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< A UNIFORM METHODOLOGY FOR- MEASURING PARENTAL ABILITY TO PAY:
IMPLICATIONS FOR THE COLLEGE SCHOLARSHIP: SERVICE IN 1975-76
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This paper, prepared by James L. Bowman, |Director, Financial .
Aid Studies and Programs, Educational Tesgting Service, is -
being distributed at theé College Board Regional Assembly /'
meetlngs, w1nten 1975, for discussion andrreactlon. o o ’
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The purpose of this paper is to desecribe proposed system
for a‘uniform methodology for measuring pafrental ability to
pay for postsecondary educational costs fo¥ consideration by
the membership of the College Scholarship §ervice Assembly.
In setting forth this proposal, a brief review of the CSS R
need- analysis system is given. This compar@tivé analysis -

, ~ demonstrates the substantial aspe¢ts of the|CSS need analysis

. - ratianale that have been incorporated into the pronosal out-

: -lined here. : :

®

of Jetermining
y all institu-

is consistent
resents a

The movement toward a uniform methodolo
parental ability to pay to be used ower time
tions and agencies awarding financial aid fund
with the goals and objéctives of the CgS and «

a part of the CSS tradition since its inception in 1954. 1In '
addition, the proposed methodology brings into being several
characteristics long considered desirable by many financial
aid administrators and agencies awardlng student aid funds --
namely, a more simplified system in which the methodology can

> be readily understood by the users d in which accuracy of

’ information is retained. 7?\ -
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measuring of parental ability to pay will contihue to be

important as long as the primary purpose.of financial aid

programs is to permit attendance at postsegondary institutions

by students who cannot afford to pay the expenses themselves.

The desired equity in the awarding of financial aid can only

be achieved through the widespread appllcatlon of a consistent -
method for measurlng the ability of families to pay for edu- ' ¢
catlo osts. e . T ;

2 ' B - <cc. 2
. w (55 )

Kc)llege SChOlalShlp Service of the Cqllege Entrance Exammatlon Board

888 Seventh A\genue New York, New York 10019 (212) 582-6210

ag , " The development and maintenance of a méthodb&ogy.for the
AN

N

N

»




-

.assumptions as the. current CSS need analyjg

Assumptions

The proposed uniform standard is based on the same ggneral
s system. The
underlying principle of the proposed natipnal standard is
that parents have an obligation to finan the education of
"their children to'the extent that they a le.

nother. general assumptlon shared by' the proposed unlform
‘standa nd the CSS system is.that the family must be accepted
in its present financial condition. Any system that analyzes
financial need must deal first with the objective facts of
famlly financial circumstance. It cannot make distinctions .
between the frugal and the spendthrifty. It cannot distin-
guish between improvidence and financial hardshkg.

o The proposed uniform standard attempts to treat all
families equitably, recognizing the peculiarities of each
family's situation that contribute to differences in ability
to pay. This is closely related to thé assumption in the'

CSS system thatin determining a family's ability to pay for
postsecondary education, the computation system must cerisider .
the size of the family and the extraordinary expenseg’ that

the family may have. The system must consider" spegial family
circumstances such as age,Amarltal status, and the number of
working parents, as these ‘factors alter a family's financial
strength. : . . w

I ‘; , "‘LX
The uniform standard considers both the income and assets

of parvents /in deriving their true financial strength. This
principle @f need analy51s is similar to the CSS assumption
tHat a family's income is the primary source of support for
postsecondary educatlon, but its accumulated assets must alSO ‘
be con51dered Income and assets, combined, produce the

most comprehensive index of a family's financial strength/

-and therefore its ability to pay. Eﬁrthermore, both systéms
,gecognlze certain expenses and expenditures that are'not a
matter of family choice, and therefore do not make adjustv

ments in esziﬁgtes of financial strength because of diffefences
amil

in famlly sitmations that result from family choice. For,
example} a y that owes a large debt on a automobile és
treated i entlcally with a family that owns a fully paid-
model.u ven though the flnst famlly has a debt and is re-
quiredsrto allocate more of its income to paying that debd’
the rchase of the automobile generally reflects family
-cho'ce; so this obligation is not considered in the estlmate.

