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Introduction !

This publication is intended for financial aid administrators and
counselors who help students begin the aid process—filing the Free
Application for Federal Student Aid (FAFSA), verifying informa-
tion, and making corrections and other changes to the information
reported on the FAFSA.

» «

hroughout the Handbook we use “college,” “school,” and “institution”

interchangeably unless a more specific use is given. Similarly, “student,”
“applicant,” and “aid recipient” are synonyms. “Parents” in this volume
refers to the parents of dependent students, and “you” refers to the primary
audience of the Handbook: financial aid administrators at colleges. “We”
indicates the United States Department of Education (Department, ED), and
“federal student aid” and “Title IV aid” are synonymous terms for the finan-
cial aid offered by the Department.

We appreciate any comments that you have regarding the Applica-
tion and Verification Guide (AVG), as well as all the volumes of the Federal
Student Aid Handbook. We revise and clarify the text in response to ques-
tions and feedback from the financial aid community, so please contact us
at fsaschoolspubs@ed.gov to let us know how to improve the Handbook so
that it is always clear and informative.

CHANGES FOR 2013-2014

In the margin note on page 5, we removed the paragraph on the sub-
stitute identification number for students from the Freely Associated States
(FAS). Information on that issue remains in the margin note on page 10.

On page 19 we added a parenthetical note that Social Security disability
benefits are not to be counted as untaxed income as are other types of dis-
ability benefits. Also on that page we removed the note about the homebuyer
tax credit, which is no longer available.

We emphasized on page 23 that the relevant court for students who were
or are emancipated or in a legal guardianship must be one of competent
jurisdiction in the student’s state of legal residence.

In the chart on page 34, we updated the signature requirements for when
a student or parent must document tax-related data on the FAFSA.

We removed mention of the FAS—the Marshall Islands, Federated States
of Micronesia, and Palau—from the statement in the margin of page 35

FSA HB FEB 201 3 i —
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about other tax forms that are considered equivalent to an IRS 1040A or EZ
form. Residents of the FAS do not typically file tax returns and would be con-
sidered non-filers.

Our guidance for EFCs of 99,999 or more on page 37 was supposed to be
for 2012-2013 only; however, it will be valid for at least one more year.

On pages 76-77 we describe the new verification tracking groups. There
are five, and the items a student must verify depend on which group she is in.

On page 80 we included guidance for documenting verification for resi-
dents of the FAS, and we added the last sentence to the paragraph on those
who file a non-U.S. tax return. In the margin we added the note on electronic
signatures for verification and updated the HEROES Act note to say the act
has been reauthorized through September 30, 2017.

On page 81 we extended the chart on acceptable documentation with
entries on the two new items for verification: high school completion status
and identity/statement of educational purpose.

We removed the section in Chapter 4 on what to do when a tax return
transcript is unavailable. We will consider whether a similar provision is nec-
essary following the end of tax return processing for 2012.

On page 82 we added the paragraph on what to do when a person did
not report the receipt of SNAP benefits but did in fact receive those benefits.
We included an example in the margin. Similarly, we added on page 84 a
paragraph about when a student or parent pays child support and this is not
reported on the FAFSA.

There are new sections on page 84 about verifying high school comple-
tion and identity/statement of educational purpose.

We amended some of the text under “Updating Information” on page 85
to enhance clarity.

We added a margin note on the permissibility of making an interim dis-
bursement of just unsubsidized aid when a student expects to receive both
subsidized and unsubsidized aid. See page 86.

On page 91 we clarified that verification status code of “S” is to be used
for all verification exclusions except the one for post-enrollment, which
should be reported as a blank.

At the end of Chapter 4, we included the new suggested verification text
that replaces the verification worsheets. You may use these to create verifica-
tion forms, or you may create your own forms. We also included a sample
verification document for a dependent student selected for Verification
Tracking Group V4.

We removed Chapter 6, on the MPN, and moved it to Volume 8 of the
Blue Book.

s SA HB FEB 2013
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The Application
Process:
FAFSA to ISIR

CHAPTER 1

The laws governing the Federal Student Aid (FSA) programs require that a person
apply for aid with a form provided by the U.S. Department of Education (ED) and that
no fee be charged for processing it. This form is the “Free Application for Federal
Student Aid” (FAFSA), and its online version is FAFSA on the Web.

o be considered for federal student aid, a student must complete a

FAFSA. It collects financial and other information used to calculate the
expected family contribution (EFC) and to determine a student’s eligibility
through computer matches with other agencies.

The FAFSA is the only form students must fill out to apply for Title IV
aid. A school cannot require extra information from students except for
verification or resolution of conflicting information. However, a school may
require additional information for other purposes, such as packaging private
or institutional aid. If the school collects additional information that affects
Title IV eligibility, it must take the information into account when awarding
Title IV aid.

TYPES OF APPLICATIONS
Most students use FAFSA on the Web to apply for federal student aid, but
there are other options.

FAFSA on the Web (FOTW)

Students can complete an application online at www.fafsa.gov and send
it directly to the Central Processing System (CPS). They can also correct any
of their previously submitted data. Help is available for students online or by
calling the Federal Student Aid Information Center (FSAIC) at 1-800-4-FED-
AID (1-800-433-3243).

FAA Access to CPS Online

You can submit a student’s application data at FAA Access to CPS
Online (https://faaaccess.ed.gov). You can also connect to the site through
EDExpress.

Before submitting the data, print out the signature page/FAFSA summa-
ry for the student (and parent) to sign, or have the student fill out and sign a
paper FAFSA. As noted at the end of Chapter 2, you will need to retain either
the signed signature page/summary or signed FAFSA for your records, even
if the student doesn’t receive aid or attend your school.

FSAHBFEB 2013

FAFSA on the Web Worksheet

To make using the Web application
easier, ED makes available the FAFSA
on the Web worksheet. The worksheet
can be printed from the website, and
schools can order bulk quantities on the
Web at www.fsapubs.gov.

Advantages of electronic filing
We strongly recommend electronic
applications over the paper FAFSA be-
cause of the following benefits:

- Faster processing

- Fewer errors and rejected applications
because internal and end-of-entry data
edits ensure that required fields are
completed and conflicts are resolved
prior to submission

« Skip logic, which helps “shorten” the
form by allowing applicants to skip over
questions that don’t pertain to them

« Availability of online help

* Free CPS technical

support for schools or their
destination points

1-800-330-5947

CPSSAIG@ed.gov
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Websites for students
www.fafsa.gov

-FAFSA on the Web

->Make corrections to the application
->Check status of application
->Online SAR

->FAFSA4caster, which allows future
college students to estimate what their
EFC might be and what kind of federal
student aid they might be eligible for
when they apply for aid

www.pin.ed.gov
PIN website

www.studentaid.ed.gov
Higher education portal for students

FAFSA on the Web demo

You can use the FAFSA on the Web
demonstration to train financial aid staff
or to show students how to use the on-
line application. Go to
http://fafsademo.test.ed.gov and type in
eddemo for the user name and fafsatest
for the password.

