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You may wonder if saving in a 529 plan will diminish the amount of  
financial aid you might receive. 
The complex financial aid process can make it difficult to understand how financial aid is calculated, so 
often people make poor financial decisions, which negatively impact both the amount they save and their 
financial aid award. The following helps explain the financial aid formula, including how income and 
different savings vehicles can affect financial aid awards. As you will see below, savings in a 529 plan are 
treated the same as other assets such as cash, CD’s, mutual funds, and stocks, and have minimal impact 
on the amount of financial aid a student receives. 

All accredited post-secondary institutions require the submission of the Free Application for Federal 
Student Aid (FAFSA) by the student to be eligible for federal, state, and institutional financial aid. The 
U.S. Department of Education, through its Federal Student Aid Program manages all federal student 
financial assistance programs, including Pell Grants, loans, and work study funds.

Federal financial aid need is determined by a basic formula of:

Cost of  
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Grants and 
scholarships

Financial  
need

Source:  The EFC Formula, 2021–2022, Federal Student Aid, an Office of the U.S. Department of Education.

• Tuition & fees
• Room & board
• Books & supplies
• Personal expenses
• Transportation

Parents
• 22% to 47% of income
• Up to 5.6% of assets

Example: 529 Plan 
assets

Students
• 50% of income

• 20% of assets

Example: UGMA/UTMA 
assets

• Money that does 
not need to be 
repaid (not loans 
or work study)
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The cost of attendance, published by each school, includes tuition, fees, room and board, books, 
supplies, personal expenses, and transportation. Subtract from these costs the grants and scholarships 
the student will receive, or the “free” money—money that does not need to be repaid (so not loans or work 
study).  Subtract from that the Expected Family Contribution (EFC) and the result will be the financial 
need or, simply put, the financial aid award. Because the EFC calculation considers savings, many people 
may be concerned that saving and contributing to a 529 plan will significantly lessen the amount of 
financial aid they will receive. This is simply not the case.
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Breaking down the EFC formula 
The following further explains the EFC Formula. The EFC is a combination of the 
student’s and parents’ income and assets. It is important to know that the formula  
is largely income driven and savings have a modest impact.  The formula assumes 
22%–47% of parents’ income and up to 5.6% of their assets should be available to 
pay for college costs each year. It assumes 50% of the student’s income and 20%  
of the student’s assets are available to pay for college costs. Because of this 
formula, assets in a 529 plan are treated favorably because the assets belong to 
the parent (not the student at 20%), and therefore, only 5.6% of the amount saved  
is included when determining financial aid need.  

Assets* Income

Parents Up to 5.6% 22%–47%

Student 20% Up to 5.6%
*Income includes the adjusted gross income from the parents’ and students’ Forms 1040 along with certain other items 
representing untaxed income and benefits, e.g., untaxed portions of IRA distributions and veterans’ non-education benefits,  
such as disability. Source: FAFSA, U.S. Department of Education.

Even if you have met or are close to your savings goal, it makes sense to complete 
the FAFSA when your child applies to college.  Many state scholarship programs 
and colleges, both private and public, require the FASFA form for the student to  
be considered for additional free scholarship money and grants outside of the 
traditional financial aid formula. The student will automatically become eligible for 
consideration when he submits the FASFA Form. 

How withdrawals are treated from 529s owned by  
third parties 
If you are a grandparent or family member who has established 529 accounts for  
a beneficiary, it is important for you to understand the financial aid formula—and 
when and how to make a distribution. Depending on the timing of the withdrawals, 
accounts owned by grandparents and other family members will have a serious 
impact on the financial aid award in the following year.  

Withdrawals from a 529 plan owned by a grandparent or other third party  
(e.g., non-parent) in the prior year are required to be “added back” when reporting 
income on the FAFSA thereby representing income to the student, and thus 50%  
of the 529 payment for tuition is treated as income to the student. Since the FAFSA 
reports income from two years prior, it often makes sense to encourage withdrawals 
from third-party plans after junior year so it will have zero impact. 

Because of this formula, 
assets in a 529 plan are 
treated favorably 
because the assets 
belong to the parent.
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This communication is general in nature and provided for educational and informational purposes only. It should not 
be considered or relied upon as legal, tax or investment advice or an investment recommendation, or as a substitute 
for legal or tax counsel. 
Any investment products or services named herein are for illustrative purposes only, and should not be considered an offer to 
buy or sell, or an investment recommendation for, any specific security, strategy or investment product or service. Always consult 
a qualified professional or your own independent financial professional for personalized advice or investment recommendations 
tailored to your specific goals, individual situation, and risk tolerance. 
Franklin Templeton, its affiliates, and its employees are not in the business of providing tax or legal advice to taxpayers. These 
materials and any tax-related statements are not intended or written to be used, and cannot be used or relied upon, by any 
such taxpayer for the purpose of avoiding tax penalties or complying with any applicable tax laws or regulations. Tax-related 
statements, if any, may have been written in connection with the “promotion or marketing” of the transaction(s) or matter(s) 
addressed by these materials, to the extent allowed by applicable law. Any such taxpayer should seek advice based on the 
taxpayer’s particular circumstances from an independent tax professional. 
All financial decisions and investments involve risks, including possible loss of principal.

Currently, income reporting rules on the FAFSA require using “prior-prior year” income as the “base-year” 
income. As an example, the FAFSA will report the calendar year income of 2 years ago for the EFC 
determination for this school year. Thus, timing of income and distributions and payments from third 
parties are essential to avoid diminishing the amount of aid awarded. 

This punitive treatment was recently changed by federal legislation. Congress eliminated a FASFA question 
about cash support, so beginning in the 2024-25 school year, funds taken from non-parent-owned  
529 college savings accounts will no longer affect a student’s eligibility for federal aid. Thus in 2024, the 
FAFSA form would be based on income from the tax year 2022. Therefore, starting in 2022, 529 plans 
owned by the grandparents or other family members other than the student or parent will no longer be 
considered an asset and will not affect eligibility for need-based federal aid.

Additionally, it is important to understand that if assets are in an UGMA/UTMA, the FASFA formula treats 
them as student’s assets and 20% will be included in the formula to determine financial aid need, as 
opposed to 5.6% in a 529 plan. Furthermore, when the student reaches the age of majority (18 years old  
in many states), they assume legal control of the account and can do whatever they want with the money, 
rather than use it to pay for college costs.

Some final words... 
In summary, it is important to understand the federal financial formula. Remember that funds saved in  
a 529 plan are assessed at a 5.6% rate and treated the same as other assets such as cash, CD’s, mutual 
funds, and stocks and have minimal impact on the amount of financial aid a student receives. 

Therefore, given the financial aid treatment and the multiple tax advantages and flexibility, 529 plans  
may be one of the most effective ways to help save early and often and help finance your childrens’ 
college education!