Although 51mple, accurate, and objective data as the
basis: for the u rm standard's calculatlons, the resulting
contributions ca the valldlty of the present CSS

system. There ma complexities in a relatively small
number of individual famil flnanc1al circumstances and




' other economic wants. One might reasonably ask why other

.

.dlfferences in attitudes toward, educatlon that will requlre
‘that an aid admlnlstrator consider adjustments if appropziate -

for a ecific family. I oing this he or she should eval- .
uate both\the objective an subjectlve lnformatmon avallable>
to him fr ‘aii.sources. . . .

In ‘'general then, the expected parental contrlbution ‘//ﬁ

toward educational expenses generated by the CSS an‘dxth>
prOposed uniform methodology are derived from the inter
action of "income, unusual circumstances, asset holdings, and
rates of expected contribution toward educational expenses.

Basic to the ;hiiBQQphy of thé CSS, and incorporated
into the proposed uniform methodology is the concept that
~certain levels of income and assets are required to provide
for the economic necessities of the family, and that income
and assets above these levels are available, in varying
amounts, for institution of postsecondary education.

’Concept of Effective Income

-

The proposed uniform methodology for measurlng parental
ability to pay uses, as does the currént CSS rationale, a
concept of "effective income" in its procedures for calcu-
lating the parental contribution for educational expenses. .
Effective income, in this case, is defined as that income .
available to the family for the provision of its economicnf o
wants after allowance against the parents' total taxable ) IR
and nontaxable income has been made for the follow1ng ex-. .o~
penses: :

1. Federal income and F.I.C.A. taxes paid ,

2. Medical and dental expenses claimed for tax
purposes (excluding medical insurance) °

3. Casualty losses claimed for tax purposes,

4. Housekeeping allowance (if appropriate).

An allowance as now in the CSS system .is made for
federal ifcome and employment taxes (social security)
because these are mandatory taxes that are generally equally
appllcable ‘to citizens in the United States and its posses- .
sions. ' The payment &f such taxes reduces funds available for

taxes such as state, and local taxes and real estate and
sales taxes are not similarly deducted in the proposéd
uniform methodology. Studies by public finance economists,
for example Richard Musgrave and Joseph Pechman, as well as
annual studies conducted by the National Tax Institute,
indicate that!for various'income classes and within the
various states, the total burden of other taxes tends to be
distributed fairly uniformly by income groups. That is to
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say, a 'given income group in California whose taxes are
income, excise, property, and sales taxes will have the same
relative tax .obligation as a similar income group in New Jersey
where the predominant taxes are property, excise, and sales,
It is recognized that the collection of exact tax information
within each locality and state for individual families would
be an extremely difficult task and pose great problems with
respect to &accuracy of the information collected.. On:the =~ -
other hand, to allow for certain taxes and to exclude other
types would be to provide inequitable treatment to certain
families; considering the fact of the uniformity of the
overall tax burden. : i ‘

It should be noted that elimination of a diréct -allowance
for state income tax paid has little overall effect on the
CSS filing population.. The average change in contribuition
that results when an allowance for this item is eliminated

is $50. For families with a net income of $20,000 or less

the change in parental contribution that would fesult is
$100 or less. For families with irncomes’between $20,000
and '$25,000 the average ghange in contribution ranges from
$100 to a maximum of $200. In the proposed methodology,
provision is made for the average burden of state and local
property, sales, and excise taxes through the determination
of the rate of contribution from effective income.

'~ Similar to the allowance made at present by the CSS,
an allowance is made in the uniform standard for provision
of unusual medical and déhtal'expenses. In an effort to
enhance the accuracy of the information repdrted, the pro-
posed uniform methodology uses those medical and dental

. expenses (excluding medicpl insurance) allowable as a de-

duction for federal incofé tax purposes. Since provision
for basic medical expenses (including medical insurance)
for families is made in the Bureau of Labor Statistics (BLS)

 standard of living to be discussed later in this paper,

such expen'ses that are allowable for income tax purposes
more closely approximate unusual or extraordinary expenses
to a family.

