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Taxes and FAFSAs: Bores and Chores

By David E. Stoffer, adapted from his original article,

The FAFSA: Making It User Friendly 

Income tax time is upon us. Many parents find this experience so distasteful they procrastinate until the very last minute. Others, customarily those with a refund coming, file as early as possible. Unfortunately, preparing your taxes is a necessary step in the financial aid process so if you're the parent of a college bound student you must become doubly organized or wind up doubly troubled. This article shows you why!

Apply Early

Students and parents must be aware of deadlines for both admission and financial aid and file their ‑applications well in advance of these deadlines. As obvious as this may sound, many students miss out on financial aid opportunities because they fail to meet the filing deadlines. The best financial aid awards and highest amounts of gift money are generally given to the earliest applicants. Both the Free Application for Federal Student Aid (FAFSA) and the Financial Aid Form (FAF) should be submitted as soon after January I as possible, but not before. The, processor will not accept aid applications with pre‑January 1 postmarks. I know one parent who left his New Year's Eve party at midnight just to mail his child's FAFSA.

Complete Your Tax Return ASAP

Questions *53 and *64 on the 1995/96 FAFSA ask whether your income information comes from a completed or an estimated IRS 1040. One of the most common errors parents make is to assume a completed tax return means the same thing as a Filed tax return. The two are not synonymous. You may complete your return on January 1, and file it as late as April 15 (or August 15 if you file an extension, or as late as October 15 if ‑the IRS grants a second extension).

Completing your tax return can be done' accurately and to the satisfaction of the college financial aid officer much more easily than you think. You can get most of the income information you need from your last pay stub in December, which in this day and age of computerization, contains the same information that will appear on your W‑ 2 in late January. You can get the rest of the income information you need by keeping accurate investment account information. A quick telephone call or trip to your financial institution in late December or early January should provide any missing information. Otherwise you have to wait until late January for your 1099s with interest, dividend and/or capital gain information. Again, your tax return does not need to be filed at this time, just completed and signed by either you or your tax preparer.

Be Ready To Share Your Tax Return

Some schools request copies of all tax returns; others will request returns from pre-selected applicants. You will be notified as to whether yours is requested, so don't mail your tax return to the college until it is necessary. Note: Never mail your tax return with your FAFSA or FAF. Processing centers are only interested in the data you provide on your financial aid applications, and use paper shredders to destroy any superfluous information.

Estimated vs. Completed Tax Returns

You may ask. What's wrong with filing for financial aid based on an estimated return? Here are three of the drawbacks:

Increased Paperwork. If you file your FA.FSA based on estimated income information, you'll probably have to make corrections when you receive your Student Aid Report (SAR). The SAR Lists your responses to FAFSA questions and displays your resulting Expected Family Contribution (EFC) in the form of a code. EFC: 02100 means your family is expected to contribute $ 2,100 toward college expenses. If a college costs more than $2,100, you are eligible for federal student aid. If your actual income information is different than what you originally submitted, you’d have to make corrections on the SAR and submit it for reprocessing. This additional delay can determination of you financial aid award or, since significant corrections can effect the extent of your EFC, change your award after it had been determined.

Closer Scrutiny of Information. Financial aid officers must audit certain FAFSAs. If you are selected for this honor, called “verification,” you will be mailed an additional form that asks you to repeat (and, possibly, document) certain figures you reported on your FAFSA. You may, also, be asked to send a copy of your income tax return. You are, obviously, more likely to be selected for verification if you file from an estimated 1040, since you are more likely to have reported incorrect tax figures. Remember, if you purposely give false or misleading information on the FAFSA, you may, by law, be fined $10,000, sent to prison, or both.

Loss of Financial Aid. Estimated tax returns tend to report lower than actual income figures. Financial aid officers know this. Accordingly, FAFSAs prepared from estimated tax returns usually result in a loss of financial aid when the EFC is recalculated (and increased) using actual income information. 

Don’t Wait If It Means Missing Deadlines

Self-employed have the most difficulty completing their tax returns early since they often don’t have the luxury of pay stubs from which to work. Also, accumulating business records at the end of the year may be cumbersome. If such a problem exists, certainly file the FAFSA from an estimated return. Waiting until April 15 or later to file the FAFSA is simply too late.

When your tax returns are completed and ready for filing (note the term completed, does not have the meaning as filed.) term filed), report any discrepancies (including errors and late-arriving income tax information) to the financial aid office.       This not only includes estimated FAFSA income tax information but, also, completed income tax information. Whether report any discrepancies. Financial aid officers are not unreasonable people. They realize that preparing earlier than usual can create difficulties. If the college requests a copy of your return, attach a note to your return identifying any adjusted items.

Remember, the two biggest enemies of the financial aid filer are time and accuracy. The best financial aid awards usually go to the earliest filers. Once the financial aid coffers are depleted, the awards become less attractive.     

