View metadata, citation and similar papers at core.ac.uk brought to you by fCORE

provided by University of Louisville

Journal of Student Financial Aid

Volume 32 | Issue 3 Article 2

12-1-2002

Apples to Apples: A Financial Aid Reporting
Methodology

Ronald Gage Allan

Al Hermsen

Follow this and additional works at: https://irlibrarylouisville.edu/jsfa

Recommended Citation

Allan, Ronald Gage and Hermsen, Al (2002) "Apples to Apples: A Financial Aid Reporting Methodology," Journal of Student Financial
Aid: Vol. 32 : Iss. 3, Article 2.

Available at: https://irlibrarylouisville.edu/jsfa/vol32/iss3/2

This Issue Article is brought to you for free and open access by ThinkIR: The University of Louisville's Institutional Repository. It has been accepted for
inclusion in Journal of Student Financial Aid by an authorized administrator of ThinkIR: The University of Louisville's Institutional Repository. For
more information, please contact thinkir@louisville.edu.


https://core.ac.uk/display/217211471?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1
https://ir.library.louisville.edu/jsfa?utm_source=ir.library.louisville.edu%2Fjsfa%2Fvol32%2Fiss3%2F2&utm_medium=PDF&utm_campaign=PDFCoverPages
https://ir.library.louisville.edu/jsfa/vol32?utm_source=ir.library.louisville.edu%2Fjsfa%2Fvol32%2Fiss3%2F2&utm_medium=PDF&utm_campaign=PDFCoverPages
https://ir.library.louisville.edu/jsfa/vol32/iss3?utm_source=ir.library.louisville.edu%2Fjsfa%2Fvol32%2Fiss3%2F2&utm_medium=PDF&utm_campaign=PDFCoverPages
https://ir.library.louisville.edu/jsfa/vol32/iss3/2?utm_source=ir.library.louisville.edu%2Fjsfa%2Fvol32%2Fiss3%2F2&utm_medium=PDF&utm_campaign=PDFCoverPages
https://ir.library.louisville.edu/jsfa?utm_source=ir.library.louisville.edu%2Fjsfa%2Fvol32%2Fiss3%2F2&utm_medium=PDF&utm_campaign=PDFCoverPages
https://ir.library.louisville.edu/jsfa/vol32/iss3/2?utm_source=ir.library.louisville.edu%2Fjsfa%2Fvol32%2Fiss3%2F2&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:thinkir@louisville.edu

Apples to Apples:
A Financial Aid Reporting Methodology

By Ronald Gage Allan
and Al Hermsen

Ronald Gage Allan is
Assistant to the Dean for
Research and Data Services
in the Office of Student
Financial Services at
Georgetown University,
Washington, DC. Al Hermsen
is Associate Director for
Fiscal Management and
Scholarships in the Office of
Financial Aid at the
University of Michigan.

The authors wish to thank
Jean Daly, Patricia McWade,
Joseph Russo, Mary Sapp;
Kent Smith, and the Editorial
Board of the Journal of
Student Financial Aid for their
assistance.

The Common
Data Set

Confusion about the treatment of merit-based or categorically
based aid has revealed the need for a generalized financial aid
reporting methodology. This article suggests a procedure for fi-
nancial aid reporting that recognizes differing treatment of need-
based aid before and after awarding, offers general information
about the theoretical concepts underlying the proposed procedure,

and provides an example of how the procedure may be applied.

complicated methodologies for establishing financial need,

Expected Family Contribution, and financial aid pack-
ages. Perhaps because of this complexity, no clear methodology
has developed or evolved to perform financial aid reporting func-
tions. Lacking a methodology, such questions as how much need
has been met during a given award year, both by categories of
aid and by aid in the aggregate, have been unanswerable for
more than forty years. In particular, confusion about the treat-
ment of merit-based or categorically based aid for reporting pur-
poses has led to the frequent observation that comparison of
financial aid from institution to institution is akin to comparing
apples to oranges.

The purpose of this paper is to suggest a procedure for
financial aid reporting that has been developed to address the
financial aid portion of the Common Data Set. Before the proce-
dure can gain widespread acceptance, theoretical concepts un-
derlying the methodology must be explained in detail to the fi-
nancial aid community. The authors intend to publish these
details in a future monograph. This article, however, will be lim-
ited to a general description of the procedure and the defini-
tions that are required, and an example of its application. The
article is designed to provide guidance that hopefully will begin
to clarify the discussion of merit aid and merit aid reporting.