. Under current CSS procedures, the allowance for medical
and dental expenses in exce of\ 5 percent of income does

not usually affect average parent contribution. For the
population as a whole, the average chapnge in parental contri-
bution due to medical and dental expenses is $20. The average
change, ranges from $10 at incomes of "$5,00p or less to $40

for families at income  levels of $22,000fr more. Using

the deduction claimed for income tax purposes in the proposed
uniform methodology will result in a religble, commonly
understood allowdnce procedure, as sensit#ve as that in

the present CSS system,




As is the case in the CSS system, special allowances
are also given for extraordinary expenses that are not normal
expenses of family life and reduce a family's usuable income.
The allowable expenses in this category are those associated
wigh "acts .of God." These are expendltures of a casualty -
nature that are not foreseen and do not arise’ from an act
of consumer choice. Again, in order to retain the validity
of the information reported and to minimize confusion about
the terminology of "unusual expenses," the proposed uniform
methodology uses those deductions for casualty losses that
are claimed for federal income tax purposes. Such deductions
are quite similar to those currently allowable under €SS
procedures, and so this change would have a minimal effect
on parental contributions of the CSS filing population.

4

"In addition to these deductfons in the proposed uniform
methodology, allowance is made {for housekeeping purposes
where there are two working parfents or where . there is a
single parent. This allowance %s 50 precent of the lesser
income or $1,500, whichever is less (as in current CSS
procedures). This allowance is meant to adjust income for
the additional employment expenses incurred by families that
do not have the advantage of a nonemployed parent. When
parents are working they incur additional expenses for
clothing, transportation, and meals away from home and in

. a number of cases’ expenses for child care. The current

CSS system recognizes the costs of employment when two
arents work, although at a slightly less accelerated-
ate. This change would extend the same type of recognltlon
of employment costs to single parént: families. ;

Thus, from the total family income (taxable and nontax-
able) are subtracted tertain allowable deductions, federal
income and employment taxes, and if applicable a house-
keeping allowance, medical, and extraordinary expenses.

The remainder is considered to be "effettive .income,"
analogous’ to that used\by the CSS. Note that there is no
direct allowance against income in- the prgbqgegheystem for
dependents in the family other than dependen ildren.

This is because the costs associated with these other family
members is considered later in the procedure.

Basic Standard of Living

Basic to the CSS eystem is the concept of a "moderate" level

of 1living, a level of living that is neither luxurious nor

poverty stricken. A family with moderate income and assets
can maintain a standard of living similar to the middle-~ ~
income third of the population of the United States. The
moderate income allows adequate funds for food and housing,
for health and nurture of children, and for reasonable

i
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participation in social egd community activities. The levels
of effective income requiked to provide a moderate standard

of llVlnd/Wlll vary depen ing on family size. At the pre-

"sent time, such effective income levels range from an after-~tax
income of $10,290 for the one-child family to an after-tax
income of $19,020 for the family with 10 children.

P ¥ The moderate levels of living established by the CSS
" haye been derived from the sprlng 1967 cost estimates by,
the Bureau of Laboy Statistics for a moderate standard,
adjusted for changps in the Consumer Price Index (CPI) and
to provide for a college~age child in families of differing
sizes. In addition, under CSS procedures, a standard lower !
than the moderate level has been adopted as a ppint of '
zero contribution. This standard is the lower—?udget standard - * .
of the Bureau of Labor Statistics, adjusted for K changes in
the Consumer Price Index and to prov;de for a c¢llege age
child and families of differing sizes.

For families w1th after-tax income below the moderate
level, all income. is applled to malntenénce of the family.
Income above these levels is considered discretiopary and
available to the family for purcha51ng other goods and services/

one of which could be higher education. ‘ . .
.

Lo ey,

A major assumption by the CSS is that parehts are expected
~ to continue to provide, as well as they are able, the basic
essentials of life, whether the student lives at home or on

- the college campus. BAnalysis of the changes in the moderate

" standard budget indicates that as family size increases, the
added costs to pybvide a moderate standard decreases. In
order .to prOV1de a standard contribution for equlvalent
incomes representative of contdnuatiop of provision of the .

" basic necessitigs of life, the CSS hai developed a weighted
average budget using CSS families in 1972 73 as the population
weights. |The weighted average budget hange for a’nine-month
period amdunts to approx1mately $900 e&& taxes. Con-
sequently) at the moderate income level, e ramildy would
be expected to contribute $900 from 1ncome, an amount that =
represents| the contihuing obllgatlon of the Rarents to .
provide folr the continuing maintenance of the\student, ex-
cluding cobts associated with housing. Below Xhe moderate,
income level, expectations decrease from $900 ty $0 at the"
level at which families have incomes equivalent ko that of

N the Buregu of Labor Statistics lower-budget standards.

