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Executive Summary

There is widespread agreement that the complexity of the 
current Free Application for Federal Student Aid (FAFSA) is 
a barrier to college access and success. One indication is the 
large and growing number of lower income college students 
who do not apply for aid, even though they are likely eligible 
for a Pell grant: an estimated 1.5 million in 2004 alone. 

Unfortunately, simplification of this long, complex, and 
intimidating form has been difficult to achieve. Most proposals 
focus on changing the formula for calculating aid eligibility, 
usually by using fewer pieces of information to determine what 
a student’s family can contribute towards college costs. That 
approach can change who qualifies for aid and how much aid 
they receive, creating concerns about equity and cost that 
tend to stall such simplification efforts. 

This report recommends a different approach, which will make 
it significantly easier for students and families to apply for aid 
regardless of the underlying formula. Many of the most difficult 
and important questions on the current FAFSA could be 
automatically answered by the IRS and eliminated from the 
form that applicants have to fill out themselves. The IRS 
already provides full transcripts of tax data to third parties at 
any taxpayer’s request, and recently began offering transcripts 
in electronic form. 

Instead of digging through piles of papers, doing calculations 
with various lines of data, and transferring numbers by hand 
from a tax form to a worksheet to an application, students and 
parents could give the Department of Education direct access 
to needed income information. In some cases, the available 
records would be one year earlier than is currently used in the 
financial aid process.

Using the most recent tax data available to answer most of the 
income-related questions on the FAFSA would improve the 
financial aid process in several important ways. Going to the 
source would: 

“[T]he main federal student 

aid form is longer and more 

complicated than the  

federal tax form!”
  U.S. SECRETARY OF EDUCATION 
  MARGARET SPELLINGS
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Simplification Can Begin Now

  Using tax data to simplify the FAFSA is both practical and feasible. At the IRS 

and the Department of Education, income data is already processed and stored 

electronically. Taxpayers can already ask the IRS to send their tax records to 

any third party, including another federal agency. With something as simple as 

a check-box on the FAFSA, aid applicants could have the Department draw the 

necessary income information directly from the IRS. The result: a significantly 

shorter, easier, and more accurate financial aid application process.

  We recommend that the Treasury and Education Departments immediately begin 

developing a plan for sharing FAFSA-required income data with aid applicants’ 

consent. This plan should focus on simplifying the process for students and 

parents, and doing it in the most efficient and secure way possible. Most of  

the adjustments to the aid application and verification process can be made 

administratively. However, if there are any procedural obstacles requiring 

changes in statute, Congress should act quickly to remove them. It is time to 

simplify the FAFSA by going to the source.

• Simplify the application process for students and their families. Of the 28 income 
and asset questions on the FAFSA, 22 ask for data that comes directly from lines on the 
IRS Form 1040. Of the 20 questions on the income worksheets required to complete the 
FAFSA, nine ask for data from IRS forms. That’s a total of 31 questions—about two-thirds of 
all the currently required income and asset questions—that can be answered automatically 
and removed from the FAFSA forms. 

• Improve college access and success. By making aid more accessible, a simpler FAFSA 
would enable more students to enroll in college, attend full time, work limited hours so 
they can study more, and finish their degrees. This reform would also make it more feasible 
to begin the aid application process in the fall of the senior year of high school—the same 
time students apply to four-year colleges. 

• Reduce errors. Applications that are filled out incorrectly result in delays that cause 
students to lose possible grants and scholarships. Some of the most common errors 
involve incorrectly transcribing information from a Form 1040 to the FAFSA. Getting 
income data directly from the source would increase the accuracy of federal and state 
aid determination, including Pell grant eligibility and amounts. It would also reduce 
opportunities for fraud.

• Cut colleges’ paperwork burden. Currently, colleges and universities must verify the 
data that students and parents entered on the FAFSA, which requires gathering copies 
of actual tax forms and checking to see that information was transcribed and calculated 
correctly from the 1040. This administrative burden, estimated to cost colleges more than 
$400 million a year, would be dramatically reduced by using income data from the IRS, 
which does not require further verification by colleges. 

• Protect data privacy. Millions of paper copies of families’ tax forms, with social security 
numbers and other personal information about every family member, are currently filed 
and piled in offices at thousands of colleges, universities, and trade schools across the 
country because they have to verify income data on the FAFSA. This privacy hazard would 
be all but eliminated if the information came directly from the tax form in the first place, 
and financial aid offices no longer had to keep copies of applicants’ tax forms.
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Going to the Source: Why and How to Simplify the FAFSA

The Free Application for Federal Student Aid (FAFSA) is the 
point of entry for the scholarships, grants, loans, and work-
study assistance that make it possible for millions of students to 
attend college. Yet while the FAFSA opens that door for many, 
for others its complexity creates a major barrier. The financial 
aid application process, whether in its paper or online form, is 
long, confusing, intimidating in tone, and requires a great deal of 
personal and family financial information that can be especially 
difficult for students from low-income families to collect. Some of 
the questions, such as those asking for checking account balances, 
create the inaccurate impression that parents and students will 
have to spend their last pennies before any aid is made available. 
Low-income parents who are reluctant to let their children see how 
little they earn are also put off by the current form.

