
be offered could be in the form of loans, so saving will generally be in the
student’s long-term financial interest.

As currently designed, 529 college savings plans benefit a small
percentage of U.S. families. In general these families tend to be wealthier
than others. It is not clear whether the $1.6 billion in federal tax
expenditures that these plans represent strategically targets limited
federal resources. Although 529 plans do help some families save for
college, families with less income and who are uncertain about whether
their children will attend college may have less incentive to invest
resources in 529 plans than in other forms of savings. In addition, the tax
benefits attractive to a higher-income family do not offer as much benefit
to a family with lower tax liability.

Questions about who benefits from this tax expenditure occur in an
environment of long-term fiscal challenges and difficult choices about how
the federal government allocates limited resources. Reviewing 529 plans
in conjunction with the other billions of dollars in federal educational
assistance provided through tax expenditures, credits, and deductions
could help Congress determine whether this program is meeting its goals.
Similar to GAO'’s prior work on higher-education related tax expenditures,
our analysis of 529 college savings plans was not able to address all
questions that could inform future policy choices regarding 529 plans. For
example, what is the purpose of the federal tax benefits provided through
529 plans? Are the goals and objectives clearly defined and measurable?
Who is the target population for 529 plans and does the current structure
provide appropriate incentives for that population? How do the 529 plan
federal tax benefits interact with other programs, such as federal financial
aid and other higher education tax benefits and savings vehicles?
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Agency Comments

Consideration of these questions could facilitate continued congressional
oversight of this tax expenditure.

We provided a draft of this report to Education, Treasury, and IRS for
comment. The agencies provided technical comments that were
incorporated, as appropriate.

We are sending copies of this report to the Secretary of Education,
Secretary of the Treasury, Commissioner of Internal Revenue, relevant
congressional committees, and other interested parties. In addition, the
report will be available at no charge on the GAO Web site at
http://www.gao.gov. If you or your staff have any questions about this
report, please contact me at sagerm@gao.gov or 202-512-6806. Contact
points for our Offices of Congressional Relations and Public Affairs may
be found on the last page of this report. GAO staff who made key
contributions to this report are listed in appendix Ill.

Sincerely yours,

will ) e,

Michelle Sager, Acting Director
Education, Workforce, and Income Security Issues
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Appendix I: Objectives, Scope, and

Methodology

Our review examined: (1) the percentage and characteristics of families
enrolling in 529 plans, (2) the plan features and other factors that affect
participation in 529 plans, and (3) the extent to which savings in 529
plans affect financial aid awards. To answer these research objectives,
we analyzed government data; interviewed state 529 plan officials from
select states as well as industry representatives and academic experts;
reviewed plan documents and analyzed industry data; conducted a
literature review; interviewed federal, state, and institutional financial aid
officials; and reviewed Department of Education (Education) and Internal
Revenue Service (IRS) documents as well as relevant federal laws,
regulations and guidance.

We assessed the reliability of the data we used by reviewing
documentation, interviewing knowledgeable officials, and conducting
electronic testing on relevant data fields. We found the data we reviewed
reliable for the purposes of our analyses. We conducted this performance
audit from November 2011 to December 2012 in accordance with
generally accepted government auditing standards. Those standards
require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on
our audit objectives.

Analysis of Government
Data

To determine the percentage and characteristics of families enrolling in
529 plans, we reviewed data from the 2010 Survey of Consumer
Finances (SCF); the 2007-2008 National Postsecondary Student Aid
Study (NPSAS); and 2007-2010 Statistics of Income (SOI) federal tax
data. The 2010 SCF, 2007-2008 NPSAS, and 2010 SOI were the most
recent data available at the time of our engagement, so to ensure
consistency in reporting we adjusted all dollar amounts from previous
years’ data to 2010 dollars.

Each of these three data sources (SCF, NPSAS, and SOI) are based on
probability samples and estimates are formed using the appropriate
estimation weights provided with each survey’s data. Because each of
these samples follows a probability procedure based on random
selections, they represent only one of a large number of samples that
could have been drawn. Since each sample could have provided different
estimates, we express our confidence in the precision of our particular
sample’s results as a 95 percent confidence interval (e.g., plus or minus
2.5 percentage points). This is the interval that would contain the actual

Page 43 GAO-13-64 529 Plans



Appendix I: Objectives, Scope, and
Methodology

population value for 95 percent of the samples we could have drawn.
Unless otherwise noted, all percentage estimates based on the SCF,
NPSAS, and SOI have 95 percent confidence intervals that are within 5
percentage points of the estimate itself, and all numerical estimates other
than percentages have 95 percent confidence intervals that are within 5
percent of the estimate itself.

For our analysis of the percentage and characteristics of families who
held 529 plans, we relied primarily on restricted data from the 2010 SCF.
SCEF is a triennial survey sponsored by the Board of Governors of the
Federal Reserve System (Federal Reserve) to provide detailed
information on the finances of U.S. households. The SCF sample of 6,492
households represented approximately 118 million households in 2010. It
collects detailed financial characteristics on an economically dominant
single individual or couple (married or living as partners) in a household,
which we refer to as a family for the purposes of this report."” For our
analysis, we aggregated financial information so that, unless otherwise
noted, all SCF estimates are for the family rather than the individual
survey respondent. We did not restrict our analysis to families with
children, in part, because 529 plans can be used for nearly anyone,
including one’s child, grandchild, niece, nephew, and oneself.? However,
about 88 percent of families with 529 plans or Coverdell Education
Savings Accounts (Coverdells),? a similar education savings vehicle, had

' The unit of analysis for the SCF includes this economically dominant individual (or
couple) along with economically interdependent individuals (such as minor children) also
living in the household.

2 Additionally, because of the limited number of families in the SCF sample that had 529
plans or Coverdell Education Savings Accounts, we were unable to produce reliable
estimates for subgroups of families with these accounts, such as characteristics by age
group or by whether families had children living with them. We were, however, able to
generate reliable estimates for all families with 529 plans or Coverdell Education Savings
Accounts.

3 Similar to 529 plans, Coverdell accounts allow families to save for education expenses.
Account earnings accumulate tax-deferred and earnings included in withdrawals used to
pay for qualified education expenses are not subject to federal tax. Unlike 529 plans, (1)
Coverdell contributors must generally have a modified adjusted gross income of less than
$110,000 per year ($220,000 in the case of a joint return), (2) Coverdells have annual
contribution limits of $2,000 that must generally stop when a beneficiary reaches 18 years
of age, and (3) Coverdells can be used for qualified elementary, secondary, or
postsecondary expenses typically for individuals under age 30. These Coverdell features
will be affected if the changes in the Economic Growth and Tax Relief Reconciliation Act
of 2001 are not extended.
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children 25 years of age or younger living with them. Our estimates for
529 plans included Coverdells because Federal Reserve officials said
respondents did not always distinguish between the two account types;
therefore, we did not separate these responses because of data reliability
concerns. However, the officials indicated that a larger share of the SCF
respondents reported having 529 plans than Coverdells. Further, using
SOl data, we estimate that in 2010 approximately 85 percent of tax filers
who took a distribution from either a 529 plan or a Coverdell reported
distributions from a 529 plan while 14 percent reported distributions from
a Coverdell and 1 percent reported distributions from both. We wrote an
analysis program that the Federal Reserve ran using their restricted SCF
dataset to separate information on Medical Savings Accounts and Health
Savings Accounts, which had been included in the 2010 public dataset
with 529 plans and Coverdells. Federal Reserve officials modified some
resulting information to protect the privacy of survey respondents, for
example by rounding dollar amounts.

Using SCF, we generated estimates on the percentage and
characteristics of families enrolled in 529 plans or Coverdells and of
families not enrolled in these plans. We examined family characteristics
such as wealth (financial assets), income, education, and race or
ethnicity. To calculate financial assets, we used the methodology the
Federal Reserve uses to produce variables for its published Bulletin
articles. This methodology included assets held in checking, savings, and
brokerage accounts, certificates of deposit, mutual funds, stocks, bonds,
life insurance, retirement accounts, and other vehicles such as 529 plans.
Assets held in retirement accounts included those in defined contribution
plans (e.g. a 401(k), individual retirement account, or thrift savings plan)
as well as in traditional pensions or defined benefit plans. To calculate
income, we used the family’s self-reported total income. To report the
family’s highest educational attainment, we reviewed the education of
each respondent and his or her partner or spouse and included whichever
was higher. We reported information on the respondent’s race or
ethnicity, which does not necessarily indicate the race or ethnicity of other
family members.*

We used 2007-2008 NPSAS data to develop a similar demographic
profile for college students and generate other estimates on college costs

4 Further, the respondent is not necessarily the head of the household.
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and financial aid amounts. NPSAS is a comprehensive study by
Education that examines how students and their families pay for higher
education. It includes nationally representative samples of 113,535
undergraduates, 12,585 graduate students, and 1,581 first-professional
students® enrolled any time between July 1, 2007 and June 30, 2008. The
NPSAS data are based on administrative records and student interviews,
and NPSAS includes survey results from both students who received
financial aid and those who did not. While we used NPSAS to develop a
demographic profile for college students similar to the one we developed
for the general population using SCF, families with 529 plans are not
directly comparable to families of college students. For example, while
our estimates using SCF are for all families (including families with
children in college, with children not in college, and with no children), our
estimates for families using NPSAS are exclusively for families with a
current college student. In NPSAS, families include the student and the
student’s parents (if the student is dependent) or the student’s spouse
and dependents (if the student is independent). Further, the population of
NPSAS students’ families is not the same as the population of families
with a child in college because a family may have more than one student
in college in a given year. Consequently students’ family characteristics
derived from NPSAS are not directly comparable to family characteristics
based on the SCF, though for the purposes of our report we use similar
terminology to describe them. Similar to our analysis of SCF, we
generated estimates of the characteristics of college students’ families—
including income,® education, and race or ethnicity. To report income, we
calculated the total income of (1) the student’s parents (if the student was
dependent) and (2) the student and the student’s spouse (if the student
was independent). To report the family’s highest educational attainment,
we reviewed the education of each student’s mother and father and
included whichever was higher. We also reported information on the
student’s race or ethnicity, which does not necessarily indicate the race or
ethnicity of other family members. We also developed separate estimates
for students who are considered either dependent on their parents or
independent for financial aid purposes.