Paper FAFSA

Schools can place limited orders (at www.fsapubs.org) of up to 50 copies
of the paper FAFSA. Students can request a copy from the FSAIC by calling
1-800-433-3243. Another paper option is the PDF FAFSA, which students
can get at the FOTW site. They can print the PDF and fill it out by hand, or
they can type their data on the PDF before printing and mailing it.

FAFSA on the phone

Students who have limited or no Internet access and face pressing
deadlines can choose to complete and submit their application by call-
ing 1-800-433-3243, telling a representative they would like to fill out their
FAFSA over the phone and providing their information. This typically takes
about half an hour. Students will receive a paper student aid report (SAR)
7-10 days later, which they (and their parents, if appropriate) must sign and
return. Because this is not the preferred method to apply for aid, it should be
used sparingly and only by those students identified above.

The FSA personal identification number (PIN)

The FSA PIN, along with other identifiers, gives students Internet ac-
cess to their information in FSA systems. Students (and parents) can get a
PIN at www.pin.ed.gov or by choosing to apply for a PIN when completing
a FAFSA online. The PIN is available to use immediately to sign the FAFSA;
once the application passes the Social Security Administration (SSA) match,
the PIN becomes fully functional. Applicants can then use the PIN to:

« access and electronically sign a renewal FAFSA on the Web;

«  correct their FAFSA information online, including using the IRS
Data Retrieval tool to populate tax-related fields;

o view their SAR online and print it;

 review their financial aid history as maintained in the National
Student Loan Data System (NSLDS);

 access Direct loan information and tools, including entrance
counseling at www.studentloans.gov, exit counseling at www.nslds.
ed.gov, and the consolidation website at www.loanconsolidation.
ed.gov;

 electronically sign master promissory notes at www.studentloans.
gov and TEACH grant agreements to serve at www.teach-ats.ed.gov
and complete the PLUS request process at www.studentloans.gov.

Students without a PIN will automatically receive one if their application
was signed, passed the data match with the SSA, and had a complete postal
or e-mail address. They will receive a paper mailer with the PIN or an e-mail
(if an e-mail address was given) with a secure link to their PIN online.

Students should not give their PIN to anyone. No person or entity may
request, obtain, or use a student’s PIN for submitting a FAFSA on behalf of
the student. The unauthorized use of a PIN by anyone but the owner may
result in the deactivation of the PIN or the invalidation of signed documents,
including FAFSAs and promissory notes.

I E E E E E E E E E E E E ———————— FSAHBFEB 2013
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Renewal FAFSA

When a renewal-eligible student who had a valid application the year be-
fore enters his personal identifiers on FOTW, he will be asked if he wants to
pre-fill some of the application with data from the prior year. By choosing the
FAFSA Renewal option, he can review each pre-filled item, correct any that
has changed, and provide new information as needed. If an aid administra-
tor’s school does not appear on the renewal application, she can use the stu-
dent’s data release number (DRN) to access the application on FAA Access.

In January and February 2013, most students will automatically receive
a renewal reminder by e-mail if they provided an e-mail address in the pre-
vious application year or by regular mail if they did not. The reminder tells
students that they can reapply for aid on the Web and that if they forgot their
PIN, they can retrieve it online.

PROCESSING THE FAFSA

Paper FAFSAs go to the FAFSA processor for data entry and then to the
CPS. Applications that are signed and submitted on the Web go directly to
the CPS. If a Web applicant indicated she would sign electronically later or
send a paper signature page, her FAFSA goes to a signature hold file for up to
14 days. If some type of signature is not received in that time, the application
will be sent to the CPS but will be rejected; it won’t be processed again until a
signature is received.

The CPS uses application data to calculate the EFC and to match against
several databases: those of NSLDS, the Department of Defense, the Depart-
ment of Justice, the Social Security Administration, and the Department of
Veterans Affairs, as well as the Department of Homeland Security’s database
of noncitizens and the Selective Service System registration database.

The CPS also checks the application for possible inconsistencies and
mistakes. For instance, if a dependent student reported the parents’ mari-
tal status as married but reported the household size as “2,” the edit checks

FAFSA on
FAFSA the Web
FAA Access
Processor Online Matches

Social Security

DHS

Central Processing NSLDS
System (CPS) DOD
DOJ

Selective Service
Veterans Affairs

Student
Aid Report

EFC

EFC

FSAHBFEB 2013

Renewal FAFSA and students
from Palau, the Marshall Islands,
and Micronesia

Because students from the above Pa-
cific islands, known collectively as the
Freely Associated States, are not eligible
for a PIN (for lack of an SSN), they can’t
pre-fill data on FAFSA on the Web.

But an FAA can use FAA Access to CPS
Online to enter and access renewal
applications for these students if they
meet the renewal application eligibility
requirements.

From FAFSA
to SAR/ISIR
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2013-2014 Summary of Changes would catch the inconsistency. Even when data is inconsistent, the CPS may
be able to calculate an EFC based on assumptions. For applications that your
school submits through FAA Access, you can anticipate certain assumptions
This is posted each autumn. Go to and correct or override information on the student’s FAFSA submission.
www.ifap.ed.gov and select Publi- Students who submit applications using FOTW can also correct or override
cations > Summary of Changes for some of the CPS edits before submitting the application.

the Application Processing System >
2013-2014.

for the Application Processing
System

OUTPUT DOCUMENTS: THE SAR AND ISIR

After processing is complete, the CPS produces output documents or re-
cords that show the information the student originally provided, the EFC, the
results of the eligibility matches, and information about any inconsistencies
identified through the CPS edits. If the CPS was unable to calculate an EFC,
the output record will not show one.

There are two types of output documents: the Institutional Student In-
formation Record (ISIR), which is made available electronically to the schools
the student listed on the FAFSA (or added later) and their state agency, and
the Student Aid Report (SAR), which is sent to the student or made available
to her online.

You will receive an ISIR for the student only if she includes your school
on her FAFSA. If your school is not listed, you can request an ISIR for her
through FAA Access by adding your federal school code if you have her
DRN. The DRN appears in the upper right corner of the first page of the SAR
and at the top of some of the correctable pages. The DRN and PIN are differ-
ent: the DRN authorizes your access to the student’s application information;
the PIN is the student’s personal code, which she should give to no one. A
school may ask for the student’s DRN, but it should never request the PIN.

You are required to receive ISIRs and to accept SARs from students, but
you cannot require them to submit SARs in order to receive aid. If you don’t
have an ISIR for a student, your federal school code must be added to her
record so an ISIR is sent to you. We recommend making corrections elec-
tronically via FOTW (the student) or FAA Access (the school); however, you
can require students to use a SAR to make corrections. If you don’t have an
ISIR for a student who provided a SAR or SAR Acknowledgement, you must
use the SAR or the acknowledgement to award and disburse the student aid.
Again, you must also ensure that your school code is added to the CPS re-
cord for the student (see page 87).