One indication of the barrier posed by the FAFSA is that an 
estimated 1.5 million U.S. college students who were likely eligible 
for a federal Pell grant did not apply for aid in 2004, nearly double 
the number in 2000.1 Even as financial aid application rates are 
rising for students as a whole, rates for the lowest income students 
are not.2 These students are missing out on crucial resources 
that could increase their odds of success by helping them go to 
school full time, work fewer hours, and attend institutions that 
best fit their needs. Others never make it to college at all because 
of financial constraints that could have been partially or fully 
alleviated by available aid.3 

Economists have found that the complexity of the FAFSA process, 
especially the income-related data requirements, undercuts the basic 
purpose of financial aid, which is to ensure and expand educational 
opportunity. As noted in a recent study by Harvard economists 
Susan Dynarski and Judith Scott-Clayton, “The costs of aid 
complexity fall heavily on low-income, non-white and non-English 
speaking youth, whose lagging educational levels are repeatedly 
cited as a justification for financial aid. Though from a rational 
perspective these compliance costs may seem small relative to the 
payoff of a college degree, the behavioral literature demonstrates 
conclusively that even seemingly minor complexities can have 
profound impacts upon the equity and efficiency of a policy.”4 

This mismatch between the FAFSA and the mission of our 
financial aid system is confirmed by college access practitioners. 
According to Christina Milano, executive director of the National 
College Access Network, “Helping students cope with the 
complexity and demands of the FAFSA is a constant, time-
consuming challenge for college access personnel.”5 Harley 
Frankel, executive director of the College Match program in Los 
Angeles, reports: “It takes a huge amount of work to track down 
the financial documents students need for the FAFSA, and then 
figure out the answers for all the income and asset questions. Our 
students would be much better off if we had those extra hours to 
help them apply to schools and prepare for college life.”6

“It takes a huge amount  

of work to track down  

the financial documents  

students need for the 

FAFSA, and then figure  

out the answers for all  

the income and asset 

questions. Our students 

would be much better  

off if we had those extra 

hours to help them apply  

to schools and prepare  

for college life.”
  HARLEY FRANKEL 
  COLLEGE MATCH
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The current aid application process is burdensome and unpopular 
from start to finish. Critics include the students and parents who 
have to fill out the FAFSA, counselors who help low-income 
students make it to college, researchers who study college access, 
and college financial aid administrators who have to verify what 
students and parents submit. Leaders in Congress frequently 
condemn the FAFSA as too long, confusing, and intimidating, as 
does U.S. Secretary of Education Margaret Spellings. In a recent 
speech, Secretary Spellings unfolded a hard copy of the FAFSA 
while saying, “[T]he main federal student aid form is longer and 
more complicated than the federal tax form!”7

If everyone favors simplification, why is the FAFSA still so 
complicated? Most proposals focus on changing the formula for 
calculating aid eligibility: using fewer pieces of information to 
determine how much money the student and his or her family 
can devote to paying for college.8 By changing who qualifies for 
aid and how much aid they get, as well as potentially increasing 
federal costs, such changes raise flags for elected officials and 
constituency groups. The resulting concerns about equity and 
cost tend to politicize and ultimately stall attempts to simplify the 
FAFSA by altering the aid formula. 

Furthermore, formula changes do not necessarily fulfill the goal of 
a simpler process for applicants. They can even have unintended 
effects that actually make things harder for students and parents. 
Finally, some data elements that may not affect federal aid levels 
are highly valued by certain states, which use the FAFSA to help 
determine eligibility for their own aid programs. 

There is a different way to simplify the FAFSA for students and 
their families. Instead of eliminating pieces of income information 
from the aid formula, get the information from someplace other 
than the applicant. For answers to many of the most important 
and difficult questions on the FAFSA, the best source is the 
Internal Revenue Service (IRS).

Under this revised approach, the required income information 
would be automatically retrieved from aid applicants’ completed 
tax forms. The IRS already provides tax return data to third 
parties at any taxpayer’s request. Instead of digging through 
piles of papers, doing calculations with various lines of data, and 
transferring numbers by hand from a tax form to a worksheet to 
an application, students and parents could give the Department of 
Education direct access to most of the income information used to 
calculate aid eligibility. 

In this way, simplification can be accomplished without any changes 
to the aid formula itself. It can also help make future changes to 
the formula easier to implement, since even the most radically 
simplified formula would require some income data, such as the 
applicant’s adjusted gross income (AGI). Whatever the underlying 
formula, this simplified financial aid process will be much less 
intimidating and time consuming for students and parents.
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We Have the Technology

We are not the first to suggest that using data the government 
already has could simplify the financial aid process for students 
and families. However, the feasibility and practicality of this 
approach have increased dramatically over the past decade—
and even in recent months—due to advances in information 
technology.

Today, it is routine and even essential for most public and private 
entities to generate, transfer, and store data electronically. Online 
forms, electronic signatures, encryption, and other technological 
developments have created new opportunities to improve and 
simplify all kinds of processes for consumers, business, and 
government. 

The U.S. Department of Education and the IRS already rely heavily 
on technology to gather and provide important information. At the 
Department of Education, 87 percent of first-time FAFSA filers 
now submit the form online.9 All FAFSA renewals are conducted 
online, and the Department provides renewing applicants with an 
electronic form that is pre-populated with their answers from the 
previous year. Students also receive their Student Aid Reports 
electronically and can correct or update the information online. In 
addition, the Department maintains a two-way electronic channel 
for sharing financial aid data with all colleges and universities that 
participate in federal aid programs. 

At the IRS, the majority of taxpayers now file their federal taxes 
online, with millions more shifting from paper to electronic forms 
each year.10 In addition to receiving so much income data 
electronically, the IRS offers a range of online services for tax 
preparers and other businesses that work closely with tax information. 
Just recently, the IRS began offering transcripts of tax return data in 
electronic form, instead of just by hard copy or fax. 11 

The IRS routinely provides third parties, from mortgage 
companies to federal agencies, with detailed tax transcripts at the 
taxpayer’s request. These transcripts can include all the data from 
a taxpayer’s 1040 form (1040, 1040A, or 1040EZ), including the 
income and tax information required by the FAFSA. Commercial 
entities regularly use this tool to verify income information, as do 
the federal Small Business Administration loan programs and the 
Direct Student Loan program. Local governments in San Francisco 
and Denver have used simple applications incorporating an IRS 
transcript request to provide benefits to working poor families. See 
Appendix 1 for examples of tax transcript requests and uses.