5 First-professional students are students pursuing degrees in fields such as pharmacy,
dentistry, medicine, or law.

8 Information was not available on the assets for families of college students.

Page 46 GAO-13-64 529 Plans



Appendix I: Objectives, Scope, and
Methodology

We also used NPSAS to generate other estimates related to the cost of
college and amount of financial aid awards. First, we estimated the
median annual cost of attendance at 4-year public and private non-profit
institutions. This included tuition and fees, room and board,
transportation, and personal expenses, though the estimate is valid only
for students who attended one institution. Second, we estimated the
percentage of students who received grants and loans, as well as the
median amount of these grants and loans and the percent and amount of
college expenses remaining. Third, we generated estimates for the
proportion of students who filled out the Free Application for Federal
Student Aid (FAFSA) and, for those who did fill out the FAFSA, the
proportion who met certain criteria to have assets excluded from the
federal expected family contribution (EFC) and the proportion whose
assets affected the EFC. Finally, we calculated the percentage of
students who received state and institutional financial aid.

We also analyzed 2007-2010 taxpayer data from SOI to determine the
extent to which taxpayers used distributions from 529 plans for qualified
education expenses and how the tax savings from these plans were
distributed across income levels. The SOI individual tax return file is a
stratified probability sample of income returns filed with the IRS. The SOI
sample of 308,583 returns represented approximately 143 million tax
returns filed for 2010. We combined data from the SOI individual tax file
with information from the Form 1099-Q. A 529 plan must file a Form
1099-Q with the IRS and the account owner or beneficiary each time a
taxpayer receives a distribution from a 529 plan account.” This form
includes information on the amount of the distribution and the earnings (or
loss) on the distribution. When taxpayers receive a Form 1099-Q, they
must determine if the distribution was used for qualified education
expenses. If the distribution, or any portion of it, was nonqualified, the
earnings portion is subject to taxes and, in some cases, a penalty. The
taxpayer determines the amount of taxes and penalty owed on the
nonqualified distribution by completing Form 5329, which is contained in
the individual tax return file. By combining information from the 1099-Q
with information in the individual tax return file, we identified the
percentage of taxpayers who reported nonqualified distributions that were

’ Distributions from a 529 plan include those used for qualified education expenses as
well as those used for nonqualified expenses or refunds to the account owner or
beneficiary.
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subject to a penalty.® We also used SOl data to estimate the tax savings
by using the National Bureau of Economic Research’s (NBER) TAXSIM
Model, a microsimulation model of U.S. federal and state income tax
systems.® TAXSIM calculates estimated liabilities under U.S. federal and
state income tax laws from actual tax returns that have been prepared for
public use by the Statistics of Income Division of the IRS.'® Our analysis
of the tax savings from 529 plans excludes returns with a filing status of
married filing separately.

Interviews with State 529
Plan Representatives,
Academic Experts, and
Industry Representatives

To provide information on the factors that affect participation we
interviewed officials from the following five state 529 plans and their
industry partners: Louisiana, Michigan, Pennsylvania, Utah, and Virginia.
We used College Savings Plan Network (CSPN) data to select states that
represented a variety of plan types (direct-sold, advisor-sold, and pre-
paid), offered a number of features (i.e., various state tax benefits, state
matching program), and were geographically diverse. We also used
suggestions provided by academic experts and industry representatives
to inform our selection as well as to provide information on 529 plan
participation. We interviewed academic researchers (including the Center
for Social Development), industry regulators (the Financial Industry
Regulatory Authority and the Municipal Securities Rulemaking Board),
financial services companies (American Funds and UPromise), financial
experts (such as Financial Research Corporation and Morningstar),
College Savings Plan Network, Savingforcollege.com, and consumer
interest groups (Investment Company Institute and the American
Association of Individual Investors).

Analysis of Plan and
Industry Data and
Documentation

We analyzed CSPN data on state 529 plans to provide a national
overview of plan features, such as fees and state tax benefits. Biennially,
states submit plan data to CSPN through an online system to be posted

8 While earnings on all distributions are subject to a tax if the distribution was not used for
qualified education expenses, the penalty is waived under certain circumstances, such as
when a beneficiary dies or receives a scholarship.

9 NBER provided GAO with a copy of TAXSIM that we executed within our secure tax
computing environment.

10 See Daniel Feenberg and Elisabeth Coutts, “An Introduction to the TAXSIM Model,”
Journal of Policy Analysis and Management, vol. 12, no. 1, (1993): 189-194.
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on the CSPN website. CSPN provided us with data on each state as of
July 2012. We analyzed the data for every state for both direct-sold and
advisor-sold plans on the following features: whether the state offers a
matching grant program, whether the state offers tax deductions for
contributions and the amount, whether the state offers tax credits for
contributions and the amount, types of investment options offered, total
contribution limits, and required initial contribution amounts. We also
analyzed the following fee categories: program manager fee, state fee,
annual account maintenance fee, miscellaneous fee, annual distribution
fee, estimated underlying fund expenses, total annual asset-based fees,
maximum deferred sales charge, and minimum initial sales charge.

Further, we compared CSPN disclosure principles with direct-sold plan
disclosure documentation for the five states we interviewed. We reviewed
the extent to which the selected states incorporated elements of the
CSPN disclosure principles and whether plan documentation was easily
comparable across states. Specifically, we compared whether the state
documents contained eleven elements outlined in the principles,
including: a summary of key features, an assessment of the individual
summary features, a statement of any guarantee by the state issuer or
the state, information on state tax treatment and other benefits,
information that the state offers more than one plan, fee descriptions, and
investment risks, among others. These elements were chosen based on
discussions with states and experts who identified plan fees, tax benefits,
and investment options as some of the most important features
consumers consider when choosing whether or not to participate in a 529
plan. In addition to recording whether states have disclosed the
information listed above, we assessed whether any information was
missing, where the information was located in the document, and any
other observations about the ability to find and understand plan
information.

Literature Review

We reviewed studies conducted by academics, researchers, industry
representatives, and federal agencies on why families choose to
participate in 529 plans and what features might serve as barriers or
incentives. We identified literature published since 2006, when Congress
passed the Pension Protection Act of 2006, Pub. L. No. 109-250, which
made permanent the tax-exemption on 529 plan distributions used for
qualified education expenses. Our review included scholarly/peer
reviewed material, government reports, hearings and transcripts,
trade/industry articles, association/nonprofit/think tank publications, and
working papers. We searched information sources such as EconlLit,
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ProQuest, ERIC, PolicyFile, WorldCat, ECO, PapersFirst, ArticleFirst, and
Academic OneFile. These online sources are nationally recognized
databases that index and abstract research literature. We selected search
terms to capture literature that specifically addressed 529 plans, college
savings plans, qualified state tuition programs, and prepaid tuition. Of the
32 studies we identified, 12 studies met the following criteria: 1) included
information on plan features in specific states, 2) addressed the
consequences for consumers of choosing one type of 529 plan over
another, 3) identified barriers or incentives for consumers to choose 529
plans, 4) included data collected by states on plan participation, and/or, 5)
included information on plan disclosures to consumers. All studies cited in
the report were reviewed by at least two GAO analysts. Studies that
included statistical methods were reviewed by a GAO statistician and
social science analyst. All studies were reviewed for methodological
soundness and to ensure that any limitations associated with study
methodologies were conveyed to readers in our report text, footnotes, or
this appendix.

Financial Aid Analysis

To understand the extent to which savings in 529 plans affect federal
financial aid awards, we interviewed Education officials in the Office of
Postsecondary Education. We also reviewed relevant statutory
provisions, the FAFSA, the Federal Student Aid Handbook, and other
Education documents related to calculating the EFC.