The SAR arrives in one of three ways. (1) Students who give an e-mail
address, whether on a paper FAFSA or an electronic application (FOTW or
FAA Access), will receive an e-mail with a link to an online SAR they can
access by providing their SSN, date of birth, and first two letters of their last
name. (2) Students who don’t give an e-mail address and who apply with a
paper application will receive a paper SAR. (3) Students who apply electroni-
cally and don’t provide an e-mail address will receive a SAR Acknowledge-
ment, which has fewer and less detailed comments than the SAR and which
can’t be used for corrections as the SAR can. If a student or parent signature
is missing, students will receive a paper SAR, which they must sign and re-
turn for processing to continue.

I E E E E E E E E E E E E ———————— FSAHBFEB 2013
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Ch. 1—The Application Process: FAFSA to ISIR

The SARs and ISIRs include comment codes and text explaining any
questionable results from the matches and edits described here. For some of
these there will also be a C code, which you must resolve before paying the
student aid. For instance, if a student has defaulted on a federal student loan,
the SAR and ISIR will note this in several places, including comments to the
student and the NSLDS financial aid history page.

For other problems, the SAR and ISIR will show that the student’s ap-
plication has been rejected and no EFC has been calculated. The SAR will
tell the student how to remove the reject by providing signatures or more
information or by correcting errors. Reject codes are given in the FAA In-
formation section, and a complete list of reject codes is in The ISIR Guide
2013-2014 at www.ifap.ed.gov.

DEADLINES

The application processing cycle lasts 18 months. For the
2013-2014 award year, applications are accepted beginning January 1, 2013,
and will be accepted through June 30, 2014.

The CPS must receive a student’s electronic FAFSA by June 30, 2014.
A paper FAFSA must be legible, and it must be mailed to the Federal Stu-
dent Aid Programs address listed on the FAFSA in time for the processor to
receive it by June 30, 2014. There are no exceptions to these deadlines. An
electronic application cannot be received before January 1, 2013, and if it
is received after June 30, 2014, it will not be processed. A paper application
received before January 1, 2013, or after June 30, 2014, will be returned un-
processed with a letter of explanation. If it is signed before and received after
January 1, 2013, it will be accepted, but the student will receive a rejected
SAR asking him to date and re-sign the SAR and return it for processing.

In addition to the above dates, the following are anticipated (see the
margin note) deadlines for the 2013-2014 award year:

o Corrections on a paper SAR must be received by September 22, 2014.
« Corrections through FOTW or FAA Access to CPS Online must be

received and accepted by the CPS before midnight (central time) on
September 22, 2014.

o Address and school changes through the Federal Student Aid Informa-

tion Center can be made through September 22, 2014.

o A school must pay or offer to pay any disbursements (except for parent

PLUS loans) for a student if it receives a SAR or ISIR with an official
EFC while she is enrolled and eligible, but not later than September
29, 2014.

« To give subsidized Title IV aid to a student, a school must have a valid

output document while the student is still enrolled for the award year
or in the timeframe the student qualifies for a late disbursement un-
der 34 CFR 668.164(g)(4)(i) and (iv) but no later than September 29,
2014.

Resources for aid administrators
For questions about EDconnect,
EDExpress, and Renewal FAFSAs, call
CPS customer service:

1-800-330-5947

TDD/TTY 1-800-511-5806

For technical systems publications, go
to www.fsadownload.ed.gov and click
on “Technical References and Guides.”

Deadline Date Notice

Every year the Department publishes

in the Federal Register a deadline notice
that provides all the processing deadline
dates. When the official deadline notice
for the 2013-2014 award year is pub-
lished, it will be available on the IFAP
website under “Federal Registers.”

FSA HB FEB 20173 1
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Valid SAR or ISIR « For students selected (by ED or the school) for verification, the school
A SAR or ISIR on which all the informa- must have verification documents and a valid output document no
tion reported on a student’s FAFSA is later than 120 days after the last day of enrollment or September 29,

accurate and complete as of the date
the application is signed.
34 CFR 668.2

2014, whichever is earlier. Schools may set earlier deadlines for the
Campus-Based and loan programs.

For the deadlines described here, the date the CPS processed the ISIR
transaction is considered to be the date the institution received the ISIR. On
the SAR, SAR Acknowledgement, and ISIR printout, the processed date is
above the EFC on the first page.
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Filling Out the FAFSA

CHAPTER 2

The FAFSA is the first step in the financial aid process. Because it’s important
to complete the form correctly, this chapter discusses some of the more
difficult questions that arise. While the chapter more closely follows the
organization of the paper application, the guidance applies equally to FAFSA
on the Web (FOTW). To see how FAFSA data are used to calculate the

expected family contribution, refer to Chapter 3.

he FAFSA is organized as steps, each consisting of a group of related
questions. There are also instructions on how to fill out the form.

As of the date the FAFSA is signed, it is considered a “snapshot” of the
family’s information that can be updated only in certain circumstances and
only for certain items; see Chapter 4.

The guidance in this chapter supplements the application instructions.
Students can get similar advice on filling out the FAFSA online at
www.studentaid.ed.gov. The parents mentioned are those of dependent
students. The numbers in parentheses are for the items as they appear on the
SAR, ISIR, paper FAFSA, and FAA Access.

STEP ONE: GENERAL STUDENT INFORMATION

Purpose: This step identifies the student and establishes his aid eligibility
based on factors such as citizenship, educational level, and Selective Service
registration (see also Volume 1: Student Eligibility). Some questions are
included to help the school package awards and to eliminate the need for
students to fill out a separate state or school financial aid form.

M Student’s name (1-3). The name, along with other identifying
information, is used for several data matches. Because the U.S.
Department of Education (ED) matches the student’s name and Social
Security number (SSN) with the Social Security Administration (SSA),
the name here should match the one in the SSA’s records, i.e., as it
appears on the student’s Social Security card.

B Permanent mailing address (4-7). This cannot be the school address,
with two exceptions: an incarcerated student or homeless youth may
use his college’s administrative address and, if he is submitting a paper
FAFSA, he will include with it a letter from the school indicating that
he is incarcerated or homeless and is using the school’s address. If he is
applying on the Web, he should send the letter to the FAFSA processor
(the same address to which a paper FAFSA is sent) and be sure that it
contains his SSN.

Paper FAFSA steps

Step One—General student
information

Step Two—Student/spouse income
and assets

Step Three—Dependency status

Step Four—Parents’ information
(dependent students only)

Step Five—Independent student data

Step Six—School information

Step Seven—Signature(s)

Completing the FAFSA
Information for students is online at
www.studentaid.ed.gov/resources.
You may want to link to this reference
from pages that students use on your
website. Scroll down the page for the
Completing the FAFSA brochure. You
can also download FAFSA on the Web
graphics to use on your website:
http://studentaid.ed.gov/about/link.
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STEP 1
Questions 8-23
Student information

The SSN and certain Pacific
island residents

Persons from the Republic of the Mar-
shall Islands, the Federated States of
Micronesia, or the Republic of Palau (the
Freely Associated States) typically do
not have SSNs. Students who indicate
on the FAFSA that their state of legal
residence is one of the above Pacific
island groups should enter “666" for the
first three digits of their SSN, and the
CPS will assign them an identification
number. They should use this number
in place of the SSN throughout their
financial aid years.