Terms to Know

Adjusted Gross Income (AGI): 
Taxable income after all allowable 
above-the-line deductions are 
made, such as IRA deductions, 
moving expenses, self-employment 
taxes and health insurance, Keogh 
retirement plans, and alimony paid.

Automatic Zero EFC: Used in the 
federal aid process for families with 
an AGI less than $20,000 and who 
can file either a 1040A or 1040EZ 
Form or receive a means-tested 
benefit. No EFC is calculated for 
these students. Their EFC is zero.

Dependent Student (as defined 
for federal financial aid purposes): 
A student aged 23 or younger. 
Exceptions are listed below under 
“Independent Student.”

Estimated Family Contribution 
(EFC): A figure determined by 
a congressionally mandated 
formula which indicates how much 
of a family’s resources should 
be considered “available” for 
college expenses. Factors such as 
taxable and nontaxable income 
and the value of family assets are 
taken into account to determine 
a family’s financial strength. 
Allowances for maintaining a 
family and future financial needs 
are then taken into consideration 
before determining how much a 
family should be able to put toward 
the cost of college.

Free Application for Federal 
Student Aid (FAFSA): The official 
application students must use to 
apply for federal grants and loans.

Independent Student: A student 
who reports only his or her own 
income (and that of a spouse, if 
relevant) when applying for federal 
financial aid. Students who will be 
24 or older by December 31, 2006 
will automatically be considered 
“independent” for 2006-2007. 
Students who are under 24 will be 
only be considered independent if 
they are:
• married as of the day they apply;
• the supporter of a legal dependent 

other than a spouse;
• a veteran of or currently active in 

the U.S. Armed Forces;
• an orphan or ward of the court 

(or were until age 18);
• classified as independent by a 

college’s financial aid administrator 
because of other unusual 
circumstances; or

• a graduate or professional student. 
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Terms to Know

Means-Tested Benefits: As of the 
2006-07 academic year, receipt of 
certain means-tested benefits (SSI, 
TANF, WIC, Food Stamps, Free- and 
Reduced-Price Lunch) can replace 
the tax form requirement for an 
automatic zero EFC or simplified 
needs test.

Simplified Needs Test (SNT): A 
federal formula used to determine 
the EFC for families whose AGI 
is less than $50,000, and who 
were (a) eligible to file a 1040A or 
1040EZ IRS form or not required 
to file a federal income tax return 
or (b) has a household member 
who received a means-tested 
benefit. In this formula, a family’s 
assets are not included.

Student Aid Report (SAR): Two 
or more weeks after students 
submit a FAFSA, the federal 
processor sends them and the 
schools they listed on their 
FAFSA an SAR, which is an official 
document that includes their EFC.

Tax Transcript: An electronic or 
printed record of all of the items 
on a taxpayer’s federal income tax 
form and associated schedules for 
a particular year. 

Verification: A process by which 
a financial aid office substantiates 
the data that a financial aid 
applicant has reported on the 
FAFSA. Additional information 
from the student, a spouse, and 
the parents is used to confirm 
previously submitted data.

Some definitions adapted from Peterson’s 
“Glossary of Terms as they Relate to Financial 
Aid for Undergraduate Study” (http://www.
petersons.com/resources/gloss.html).

The most common method for giving the IRS permission to 
send someone else your tax transcript is by filing IRS Form 
4506-T (see Appendix 2). This one-page form asks for your 
name, address, Social Security number, and what years of 
data you need. Right in the middle it says: “If the transcript 
or tax information is to be mailed to a third party (such as a 
mortgage company), enter the third party’s name, address, 
and telephone number.”12 As noted above, transcripts are now 
available to third parties in an electronic format, which makes 
it much easier to extract, analyze, and transfer data elements 
such as those used to calculate financial aid. 

From a technological standpoint, it is clearly feasible for 
the IRS to provide the Department with applicants’ tax data 
electronically, and for the Department to use this information to 
answer most of the income questions tied to federal student aid 
eligibility. 

No Legal Barriers

When authorized by the aid applicant, there are no legal 
barriers preventing the Department of Education from 
receiving and using data directly from the IRS. As noted 
above, taxpayers routinely authorize the IRS to provide a wide 
variety of third parties with copies of their tax transcripts. 

We retained a national law firm with deep expertise in both tax 
and higher education law, Holland + Knight LLP, to investigate 
the legal viability of this approach to FAFSA simplification. 
The attorneys conducted a thorough review of the federal 
tax code, the Higher Education Act, and relevant regulations 
and case law. Their legal opinion (included in its entirety in 
Appendix 3) is that a taxpayer’s tax transcript can be provided 
to the Department of Education as long as the taxpayer has 
made a valid written request.13 

Since the FAFSA already collects nearly all of the information 
required for a valid request, it could easily incorporate a check-
box giving the IRS permission to send the applicant’s most 
recent available tax data to the Department. This would simply 
give the Department direct access to the original version of 
data they currently collect second-hand from students and 
parents, and then have to get verified. 

The consent involved is very similar to what students agree to 
by signing the current FAFSA. Applicants already commit to 
providing copies of their tax forms and other financial records 
if schools request verification, and they give the U.S. Secretary 
of Education “the authority to verify information reported on 
this application with the Internal Revenue Service and other 
federal agencies.”14
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Fewer Questions for Students and Parents to Answer 

Providing the large quantity of detailed financial information 
required by the FAFSA is burdensome for all students and 
families. While high school counselors and college access 
programs can help, and private consultants market both legitimate 
and exploitative services to make the FAFSA process easier,15 most 
students and families end up fending for themselves. In addition 
to having to dig through and transcribe data from income records 
(if they can even get access to them), applicants must also conduct 
complex calculations or legalistic analyses to answer some of the 
most important questions. 

Most of the income-related questions on the current FAFSA could 
be answered directly with IRS data, as well as nearly half of the 
questions on the additional required worksheets. A total of 31 
questions—about two-thirds of all the currently required income 
and asset questions—could be removed from the FAFSA forms. 
This would benefit all applicants by eliminating much of the most 
difficult and error-prone work involved in applying for financial aid. 