To understand the extent to which savings in 529 plans are considered in
state financial aid calculations, we interviewed officials from state financial
aid offices in six states. To select the state financial aid offices, we used
information from a 2009-2010 survey by the National Association of State
Student Grant and Aid Programs to identify states that indicated they
used a financial aid formula other than the federal methodology in their
primary needs analysis and/or provided special treatment for state 529
plans. For report consistency, we selected the same states selected for
529 plan site visit locations to the extent possible (i.e., where the data
supported the selection based on the criteria). We interviewed
representatives in the following state financial aid offices: Louisiana Office
of Student Financial Assistance, Michigan Office of Scholarships and
Grants, New York Higher Education Services Corporation, Pennsylvania
Higher Education Assistance Agency, Utah Higher Education Assistance
Authority, and State Council of Higher Education for Virginia.

We also selected six institutions from the states whose financial aid
offices were selected for interviews. To obtain a national perspective on
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institutional financial aid and determine the best method for selecting the
individual institutions, we interviewed representatives at several financial
aid organizations including the Association of Private Sector Colleges and
Universities, the College Board, the National Association of Student
Financial Aid Administrators, the National Association of Independent
Colleges and Universities, and the American Association of Community
Colleges. In these interviews, some officials said that schools with larger
endowments were likely to require families to provide additional
information, such as that required on the College Board's PROFILE
application, to award their institutional financial aid." We matched the
2012-2013 College Board’s list of institutions that use the PROFILE
application with Education’s 2009-2010 Integrated Postsecondary
Education Data System to calculate endowment amounts per student at
public and private non-profit four-year institutions. We also reviewed the
list of schools that participate in the Private 529 Consortium and selected
at least one school that was also part of this group. One state did not
have an institution that used the PROFILE application so we reviewed
websites of postsecondary schools in that state to identify a school that
collected data in addition to the FAFSA. We interviewed representatives
at the following institutions: Xavier University of Louisiana, University of
Michigan, St. Lawrence University, Swarthmore College, University of
Utah, and University of Richmond.

" The College Board is a not-for-profit membership organization that provides college
students with financial aid support and scholarships. It also conducts research and
advocacy on behalf of students, educators, schools, and colleges. The PROFILE is an
application developed by the College Board to help institutions gather information used to
award nonfederal student aid funds.
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E*FAFSA

FREE APPLICATION FOR FEDERAL STUDENT AID
July 1, 2012 — June 30, 2013

START HERE
GO PURTH!Im
FEDERAL STUDENT AID

Use this form to apply free for federal and
state student grants, work-study and loans.
Or apply free online at
www.fafsa.gov.

Applying by the Deadlines

For federal aid, submit your application as early as possible, but no earlier than
January 1, 2012. We must receive your application ne later than June 30, 2013, Your
college must have your correct, complete information by your last day of enrellment
inthe 2012-2013 school year.

Forstate or college aid, the deadline may be as early as January 2012. See the table to
the right for state deadlines. You may also need to complete additional forms.

Check with your high school guidance counselor or a financial aid administrator at
your college about state and college sources of student aid and deadlines.

If you are filing close to one of these deadlines, we recommend you file online at
www .fafsa.gov. This is the fastest and easiest way to apply foraid.

Using Your Tax Return

Ifyou {or your parents)need tofilea 2011 income tax return with the Internal Revenue
Service (IRS), we recommend that you complete it before filling out the FAFSA If you
have not com pleted your return yet, you can submit your FAFSA now using estimated
tax information, and then correct that information after you file your return.

The easiest way to complete or correct your FAFSA with accurate tax information is
by using the IRS Data Retrieval Tool through www.fafsa.gov. In a few simple steps,
you may be able to view your tax return information and transfer it directly into your
FAFSA.

Filling Out the FAFSA™

If you or your family has unusual circumstances that might affect your financial
situation (such as loss of employment), complete this form to the extent you can, then
submit it as instructed and consult with the financial aid office at the college you plan
toattend.

Fer help in filling out the FAFSA, go to www.studentaid.ed.gov/completefafsa or
call 1-800-4-FED-AID (1-800-433-3243). TTY users (for the hearing impaired) may call
1-800-730-8913.

Fillthe answer fields directly on your screen or print the form and complete it by hand.
Your answers will be read electronically; therefore if you complete the form by hand:

Correct @ Incorrect X
[1]s] [e[c|v] [s|T

+use black ink and fill in circles completely:

« print clearly in CAPITAL letters and skip a
box between words:

«report dollaramounts (such as $12,356.41) S 11213|5(|6
like this:

i cerils

Orange is for student information and purple is for parent information.

Mailing Your FAFSA™
After you complete this application, make a copy of pages 3 through 8 for your
records. Then mail the original of pages 3 through 8 to:

Federal Student Aid Programs, P.O. Box 4692, Mt.Vernon, IL 62864-4692,
After your application is processed, you will receive a summary of your information in
your Student Aid Report (SAR). If you provide an e-mail address, your SAR will be sent
by e-mail within 3-5 days. If you do not provide an e-mail address, your SAR will be
mailed to youwithin three weeks. If youwould like to check the status of vour FAFSA,
go to www.fafsa.gov or call 1-800-4-FED-AID.

Let's Get Started!

Now go to page 3 of the application form and begin filling it out. Refer to the
notes as instructed.

o Sembol and FAFSA, are servce marks or et esed sevice marks of

Federal Studers

APPLICATION DEADLINES
Federal Aid Deadline - June 30, 2013
State Aid Deadlines - 5ee below.

Checkwith urﬁnancla{ aid administrator for these states

and territo

AL AS " AZ CO,FM ", GA GU " HI " MH * MP *, NE, NM,
NV*, PR, PW *,SD * T, UT, VA *, VI *, WA Wl and WY *,

Pay attention to the symbols that may be listed after

your state deadline.

AK AR Education Grant and AK Performance Scholarship
lune 30, 201 2 {date received)

AR Academic Challenge - lune 1, 2012 (date received)
Workforce Grant - Contact the financial aid office.
Higher Education Opportunity Grant - June 1, 2012
(date received)

CA  Initial awards - March 2, 2012 + *

Additienal community college awards - September 2,
2012 {date postmarked) + =

cT February 15, 2012 (date received) £ *

(18 June 30, 2001 2 (date received) * For priarity
consideration, submit application by May 15, 2012

DE Apil 15, 201 2 (date received)

Fi Miay 15, 200 2 {date processed)

1A luly 1, 201 2 fdate received); earlier priority deadlines
may exist for certain programs.

1] Opportunity Grant - March 1, 2002 {date received) # *

I As soon as possible after January 1, 2012, Awards
made until funds are depleted.

IN  March 10, 2012 (date received)

KS April 1, 2012 (date received) §*

KY  Assoonas possible after lanuary 1, 2012 Awards
made until funds are depleted

LA June 30,2013 (July 1, 2012 re comnwrldn ed)

MA  May 1, 2012 (date received) §

WD March 1, 2002 {date recelved)

ME  May 1, 2012 {date received)

Ml March 1, 2002 {date received)

MiN 30 days after term stants (date recetved)

MO April 2, 2012 (date received)

MS  MTAG and MESG Grants - September 15, 2012 (date
recefved)

HELP Scholarship - March 31, 200 2 {date received)

WMT  March 1, 20012 (date receive tI,J H

MC  Assoonas possible after January 1, 2002, Awards

made until funds are depleted.

April 15, 2012 {date received) # Early priority deadlines

may exist for institutional programs,

MH  NH is not offering a state grant this year,

MNJ 2011-2012 Tuition Ald Grant recipients -
{date recerved)

All other applicants
October 1, 2012, fall & spring terms (date received)
-March 1, 2013, spring term only (date recerved)
NY Tune 30, 2013 (date received) + *

M

fune 1, 2002

OH  October 1, 2012 (date received)
0K March 1, 2012 {date received) §
OR  OSAC Private Scholarships - March 1, 201 2 (dare received)

Oregon Opportunity Grant - February 1, 2012 (date
recelved)

Pa- Al first-time applicants at a community college; a
business/trade/technical schoaol; a hospital school of
nursing; or enrolled in a non-transferable two-year
program - August 1, 201 2 {date received)

All other applicants - May 1, 2012 {date receivec])

Rl March 1, 2012 (date recewed) #

SC Tuition Grants - June 30, 2012 (date received)

SC Commission on Higher Education - As soon as
possible after January 1, 2012, Awards made until
funds are depleted.

TN State Grant - As soon as possible after January 1,
2012, Awards made until Funds are depleted.

State Lotter eptember 1, 20012 (date recetved) &

VT As soon as possible after lanuary 1, 200 2, Awards

made until funds are depleted. *

Promise Scholarship - March 1, 20012 (date received) § *

WV Higher Education Grant Program - April 16, 2012

(date received) #

wy

# For priority consideration, submit application by date specihed,

« Applicants encouraged to obtain preof of mailing,
* Additional form may be required.