R In a modification of the CSS concept of a modergte level
. of living and its utilization of a fixed dollar expenditure
- . representative of the "maintenance level” required of the
) family, the proposed uniform methodology provides for a.
g standardized allowance, called' the minimum standard (MS)
. allowance. ' The MS represents the cost of the basic neceSSLtles

. n b




for each famlly member receiving over one-half " sdpport from'
- the family and represents the lavel bf income at which no
- contriﬁutlon can be expected toward postsecondary educational -
expens Its use, therefore, exempts from contribution the-
dollar amount necessary to provide for the most basic expenses
of the famlly unit, . e
\)
The proposed Minimum Stahdard Schedule is. based on t
spring 1967 cost estimates of BLS for a famlly living at’ a
low standaxd of living, adjusted for. changes in thé Comsu er
Pric¢e Index (CPI) and to provide for a college-age child
families of dlfferlng sizes. The Minimum Standaxd - chedule
that would result from ad;ustmenﬁ n the CPI throgdgh December
- 1974 is as follows: 47 R . '

e ncomq/after federal income
Family size - - A - " and ggcial/security taxes

e

"$ 6,910

8,030

'9,070

10,440

11,000

A ‘ : - ' llf560
10 L C . ' ' . 12,050
11 o e s 12,450
12 -, N\ ' o 12,770

Vo These MS allowances are identical to thoge used by the
. CSS to denote those income levels at. which a zero parental
‘i* contribution is &xpected., It should be pojfited out that
: family size in the proposed system is. #6im1ned by the -
number of family members rece1v1ng ov one~half their
support .from the family. This is, necessaril
as the number. of dependent childrpgnh recognj in the css
system. Use @f the.family mem}#r co eliminates the
" need for an arbitrary allowanéé dependents other than
children, and the dollar le t represents (differing
by family.size) is a more rent approximation of the
expenditures in dollars a in kind that the family is
providing. ' ® o
. : ] . o
" S Thus, from the A£gtal family income (taxablewand non-
ctel federal 1n¢ome and soqral security
taxes, certain lowable deductions,” a housekeeplng aliowance
, and an appropriate allowapée based on' family
size. The emalnder is- con51dered to be , avq1lable income"

-~

o

& variety of dlscretlonary purposeaJ
rovide for the postsecondary educational

o«
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. compensation: : A 4 T
.- Father - . iy ‘
/ ) Mother ' !
+ Dividends )
‘+ Interest
P + Income other than wages, leldends, and interest’
A - Adjugtments to lncomp (sick pay, moving expenses, etc.) - :
= Adjus¥ed grossg income for year preceding academié¢ year - R
+ Nontakable income for year precedlng academic year

Total \income for computation prupbses : .
Federall income .and social security taxes '
Deductions claimed for tax purposes on the basis of
mediaal/dental. expenses (excluding insurance premiums)

N

.

, Deductipns claimed for .tax purposes on the basisg of
~+ . casualty losses
. . . - Houseke plng allowance (if agproprlate) /
. * = ‘Effectivie income : . r '
- Appropribhte minimum standard-allowance - .
= Availabl§ incomg. for suppiemental and discretionary
purposes . ’ % - - #

It is from jthe available income of the family that suppor t—,

- is expécted towafpd the provision of health, care, arnd nurture b
. expenses .0f the tudent and, if income is sufficient, toward o ‘Vj
the out—of pocke expenses of tuitipn, books and supplies, ctc..

5

Parental Contrib tioﬁ‘from Aséets

Since assets.contiribute to the financial ‘strength of. the
family, it is impbrtant to include them when assessing the
family's ability to pay for postsecondary education. A
strong net assets|position indicates greater capac1ty to
- finance postsecondary expenses out of currenpt income, and
.+ greater,access to |financial resources in general. Rather
- than expecting a amlly to llquldate its assets, the assess-
* ment of” assets indlicates the family's ability to tontribute o
,more (or less) from 1ts income as a result of its total fi-
nancial strength. , R p

In general, the CSS views the expected tontribution -
toward the cost of| attending a postsecondary institution T ..
in light of-the total financial s%rength of the family as ’ ’
generated by the interaction of income and assgfs. It is
generally recognized that the possession ofagégzts'gives /
greater total .finanhcial strength than incom Pone. Follow;ng
“this concept, the Eamlly with small income and large ai;i;s
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ancial strength as another fammfg with
fewer or po assets. . ) ' .