Income Questions

On the main form: Of the 28 main questions about income and 
assets on the current FAFSA, 22 can be answered with data drawn 
directly from applicants’ tax transcripts (see Appendix 4). Three 
examples:

• Questions 35 asks: “What was your (and spouse’s) 
adjusted gross income for 2006? Adjusted gross 
income is on IRS Form 1040—line 37; 1040A—line 21; 
or 1040EZ—line 4.” This is repeated for parents in 
question 79. 

• A more complex calculation is required by questions 38 
and 39 for students and questions 82 and 83 for 
parents: “How much did you (and spouse)/your parents 
earn from working (wages, salaries, tips, combat pay, 
etc.) in 2006? Answer this question whether or not you/
your parents filed a tax return. This information may be 
on your/their W-2 forms, or on IRS Form 1040—lines 7 
+ 12 + 18 + Box 14 of IRS Schedule K-1 (Form 1065); 
1040A—line 7; or 1040EZ—line 1.”

• Question 34 (repeated as question 78 for parents) asks, 
“If you/your parents have filed or will file a 1040, were 
you/they eligible to file a 1040A or 1040EZ?” This is the 
most unnecessarily difficult question on the entire 
form. It is also one of the most important for lower 
income students, because the answer is central to 
determining whether they have to answer additional 
asset questions to qualify for federal aid, and whether 
they and their family will qualify for an “Automatic-Zero 
EFC” (see below for details). The majority of low-income 
tax filers use tax preparers like H&R Block and are likely 
to find this question especially daunting. Any family 
might reasonably need an accountant’s help to figure 
out the correct answer. Having access to tax transcript 
data would enable the Department to accurately answer 
this question for most applicants. 

When authorized by the  

aid applicant, there are no 

legal barriers preventing 

the Department of  

Education from receiving 

and using data directly 

from the IRS.
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 The FAFSA’s instructions for answering this question 
explain: “In general, a person is eligible to file a 1040A or 
1040EZ if he or she makes less than $100,000, does not 
itemize deductions, does not receive income from his or 
her own business or farm, and does not receive alimony. 
A person is not eligible to file a 1040A 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 Hope or Lifetime Learning credits, and you would 
have otherwise been eligible for a 1040A or 1040EZ, you 
should answer ‘Yes’ to this question.”

 In fact, however, a complete explanation would have to 
be even longer. The helpful web site FinAid.com 
includes an explanation and table for figuring out the 
answer to this question. (See page 11). 

On the required worksheets: To complete the FAFSA, applicants 
must also complete three additional worksheets (A, B, and C) with a 
total of 20 questions (see Appendix 4). Nine of these questions refer 
applicants to their IRS records for the answers. All students must 
answer these questions with their own income data, and dependent 
students must repeat the exercise with the same information about 
their parents’ income. So, for dependent students and their parents, 
18 out of 40 questions could be answered from their tax records and 
eliminated from the worksheet.

• Seven different worksheet questions ask specifically for 
one or more pieces of data from IRS 1040 forms. 

• Two additional questions refer to lines on other IRS 
forms, such as an obscure credit for federal tax on 
special fuels taken by nonfarmers only.

Asset Questions

The FAFSA form also includes three questions about students’ 
assets, and the same three questions about parents’ assets, that 
cannot be answered by using tax data (see Appendix 4). They ask 
for bank balances and the net worth of investments and busi-
nesses at the time the FAFSA is filed. These questions are among 
the most intimidating on the entire FAFSA, because they can 
cause applicants to assume that they have to spend every penny of 
their savings before they can qualify for aid which is never the 
case. In reality, for most students with family incomes under 
$50,000, assets have no effect on federal aid.16
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  LINE
 SECTION NO. DESCRIPTION

 INCOME 10 Taxable refunds or credits of local or state taxes

  11 Alimony received

  12 Business income

  13 Capital gain or loss (ignore if Schedule D not required)

  14 Other gains or losses not reported on line 13 (Form 4797)

  17 Rent, real estate, royalties, partnerships, S corporations, trusts, etc. (Schedule E)

  18 Farm income

  21 Other income (e.g., Net Operating Loss carryforward, etc.)

 ADJUSTMENTS 23 Archer MSA deduction (Form 8853)

  24 Certain business expenses (reservists, artists & government officials)

  25 Health Savings Account deduction

  26 Moving expenses

  27 Half of self-employment tax

  28 Self-employed health insurance deduction

  29 Self-Employed SEP, SIMPLE and qualified plans

  30 Penalty on early withdrawal of savings

  31a Alimony paid

  35 Domestic Production Activities Deduction

TAXES AND CREDITS 40 If itemized deductions from Schedule A were used

  42 If taxable income is more than $100,000

  45 Alternative Minimum Tax

  47 Foreign tax credit

  54 Other tax credits (Forms 8396, 8859)

  55 Other tax credits (Forms 3800, 8801, etc.)

 OTHER TAXES 58 Self-employment tax

  59 Social Security/Medicare tax on tips

  60 Tax on IRAs and other retirement plans

  62 Household employment taxes

 PAYMENTS 67 Excess social security and RRTA tax withheld

  69 Amount paid with Form 4868 (extension request)

  70 Other payments from Form 2439 or Form 4136 or Form 8885

These instructions 

from FinAid.com 

show how difficult it 

is to answer FAFSA 

questions 34 and 

78. IRS data could 

automatically 

provide the answers 

for most applicants.