# Al LS. Departmert of Education

SANITAY3A IV 3LVLS
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‘MNotes for questions 14 and 15 (page 3) -

If you are an eligible noncitizen, write in your eight- or nine-digit Alien
Registration Number. Generally, you are an eligible noncitizen if you are
(1) a permanent U.5. resident with a Permanent Resident Card {I-551}); (2)
a conditional permanent resident with a Cenditional Green Card (I-551C);
(3) the holder of an Arrival-Departure Record (1-94) from the Department
of Homeland Security showing any one of the fellowing designations:
“Refugee,” "Asylum Granted,” “Parolee” (I-94 confirms that you were
paroled for a minimum of one year and status has not expired), T-Visa
holder (T-1,T-2, T-3, etc.) or “Cuban-Haitian Entrant;” or {4) the holder of a
valid certification or eligibility letter from the Department of Health and
Human Services showing a designation of “Victim of human trafficking.”

IfyouareintheUS. onanF1 orfF2 student visa, a )1 or J2 exchange visitor
visa, or a G series visa (pertaining to international organizations), select
“Mo, | am not a citizen or eligible noncitizen.” You will not be eligible for
federal student aid; hawever, you should still complete the applicatien
because you may be eligible for state or collage aid.

Notes for questions 16 and 17 (page 3).

Report your marital status as of the date you sign your FAFSA. If your
marital status changes after you sign your FAFSA, check with the
financial aid office at the college. According to the Defense of Marriage
Act (1996), “...the word ‘marriage’ means a legal union between one
man and one woman as husband and wife, and the word ‘spouse’ refers
to a person of the opposite sex wha is a husband or a wife.” Tharefore,
same-sex unions are not considered marriages for federal purposes,
including the FAFSA.

Notes for question 22 (page 3)

The Selective Service System, and the registration requirement for young
men, preserves America’s ability to provide manpower in an emergency
to the U.5. Armed Forces. Almost all men—ages 18 through 25—must
register. For more information about Selective Service, visit www.sss.gov.
‘Notes for questions 33 (page 4)

and 80 (page 6)

If you filed ar will file a foreign tax return, a tax return with Puerta Rico,
another US. territory {e.g., Guam, American Samoa, the U.5.Virginlslands,
Swain's Island or the Northern Marianas Islands) or one of the Freely
Associated States (i.e., the Republic of Palau, the Republic of the Marshall
Islands or the Federated States of Micronesia), use the information from
that return to fill out this form. If you filed a foreign return, convert all
rmenetary units to U.S. dollars, using the exchange rate that is in effect
today. To view the daily exchange rate, go to www.federalreserve.gov/
releases/h10/current.

'Notes for questions 34 (page 4)

and 81 (page 6)

In general, a person is eligible to file a3 1040A or 1040EZ if he or she
makes less than $100,000, does not itemize deductions, does not receive
income frem his or her own business or farm and does not receive
alimeny. A person is not eligible to file a 10404 or 1040EZ if he or she
makes $100,000 or more, itemizes deductions, receives income from
his or her own business or farm, is self-employed, receives alimony or
is required to file Schedule D for capital gains. If you filed a 1040 only to
claim American Opportunity, Hope or Lifetime Learning credits, and you
would have otherwise been eligible for a 1040A or 1040EZ answer “Yes"
to this question. If you filed a 1040 and were not required to file a tax
return, answer “Yes” to this question,

[Notesforquestions 37 (paged)

and 85 (page 7) — Notes for those who filed a 1040EZ

On the 1040EZ, if a persan didn't check either box an line 5, enter 01
if he or she is single, or 02 if he or she is married. If a person checked
either the *you” or “spouse” box on line 5, use 1040EZ worksheet line F
to determine the number of exemptions ($3,700 equals one exemption).

Page 2

Notes for questions 41 and 42 (page 4)
and 89 and 90 (page 7)

Net werth means current value minus debt. If net werth is negative, enter 0.

Investments include real estate (do not include the hoeme you live
in), trust funds, UGMA and UTMA accounts, meoney market funds,
mutual funds, certificates of deposit, stocks, stock options, bonds, other
securities, installment and land sale contracts (including mortgages
held), commedities, etc,

Investments also incdude qualified educational benefits or education
savings accounts (e.g. Coverdell savings accounts, 529 college savings
plans and the refund value of 529 prepaid tuition plans). For a student
who does not report parental information, the accounts owned by the
student (and/orthestudent'sspouse) arereported asstudentinvestments
in question 41, For a student who must report parental information, the
accounts are reported as parental investments in question 89, including
all accounts owned by the student and all accounts owned by the parents
for any member of the househaold.

Investments do not include the home you live in, the value of life
insurance, retirement plans (401(K) plans, pension funds, annuities, non-
education IRAs, Keogh plans, etc.) or cash, savings and checking accounts
already reported in questions 40 and 88,

Investments also do not include UGMA and UTMA accounts for which
you are the custodian, but not the owner.

Investment value means the current balance or market value of these
investments as of today. Investment debt means only those debts that
are related to the investments.

Business and/or investment farm value indudes the market value of
land, buildings, machinery, equipment, inventory, etc. Business and/or
investment farm debt means only those debts for which the business or
investment farm was used as collateral.

Business value does not include the value of a small business if your
family owns and controls more than 50 percent of the business and the
business has 100 or fewer full-time or full-time equivalent employees.
For small business value, your family includes (1) persons directly related
to you, such as a parent, sister or cousin, or (2) persons who are or were
related to you by marriage, such as a spouse, stepparent or sister-in-law.

Investment farm value does notindude the value of a family farm that
you (your spouse and for your parents) live on and operate.

Notesfor questions 48 (pages)

Answer “Yes" if you are currently serving in the U.S. Armed Forces orare

a National Guard or Reserves enlistee wha is on active duty for cther than
state or training purposes.

Answer “No” if you are a National Guard or Reserves enlistee who is on
active duty for state or training purpeses.

otes for question 49 (page 5) |
Answer “Yes” (you are a veteran) if you (1) have engaged in active duty
in the U.5. Armed Forces (Army, Navy, Air Force, Marines or Coast Guard)
or are 2 National Guard or Reserve enlistee who was called to active duty
for other than state or training purposes, or were a cadet or midshipman
at one of the service academies, and (2) were released under a conditien
ather than dishonorable. Alsc answer “Yes” if you are not a veteran now
but will be ene by June 30, 2013,

Answer “No” (you are not a veteran) if you (1) have never engaged in
active duty in the US. Armed Forces, (2) are currently an ROTC student
or a cadet or midshipman at a service academy, (3) are a National Guard
or Reserve enlistee activated only for state or training purposes, or (4)
were engaged in active duty in the U.5. Armed Forces but released under
dishenorable conditions.

Also answer “Nlo” if you are currently serving in the US. Armed Forces
and will continue to serve through June 30, 2013,

Motes continued on page 9.
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#=FAFSA FREE APPLICATION FOR FEDERAL STUDENT AID SIART mEREmop
U Conmaror Bucimon July 1, 2012 — June 30, 2013 FEDERAL STUDENT AID

Step One (Student): For questions 1-31, leave blank any questions that do not apply to you (the student).  OMB # 1845-0001

Your full name (exactly as it appears on your Social Security card) If your name has a suffix, such as Jr. or lll, include a space between your last name and suffix.

e LI % (TIIIIIIIIIL] O
e (T[] I LILIILLIL]
[T

4. Number and street | I | | I

(include apt. number)
6. State [D 7‘ le COde D:D]]

8. Your Social Security Number 9. Yourdate  wonTH YEAR 10. Your permanent telephone number

M-I (OMGEO O -0

Your driver's license number and driver’ license state (if you have one)
11. Driver’s license 12. Driver’s license
state

number

13. Your e-mail address. If you provide your e-mail address, we will comm unicate with you electronically. For example, when your FAFSA has been processed, you will be
notified by e-mail. Your e-mail address will also be shared with your state and the colleges listed on your FAFSA to allow them to communicate with you. Ifyou prefer to
be contacted by postal mail or do not have an e-mail address, leave this field blank.

ANEEEEEENNRENEEENENCEENNRNNRENRANRENEREE

5. City (and country if
not US.)

|
|

A

[ ]]]
LI

—

14. Areyoua US. Yes, | am a U.S. citizen {(U.S. national). Skip to question 16. ...... O ' 15. Alien Registration Number
ELB No, but | eligibl itizen. Fill i tion 15 O
Mark Ol'lly one. 0, but | am an eligible noncitizen. in question . e A | | | | | | |
See Notes page2.  No, | am not a citizen or eligible noncitizen. Skip to question 16. Os
16. Wha_t is your s ingle O = fant separaret oty O = 17. Montvh and year'you were MONTH YEAR
marital status as married, remarried, separated,
of today? lam married/remarried () 2 Iam divorced or widowed () 4 divorced or widowed.
See Notes page 2. See Notes page 2.
18. What is your STATE 19. Did you become a legal ves O 20. If the answer to question 19 is MONTH YEAR
state of legal resident of this state “No," give month and year you
residence? before January 1, 20072 No O became a legal resident.
21. Are you male or Male O 22. if female, skip to question 23. Most male students must register with Selective
female? 5 o Service to receive federal aid. If you are male, age 18-25 and not registered, fillin  Registerme () 1
Female () the circle and we will register you. See Notes page 2.