S tudent financial aid is an extremely complex field with

The Common Data Set {CDS) initiative may have generated the
most stimulus toward the development of a generalized finan-
cial aid reporting methodology since the beginning of profes-
sional financial aid administration. The CDS is a collaborative
effort led by the four major publishers of college books, The
College Board, Peterson’s, U.S. News & World Report, and Win-
tergreen/Orchardhouse. It includes the participation of data
developers and providers in the higher education community,
primarily institutional researchers, and has as its stated goal
“to improve the quality and accuracy of information provided to
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Ex Ante and
Ex Post

14

all involved in a student’s transition into higher education, as
well as to reduce the reporting burden on data providers” (see
Common Data Set Initiative).

Through the CDS, reporting burden on individual schools
is reduced by virtue of a common questionnaire containing data
items with clear, standard definitions that classify the specific
cohort of students relevant to each item. Hence, only one re-
porting effort is required to answer the overwhelming bulk of
the questions asked by four major college book surveyors. Po-
tentially, the questions pertaining to financial aid can be an-
swered by one computer program. An additional contribution of
the CDS initiative to financial aid reporting has been to stimu-
late inquiry into the confusing differences between the concepts
of need-based aid and aid that went to meet need. In particular,
the CDS highlights the change in the character of merit aid over
the financial aid packaging cycle.

Financial aid is a cyclical process. Part of what makes it so dif-
ficult to analyze statistically is that the definitions of tradition-
ally used terms change during the cycle. The primary example
is the concept of “need-based aid.”

At the beginning of the cycle, need-based aid refers to
the kind of aid available. Federal Pell Grants, for example, are
need-based aid because they may be given only to students who
demonstrate financial need under the federal methodology. Aid
that is not need based, but still may be used to meet a student’s
demonstrated need, is usually classified as “merit” or “categori-
cal aid.” A third classification of aid exists: aid that is outside
the need and merit process. Such aid is never defined as meet-
ing need at the beginning of the cycle (examples are private stu-
dent and parent loans), so this article will refer to it as “outside
aid.”

By the end of the cycle the definition of need-based aid
has shifted from “aid available” to “aid awarded.” After the pack-
aging decisions are made and the results are known, the defini-
tion of need-based aid becomes all aid awarded that was classi-
fied as need based at the beginning of the cycle, and all merit or
categorical aid administered by the institution that also con-
tributed to meeting the student’s need. Merit or categorical aid
that is awarded in excess of need is classified as non-need-based
aid by the CDS. Most outside aid is also classified as non-need-
based aid.

Because of this cyclical definition shift, it would be ex-
tremely helpful to have a short-cut method for referring to the
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The Three Ex Ante
Buckets

“before and after” aspect of the award process. To do so, this
study borrows two concepts from economics, ex ante and ex
post. Ex ante refers to the status of all relevant variables in a
system before any decisions are made or implemented. It some-
times refers to the plans of agents within a system before the
plans are put into effect. Applying the term to financial aid, it
refers to the status of all aid variables before packaging begins.

Ex postrefers to the status of all variables in the system
after the fact. It refers to the situation after the decisions have
been made; the awards have been offered, accepted, and paid to
the student’s account or to the student directly; and the result-
ing actions have worked their way through the system. As an
example, an athletic scholarship would usually be character-
ized as merit or categorical aid ex anfe, but would be included
in calculationis of the amount of need-based aid ex postto the
extent that it helped to meet the student’s need. Understanding
the concepts of ex anfeand ex post greatly enhances the ability
to think about and discuss the allocation of merit aid.

The difficulty of getting financial aid professionals to agree on
classification schemes is legendary, and it is often said that where
you stand with respect to what gets reported and how depends
on where you sit. This is particularly true when one attempts to
classify all ex anfe aid as need based, merit, or outside.