Simplified Needs Test Chart
In certain circumstances the Federal Need Analysis Methodology uses a simplified needs test to calculate the 
Expected Family Contribution (EFC). This simplified formula ignores assets, thereby increasing eligibility  
for financial aid. An applicant qualifies for the simplified needs test if the parents have an adjusted gross 
income of less than $50,000 and every family member was eligible to file an IRS Form 1040A or 1040EZ 
(or wasn’t required to file a Federal income tax return). (Please note that starting in 2004, the AGI 
threshold for IRS Form 1040A and IRS Form 1040EZ changed from $50,000 to $100,000. Nevertheless, a 
threshold of $50,000 is still used for the simplified needs test.)

Thus to determine whether the applicant is eligible for the simplified needs test, we need to determine 
whether a tax filer was required to file a Form 1040 instead of a Form 1040A or 1040EZ. A tax filer was 
required to file a Form 1040 if line 42, Taxable Income, is greater than $100,000, or if amounts other than 
zero appear on the following lines:

Since the IRS is requiring families that take the Tuition and Fees Deduction in 2006 to file IRS Form 1040, 
such families are not eligible for simplified needs, even though they would have been potentially eligible to 
file IRS Form 1040A in 2005 and before.

If none of the above conditions apply, the tax filer was eligible to file a Form 1040A or 1040EZ but chose 
to file a 1040 for other reasons. (For example, some tax preparers file a Form 1040 even if the taxpayer is 
eligible to file a Form 1040A or 1040EZ.) In this case, the tax filer should be treated as if he or she filed a 
Form 1040A or 1040EZ for the purpose of determining eligibility for the Simplified Needs Test.

Note: Since 1999-2000, taxpayers who itemize deductions on Schedule A of Form 1040 are now considered 
to be required to file a 1040 and hence ineligible for the Simplified Needs Test.

Note: If the parent takes a Form 8814 election, whereby they elect to include interest and dividend income 
from a child under age 18 (age 14 in 2005 and before) on the parent’s income tax return, they cannot file 
an IRS Form 1040A or 1040EZ. This makes them ineligible for the Simplified Needs Test.

Source: FinAid! The Smart Student Guide to Financial Aid, “Simplified Needs Test Chart.” http://www.finaid.org/educators/needs.phtml  
(accessed February 20, 2007).
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There are two situations in which asset information is irrelevant 
for determining federal aid eligibility. In many cases, the income 
data provided on tax records could be used to screen applicants. 
Those who qualified would then know that they could ignore the 
additional asset questions. 

• The “Simplified Needs Test” applies to most students 
and families with incomes below $50,000. For eligible 
applicants, asset information is simply not included 
in the formula used to calculate how much they are 
expected to pay out of their own pockets. This amount is 
called the “Expected Family Contribution” (EFC).

• The “Automatic-Zero EFC” applies to most students 
and families with incomes below $20,000. It skips the 
whole process of calculating the EFC and automatically 
assigns it a value of zero. These applicants have such 
low incomes that they are not expected to be able to pay 
anything out of pocket. 

This table 17 describes the criteria applicants must meet to qualify 
for the Simplified Needs Test or the Automatic-Zero EFC.

For most applicants, whether or not they need to answer the asset 
questions could be determined based on information already in 
their tax records. This would significantly benefit the lower income 
students and families who qualify for the Simplified Needs Test or 
Automatic-Zero EFC.18 

Some states, such as California, rely on both the asset and 
income information on the FAFSA to determine eligibility for 
their own financial aid programs. This is one of the reasons that 
the Department of Education does not make skipping the asset 
questions a clear option.19 Still, the online FAFSA already sorts 
applicants by state and knows when the asset information is 
required. In addition, supporting materials could provide much 
clearer guidance to applicants both about how the asset data is used 
and when it is not necessary. 

 Simplified Needs Test  Automatic-Zero EFC 
 Income of less than $50,000  Income of less than $20,000 
 (either AGI or earned income)  (either AGI or earned income)

  AND

Not required to file the long-form 1040 (eligible to file a 1040A or 1040EZ, or do not need to file)

OR

Receipt of a means-tested benefit by any family member (SSI, food stamps, free and reduced lunch, TANF, WIC)

 Independent students’ eligibility is not affected by  Independent students only qualify if they have 
 whether they have a spouse or other dependents.  non-spouse dependents.

For dependent students, the income and tax-form requirements apply only to their parents. 
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Increased Efficiency, Accuracy and Security

In addition to making the FAFSA easier and more accessible for 
students and families, drawing income data directly from the IRS 
will lead to significant improvements in the financial aid application 
and disbursement process as a whole. The system will have more 
accurate information for determining aid eligibility, and far fewer 
pieces of sensitive data would have to be gathered, verified, and 
stored along the way. Because information provided directly by the 
IRS does not require additional verification by colleges and 
universities, this approach will substantially reduce administrative 
burdens on aid applicants, colleges and universities, taxpayers, state 
aid programs, and the Department of Education. 

Currently, after students and families spend substantial time and 
effort to apply for financial aid, the Department of Education 
requires colleges to verify the accuracy of FAFSAs submitted by a 
significant portion of aid applicants. The verification process 
involves having students and families provide hard copies of their 
tax returns, as well as some additional documentation, to the 
school or schools that request it. 

The verification process is complex and can vary from student to 
student as well as from campus to campus, but the baseline 
requirements are set at the federal level. The Department flags 
some FAFSAs for colleges to verify, and schools are also obliged to 
verify any additional applications that they believe include 
discrepancies or possible inaccuracies. While the Department 
allows schools to limit the number of federally flagged FAFSAs 
they verify to 30 percent of the school’s applicants, many campuses 
verify more. On some campuses, 100 percent of aid applications 
are verified. This not only further burdens applicants, but also 
creates administrative and security issues for colleges.

Efficiency

The costs of verification are high for both students and schools. 
Students have to gather and copy original documents that can be 
difficult and costly to track down, or that their parents may be 
reluctant or unable to provide. In some cases they can give schools 
a tax transcript or signed statement instead, but that still involves 
significant additional work on their part. Students who are unable 
to provide the required documents by the deadline, which is 
usually a few weeks into the school year, are cut off from federal 
aid (including work-study jobs) and have to give back any grant or 
Perkins loan money they received before being selected for 
verification.20 In many cases this money has already been spent on 
books or other necessities and cannot be easily converted back to 
cash. The resulting financial pressure can lead students to drop 
out of school, or to work so many hours that they are unable to 
keep up with their classes.