Previously “888" was used for the first
digits of the SSN in these instances, but
the Social Security Administration has
begun to use previously unassigned
number ranges for SSNs. So as of Oc-
tober 23, 2011, students who are filling
out a FAFSA for the first time will use
"666." Students who had “888" numbers
assigned in recent award years have
had those replaced with “666” numbers.
See the relevant electronic announce-
ment from October 7, 2011.

Same-sex marriage and the
Defense of Marriage Act (DOMA)
According to the Defense of Marriage
Act (1996), “...the word ‘marriage’
means only a legal union between one
man and one woman as husband and
wife, and the word ‘spouse’ refers only
to a person of the opposite sex who is a
husband or a wife.” Therefore, same-sex
unions are not considered marriages for
federal purposes, including the FAFSA.

B Student’s SSN (8). With the exception noted in the margin, a

student must have an SSN to apply for federal student aid. If she
submits a FAFSA without an SSN, the FAFSA will be returned to her
unprocessed. To get an SSN or to determine what the number is if the
Social Security card was lost, she must contact the local Social Security
Administration (SSA) office. Call the SSA at 1-800-772-1213 (TTY:
1-800-325-0778) for more information.

The student should be careful when entering her SSN. Although it

can be corrected after the FAFSA is processed, the number originally
entered will always be used as her ID, and it is likely to cause confusion
and extra work for the financial aid administrator if it doesn’t match
the student’s SSN. While not required, the student can solve the
confusion by filing a new original FAFSA using the correct SSN.

B Student’s e-mail address (13). If the student provides this address, he

should get an e-mail with a link to his online SAR data within one to
three days after the CPS receives his application. The Department will
also use this e-mail address to correspond with him regarding his ap-
plication and PIN.

Citizenship status (14). Examples of noncitizenship categories

are given in the FAFSA instructions, and a detailed discussion of
citizenship issues can be found in Volume I: Student Eligibility. Only
citizens or certain classes of noncitizen are eligible for Title IV aid;
however, a student should still submit the FAFSA if she might be
eligible for aid from institutional, state, or private sources that do not
require U.S. citizenship.

Student’s marital status (16 and 17). This is marital status “as of
today”—the day the application is signed. Marital status cannot be
projected. It can be updated in limited circumstances; see Chapter 4.

Student’s state and date of legal residence (18-20). This information
is used in the EFC calculation to determine the appropriate allowance
for state and other taxes.

It also indicates which state agency should receive the student’s FAFSA
information. States have varying criteria for determining whether

the student is a resident for purposes of their financial aid. However,
residing in one state for four years will meet any state’s criteria.
Therefore, a person answering “Yes” to question 19 will likely meet the
residency requirements of the state reported in question 18, while the
state eligibility for a person answering “No” will depend on the date
reported in question 20 and the state’s requirements.

Conviction for possessing or selling illegal drugs (23). Students
convicted of a federal or state offense of selling or possessing illegal
drugs that occurred while they were receiving federal student aid
should still complete and submit the FAFSA because they may be
eligible for federal aid, and even if they aren’t, they may be eligible for
state or institutional aid.
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Students who fill out their FAFSA online and answer “Yes” to question
23 will immediately receive a series of questions to determine their
eligibility.

Students who fill out a paper FAFSA and answer “Yes” to this question
will receive a worksheet with their SAR to determine whether the
conviction affects their eligibility for federal student aid. If the date
they regain eligibility falls before July 1, 2013, the worksheet will
instruct them to change the response to a “1,” indicating full eligibility
for the award year. If the date falls between July 1, 2013, and June 30,
2014, they will not be eligible for part of the award year and will need
to change the response to a “2”

If the date falls after June 30, 2014, the students’ response will remain

a “3” They will not be eligible for federal aid during the entire award
year unless they complete a qualified drug rehabilitation program or
pass two unannounced drug tests given by such a program. See Volume
1: Student Eligibility for more information.

Students who leave question 23 blank cannot be paid Title IV aid until
they respond by submitting a corrected SAR or ISIR.

Highest level of school completed by student’s parents (24 and

25). Some state agencies use this information to award grants and
scholarships. Father and mother are defined here as the student’s

birth or adoptive parents but not stepparents, guardians, or foster
parents. This definition is unique to these questions—all others use the
definition on page 25.

High school completion status (26). The student indicates whether
he has a high school diploma or General Educational Development
(GED) certificate, he was homeschooled, or none of these apply. The
last category includes those who have the equivalent of a high school
diploma (see Volume I, Chapter 1, of the FSA Handbook), for example,
students who have passed the California High School Proficiency
Exam (CHSPE) but did not earn a high school diploma; California
considers a passing grade on the CHSPE to be equivalent to a diploma.

High school (27). This question asks for the name of the high school
where the student received or will receive her diploma, as well as the
city and state where it is located. On FAFSA on the Web, the student
will be able to choose the name from a list or type in the name if the
school is not on the list. See Volume I of the Handbook about checking
the validity of a high school education.

First bachelor’s degree (28). The student answers if he will have a
first bachelor’s degree before July 1, 2013, because eligibility for Pell
and Federal Supplemental Educational Opportunity grants (FSEOGs)
is almost exclusively restricted to students who have not received a
bachelor’s degree or completed the requirements for one. See “Pell
Grants” in Chapter 6 of Volume 1: Student Eligibility regarding degrees
from unaccredited and foreign schools, which can count as bachelor’s
degrees for Pell and FSEOG eligibility.

STEP 1
Questions 23-28
Student information

Undergraduate student
definition

A student who is enrolled in a program
of study that usually does not exceed
four academic years or is enrolled in a
longer program that is designed to lead
to a first degree at the baccalaureate
level. A student enrolled in a program
that lasts longer than five years is con-
sidered an undergraduate for only the
first four years.

For the FSEOG, Pell, and TEACH Grant
programs, a student is an under-
graduate only if he has not earned,

or completed the requirements for, a
bachelor’s or professional degree. Stu-
dents enrolled in a postbaccalaureate
program as described in 34 CFR 686.2(d)
and 690.6 are still undergraduates for
receiving TEACH and Pell grants.

Students enrolled in dual degree pro-
grams that confer a bachelor’s degree
and either a graduate or first profes-
sional degree are undergraduates

for at least the first three years of the
program. The school determines at
what point after three years the student
ceases to be an undergraduate.