23. Have you been convicted for the possession or sale of illegal drugs for an offense that occurred while you were receiving

federal student aid (such as grants, loans or work-study)? No O
Answer “No® if you have never received federal student aid or if you have never had a drug conviction while receiving federal student aid,
Ifyou have a drug conviction for an offense that occurred while you were receiving federal student aid, answer “Yes,” but complete and Yes O

submit this application, and we will mail you a worksheet 1o help you determine if your conviction affects your eligibility for aid. IFyou are
unsure how to answer this question, call 1-800-433-3243 for help.

Some states and colleges offer aid based on the level of schooling your parents completed.
24. Highest school your father completed Middle schooliir. high () 1 Highschool () 2 Collegeorbeyond () 3 Otherfunknown () +
25. Highest school your mother completed  Middle school/r. high () 1 Highschool () z:  Collegeorbeyond () = Other/unknown () +

26.When you begin college in the 2012-2013 school year, what will be your high school completion status?

High school diploma. Answerquestion 27. ... ................ocoiiiiiaennn. O 1 Homeschooled. Skip to question 28. .......... O £
General Educational Development (GED) certificate. Skip to question 28...... O 2 None of the above. Skip to question 28......... O %
For Help — www.studentaid.ed.gov/completefafsa Page 3 Step One CONTINUED on page 4
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Step One CONTINUED froin page 3

27. What is the name of the high school where you received or will receive your high school diploma? 28, Will you have your first bachelor’s degree

Enter the complete high school name, and the city and state where the high school is located. before July 1,20127
STATE
High School Marme
Yes O 1 No O ¥
High Schwol Gty

29. When you begin the 2012-2013 school year, what will beyourgrade  30. When you begin the 2012-2013 school year, what degree or certificate will
level? you be working on?

Never attended college and 1styear undergraduate ..o O J 15t bachebor's degree
Attended college before and 1st year undergraduate ............ @] 2nd bachelor's degree

Associate degree {occupational or technical program) ..
2ndd year undergraduate/sophomone ......covvienininene, O L

Associate degree (general education or transfer programy.
Certificate or diploma {occupational, technical or education program
O e T A DO B e o s

Athyear undergraduate/senion...........ooeiininiiiin Certificate or diploma (occupational, technical or education program
OF TWAO OF ITYOTE WEATS) 5 usvsensssnssnsasssnsnnssnsnnsssnssnsnassnssnnannsns o =

3rd year undergraduate/junior ...

Sthyearfother undergraduate. .........occooiiiiiiiiiiaiinn...
Teaching credential (nondegree program)

Tstyear graduate/professional ........iciiiiiiiiiiiiiiiiiiiai, Graduate or professional degree
Continuing graduate/professional or beyond . ... ..ol O ¥ ot her Imdaettd e e
21, Are you | d in being considered for work-study? Yes {30 Mo (O Dontknew O

Answer guestions 32-57 about yourself (the student). If you are single, separated, divorced or widowed,
Step Two (Student): answer only about yourself. If you are married or remarried as of today, include information about your
spouse (husband or wife).

32. For 2011, have you (the student) completed your IRS income tax 33, What income tax return did you file or will you file for 20117

return or another tax return listed in question 337 )
TRS 1040+ s v senresseseneernsenenssaesnsessnensnaessnansasasssasaes On
I have alieady completed my FETUI ..o O : RS OO MO e e S S s e O i
Twill file but have not yet completed my Feturm . ..o.ooooeeeo.. .. OF Aforeign tax return. See Notespage 2. .......ovoowerrvcsrcansrnessnnens (O 3
) ) A tax return with Puerto Rico, another DS, territory, or Freely -
I'm not going to file. Skip toquestion 38, . .........ooonvvnennns O 3 Associated State. See Notes PAGE 2. ... vuuvrersrossnsansisensnnsearsnen \) 4
34. If you have filed or will file a 1040, were you eligible to file a 1040A or 1040EZ7 Yes Q1 No (7 Dontknow O

See Notes page 2.

For questions 35-44, if the answer is zero or the question does not apply to you, enter 0. Report whole dollar amounts with no cents.

35, What was your (and spouse’s) adjusted gross income for 20117 Adjusted gross income is on IRS Form 1040—line 37;
1040A—line 21; or 1040EZ—line 4. $

36. Eon‘}zr ulr ta:;% spouse's) income tax for 2011. Income tax amount is on IRS Form 1040—line 55; 10404—line 35; or s m
1 —line10.

37. Enter your {and spouse’s) exemptions for 2011. Exemptions are on IRS Form 1040—line 6d or Form 1040A—line Gd.
For Form 1040EZ, see Notes page 2.

Questions 38 and 39 ask about earnings (wages, salaries, tips, etc) in 2011. Answer the questions whether or not a tax return was filed. This

information may be on the W-2 forms, or on IRS Form 1040—lines 7 + 12 + 18 + Box 14 (Code A) of IRS Schedule K-1 (Form 1065); on 1040A—line 7; or
on 1040EZ—line 1. If any individual earning item is negative, do not include that item in your calculation.

38. How much did you earn from working in 20117 § [DID]
39. How much did your spouse earn from working in 20112 $ m

40. As of today, what is your (and spouse’s) total current balance of cash, savings and checking accounts? Don't include
student financial aid. 3

41, As of today, what is the net worth of your (and spouse's) investments, including real estate? Don‘tindude the home you §
live in. Net worth means current value minus debt. See Notes page 2.

42, As of today, what |s the net worth of your (and spouse’s) current businesses and/or investment farms? Don’t include 3 5
family farm or family business with 100 or fewer full-time or full-time equivalent employees. See Notes page 2.

For Help — 1-800-433-3243 Pa ge 4 Step Two CONTINUED on page 5
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Step Twa CONTINUED from page 4

43, Student’s 2011 Additional Financial Information (Enter the combined amounts for you and your spouse.)
a. Education credits (American Opportunity, Hope or Lifetime Learning tax credits) from IRS Form 1040—line 49 or 1040A—Iline 31, $ I

b, Child support paid because of divarce or separation or as a result of a legal requirement. Don't include support for children in your $
household, as reported in question 93.

. Taxable earnings from o-based emph prog such as Federal Work-Study and d-based employ portions of
fellowships and assistantships,

oy

o Taxable student grant and scholarship aid reported to the IRS in your adjusted gross income. In:BucIes amenCatps berrehls {awards,
living allowances and interest accrual payments), as well as grant and scholarship portions of fell

g

e Combat pay or special combat pay. Only e nter the amount that was taxable and included in your adjusted gross income, Dont include
untaxed combat pay.

oy

EE@@

1. Earnings from work under a cooperative education program offered by a college.

44, Student’s 2011 Untaxed Income (Enter the combined amounts for you and your spouse.)

a, Payments to tax-deferred pension and savings plans (pakd directly or withheld from earnings), including. but net limited to, amounts
reparted on the W-2 forms in Boxes 12a through 12d, codes D, E F G, Hand 5.

b IRA deductions and payments to self-employed SEF, SIMPLE, Keogh and other qualified plans from IRS Form 1040—line 28 + line 32
or 1040A—line 17.

e

. Child support received for any of your children. Don't Include foster care or adoption payments.

L

. Tax exempt interest income from RS Form 1040—line 8b or 1040A—line 8b.

e

S
£

e Untaxed portions of IRA distributions from IRS Form 1040—lines {15a minus 15b) or 1040A—Ilines (11a minus-11b). Exclude rollovers.
If negative, enter a zero here,

an

f. Untaxed portions of pensions from IRS Form 1040—lines (16a minus 16b} or 1040A—lines {12a minus 12b). Exclude rollovers.
I negative, enter a zero here,

v

S
SESEs

9. Housing, food and other lving allowances paid to members of the military, der?y and others (including cash payments and cash value
of benefits). Don't include the value of on-base military housing or the value of a basic military allowance for housing.

.

h. Veterans noneducation benefits, such as Disability, Death Pension, or Dependency & Indemnity Comy (DIC) and/or VA
Educational Work-Study allowances,

i Other untaxed income nat reported in items 44a through 44h, such as workers’ compensation, disability, et Also include the first-time
hemebuyer tax credit from IRS Form 1040—line 67. Don’t include student aid, eamed income credit, additional child tax credit, we fae
paTrmenls. untaxed Social Security benefits, Supplemental Security Income, Workforce Investment Act educational benefits, on-base
military housing or a military housing allowance, combat pay, benefits from flexible spending arrangements (e.g., cafeteria plans),
Toreign income exclusion or credit for federal tax on special fuels.

|- Money received, or paid on your behalf {e.g., bills), not reported elsewhere on this form.

A

n

« Answer the questions in this step to determine if you will need to provide parental information. Once
Step Three {StUdent)' you answer “Yes” to any of the questions in this step, skip Step Four and go to Step Five on page 8.