°

rf may have the same £
.a hlgher ineome bu

S~

“/rhe .CSS’ systdm measures the. flnanc1al stftength provided
;/by various comblnatlons of ihcome and assetg by determining
" “the potentlal supplementary.income that woyld be expected ,
* .from a -§iven value of assets.. Since assetfs generhlly have -
Qbeen accumulated by deferrlng the® purchasg of goods and /
sexvice from income in } st, the assgts can-be consldered
available to supplem the phrchase of/goods and services !
from-income at the present a¥d 4m the future. The CSS system
assumes that this supplemesit to current family income from
assets’is prorated over the expected lifetime of the parent.
While families may not convert their assets according to the
' CsS formula,sthe technique serves to grgup families equitably
with approximately the same financial strength when both
income and aséets are considered together. i
¥ .

‘In general, the proposed ‘uniform methodoldgy for determining
parental ability to pay will follew.much the same procedures

,as ‘the CSS follows in determln'ng dlscretlonary fiet worth. X
: Ye CSS system is the value of- Y
S/ assets after prov1sion for /fetirement and indebtedness is-made.
“.  The stdndard items to be”considered as assets in the proposed

‘system are: ce ) / i
. Residence egui

Other real/estate equity .

Cash. assgfts - ' ' -

. Other 'iffvestments .

Busine s/farmvnet worth / _ _ . ,

s

Ul & W N
.

In a mogification of ‘current CSS procedures, the proposed
unlfdtm metjfodology will include the total net worth of the
family's -sffare of business and farm assets - father than a
varylng pfrcentage. The purpose is’ to provlde for more

treatment of assets in ge ?ral ather than base |
bcation on- types of asset held.- 6 The full value
was approved by the CSS membchﬁéor use in the
1972773 proaessing year, but it was later modified to provide
fpr/a transitional period because of the levels of expectation
infeffect during 1972-73 and 1973-74..  The ‘recognition of
e considerable inflation in the economy in determining ,
/the expected levels of contribution ‘for the 1974-75 processing
yvear has. amellorated to a large e#tent the impact of the
expected ‘rates of contribution on/net worth held fn the .
form of a -business or farm. Fur hermore,\ghe proposed . oy pn

v

uniform methodology exempts a ldrger-portion of assqts for
retlrement purposes than does he CSS at the present time,

The uniform methodology, as in the CSS system, does. ) \
not take 1nto cons1deratlon the value of consumer goods-as /
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assets, nor are outstanding/loans or debts -- incured in
connection with purchases of such dutable consumer goods

-as automobiles, household furnlshlng v and apnrliances --
con51dered , - ‘

°

- ' .

. R
- In recognition, that a major reason’ for accumulatlng assets
“is to provide for future retirement, the proposed wuniform

methodology also provides an allowance aganasb assets,. Theg
m

allowance varies by age and sex of the primary working parent
- and is the dollar amount required, at the present age of th
parent, to purchase a fully paid annulty to prov1de at age \
65’ a supplementary income to social security benefits. The’ ‘,*
- supplementary retirement income is the difference between
L . average social security benefits and the budget amount esti~-
mated by the Bureau of Labor Statistics as necessary . to prov1de
a moderate standard of retirement livifg. This pfocedure is
consistent with that currently being used by the College

: Scholarship Service. .

.‘,// ’ -
- .  The retirement allowances have been derlved by determinin
what amount, -in a single“payment, might be demanded by a ' L
commercial insurance company at‘differing ages of the primary |
working parent in return for the payment of an annuity of
$1,860 (in the case of a couple) or $1,938 (in the case of -

a single individual) per year beginning at.age 65., This
procedure is identical with that of the CSS; however, the /
fact that individuals are living lopger on the average than /

/ ‘thefexperience indicated in the Commission's Stand Ordinary
Mortality Tables of 1958 has been recognized in ese allowa7pe5/

1] i

/7

This results in sllghtly higher retirement allowances than
=~ are currently being used by the CSS. Retirement allowances
for selected ages and family types Fnder the proposed unifor
methodology are illustrated below: ' . g

Two~-parent . One-parent

- Age . family family

- ‘ . / o
‘~»\lk\“&2 $11,040 -7 $13,680°
_ 47y _ . 12,720 15,720
52 , 15,000 18,360

57 K 18,000 . . 21,720 ,
62y ; 22,320 N 26,400
65 . 25,920 . .~ 30,240

. 1Kfter prOVLSlOn against net worth has; been made for an ]

, approprifite retirement allowance the family's remaining
- ) assets are conSLdered discretionary. . .