An audit by the  

U.S. Department of 

Education’s Inspector 

General calls the  

verification process 

“labor intensive and 

costly for schools.”
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For schools, verifying FAFSA data is a major and expensive 
administrative burden. An audit by the U.S. Department of 
Education’s Inspector General calls the verification process “labor 
intensive and costly for schools.”21 According to an analysis by the 
federal Advisory Committee on Student Financial Assistance,  
“[I]t would cost about $90 to verify an application for student 
financial aid. With today’s application volume, verification is 
estimated to cost at least $432 million per year. This estimate does 
not include the costs where a single application is verified by more 
than one school.”22 

As a result of their findings, both the Inspector General and the 
Advisory Committee proposed a form of “database match” to 
increase efficiency and accuracy. This would involve having the 
IRS verify income data after it is submitted by students on the 
FAFSA, so that the schools would no longer have to collect tax 
forms and do it themselves. While this approach would certainly 
help streamline the verification process, it would do nothing to 
simplify the front-end application process for students and 
families. They would still have to dig through their tax documents 
and transfer various pieces of data from form to form. 

However, if the income data in the FAFSA originated from the 
IRS, the efficiency of the both the application and the verification 
process would be greatly improved for all parties involved. As 
illustrated below, seven of the 11 data elements required to meet 
the minimum federal verification requirements would already  
be verified.23

Items that would no longer need to be verified by college financial aid staff:

• Adjusted gross income (AGI)                           • Earned income credit 
• U.S. taxes paid                                                   • Interest on tax-free bonds 
• IRA/Keogh deductions                                      • All other untaxed income included on the U.S. income 
• Foreign income exclusion  tax return, excluding information on the schedules

Items that would still need to be verified:

• Household size • Social Security benefits 
• Number in college • Child support
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Using original IRS data 

would eliminate some  

of the most common  

and high-stakes errors 

applicants make in filling 

out the current FAFSA, 

such as reporting their 

income and the amount 

of taxes they paid.

Accuracy

The current FAFSA process is full of opportunities for error and 
misunderstanding. It requires students and families to dig 
through, make calculations with, and transcribe numbers from 
various pieces of paper to the FAFSA worksheets and form. Then 
there is the verification process, which involves comparing paper 
copies of tax documents with whatever applicants entered on their 
FAFSA. 

Using original IRS data would eliminate some of the most 
common and high-stakes errors applicants make in filling out the 
current FAFSA, such as reporting their income and the amount of 
taxes they paid.24 This would significantly increase the accuracy of 
aid determination and disbursement, ensuring that eligibility and 
aid levels are based on income data that has already been verified. 
It would also reduce the potential for fraud and abuse, since 
income information would no longer be vulnerable to deliberate 
misrepresentations, at least as defined by differences between 
what was reported to the IRS and what was stated on the FAFSA.

Security

Going to the source at the start would also reduce the security risks 
that are built into the current verification process. Most impor-
tantly, colleges and universities would no longer need to gather 
applicants’ signed tax forms and hold them for three years. To 
cope with the huge volume of documents involved in verifying 
FAFSA data, schools sometimes resort to using student workers to 
handle highly sensitive information. Even if the information is 
scanned and stored electronically, the originals must be disposed 
of, and the electronic versions must be safely stored. 

At the federal level, the Department of Education must already 
find secure ways to store the income information and other data 
that aid applicants provide on the FAFSA. Receiving that same 
information from a different source would in no way alter the 
Department’s basic obligation to protect students’ and parents’ 
privacy. Like other federal agencies, the Department is required to 
“establish appropriate administrative, technical, and physical 
safeguards to insure the security and confidentiality of records and 
to protect against any anticipated threats or hazards to their 
security or integrity which could result in substantial harm, 
embarrassment, inconvenience, or unfairness to any individual on 
whom information is maintained.”25 
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Other Issues

The benefits of this practical approach to simplification are clear 
and substantial. But as with any changes to an existing system, 
there are details that need to be worked through. 

One issue is how best to assist low-income applicants who do not, 
and are not required to, file a tax return. This is not as large a 
population as it once was, because many families below the tax 
filing threshold file anyway to claim a refund or the federal Earned 
Income Tax Credit. For those who do not file, the simplification 
process may require further exploration. While the IRS does have 
other income information that could be used to help determine aid 
eligibility, including earnings data from W-2 and 1099 forms, the 
timing and adequacy of that data needs to be tested. 

Most people who do not have to file will qualify for an Automatic-
Zero EFC.26 At a minimum, the Department of Education could 
make better use of the IRS “Verification of Nonfiling” for 
applicants with very low incomes who state that they were not 
required to file taxes. This form of IRS transcript could be used to 
indicate that an applicant does not need to provide income or asset 
information to qualify for aid.

A second issue is the timing of the aid application process. Right 
now, the various deadlines involved in applying for college, 
applying for aid, and filing taxes create a great deal of complexity 
and confusion for students and families. High school seniors who 
applied to four-year colleges last fall (for the upcoming 2007-8 
school year) were prohibited from applying for financial aid until 
January 1. Then they are told to rush to get it done, sometimes by 
early March, because of state and institutional financial aid 
deadlines.27 Meanwhile, the tax return data needed for the FAFSA is 
generally not finalized until April. Because students are strongly 
encouraged to apply for aid early so they do not miss out on 
limited state and institutional aid, many resort to estimating their 
2006 tax information (often by using their 2005 information), 
then going back and updating it after they and their parents have 
actually filed their tax returns.28 

If the Department of Education uses the most recent year of tax 
data that is available from the IRS when the FAFSA is filed—
generally the earlier year—much of this complexity will be 
eliminated. It will allow high school seniors to apply for aid at the 
same time that they apply to colleges, or even to get essential 
information about their expected family contribution before they 
decide where to apply. In addition, flexibility on the timing of 
income data will help the Department develop systems for 
providing early aid estimates to families with children in middle 

Many experts believe  

that the family incomes  

of dependent students 

fluctuate much less from 

year to year than the 

incomes of independent 

students. 
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school and high school. Such information could increase lower 
income families’ confidence in their ability to afford a college 
education, especially since many assume they will not be eligible 
for aid. 