34 CFR 668.2(b)

Graduate or professional
student definition

A graduate student is one who: is not
receiving aid as an undergraduate

for the same period of enrollment; is
enrolled in a program above the bach-
elor's degree level or one leading to a
professional degree; and has completed
the equivalent of at least three years of
full-time study, either before entrance
into the program or as part of it.

34 CFR 668.2(b)
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STEPS 2 &4
Questions 29-39 and
79-87
Grade level, tax
return, and income

Income and assets
HEA Sec. 480(a), (b), (), (9)

Income earned from work and
the IRS 1040 form

The FAFSA instructs the applicant to
sum lines 7, 12, and 18 of the 1040 form
and box 14 [code A] of Schedule K-1
(Form 1065) as an option for determin-
ing the income earned from work. But
when the values of lines 12 or 18 or
box 14 are negative, this will reduce the
total and can wrongly affect the Social
Security allowance. If values from lines
12 or 18 or box 14 are negative, treat
them as zero when determining the in-
come earned from work.

Income earned from work and
combat pay

Because combat pay is not counted as
untaxed income and is removed from
the AGI when it is taxable, it should not
be included in the income earned from
work.

EFA or not?

Sometimes it is difficult to account for
an outside financial award. If a student
receives the award because of post-
secondary enrollment, it counts as
estimated financial assistance (EFA) if

it is not considered wages for employ-
ment according to federal or state rules,
or if it is considered wages and is based
on need. Any amount that appears as
income on the tax return will also be
included on the appropriate line of item
43 or 91 on the FAFSA. If the award is
considered wages for employment but
is not based on need, then it is not EFA
and it remains in income.

B Student’s grade level at the start of the school year (29). This is not
based on the number of years the student has attended college but on
work completed toward the degree/certificate. For instance, a full-time
student might attain second-year grade level after one year of study,
while a half-time student would take two years to reach that level.

B Interest in work-study (31). The student indicates whether she is
interested in receiving work-study. This helps the school in packaging
her award. If she isn’t sure about wanting work-study, she should
answer “don’t know” so she will be considered for it; later she can
decline any aid she doesn’'t want.

STEPS TWO AND FOUR: INCOME AND ASSETS

Purpose: Questions 32-44 ask for the student’s and spouse’s income
and assets. Step Four collects similar information about parents” income and
assets, so the following discussion also pertains to parents.

If the student or her parent wasn’t married in 2012 but is married when
the application is signed, the student also needs to provide income and asset
information for the new spouse. If the student or her parent was married in
2012 but is separated or divorced or the spouse has died when the application
is signed, the student or parent doesn’t provide income and assets for that
spouse even though the information may be on the 2012 tax forms.

The FAFSA asks for income and taxes paid according to lines on the IRS
tax forms for 2012, the “base year” for 2013-2014. Data from the completed
tax year is used as a predictor of the family’s financial situation for the
current year. If 2012 tax data is not available yet, best estimates can be used
on the application, though the student is asked to correct them later when the
tax return is filed.

The FAFSA also collects information for certain investments and other
assets. Applicants only report the net worth of assets instead of reporting
the value and debt. They should report asset amounts as of the date the
application is signed.

B Tax return filed (32-34, 79-81 for parents). These questions ask if a
2012 tax return was completed, which return was or will be filed, and
whether the student or parents were eligible to file a 1040A or 1040EZ.
The CPS uses this information in part to identify if the student is
eligible for the simplified needs test or the auto zero EFC (see the
margin note on page 15).

B Adjusted gross income (AGI) and other tax data (35-39, 83-87 for
parents). Dependent students report these items for their parents.
Each question gives the line reference to the 2012 IRS tax forms, so it
will be easier to enter the income and tax paid if the tax return has
been completed. A student can instead estimate answers, but if the
estimated information is wrong, she might have to correct it when the
tax return is filed. The worksheet on page 14 can help students estimate
their tax information.
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The IRS Data Retrieval Tool (DRT) allows students and parents who
are using FAFSA on the Web and who have already submitted their
federal tax return to electronically transfer their tax data from the IRS
database. The ISIR will show that data was transferred and if it was
altered. All students and parents of dependent students who indicate on
the application that they have already filed a federal tax return and who
are otherwise eligible to use the DRT will be directed to do so. Students
and parents are strongly encouraged to make use of the DRT (though it
is voluntary) because it is accurate, efficient, and useful for verification
and corrections; see the relevant chapters in this guide.

Students or parents who filed a joint return but are divorced, separated,
or widowed when the application is signed won’t be able to copy

the information from the tax forms or transfer data with the DRT.
Instead, they must figure out how much of the income and taxes

paid is attributable to them and not their spouses. For more on this
calculation, see “Using a joint return to figure individual AGI and taxes
paid” in Chapter 4.

If the student, spouse, or parents were not required to file a tax return,
the student should still report any income earned from work in lines
38-39 (student and spouse) and lines 86-87 (parents). The W-2 form
and other records should be used to determine these amounts. Do not
include combat pay (see the margin note on page 12).

Income earned from work is used to calculate allowances for the Social
Security and Medicare tax (aka the Federal Insurance Contributions
Act or FICA tax) and for the added costs incurred by working families.
For non-taxfilers it will also be used in place of AGI and will cause the
application to be rejected if it is above the tax filing threshold.

For a fiscal year tax return, as opposed to one for the calendar year, the
applicant should report information from the fiscal year return that
includes the greater number of months in 2012.

If the student or parents filed a tax return using something other than
a common IRS form, such as a foreign or Puerto Rican tax form, the
student should report on the FAFSA the amounts (converted to U.S.
dollars) from the lines of the form that correspond most closely to
those on the common IRS forms.

Assets (40-42, 88-90 for parents). An asset is property the family
owns and that has an exchange value. The FAFSA collects current (as
of the day of signing the FAFSA) data about cash, savings and checking
accounts, investments, businesses, and investment farms. Most assets
are investments such as college savings plans, Coverdell savings
accounts, real estate, installment and land sale contracts (including
mortgages held), trust funds, mutual funds, money market funds,
UGMA and UTMA accounts, certificates of deposit, stocks, stock
options, bonds, commodities, and precious metals. If the asset isn’'t a
business or investment farm, it should be reported as an investment.

STEPS 2 &4
Questions 35-42
and 83-90
Income, other tax
data, and assets

Fiscal year return example
Owen'’s parents file a fiscal year tax
return. They start their fiscal year in
September. The return they filed for the
fiscal year starting in September 2011
includes eight months in 2012. The re-
turn they'll file for the fiscal year starting
in September 2012 only includes four
months of 2012. Therefore, they should
use the information from the tax return
for the fiscal year that started in Sep-
tember 2011.

When there are U.S. and foreign
tax returns

When a student or parent has returns
from both a foreign nation and the
United States for the same tax year, they
should use the data from the U.S. return
when filling out the FAFSA.