Ex ante need-based aid can only fall into a need-based
category ex post, because need must be demonstrated and docu-
mented for the aid to be awarded. However, the disposition of
merit aid is not so easy to resolve, partially because of disagree-
ment over its definition. Schools that meet full need regard all
non-need-based aid as merit aid, a term they see as slightly
pejorative. Schools that award merit aid without regard to need
tend to differentiate non-need-based aid between merit and cat-
egorical, insisting that the term merit aid implies some demon-
stration of merit. Outside aid (such as private student loans
and Federal PLUS Loans), normally falls outside the categories
of need-based and merit aid. However, PLUS Loans are used to
meet need often enough to cause confusion and undermine the
credibility of the need-based, merit, outside classification pro-
cedure. Plainly, a greater level of abstraction is required.

The authors propose to address this conundrum by es-
tablishing a methodology for ex ante aid classification that is
sufficiently abstract as to require very little agreement. It will
then be demonstrated that applying this classification method
to an accounting identity provides the foundation on which a
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coherent and consistent reporting methodology can be con-
structed.

The classification procedure is based on the idea that,
at the beginning of the packaging cycle, all financial aid can be
allocated to one of three categories, which can be referred to as
the three ex ante buckets:

¢ Only Meet Need (aid that only meets need ex posj
e Can Meet Need (aid that can meet need ex posij
¢ Never Meet Need (aid that never meets need ex posj

Note that this categorization is bright line: all aid thatis
awarded must fall into one of these categories. It does not mat-
ter the source of the aid, how it is defined, how it is awarded, or
whether it is accepted or earned/paid. It only matters whether,
ex post, the award must meet need, may meet need, or never
meets need. The construct is rendered by the following equa-
tion, which is the accounting identity.

Total Total Total Total

Aid = Aid that +  Aid that + Aid that

Ex Ante Only Meets Can Meet Never Meets
Need Need Need

Two additional constructs are required for establishing a coher-
ent reporting system. First, each institution must group its in-
dividual financial aid awards by source and characteristics and
must establish a sequence in which the awards are packaged
ex post. Most schools administer and track their financial aid
with computerized systems, often integrated with the admis-
sions, registrar, and student accounts systems. Each type of
award is given from a specific fund and is identified by a specific
fund code. Institutions administering any significant amount of
financial aid will find it difficult, if not impossible, to group fi-
nancial aid awards into the various required categories using
fund codes alone. It is therefore desirable to attach wider aggre-
gate identifiers (called Aggregate Areas by some schools) to indi-
vidual funds that will permit them to be placed in larger groups
according to their source or function. Aggregate Areas already
exist within the SCT SISPlus Student Record system (field SF080)
and a similar field, also called Aggregate Area, exists in the
PeopleSoft Student Administration System. Institutions that are
unable to include Aggregate Areas in their record-keeping
systems may nevertheless add them to the reporting process by
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1t is crucial for the
reporting structure
that all the awards
included in a
particular
Aggregate Area
Jfall into the same
ex ante reporting
bucket.

developing computer routines to map fund codes to Aggregate
Areas.

Second, most institutions follow some recognizable pat-
tern in the packaging of their awards and can establish an or-
der in which awards are packaged for reporting purposes, even
if the awards are not always packaged in the same order during
the award cycle. This order of packaging is referred to hereafter
as the Packaging Sequence. Note that the Packaging Sequence
is an ex postconcept and only needs to be built into the report-
ing programs. There is no requirement to build it into the record
keeping system.

Table 1 is an example of both the assignment of Aggre-
gate Areas to types of awards and of placing the awards in the
Packaging Sequence. Aggregate Areas such as PELL, FSEOG
and FWS contain the Federal Pell Grant, Federal Supplemental
Education Opportunity Grant, and Federal Work Study pro-
grams, respectively. The categories ANNUAL (Annual Gifts) and
ENDOW (Endowment) are more complicated in that they con-
tain gifts to the institution with myriad restrictions but are nev-
ertheless reserved for students who demonstrate financial need.
In this case, ANNUAL includes gifts to the institution that are to
be used in the current year for financial aid while ENDOW in-
cludes grants funded by the proceeds of previous year gifts that
were restricted to financial aid. FEDGT is a grouping of all fed-
eral grants that do not require a demonstration of federal or
institutional need for eligibility; for example, it includes federal
grants for promising biology students and ROTC scholarships.
OUTGT is a grouping of external scholarships such as Rotary or
Lions Club scholarships, usually won by the individual student
but tracked by the institution. ATHSC (athletic scholarships)
and STAFF (staff tuition benefits) are self-explanatory.