. It is from "the discretionary net worth of the family
that the additional financial strength generated by assets
is measured. The discretionary net worth represents the

portion of family net worth above that required to provide
p .

' ' - /
v - - "
7 - ’ . -
- . . . Ve
‘ 1 1"
! P
- . It
. +
+
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‘a moderate level of retirement incoﬁe and could be’considé}ed -
available for the family to use’' in supplementing income at ‘

o

present and intd the ' future. v

The purpose of khe income supplement is to take account
of the contribution that discretionary net worth makes to .
ability to ‘pay for goods and sgrvices out_ of current.income.’
.. The percentage of discretioiiary net ‘worth that 'is assumed
'~ to be ponverted to an annual supplementary -income flow is “. L
12 percent. This is a slightly different procedure from that T
. currently used by the CSS where the conversion ratio varies .
by age.and sex of the head of household. A uniform COnVquion, o
ratio was chdsén because of its ability to recognhize changes
in-the economy. The varying .ratios used by ‘the CSS are a -
funq&ioﬁ of mortality tables, years'of working life, and ;
'~ interest rates in the economy. 1In the gurrent complex ’ N
economic situation, some of the underlying variables have |
lost the stability that previously recommended this use. -
A single conversion rate has the.advantage of understandability
and its rate reflects the rate of inflation in the‘ectbnomy
" at the present time. The .most prevalent assets families
‘seeking financial assistance are those composed of hoines
and real estate equity -~ changes in. the market.value of Ce
such holdings from year to yeax are primarily a function )
of ‘inflation. Consequéntly, a conversion rate that approximates
what inflation has added as” an increment ,f value appears to -
‘be appropriate. ' * L )

In order todprovidefequal‘treatmeng;among familieg, the /
uniform methodology distinguishes between assets sufficient /
for retirement and assets insufficient for retirement. When '
the family assets are not sufficient to provjgle for adequate ,
retirement at the moderate level, an allowance is grédnted , S
, © ‘“dgainst effective' ircome as is true under' the.current CSS /-

_ procedures. - This allowance is determined by ascertaining /o
the difference between ctirrent assets and those required - t
to provide an appropriate"reti;gment allowance -and applying '/

,a negative conversion ratio of“6 percent. L ’

- . A} “ ”

) The first step before determining the amount parents |
can reasonably be expected to contribute toward meeting ,
educatidnal expenses is to determine the adjusted available |
income of ‘the family. Adjusted available income.is the .l
available income plus the income supplement from discreticnary

" net worth. The adjusted available income reflects the economic
strength of the family resulting fromgsa combination of its = ,
income and assets. Contribution toward educational expenses =~

5;5 derived from this amount.

A
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T . et . -
_Expected Parental Contrlbutlon from Adjusted Avallable Income -

/0

LyAs stated{earller, the CSS system revolVes afbund the concept
' of the’ BLS moderate standard with a ,specific dollar _expectation
.attached 6 that standard: for the cqntlnued support of a

child attend*lg an 1nst1tutlon of postsecondary education.

. Both the moderate standard and the lower standard serve .

..as reference: points in the CSS system: for determining thé
ablllty,éf parents to contribute to: ‘the costs of postsecondary
educatidd. “ At the lower—budget stand d a $0 contribution

. is .expe ted,vand at ‘the moderate: el a, contribution of
: $900 islexpected. ‘Under the proposed urfi form “me thodoTogy

the effective lower-budgét standard sérves as the poihﬁ

at which.a zero contribution results. Income above that level

- is considered to beét-available income. that can be utiliZzed
- for supplémentary and discretlonary purposes. h R