Other tax forms

The following tax forms are considered
alternatives to a U.S. Form 1040A and
1040EZ: the income tax returns required
by the tax codes of the Commonwealth
of Puerto Rico, Guam, American Samoa,
and the U.S. Virgin Islands. Information
from these tax returns would be
reported on the FAFSA in the same
manner as U.S. tax information, and
copies of these forms can be used for
verification in the same way as U.S.

tax forms are. Amounts are already
reported in U.S. dollars, and the school
should look at tax return line items that
are comparable to the IRS line items for
verification.
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AGI worksheet for those who have not completed a tax return
Use this worksheet to estimate adjusted gross income (AGl) if you For question 35 For question 83
have not completed a tax return. Student/Spouse Parents
Wages, salaries, tips, etc.

$ 00| S 00
Interest income

+ 00| + 00
Dividends

+ 00| + 00
Other taxable income (alimony received, business and farm income,
capital gains, pensions, annuities, rents, unemployment compensation,
Social Security, Railroad Retirement, and all other taxable income) + 00| + .00
Add all of the numbers in the column.

= 00 = 00
Subtract IRS-allowable adjustments to income (payments to IRA and
Keogh plans, one-half of the self-employment tax, the self-employed
health insurance deduction, the interest penalty on early withdrawal of
savings, and alimony paid). - 00| - .00
Total—write this amount in question 35 or 83.

$ 00| $ 00

Zero income
Occasionally an applicant will report no income for the base year. This can occur when the family has
tax write-offs that produce a negative AGI or when the applicant neglected to report untaxed assistance.
Zero income is noted in our CPS edits and may increase the likelihood that the applicant will be selected
for verification. If the CPS does not select the student for verification, you may still choose to ask her for
further information about her means of support during the base year. Also, you may use professional
judgment (P)) to adjust the income line items to reflect income the family receives that doesn’t appear
on the tax return.

Any cash support for the student, other than support from a parent for a dependent student, counts as
untaxed income and must be reported. In-kind help (see page 21) from a friend or relative is not consid-
ered untaxed income, but you may use PJ to account for the value of that in-kind support. For example,
you could adjust the room and board component of the cost of attendance (COA) for a student who lives
with his aunt and eats meals with her family.

I FSA HB FEB 2013
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The FAFSA asks for the net worth of investments, which is their total
current market value minus their associated debts. If their net worth is
negative, the student reports a zero.

Similarly for businesses and investment farms, the current net worth
is reported for land, buildings, machinery, equipment, livestock, and
inventories. The current market value of a business or investment farm
is reduced by the debt owed on it to determine the net worth. Business
or farm debt means only those debts for which the business or farm
was used as collateral.

Excluded assets—not to be reported on the FAFSA:

=> Possessions such as a car, a stereo, clothes, or furniture are not re-

ported as assets.

=> A family's principal place of residence is not reported, even if it is

part of a business.

=> A family farm (including equipment, livestock, etc.) isn’t included as

an investment on the FAFSA if:
 itis the principal place of residence for the applicant and his family
(spouse or, for dependent students, parents), and

« theapplicant (or parents of a dependent student) materially partici-
pated in the farming operation.

-> Family-owned and controlled small businesses (which can include

farms) that have 100 or fewer full-time or full-time equivalent
employees do not count as an asset. “Family-owned and controlled”
means that more than 50% of the business is owned by persons who
are directly related or are or were related by marriage (family members
do not have to be counted in the household size for this question).

-> Retirement plans and whole life insurance. The value of retirement

plans—401(k) plans, pension funds, annuities, non-education IRAs,
Keogh plans, etc.—is not counted as an asset, but distributions do
count as income; they appear in the AGI if taxable and in questions
44 and 92 if untaxed. Similarly, the cash value or equity of a whole life
insurance policy isn’t reported as an asset, but an insurance settlement
does count as income.

The full amount of the distribution is reported, whether it was a

lump sum or annual distribution, and it will count as taxable or
untaxed income, as appropriate. An exception to reporting pension
distributions is when they are rolled over into another retirement plan
in the same tax year.

- Excluded assets for Native American students. The law excludes

reporting any property received under the Per Capita Act or the

Distribution of Judgment Funds Act (25 U.S. Code 1401, et seq.), the
Alaska Native Claims Settlement Act (43 U.S. Code 1601, et seq.), or
the Maine Indian Claims Settlement Act (25 U.S. Code 1721, et seq.).

STEPS 2 & 4
Questions 40-42
and 88-90
Assets

Simplified needs test

The law provides a “simplified

EFC” calculation for a student who
meets certain income and tax filing
requirements. If the applicant is
eligible based on the information on
the FAFSA, the CPS will automatically
exclude assets from the EFC calculation.
However, some states and schools
require this information for their own
aid programs.

Rental properties

Rental properties are an asset. A unit
within a family home that has its own
entrance, kitchen, and bath (therefore a
rented bedroom would not count) and
that is rented to someone other than

a family member counts as an asset.

To calculate its net value, multiply the
net value of the entire structure by the
fraction the rented space represents.
Similarly, if a family owned a 10-unit
apartment building and lived in one of
the apartments, 9/10 or 90% of the net
value of the building would be an asset.

At times a student or parent will claim
rental property as a business. Generally,
it must be reported as real estate
instead. A rental property would have
to be part of a formally recognized
business to be reported as such, and

it usually would provide additional
services like regular cleaning, linen, or
maid service.
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2 4 Qualified education benefits
STE PS & Qualified tuition programs (QTPs, also known as section 529 plans because they are
. ens covered in section 529 of the IRS tax code) and Coverdell education savings accounts
Quallﬁed tuition are grouped together in the law as qualified education benefits and have the same
programs treatment: they are an asset of the owner (not the beneficiary because the owner
can change the beneficiary at any time) except when the owner is a dependent stu-
dent, in which case they are an asset of the parent. When the owner is some other
person (including a non-custodial parent), distributions from these plans to the
student count as untaxed income, as “money received.”

UGMA and UTMA accounts
The Uniform Gifts and Uniform Trans-

fers to Minors Acts (UGMA and UTMA) Statgs, thei( ggencies, and some colleges sponsor plans known in the IRS tax code as

allow the establishment of an account qualified tuition programs. The IRS mentions two types of QTPs that are commonly

for gifts of cash and financial assets for a called prepaid tuition plans and college savings plans. States may offer both plan

minor without the expense of creating a types, but colleges may only sponsor prepaid tuition plans.

trust. Because the minor is the owner of

the account, it counts as his asset on the Prepaid tuition plans allow a person to buy tuition credits or certificates, which

FAFSA, not the asset of the custodian, count as units of attendance. The number of units doesn’t change even though

who is often the parent. tuition will likely increase before the beneficiary gets to use the tuition credits. They
are an asset of the plan owner, and their worth is the refund value of the credits or
certificates.

College savings plans allow a benefactor to deposit money into an account that will
be used for the beneficiary’s college expenses. The buyer does not pre-purchase
tuition credits as with a prepaid tuition plan. Rather, this type of plan is essentially a
savings account, and its value as an asset is the current balance of the account.