A5 W ara o bor e A L IB 0T o o e e v e s oo e s e e o e b e e e o e e Yes (O No {2
46. As of today, are you married? {Also answer “Yes" if you are separated but notdivorced.) ..o ovii i iiiiiiiiiii i Yes (O No O2
47. At the beginning of the 2012-2013 school year, will you be working on a master's or doctorate program (such as an MA,

MEBA, MD, JD, PhD, EdD, graduate certificate, et ......ooooveennnes L T =y B — Yes (O Mo ()2
48. Are you currently serving on active duty in the US. Armed Forces for purposes other than training? See Notes page 2. ...  Yes (_)° Mo ()2
49. Are you a veteran of the U.S. Armed Forces? See Notes page 2. ... ... .. i iiiiiiiia st sasstaassasaaasanasnnas Yes ()1 No ()2
50. Doyou have children who will recaive more than half of their support from you betwaen July 1, 2012 and June 30, 20132...  Yes () No (s
51. Do you have dependents (other than your children or spouse) who live with you and who receive more than half of their

support from yol: now And tirough IUne 30 20137, fvin vabeisribrise v e risons s ds s u sy snsnsasnsnsssos vossonneer nonpes Yes () No ()2
52. At any time since you turmed age 13, were both your parents deceased, were you in foster care or were you a dependent

OF WK OF thie COUTT See NOMES PAGED, « v vvrrsrvirrrnrrsmrnntarsnrbes iy syrassessnnsestomsassssasssssnssnssstesnsnsans Yes (O No ()2
53. As determined by a court in your state of legal residence, are you or were you an emancipated minor? See Notes page 9.....  Yes ()1 Mo ()2
54. As determined by a court in your state of legal residence, are you or were you in legal guardianship? See Notes page 9. ... Yes ()1 No ()2
55. At any time on or after July 1, 2011, did your high school or school district hameless liaison determine that you were an

unaccompanied youth who was homeless? See Notes page 9. . ..........oe.. P S T D Yes O No (2
56. At any time on or after July 1, 2011, did the director of an emergency shelter or transitional housing program funded by

the U.S, Department of Housing and Urban Dmloplmnt determme that you were an unaccarnpamed youth who was

homeless? See Notes page 9. ... ..... NN W oA ennereanrnane Yes ()0 Mo ()2
57. At any time on or after July 1, 2011, d|d the drrector of a runaway or homdess ywth basic center or transmonal Imng

E;ograrn determine that you were an unaccompanled youth whu was hameless or were self-supporth':g and at risk o‘F

ing homeless? See Notes page 9. .. - : It n o s (O No ()2

For Help — wwwi.studentaid.ed.gev/com plelefafsa Page 5
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Ifyou (the student) answered “No” to every question in Step Three, go to Step Four.
Ifyou answered “Yes" to any question in Step Three, skip Step Fourand go to Step Five on page 8.
(Health professions students: Your college may require you to complete Step Four mn if you answered Yes" to any Step Three question.)
If you believe thatyou are ble to provide p tion, see Notes page 9.

S'tep Four {Pa rent): Complete this step if you (the student) answered “No” to all questions in Step Three.

Answer all the gquestions in Step Four even if you do not live with your parents, Grandparents, foster parents, legal guardians, aunts and uncles are not considered parents
on this form unless they have legally adopted you, If your parents are living and married 1o each other, answer the questions about them, If your parent is single, widowed,
divorced, separated or remarried, see the Notes on page 9 for additional instructions,

58. What is your parents’ marital status as of today? 59. "::""‘h and Yeafed MONTH YEAR
t WEre marrnied,
Married or remarried . ... O Divorced or separated. ... C) E rezlarried, separated, D] D]]]
SINGIE e eeiiineeenienas O Widowed ....oooeeneiiennns O divorced or widowed.
What are the Social Security Numbers, names and dates of birth of the parents reperting infermation on this form?

Ifyour parent does not have a Social Security Number, you must enter 000-00-0000, IFthe name includes a suffi such as Jr, or lIL include a space between the last name and
suflfoc. Enter two digits for each day and month (e.q. for May 31, enter 05 31},

60, Fany TEPFATHERS SOCIAL SE MUMEER Gl.ra

(TO-(CH (T

B4, MOTHERS/S TEFMOTHER L SECURTY 5] 165, MOTHERS/STEPMOTHER'S LASTNAME, AMND BB, FRST IMTIAL 7. MOTHER'SISTEPMO

(-0 M 0 e

G8. Your parents’ e-mail address. Il you provide your parents’ e-mail address, we will let them know your FAFSA has been processed. This e-mail address will
alsa be shared with your state and the colleges listed on your FAFSA to allow them to electromically communicate with your parents.

OO el [T IIIIIIIIIIIIII
69. What isyour STATE  70.Didyour parentsbecome v () 71.Ifthe answer to question 70 is “No,” give the  MONTH

parents’ state of legal residents of this state month and year legal residency began for the
legal residence? before January 1, 20072 Ho (O s parent who has lived in the statethe longest.

72, How many people are in your parents’ household?
Include:
yourself, even if you don't live with your parents,

ASTMAME, AND B2, FRsT aTiAL B3 FATH STERFATHER'S DATE OF BIRTH

[T O COCEEL

DATE

S TEPFA!

our parents,
:our gau‘nls‘ other children if (a) your parents will provide more than half of their support between July 1, 2012 and lune 30, 2013, or D]
(b} the children could answer “No”to every question in Step Three on page 5 of this form, and
+ other people if they now live with your parents, your parents provide more than half of their support and your parents will continue to
provide more than half of thelr support between July 1, 20012 and June 30, 2013,

73.How many people in your parents’ household (from question 72) will be college students between July 1, 2012 and June 30, 20132
Abways count yourself as a college student. Do not include your parents. You may include others only if they will attend, at least half-time in 2012~
2013, a program that leads to a college degree or certificate,

In 2010 or 2011, did you, your parents or anyone in your parents' household {from question 72) receme benefits from any of the federal programs listed?

Markall that apply. Answering these questions will not reduce eligibility for student aid or these prog al e Program (SNAP) is the new

name for Food Stamps, SNAP, Food Stamps andfor TANF may have a different name in your parents’ state. Call 1 8!)0 4-FED-AID to find out the name of the state's program,

74. Supplemental 75. Food _ 76. Free or 77. Temporary Assistance 78. Special Supplemental S
Security O Stamps O Reduced O for Needy Families O Nutrition Program for Women, O
Income (551) PriceLunch (TANF) Infants and Children (WIC)

79.For 2011, have your parents completed their IRS income tax return or 80. What income tax return did your parents file or will they file for 20117
another tax return listed in question 807 O

RS s i s s Ao m s s s 3 s
My parents have already completed their retum. . ...veiiciann. O 1 JRS 1040A or TO40EZ . ... s O ¥
My parents will file but have not yet completed their return. ..., .. O A foreign tax return. See Notespage 2. ...o...oooiiiiinnninnans. O 1
At ret ith Puerto Rice, anather US, territ Fre
Wy parents are not going to file. Skip to question86.............. O 1 M;':c'ist:éns‘&e_Sﬁ:’ﬁ'ﬂ,;';’p:';i ;'. ..... emorym weh’ ....... O .
81. If your parents have filed or will file a 1040, Yes O 82. As of today, is either of your parents a Yes (O 1
were they eligible to file a 10404 or 1040EZ? Ko Oz dislocated worker? See Notes page 9. :
o E Mo O 2
See Notes page 2.
Don't know O 3 Don't know O 3
For Help — 1-800-433-3243 Page (5] Step Four CONTINUED on page 7
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Step Four CONTINUED from page 6

For questions 83-92, if the answer is zero or the question does not apply, enter 0. Report whole dellar amounts with no cents.

83. What was your parents' adjusted gross income for 20117 Adjusted gross income is on IRS Form 1040—line 37;
1040A—line 21; or 1040EZ—line 4. $

84. Enter your parents' income tax for 2011. Income tax amount is on IRS Form 1040—line 55; 1040A—line 35; or 4
1040EZ—line 10.

85. Enter your parents’ exemptions for 2011. Exemptions are on IRS Ferm 1040—line 6d or on Form 1040A—line 6d.
For Form 1040EZ, see Notes page 2.

Questions 86 and 87 ask about earnings {wages, salaries, tips, etc) in 2011, Answer the questions whether or not a tax return was filed. This information may be on the W-2
forms, or on IRS Form 1040—lines 7 + 12 + 18 + Box 14 (Code A) of IRS Schedule K-1 (Form 1065); on 1040A—line 7; or on 1040E2—line 1, If any individual eaming item is
negative, do not include that item in your calculation.

