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This is the time of year when many farm families are applying for financial aid for their post 
secondary students.  
 
Farm families have some ability to plan their farm income through the timing of income and 
expenses or by making capital expenditures for depreciable items and then electing to expense 
the purchases under Section 179.  Because of these tax advantages, farm families have the 
opportunity to make income adjustments that will optimize the financial aid their student will 
receive.  
 
The majority of post-secondary institutions use information to calculate financial aid derived 
from the Free Application for Federal Student Aid, or FAFSA - a form with which most parents 
of college bound children are familiar. They first calculate the “cost of attendance,” then subtract 
“the expected family contribution,” to arrive at the student’s eligibility for financial aid, 
including federal Pell Grants and Minnesota Grants for those attending Minnesota institutions. 
 
Using the FAFSA form information, the contribution from parent’s income, the contribution 
from parent’s assets, the contribution from student’s income, and the contribution from student’s 
assets are calculated. When combined, these four calculations are the basis for the “expected 
family contribution,” or EFC. 
 
Parents’ contribution from income is calculated by determining their adjusted gross income, 
subtracting income and payroll taxes, a protected income amount that reflects the size of the 
family, and an extra allowance for families where both spouses work.  
 
Farm investments not assets 
In the case of active farmers, investments in the farm are not used in calculating the parent’s 
contribution from assets. This is a big advantage to farm families, since most of their investments 
are in their farming business.  Assets that are included in the formula are those investments and 
savings that are not in a retirement fund, such as an individual retirement account. 
 
Parents are allowed to exclude a portion of non-exempt assets based on their age, and the value 
of their home. The formula requires a percentage of remaining assets be contributed to the 
student’s college expenses annually. 
 
Dependant students are expected to contribute approximately one half of their taxable income in 
excess of $2450 (2004-5) on education expenses, and approximately 35% of their savings and 
other assets annually. Thus, an important strategy is to minimize savings and investments held in 
the student’s name.  
 
 



Income-averaging strategy 
Families can estimate their expected family contribution and their grant eligibility by using the 
calculator found on the Minnesota Higher Education Services Office website at 
www.mheso.state.mn.us. They then should enlist the help of their tax advisor to coordinate their 
tax planning with this information. 
 
Farm families who use tax planning to reduce income to qualify for financial aid, need to 
remember that deferred income will eventually need to be reported. However, income averaging 
is available to farmers to soften this blow somewhat. Thus, one strategy may be to reduce taxable 
farm income while the student is attending college, then report the deferred income after the 
student graduates, using income averaging to reduce the tax. 
 
 