Using information from any one year to predict future income is 
inherently imperfect. The odds of a significant change in earnings 
or household composition are no greater in any one year than the 
next: layoffs, raises, divorces, and deaths can happen at any time. 
Many experts believe that the family incomes of dependent 
students fluctuate much less from year to year than the incomes  
of independent students. However, the financial aid process 
already acknowledges that student circumstances may change in 
the times between when they file taxes, submit the FAFSA, and 
arrive at school. It remains to be seen whether allowing the use of 
earlier tax data will result in more requests for adjustments after 
FAFSAs are completed. However, by dramatically reducing the 
amount of time that college financial aid offices have to devote to 
verification, it will certainly free up resources for responding to 
any changes that result.
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Recommendations

We recommend that the Treasury and Education Departments 
immediately begin developing a plan for sharing FAFSA-required 
income data with aid applicants’ consent. This plan should focus 
on simplifying the process for students and parents, and doing it 
in the most efficient and secure way possible. The resulting plan 
and process should:

Definitively reduce complexity and confusion for aid applicants. 
The most straightforward approach would be to allow applicants to 
bypass all of the income questions that can be automatically 
answered with IRS data. The result will be a significantly shorter 
and easier FAFSA, nearly all of which can be filled in without 
calculations or references to other documents. The Department, 
states, and colleges will still get the income information they need 
to determine aid eligibility and amounts, and students and parents 
will not have to figure out which questions they still have to 
answer themselves. 

To ensure that any proposed changes actually make the FAFSA 
simpler and more accessible for students and families, college 
access experts and practitioners should be consulted throughout 
the development and field testing process.

Make it easy for students and parents to authorize the IRS to share 
the relevant data with the Department of Education. This could be 
as simple as a check-box at the top of the FAFSA or incorporated 
into the Personal Identification Number (PIN) application process, 
or a revision to the current consent language. It could also be an 
option on the IRS forms 1040, 1040A, and 1040EZ. 

Allow students to apply for aid at least as early as October of their 
senior year in high school. This will make it possible for students 
to begin the aid application process at the same time that they are 
applying to four-year colleges. 

Use the most recent available year of tax data. To best simplify the 
FAFSA process, improve the timing of aid information, and ease 
the implementation of this reform, the Department of Education 
needs the flexibility to use the most recent year of tax data available 
from the IRS when a FAFSA is submitted. In some cases, these 
records will be for one year earlier than is currently used in the 
financial aid process. A wide range of experts, including financial 
aid administrators and college access providers, support this 
approach, which would also help the Department develop systems 
for providing early estimates of financial aid to families with 
children in middle school and high school. 
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Improve the notification process for changes in circumstances.  
A simplified FAFSA process should include an easy and efficient 
way for applicants to tell the Department and colleges if there has 
been a significant change in their financial circumstances that is 
not reflected on their FAFSA. Under the current system, there is 
no simple way to provide such notice, which exacerbates the 
complexity of the process for applicants and administrative 
burdens for colleges. 

Accommodate applicants who did not have to file taxes because of 
their low incomes. The Department and the IRS should explore 
ways of using other sources of IRS data, such as the “Verification 
of Nonfiling” transcript and W-2 and 1099 forms, to further 
simplify the process for these applicants, who are likely eligible for 
an Automatic-Zero EFC.

Maintain data security. The IRS and the Department of Education 
must already maintain high levels of data security, and both 
agencies also have systems in place for gathering, storing, and 
transferring sensitive income information. The process for 
drawing FAFSA data from the source should meet or exceed 
current security standards. 

Identify related simplification opportunities for future 
consideration. These opportunities could include looking to other 
data sources that would allow additional questions to be eliminated 
(e.g., the Social Security Administration for Supplemental Security 
Income amounts), and making key non-financial FAFSA 
elements, such as the definition of “household,” consistent with 
the IRS definitions.

Most of the necessary adjustments to the aid application and 
verification process can be made administratively. However, if there 
are any procedural obstacles at the statutory level, Congress should 
act quickly to remove them. Using tax data to simplify the FAFSA 
is both practical and feasible. It is time to simplify the FAFSA by 
going to the source.
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Page 2Form 4506-T (Rev. 4-2006)

Mail or fax to the
“Internal Revenue
Service” at:

If you filed an
individual return
and lived in:

RAIVS Team
Stop 679
Andover, MA 05501

978-247-9255

District of Columbia,
Maine, Maryland,
Massachusetts,
New Hampshire,
New York,
Vermont

RAIVS Team
P.O. Box 47-421
Stop 91
Doraville, GA 30362

678-530-5326

Alabama, Delaware,
Florida, Georgia,
North Carolina,
Rhode Island,
South Carolina,
Virginia

RAIVS Team
Stop 6716 AUSC
Austin, TX 73301

Arkansas, Kansas,
Kentucky, Louisiana,
Mississippi,
Oklahoma,
Tennessee, Texas,
West Virginia

If you have comments concerning the
accuracy of these time estimates or
suggestions for making Form 4506-T
simpler, we would be happy to hear from
you. You can write to the Internal Revenue
Service, Tax Products Coordinating
Committee, SE:W:CAR:MP:T:T:SP, 1111
Constitution Ave. NW, IR-6406,
Washington, DC 20224. Do not send the
form to this address. Instead, see Where to
file on this page.