86. How much did your father/stepfather earn from working in 20117 4 D]II:I:I
87. How much did your mother/stepmather earn from working in 20117 $ Dm

88. As of today, what is your parents’ total current balance of cash, savings and checking accounts? $ [Dm
89. As of today, what is the net worth of your parents’ investments, including real estate? Don't indude the home in which §
your parents live. Met worth means current value minus debt. See Notes page 2.
90. As of today, what is the net worth of your parents’ current businesses and/or investment farms? Don't include a family ¢
farm or family business with 100 or fewer full-time or full-time equivalent employees. See Notes page 2.
91.Parents’ 2011 Additional Financial Information (Enter the amounts for your parentis])
4. Education credits (American Opportunity, Hope of Lifetime Learning tax credits) from IRS Form 1040—line 49 or 10400 —1line 31. S DII]:'
b, Child support paid because of divorce or separation ot as a result of a legal requirement. Don’t Include support for children in your $
parents’ household, as reported in question 72,

¢ Your parents’ taxable earnings from need-based employment programs, such as Federal Work-Study and need-based employment
partions of fellowships and assistantships. S

o, Your parents' taxable student grant and scholarship akd reported to the IRS in your parents’ adjusted gross Income. Includes
AmeriCorps benefits (awards, living allowances and interest accrual payments), as well as grant and scholarship portions of fellowships 5
and assistantships.

e, Combat pay or special combat pay. Only enter the amount that was taxable and included in your parents’ adjusted gross income. s
Do notenter untaxed combat pay.

f. Earnings from work under a cooperative education program offered by a college. {3 m

92 Parents’ 2011 Untaxed Income (Enter the amounts for your parentfs].)
4. Payments to tax-deferred pension and savings plans (paid directly or withheld from earnings), including, but not limited to, amounts 5 DE:D

reported on the W-2 forms in Boxes 12a through 12d, codes D, E, F, G, H and 5.
b, IRA deductions and payments to selfemployed SEP, SIMPLE, Keogh and other qualified plans from IRS Form 1040—line 28 + line 32 or s Dﬂ]]

10408 —line 17,

. Child support received for any of your parents’ children. Don't include foster care or adaption payments. $ m
. Tax exempt interest income from IRS Form 1040—line 8b or 1040A—line Bb, 3 m

e, Untaxed portions of IRA distributions from IRS Form 1040—I[ines (15a minus 15b) or 1040A—lines (11a minus 11b). Exclude rollovers, ¢
If negative, enter a zero here,
f. Untaxed portions of pensions from IRS Form 1040—lines (16a minus 16b} ar 1040A—lines {124 minus 12b). Exclude rollovers,
IF negative, enter a zero here, 3
g. Housing, food and other living allowances paid to members of the military, clergy and others (including cash payments and cash value
of benefits). Don’t include the value of on-base military housing or the value of a basic military allowance for housing. §

h. Veterans noneducation benefits, such as Disability, Death Pension, or Dependency & Indemnity. Compensation (DIC) and/or VA
Educational Work Study allowances, $

i. Other untaced income not reported in items 92a through 92h, such as workers” compensation, disability, etc. Ao include the first-
time homebuyer tax credit from IRS Form 1040—line 67. Don't Include student aid, earned income credit, additional child tax
credit, welfare payments, untaxed Social Security benefits, Supplemental Security Income, Workforce Investment Act educational 5
benefits, on-base military housing or a military housing allowance, combat pay, benefits from flexible spending I}
(e.q., cafeteria plans), foreign income exclusion or credit for federal tax on special fuels.

For Help — www.studentaid.ed gov/completefafsa Page 7
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Step Five (Student}: Complete this step only if you (the student) answered "Yes" to any questions in Step Three.
93, How many people are in your household?

Include
+ yourself (and your spouse), D]
« your children, if youwill provide more than half of their support between July 1, 2012 and June 30, 2013, and
« other people if they now live with you, you provide more than hall of their support and you will continue to provide more than half of their
support between July 1, 2012 and June 30, 2013,

94, How many people in your (and your spouse’s) household (from question 93) will be college students between July 1, 2012 and D

June 30, 20137 Always count yourselfas a college student. Include others only if they will attend, at least hali-time in 2012-2013, a program that
leads to a college degree or certificate.

In 2010 or 2011, did you (or your spouse) or anyone in your household (from question 93) receive benefits from any of the federal programs listed?
Mark all that apply. Answering these questions will not reduce eligibility for student aid or these p pl | Mutrition Assk @ Program (SNAP) is the
new name for Food Stamps. SNAP, Food Stamps and/or TANF may have a different name in your stau-.CaII 1-800- 4 FED-AID to find out the name of the state’s program.

95. Supplemental 96. Food 97. Free or 98. Temporary Assistance 99. Special Supplemental Nutrition
Security O Stamps () Reduced () for Needy Families (O ProgramforWomen, Infants ()
Income (551) Price Lunch (TANF) and Children (WIC)

100. As of today, are you (or your spouse) a dislocated worker? See Notes page 9. Yes O No () z Don'tknow () *

Step Six (Student}: Indicate which colleges you want to receive your FAFSA information.

Enter the six-digit federal school cede and your housing plans. You can find the school codes at www.fafsa.gov or by calling 1-800-4-FED-AID. If you
cannot get the code, write in the complete name, address, city and state of the college. For state aid, you may wish to list your preferred college first. To
find out how to have more colleges receive your FAFSA information, read What is the FAFSA? on page 10.

HOUSING PLANS

157 FEDERAL SCH COE — STATE
101.a MAME OF 101 b oncampus () 1
| { | I | OR m with parent O ]
off camipus O ]
IMDFEDERAL SCHOOL CODE STATE
101.c | 101.d encampus () 1
with parent O 1
dtampus () 1
STATE
- 101.f on campus o 1
with parent O ]
off camipus O ]
AT FEDERAL SCHOOL CCDE : STATE
101.g MAME CF 101. 1 on campis O 1
| | | withparent () 3
off campus O 1
Step Seven (Student and Parent): Read, signand date.
If you are the student, by signing this application you certify that you (1) will use federal B
and/or state student financial aid only toray the cost of attending an institution of higher 102. Date this form was completed
education, (2) are not In default on a federal student loan or have made satisfactory MONTH DAY
arrangements to repay it, (3) do not owe money back on a federal student grant or have
made satisfactory arrangements to repay it, (4) will notify your college if you default on a 2012 O or 2013 O

federal student loan and (5) will not recelve a Federal Pell Grant from more than one college
forthe same period of time.

103. ign

If you are the parent or the student, by signing this application you agree, if asked, to DasStdent ignibeiov
provide information that will verify the accuracy of your completed form. This information | |
may include U5 or state income tax forms that you filed or are required to file. Also, you
cem‘fy that you understand that lha Secratary of Educal:ion has the authority to verify

d on this apy ion with the Service and other P A e F e
fednral agnndas If you sign any document related to the federal student ald programs arent (A parent from Step Four sign below.)
electronically using a personal identification number (PIN), you certify that you are the | |

person identified by the PIN and have not disclesed that PIN to anyone else. If you purposaly
give false or misleading information, you may be fined up to 520,000, sent to prison, or both.

If you or your family paid a fee for someone to 104, Prepaser's Sodal Security Number (or 105) COLLEGE USE ONLY FEDERAL SCHOOL CODE

fill out this form or to advise you on how to fill it
| | | ] I _I | l | | 00O

out, that person must complete this part.
105, Employer 10 number {or 104) FAA Signature

LL-LLLLETT | | |

T06. Preparers signature and date
' DATA ENTRY i " N
| || |s2e~ or o+ Ot O

For Help — 1-800-433-3243 Page 8

Preparer’s name, fiem and address
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‘Notes for question 52 (page 5)
Answer “Yes® if at any time since you turned age 13

= ‘You had ne living parent (biological or adoptive), even if you are now
adopted; or

You were in foster care, even if you are no longer in foster care today;
or

You were a dependent or ward of the court, even if you are no lenger
a dependent or ward of the court today. For federal student aid
purposes, someone whao is incarcerated is not considered a ward of
the court,

Thefinancial aid administrator at your school may require you to provide
proof that you were in foster care or a dependent or ward of the court.

Notes for questions 53 and 54 (page 5)

The definition of legal guardianship does not include your parents, even

if they were appointed by a court to be your guardians. You are also not
considered a legal guardian of yourself.

Answer “Yes” if you can provide a copy of a court's decision that as of
today you are an emancipated minor or are in legal guardianship. Also
answer “Yes" if you can provide a copy of a court’s decision that you were
an emancipated minor or werein legal guardianship immediately before
you reached the age of being an adult in your state, The court must be
located in your state of legal residence at the time the court's decision
was issued.

Answer “Ne" if yau are still a miner and the court decisian is no longer
in effect or the coun decision was not in effect at the time you became
an adult.

Thefinancial aid administrator at your college may require you to provide
proof that you were an emancipated miner or in legal guardianship.

Notes for questions 55-57 (page 5).
Answer “Yes" if you received a determination at any time on or after

July 1, 2011, that you were an unaccompanied youth who was homeless
or, fer question 57, at risk of being homeless,

- “Homeless” means lacking fixed, regular and adequate housing. You
may be homeless if you are living in shelters, parks, motels or cars, or
are tempararily living with other people because you have nowhere
else to go. Also, if you are living in any of these situations and flesing
an abusive parent you may be considered homeless even if your
parent would provide support and a place to live.

“Unaccompanied” means you are not living in the physical custody
of your parent or guardian,

= “Youth® means you are 21 years of age or younger or you are still
enrolled in high school as of the day you sign this application,

Answer “No" if you are not homeless or at risk of being homeless, or do
not have a determination. You should contact your financial aid office
for assistance if you do not have a determination but believe you are an
unaccompanied youth who is homeless or are an unaccompanied youth
providing for your own living expenses who s at risk of being homeless.