¥
[ R

< Since avallable ineome- represents the money avallable,3
:”mgor supplementary and dlscretlonary purposes, the question
‘remains: isWhat portion should be expected for postsecondary A
educatlonal ‘expenses? The éxisting-hational services (CSS -,
and ACT) have"approached this: ‘question by applylng progressive
tax theofy to need analysis. Given the concept of a~basic-
standaxd. of 11v1ng, money ovey’ thls $tandard can be considered
‘availahlle ‘for a variety of purposes. . Economists have demon=- .
strated that 'as the ambunt of money-available to the family
for. dlscretlonary purposes- 1ncreases, the ratio of basic
;consumptlon expenditures to total income decreases.” Thus,
as income increases, a larger percentage of income may
~taxed with less effect on'.the suppert :of.the. ily. The ™%
- proposed, uniform methodology ises the féllowing taxati
rate Schedule for estimating the abIIlty ©f the famrlyqto
contrlbute toward educatlonal costs: T o RN

Adjusted Avallable IncomedTaxatlon‘Rate Schedule

Adjugied av 1lable

<

income -/ A et L0 . - Taxation rates. .
o ) . ' . ’
s _0-<$ 5,000 L 228 o
5,000 6,000 $1,100 plus 25% over $ 5, ooo )
6,000< 7,000 S o 1,350 plus 29% over 6,000
- 7,000< 8,000 i o 1,640 plus 34% over 7,000
.. 8,000< 9,000 7% ' 1,980 plus 40% over ’8,000_ .
9,000<.10,000 - ' - 2,380 plus 47% over 9,000
10,000 or more - . 2,850 plus 55g over 10, 000,

These rates have been developed to approx1mate .the expected
parental contribution used by the CSS and ACT fOr the l97¢ 75
process1ng year.’ 4 , .

~
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A comparlson of the expeeted contrlbutlon from effectlve
~income ‘- (i.e. , - income after federal inecome and social, securlty
taxes) undér current CSS procedures:and\those using the pro-
posed unifbrm . methodology from certldinincome levels and family
size is contained in Table 1 at the' end of the paper.

P . : . IR k)
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MR}

'Summarz

‘_In general terms, the CSS computatlon for the famlly contrl—
bution to pOstsecondary educational. expenses 1nvolves the .
,follow1ng : i : . '

. T .

l, 'Determlnatlon of the annual 1ncome of the famlly

: /
2. Determlnatlon of effectlveilncome, by subtractlng
from annual income “amounts that reflect federal income ..
and F.I.C.A. “taxes paid, state income tax, special categories
of expenses arising from unusual situations, and a_working ‘-
spouseiallowance. Q,, ‘ y

! o
LY S
i .

1x 'QJ“ Determination of dlscretlonary net worth with
spetial consideration of the age of the prlmary worklng
parent and the famlly s1tuatlon. e » ’

“4. ;Determlnatlon of any 1ncome'flow supplement by
prorating. dlscretlonary net womth;pver the estimated re-

'malnlng life years of the primary: worklng parent.

o . -

5. Determlnatlon of the adjusted effe tlve 1ncome by

;addlng effectlve 1ncome and 1ncome flow supplement. :
':"Determlnatlon of famlly contribution from adjusted

efffective 1ncome by reference to parental expectation cufves.

Slmllarly, the proposed unlfOrm methodology for computa-
tion of the family c tribution to college expenses involves
the follow1ng- q%’ ' ' .

4. Determlnatlon of thé annual income of the family .
by combining’ income reported for federal income tax purposes
with nontaxable 1ncome.' s
. 2. Determlnatlon of the available income of the famidy
by subtractlng f¥om the annual income amounts that reflect'
federal income and social securlty taxes paid,. deductions i
- allowed .for medical, dental, casualty losses, and housekeeping
expenses and a family'size.allowance based on the Bureau
of Labor Statistics lower-budget standards.
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Aruitoxt provided by Eic:

and the famlly 51tuat10n.
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; 3. Determination of disqéetibnary net worth, with special
‘con51deratron of the age of th

, primary working parent

'y
/o

4}' Determlnation ‘of .any 1ncome flow supplement by

prbratlng dlscretlonary net worth u51ng a single conver51on
factor of 12. percent S :

>
-t

: ;5. Determlnatlon'of the ad]usted avallable income by
addlng avallable 1ncome and 1ncome flow supplement :
: i
v6.' Deterﬂlnatlon of famlly oontrlbutlon froﬁ&adjust
avallable ;ncome by reference to a tax rate schedule.
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