Coverdell education savings accounts, or ESAs, are another tax-advantaged savings
vehicle for college education. They are treated the same as college savings plans:
the current balance is an asset of the account owner.

As long as distributions from QTPs and ESAs do not exceed the qualified education
expenses for which they are intended, they are tax-free, so they will not appear in
the next year's AGl. They should not be treated as untaxed income (except in the
cases mentioned above) or as estimated financial assistance. For more information
on these benefits, see the IRS's Publication 970, Tax Benefits for Education.

Reporting “take-back” mortgages
In a take-back mortgage, the seller of a house finances a portion of its cost for the
buyer, who repays this additional mortgage to the seller. The seller reports the
interest part of any payments received from the buyer on Schedule B of IRS Form
1040. Therefore, if a student or his parents report such interest on the tax return, it
likely indicates an asset that should be reported on the FAFSA: the value of the take-
back mortgage. There would be no debt reported against this asset. For example,
if a dependent student’s parents sold their house for $200,000 and financed a take-
back mortgage of $40,000 to the buyer, the parents should report $40,000 as the
net worth of the investment. The worth will decrease each year depending on how
much of the principal the buyer paid back that year. This concept applies to other
forms of seller financing of the sale of a home or other property.
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Reporting trust funds
Trust funds in the name of a student, spouse, or parent should be reported as that person’s asset on the application, generally even
if the beneficiary’s access to the trust is restricted. If the settlor of a trust has voluntarily placed restrictions on its use, then the
student should report its present value as an asset, as discussed below. If a trust has been restricted by court order, however, the
student should not report it. An example of such a restricted trust is one set up by court order to pay for future surgery for the vic-
tim of a car accident.

How the trust must be reported depends on whether the student (or dependent student’s parent) receives or will receive the inter-
est income, the trust principal, or both. In the case of a divorce or separation where the trust is owned jointly and ownership is not
being contested, the property and the debt are equally divided between the owners for reporting purposes unless the terms of the
trust specify some other method of division.

Interest only
If a student, spouse, or parent receives only the interest from the trust, any interest received in the base year must be reported as in-
come. If the interest accumulates and is not paid out, the recipient must report an asset value for the interest she will receive. The
trust officer can usually calculate the value of the interest the person will receive while the trust exists. This value represents the
amount a third person would be willing to pay for the interest income.

Principal only
The person who will receive only the trust principal must report as an asset the present value of his right to that principal. For
example, if a $10,000 principal reverts to a dependent student’s parents when the trust ends in 10 years and the student is receiv-
ing the interest, he would report the interest he received as income and report as a parental asset the present value of his parents’
rights to the principal. The present value of the principal can be calculated by the trust officer; it's the amount that a third person
would pay for the right to receive the principal 10 years from now—nbasically, the amount that one would have to deposit now to
receive $10,000 in 10 years.

Both principal and interest
If a student, spouse, or parent receives both the interest and the principal from the trust, the student should report the present
value of both interest and principal, as described in the discussion of principal only. If the trust is set up so that the interest accu-
mulates within the trust until it ends, the beneficiary should report as an asset the present value of the interest and principal that
she is expected to receive when the trust ends.

Ownership of an asset
In some cases the ownership of an asset is divided or contested, which can affect how the student reports the asset.

Part ownership of asset
If the parent or student has only part ownership of an asset, the student should report only the owned part. Generally the value of
an asset and debts against it should be divided equally by the number of people who share ownership unless the share of the asset
is determined by the amount invested or the terms of the arrangement specify some other means of division.

Contested ownership
Assets shouldn't be reported if the ownership is being contested. For instance, if the parents are separated and can't sell or borrow
against jointly owned property because it's being contested, the parent reporting FAFSA information would not list any net worth
for the property. However, if the ownership of the property is not being contested, the parent would report the property as an as-
set. If ownership of an asset is resolved after the initial application is filed, the student can’t update this information.

Lien against, and imminent foreclosure of, an asset
If there’s a lien against the asset, the net value of the asset is determined by subtracting from its total value any associated debt
as well as the amount of the lien. If foreclosure of an asset is imminent, the net value of the asset would still be reported until the
party making the foreclosure completes legal action to take possession of the asset. If the status of the property changes after the
application is filed, the student can’t update the asset information.
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STEPS 2 &4
Questions 43 and 91
Taxable income
offsets

American Opportunity credit
Part of this credit can be refundable,
that is, payable to tax filers even if they
do not owe any federal income tax.
The nonrefundable portion appears on
the same lines of the tax return and the
FAFSA as the Lifetime Learning credit.
The refundable portion appears on

line 66 of the 1040 form and line 40 of
the 1040A. It does not appear on the
lines of the FAFSA for the education tax
credits, nor does it count as untaxed
income.

Reimbursements and stipends
Employers often help with education
costs by paying stipends or reimburs-
ing employees for classes taken. These
benefits count as estimated financial
assistance (or reduce the cost of at-
tendance) even if they aren't received
until the end of the class(es) and are
contingent on earning a minimum
grade. Any taxable portion received in
the prior year and appearing in the AGI
is entered in question 43 or 91.

Child support payments
example

Steven and his wife each have a child
from a previous relationship who
doesn't live with them and for whom
they pay child support. Because Steven
provides over half of his daughter’s sup-
port through his payments, he counts
her in his household size. Therefore,

he doesn't report the amount of child
support he pays on his FAFSA. Steven's
wife isn't providing over half of her
son’s support, so he isn't included in
Steven'’s household size. Therefore,
Steven can report the amount of child
support his wife pays.

B Taxable income offsets (43 and 91). These questions total certain

types of income and other monies that are excluded from income in
the need analysis. The CPS subtracts these excluded amounts from the
AGI when calculating the EFC.

a. Education tax credits. These are the American Opportunity and
Lifetime Learning tax credits; the FAFSA refers to lines 49 and 31 on
the 1040 and 1040A tax returns respectively. See the margin note.

b. Child support payments. Count those made during 2012 because
of divorce, separation, or legal requirement by the student, spouse, or
parent whose income is reported on the FAFSA. Don't include support
for children in the household (see the example in the margin). Also,
don’t count child support received for a child in the household size;
that is considered untaxed income.

c. Taxable earnings from need-based work programs. These are
earnings from any need-based work program, including Federal
Work-Study and need-based employment portions of fellowships or
assistantships. The student uses the W-2s or other records she received
for these earnings.

d. Student grant and scholarship aid. A student reports only the
amount of grants and scholarships received that is taxable income.
This includes grant and scholarship (not employment) portions of
fellowships and assistantships, as well as taxable stipends and employer
tuition reimbursements. Include also AmeriCorps benefits (awards,
living allowances, and interest accrual payments) except those for
health care or child care. The filer usually writes the taxable amount

of the grant or scholarship separately on the tax form next to the

line where wages and other earnings are reported. If the amount was
reported this way, the student can copy it from the tax form.

e. Combat pay. Enter only the portion that was included in adjusted
gross income. This should be zero for enlisted persons and warrant
officers (including commissioned warrant officers) because their
combat pay is entirely non-taxable. For commissioned officers
generally, combat pay in excess of the highest enlisted person’s pay
(plus imminent danger/hostile fire pay) is taxable. To determine the
taxable amount, find the total combat pay from the serviceperson’s
leave and earnings statements and subtract the untaxed portion,
which is reported in box 12 of the W-2 form with code Q. See IRS
Publication 3, Armed Forces’ Tax Guide, for more information.

f. College cooperative education program earnings from work. The
student uses the W-2s or other records she received for these earnings.