The financial aid administrator at your college may require you to
provide a copy of the determination if you answered “Yes" to any of
these questions.
“ PPy
‘Pages 6and
Under wery limited circumstances (for example, your parents are
incarcerated; you have left home due to an abusive family environment;
or you do not know where your parents are and are unable to contact
them), you may be able to submit your FAFSA without parental
information. If you are unable to provide parental information, skip
Steps Four and Five, and go to Step Six. Once you submit your FAFSA
without parental data, you must fellow up with the financial aid office
at the college you plan to attend, in order to complete your FAFSA.
Page 9

Notes for Step Four, questions 58-92 (pages 6 and 7)

Additional instructions about whao is considered a parent on this form:
- If your parent is widowed or single, answer the questions about that
parent.

If your widowed parent is remarried as of today, answer the questions
about that parent and your stepparent.

If your parents are divorced or separated, answer the questions about
the parent you lived with more during the past 12 menths. (If you did
not live with one parent more than the other, give answers about
the parent who provided more financial suppornt during the past 12
menths, or during the most recent year that you actually received
suppaort from a parent.} If this parent is remarried as of today, answer
the questions about that parent and your stepparent.

Notes for questions 82 (page 6)
'and 100 (page8)

In general, a person may be considered a dislocated worker if he or she:

is receiving unemployment benefits due to being laid off or lesing a
joband is unlikely to return to a previous occupation;

has been laid off or received a lay-off notice from a joby;

was self-employed but is now unemployed due to economic
cenditions or natural disaster; or

is a displaced homemaker. A displaced homemaker is generally a
person who previously provided unpaid services to the family (e.g., a
stay-at-home mom or dad), is no lenger supported by the husband or
wife, is unemployed orunderemployed, and is having trouble finding
or upgrading employment.

If a person quits work, generally he or she is not considered a dislocated
worker even if, for example, the person is receiving unemployment
benefits,

Answer “Yes" to question 82 if your parent is a dislocated worker. Answer
“Yes" to question 100 if you or your spouse is a dislocated worker.

Answer “No" to question 82 if your parent is not a dislocated worker.
Answer “No"to question 100 if neither you ner your spouseis a dislocated
worker.

Answer “Don’t know" to question 82 if you are not sure whether your
parent is a dislocated worker. Answer “Don't know" to question 100 if
you are not sure whether you or yaur spouse is a dislocated worker. You
can contact your financial aid office for assistance in answering these
questions.

The financial aid administrator at your college may require you to
provide proof that your parent is a dislocated worker, if you answered
“Yes" to question 82, or that you or your spouse is a dislocated worker, if
you answered “Yes" to question 100.

Page 60
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What is the FAFSA”

Why fill out a FAFSA?

The Free Appli for Federal Student Aid (FAFSA) is the first step in the
financial aid process. You use the FAFSA to apply for federal student aid, such
as grants, loans and work-study. In addition, most states and colleges use
information from the FAFSA to award nonfederal aid.

Why all the q ions?

The questions on the FAFSA are required to calculate your Expected Family
Contribution (EFC). The EFC measures your family's financial strength and is
used to determine your eligibility for federal student aid. Your state and the
colleges you list may also use some of your responses. They will determine if
you may be eligible for school or state aid, in addition to federal aid.

How do | find outwhatm ected Family Contribution (EFC) is?
Your EFC will be listed on your Student Aid Report (SAR). Your SAR summarizes
the information you submitted on your FAFSA. Itis important to review your SAR
to make sure all of your information is correct and complete, Make corrections
or provide additional information, as necessary.

How much aid will | receive?

Using the information on your FAFSA and your EFC, the financial aid office at
your college will determine the amount of aid you will receive. The college will
use your EFC to prepare a financial aid package to help you meetyour financial
need. Financial need is the difference between your EFC and your college’s
cost of attendance (which can include living expenses), as determined by
the college. If you or your family have unusual circumstances that should be
taken into account, contact your college’s financial aid office. Some examples
of unusual circumstances are: unusual medical or dental expenses or a large
change in income from lastyear tothis year.

When will | receive the aid?

Any financial aid you are eligible to receive will be paid to you through your
college. Typically, your college will first use the aid to pay tuition, fees and room
and board (if provided by the college). Any remaining aid is paid to you for your
other educational expenses. If you are eligible for a Federal Pell Grant, you may
receive it from only cne college forthe same period of enrcliment.

How can | have more colleges receive my FAFSA information?
If you are completing a paper FAFSA, you can enly list four colleges in the
school code step. You may add more colleges by doing one of the following:

. Use the Federal Student Aid PIN you will receive after your FAFSA has been
processed and go to FAFSA on the Web at www.fafsa.gov. Click the “Stant
Here” button to log in and then select the “Make FAFSA Corrections” link.
Use the Student Ad Report (SAR), which you will receive after your FAFSA is
processed. Your Data Release Number (DRN) venifies your identity and will
be listed on the first page of your SAR. You can call 1-8004-FED-AID and
provide your DRN to a customer service representative, who will add more
school codes for you.

L

L

Provide your DRN to the financial aid administrator at the college you want
added, and he or she can add their school code to your FAFSA

Note: Your FAFSA record can only list up to ten school codes, If there are ten
school codes on your record, any new school codes that you add will replace
one or more of the school codes listed,

Where can | receive more information on student aid?

The best place for information about student financial aid is the financial aid
office at the college you plan to attend. The financial aid administrator can tell
you about student aid available from your state, the college itself and other
sources.

You can also visit our web site www.studentaid.ed.gov.

For information by phone you can call our Federal Student Aid Information
Center at 1-800-4-FED-AID (1-800-433-3243), TTY users (for the hearing
impaired} may call 1-800-730-8913.

You can also check with your high school counselor, your state aid agency
or your local library's reference section.

Information about other nonfederal assistance may be available from foundations,
religious organizations, community organizations and civic groups, as well as
organizations related to your field of interest, such as the American Medical
Association or American Bar Association. Check with your parents’ employers or
unions to see if they award scholarships or have tuition payment plans.

Information on the Privacy
Social Security Number

We use the information that you provide on this form to determine if you are
eligible to recewe federal student financial aid and the amount that you are
eligible to receive. Sections 483 and 484 of the Higher Education Act of 1965,
asamended, give us the authority to ask you and your parents these questions,
and tocollect the Social Security Mumbers of you and your parents. We use your
Social Security Number to verify your identity and retrieve your records, and we
may request your Social Security Number again for those purposes,

ct and use of your

State and institutional student financial aid programs may also use the
information that you provide on this form to determine if you are eligible to
receive state and institutional aid and the need that you have for such aid.
Therefare, we will disclose the information that you provide on this form to
each institution you list in questions 101a - 101h, state agencies in your state of
legal residence and the state agencies of the states in which the colleges that
you list in questions 107a - 101h are located.

If you are applying solely for federal aid, you must answer all of the following
questions that apply to youw: 1.9, 14-16, 18, 21-23, 26, 28-29, 12.36, 38.58, 60-67,
69, 72-84, 86-100, 102-103, If you do not answer these questions, you will not
receive federal aid.

Without your consent, we may disclose information that you provide to entities
under a published “routine use.” Under such a routine use, we may disclose
information tothird parties thatwe have authorized toassist usin administenng
the above programs; to other federal agencies under computer matching
programs, such as those with the Internal Revenue Service, Social Security
Administration, Selective Service System, Department of Homeland Security,
Department of Justice and Veterans Affairs; to your parents or spouse; and to
members of Congress if you ask them to help you with student aid questions,

If the federal g it, the LS. Dep of Education, or an employee
of the U5, Department of Education is involved in litigation, we may send
infarmation to the Department of Justice, or a court or adjudicative body, if the
disclosure is related to financial aid and certain conditions are met. In addition,
we may send your information to a foreign, federal, state, or local enforcement
agency if the information that you submitted indicates a violation or potential
violation of law, for which that agency has jurisdiction for investigation
or prosecution. Finally, we may send information regarding a claim that is
determined to be valid and owerdue to a consumer reporting agency. This
infermation includes identifiers from the record; the amount, status and history
of the claim; and the program under which the claim arose,

State Certification

By submitting this application, you are giving your state financial aid agency
permission to verify any statement on this form and to obtain income tax
infarmation for 2ll persons required to report income on this form.

The Paperwork Reduction Act of 1995

The Paperwork Reduction Act of 1995 says that no one is required to respondto
a collection of infarmation unless it displays a valid OMB control number, which
for this form is 1845-0001, The time required to complete this form is estimated
to be three hours, including time to rewiew instructions, search data resources,
gather the data needed, and complete and review the infarmation collection.
If you have comments about this estimate or suggestions for improving this
form, please write to:

U5, Department of Education, Washington, DC 20202-4700.
‘We may request additional information from you to process your application

more efficiently. We will collect this additional information only as needed and
on a voluntary basis,
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