Privacy Act and Paperwork Reduction
Act Notice. We ask for the information on
this form to establish your right to gain
access to the requested tax information
under the Internal Revenue Code. We need
this information to properly identify the tax
information and respond to your request.
Sections 6103 and 6109 require you to
provide this information, including your
SSN or EIN. If you do not provide this
information, we may not be able to
process your request. Providing false or
fraudulent information may subject you to
penalties.

The time needed to complete and file
Form 4506-T will vary depending on
individual circumstances. The estimated
average time is: Learning about the law
or the form, 10 min.; Preparing the form,
12 min.; and Copying, assembling, and
sending the form to the IRS, 20 min.

You are not required to provide the
information requested on a form that is
subject to the Paperwork Reduction Act
unless the form displays a valid OMB
control number. Books or records relating
to a form or its instructions must be
retained as long as their contents may
become material in the administration of
any Internal Revenue law. Generally, tax
returns and return information are
confidential, as required by section 6103.

General Instructions
Purpose of form. Use Form 4506-T to
request tax return information. You can
also designate a third party to receive the
information. See line 5.

Signature and date. Form 4506-T must be
signed and dated by the taxpayer listed on
line 1a or 2a. If you completed line 5
requesting the information be sent to a
third party, the IRS must receive Form
4506-T within 60 days of the date signed
by the taxpayer or it will be rejected.

Individuals. Transcripts of jointly filed
tax returns may be furnished to either
spouse. Only one signature is required.
Sign Form 4506-T exactly as your name
appeared on the original return. If you
changed your name, also sign your current
name.

Corporations. Generally, Form 4506-T
can be signed by: (1) an officer having
legal authority to bind the corporation, (2)
any person designated by the board of
directors or other governing body, or (3)
any officer or employee on written request
by any principal officer and attested to by
the secretary or other officer.

Partnerships. Generally, Form 4506-T
can be signed by any person who was a
member of the partnership during any part
of the tax period requested on line 9.

All others. See Internal Revenue Code
section 6103(e) if the taxpayer has died, is
insolvent, is a dissolved corporation, or if a
trustee, guardian, executor, receiver, or
administrator is acting for the taxpayer.

Where to file. Mail or fax Form 4506-T to
the address below for the state you lived in
when that return was filed. There are two
address charts: one for individual
transcripts (Form 1040 series and Form
W-2) and one for all other transcripts.
Note. If you are requesting more than one
transcript or other product and the chart
below shows two different service centers,
mail your request to the service center
based on the address of your most recent
return.

Chart for individual
transcripts (Form 1040 series
and Form W-2)

RAIVS Team
Stop 38101
Fresno, CA 93888

559-253-4990

Alaska, Arizona,
California, Colorado,
Hawaii, Idaho,
Montana, Nebraska,
Nevada, New Mexico,
Oregon, South
Dakota, Utah,
Washington,
Wyoming

RAIVS Team
Stop 6705–B41
Kansas City, MO 64999

816-823-7667

Connecticut, Illinois,
Indiana, Iowa,
Michigan,
Minnesota, Missouri,
North Dakota, Ohio,
Wisconsin

RAIVS Team
DP 135SE
Philadelphia, PA
19255-0695

215-516-2931

New Jersey,
Pennsylvania, a
foreign country, or
A.P.O. or F.P.O.
address

Mail or fax to the
“Internal Revenue
Service” at:

RAIVS Team
P.O. Box 9941
Mail Stop 6734
Ogden, UT 84409

801-620-6922

Alabama, Alaska,
Arizona, Arkansas,
California, Colorado,
Florida, Georgia,
Hawaii, Idaho, Iowa,
Kansas, Louisiana,
Minnesota,
Mississippi,
Missouri, Montana,
Nebraska, Nevada,
New Mexico,
North Dakota,
Oklahoma, Oregon,
South Dakota,
Tennessee, Texas,
Utah, Washington,
Wyoming

Connecticut,
Delaware, District of
Columbia, Illinois,
Indiana, Kentucky,
Maine, Maryland,
Massachusetts,
Michigan, New
Hampshire, New
Jersey, New York,
North Carolina,
Ohio, Pennsylvania,
Rhode Island, South
Carolina, Vermont,
Virginia, West
Virginia, Wisconsin

RAIVS Team
P.O. Box 145500
Stop 2800 F
Cincinnati, OH 45250

859-669-3592

Chart for all other transcripts

Documentation. For entities other than
individuals, you must attach the
authorization document. For example, this
could be the letter from the principal officer
authorizing an employee of the corporation
or the Letters Testamentary authorizing an
individual to act for an estate.

Line 1b. Enter your employer identification
number (EIN) if your request relates to a
business return. Otherwise, enter the first
social security number (SSN) shown on the
return. For example, if you are requesting
Form 1040 that includes Schedule C
(Form 1040), enter your SSN.

Routine uses of this information include
giving it to the Department of Justice for
civil and criminal litigation, and cities,
states, and the District of Columbia for use
in administering their tax laws. We may
also disclose this information to other
countries under a tax treaty, to federal and
state agencies to enforce federal nontax
criminal laws, or to federal law
enforcement and intelligence agencies to
combat terrorism.

Tip. Use Form 4506, Request for Copy of
Tax Return, to request copies of tax
returns.

Line 6. Enter only one tax form number per
request.

If you lived in or
your business
was in:

512-460-2272

RAIVS Team
DP 135SE
Philadelphia, PA
19255-0695

215-516-2931

A foreign country, or
A.P.O. or F.P.O.
address
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2054 University Ave., Suite 500
Berkeley, CA 94704
510.559.9509 phone 
510.845.4112 fax 
info@ticas.org

www.ticas.org

1411 K St., NW, Suite 1400
Washington, DC 20005
202.747.1959

design: traversosantana.com
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