Untaxed income (44 and 92). These questions total the untaxed
income, some of which is reported on the tax form even though it isn’t
taxed. A student who hasn't filed a return will have to estimate these
amounts, and students or parents may need to separate information
from a joint return.
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a. Payments to tax-deferred or sheltered pension and savings plans
(paid directly or withheld from earnings). This includes untaxed
portions of 401(k) and 403(b) plans. These types of payments are
listed in boxes 12a through 12d of the W-2 and will have one of the
following codes: D, E, F, G, H, or S. Note that employer contributions
to these plans shouldn't be reported as an untaxed benefit.

b. Deductible IRA or Keogh payments. Payments to an IRA or
Keogh plan that are excluded from taxation are reported as untaxed
income. These amounts appear on the tax return.

c. Child support received for all children.

d. Tax-exempt interest income. Certain types of interest, such as
interest on municipal bonds, are tax-exempt. This amount is on line
8b on both the 1040 and 1040A forms.

e. and f. Untaxed IRA distributions and pension or annuity
payments. A tax filer determines how much of his IRA distribution
or pension or annuity payment is taxable when he completes his
tax return. The applicant reports the untaxed portion, which is
determined from the tax return, but should not include rollovers
(transfers of funds from one IRA to another).

g. Housing, food, and other living allowances. Some people,
particularly clergy and military personnel, receive these allowances as
compensation for their jobs. Money received to pay for rent should
also be reported, as should the free use of a house or apartment (the
rent or market value of a comparable house or apartment can be
used). Similarly, if the student received free room or board in 2012
for a job that was not awarded as student financial aid (including
resident advisor positions that provide free room and board as part of
the student’s non-need-based employment compensation), she must
report the value of the room and board as untaxed income. Note the
housing exclusions on the following page.

h. Veterans’ noneducation benefits. This includes disability, the
death pension, Dependency and Indemnity Compensation (DIC), and
Veterans Affairs (VA) educational work-study allowances.

i. Any other untaxed income not reported elsewhere. This can
include disability (but not Social Security disability), worker’s
compensation, interest income on education IRAs, untaxed portions
of Railroad Retirement benefits, black lung benefits, refugee assistance,
the untaxed portion of capital gains, and foreign income that wasn’t
taxed by any government and isn't part of the Foreign Earned Income
Exclusion.

j- Money received (44 only). The student reports any cash support he
received, but if dependent he does not count his parents’ support, with
one exception: money from a non-custodial parent that is not part of a
legal child support agreement is untaxed income to the student. Cash
support includes money, gifts, and loans, plus housing, food, clothing,

STEPS 2 &4
Questions 44 and 92
Untaxed income

Health savings accounts

Health savings accounts (HSAs) resem-
ble tax-deferred pension and savings
plans more than flexible spending ar-
rangements; for example, the balance in
an HSA persists from year to year, while
that in a flexible spending arrangement
must be spent on qualified expenses by
the end of the year. Therefore, treat tax-
free contributions to an HSA as untaxed
income; these will appear on line 25 of
the 2012 IRS Form 1040. The balance in
the account does not count as an asset,
nor would distributions from it count

as untaxed income when they are used
for qualified medical expenses. Distribu-
tions not used for qualified expenses
are subject to income tax (and a pos-
sible penalty) and will be counted in the
adjusted gross income.

Independent student with
parental support example

Doug is a graduate student, so he’s
independent even though he still lives
with his parents and has no income of
his own. Although the FAA at his school
can’t make him a dependent student,
she can decide to use professional judg-
ment to add an amount to his untaxed
income to account for the in-kind sup-
port his parents provide.
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STEPS 2 &4

Untaxed income not
reported on the FAFSA

Box 14 items on the W-2

Schools are not required to review in-
come listed in box 14 of the IRS's W-2
form. There are a few reasons for this.
Several of the items the IRS suggests
could be reported in box 14 are cap-
tured already on the FAFSA (in adjusted
gross income for instance); also, em-
ployers could include in box 14 certain
non-elective pension plan contribu-
tions, and non-elective contributions
should not be counted in the need
analysis. Finally, because no employer is
required to provide information in box
14, it is unlikely that employers will be
consistent in what they report there.

But if you are aware that a box 14 item
should be reported—i.e,, if it represents
discretionary income—you should
count it on the pertinent line. For exam-
ple, clergy parsonage allowances often
appear in box 14, and you would count
that on line g of question 44 or 92.

Dependent benefits example
Stanislaw’s uncle Yvor lives with him
and receives a small disability payment
each month. This amount is paid
directly to Yvor, so Stanislaw doesn't
report it as income when he completes
the FAFSA. The payment is small
enough that Stanislaw is still providing
more than half of Yvor's support,

and because he expects to continue

to provide more than half support
during the award year, he includes
Yvor as a dependent in his household
size. However, starting the July after
the current award year, Yvor expects
to also start receiving a pension. The
combination of the pension and the
disability payment will be enough that
Stanislaw won't be providing more than
half of his uncle’s support and therefore
won't be able to include Yvor in his
household size after this award year.

car payments or expenses, medical and dental care, college costs, and
money paid to someone else on his behalf. For example, if a friend

or relative pays his electric bill or part of his rent, he must report the
amount as untaxed income. If he is living with a friend who pays the
rent and the student’s name is on the lease, the rent paid on his behalf
counts as cash support because he is responsible for payments that his
friend is making. Note that this item does not appear in the parents’
question—only the student reports this information.

Tips on reporting benefits:

The student reports the actual amount of benefits received during the
year, even if it is an underpayment or an overpayment that will be cor-
rected in the next year. However, if the underpayment or overpayment
was adjusted in the same year, only the net amount received during
that year would be reported.

Benefits the student or parent receives on behalf of anyone included in
his FAFSA household size count as income to him unless the person is
an adult, e.g., a grandmother (a child would not count) who receives
the benefits in her name. Such a person is not included in the house-
hold size if benefits in her name total more than half of her support.

Income and benefits NOT to be included:

-> Student aid is accounted for in packaging (see Volume 3: Calculating
Awards and Packaging); it does not count as income in the calculation
of the EFC. Student aid includes tuition benefits a parent receives for a
dependent, such as those from the parent’s employer