It is crucial for the reporting structure that all the awards
included in a particular Aggregate Area fall into the same ex
ante reporting bucket, i.e. Only Meet Need, Can Meet Need or
Never Meet Need. Also, as schools begin to use financial aid
reporting procedures to assist with the analysis of net tuition
revenues, it is important that Aggregate Areas discriminate be-
tween awards that are funded by the forgiveness of tuition and
those that are funded by gifts and endowments. For purposes of
exposition and discussion, all awards within a single Aggregate
Area will be referred to and treated as a single award in the
remainder of this article.

Note that this example is taken from the experience of
the authors’ universities; other schools applying this construct
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Classification of
Awards
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may assign different Aggregate Areas and Packaging Sequences.
What is essential to the construct is that all of an institution’s

awards must be allocable to one of the three ex ante buckets.

Aggregate Type of
Areas Aid Description

Only Meet Need

1 PELL Grant Federal Pell Grant

2 FSL Loan  Federal Stafford Loan (subsidized portion)

3 PERK Loan  Federal Perkins Loan

4 NSL Loan  Nursing Student Loan

5 FWS Work  Federal Work-Study

6 FSEOG Grant Federal Supplemental Educational Opportunity Grant
7 SSIG Grant State Student Incentive Grant

8 ANNUAL Grant Annual gifts

9 ENDOW Grant Grants funded by the endowment fund

10 SSCE Grant Summer school & continuing education scholarships
11 UNIV Grant University grants (institutional student aid)

Can Meet Need

12 DEPGT  Grant Departmental grants (undergraduate only)

13 GRANU Grant Annual gifts not requiring demonstrated need

14 GREND Grant Endowment fund grants not requiring demonstrated need
15 ATHSC Grant Athletic scholarships

16 STAFF Grant  Staff benefits

17 FEDGT  Grant Federal grants

18 OUTGT Grant Outside grants/external scholarships

Never Meet Need
19 UFSL Loan Federal Stafford Loan {unsubsidized portion)

20 PLUS Loan  Parent Loans for Undergraduate Students
21 OUTLN Loan  Student outside loans

22 PPL Loan  Parent private loans

23 CMPJB  Work  Campus employment (other than FWS, ERS})
24 ERS Work  Employment referral service

Source: Georgetown University

Because most schools keep their student financial aid data in
some form of computerized data base, any kind of financial aid
reporting or survey response requires that a computer program
be written. In order to implement the methodology, program
code representations for the ex pos¢ concepts “need-based aid”
and “non-need-based aid” must be developed. To produce these
representations it is important to have a functional understand-
ing of how the concepts are represented in the data.
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Ex Ante Classtfication of Awards. More formal definitions of the
three ex ante need categories, or “buckets,” follow.

¢ Only Meet Need refers to those awards that may be given
only in response to demonstrated federal or institutional need.
They include Federal Pell Grants, FSEOG grants, subsidized
Federal Stafford Loans, Federal Perkins Loans, and in the case
of many institutions, institutional grants.

®* Can Meet Need refers to those awards that have no federal
or institutional need requirement but, when awarded, count to-
ward meeting the student’s need. Athletic scholarships and staff
benefits are good examples. Outside grants usually fall into this
category.

e Never Meet Need refers to aid that never counts toward meet-
ing the student’s need. It usually takes the form of aid that is
awarded only after the student’s need has been met by aid from
the other aid categories. Unsubsidized Federal Stafford Loans
and Federal PLUS Loans (parent loans) generally are not used
to meet need. Note however, if an institution’s policy is to use
PLUS Loans to meet need, then to make the methodology con-
sistent these loans must be placed in the Only Meet Need or
Can Meet Need ex anfe buckets, as appropriate.

Ex Post Classtfication of Awards. Surveys rarely ask ex anteques-
tions such as how much need-based aid was awarded. Rather,
they tend to ask ex post questions such as how much aid was .
awarded that met need. The characteristics of the ex post cat-
egories become relevant here, and are— ;

¢ Need-based aid (aid that met need ex posj)

* Non-need-based aid (aid that was either “beyond need,” or
simply never used to meet need ex pos.

These distinctions are important because the computa-
tion of the ex postconcept of aid that met need requires that ex
ante awards that Only Meet Need, Can Meet Need and Never
Meet Need be mapped into the ex post categories of Need-based
and Non-need-based aid. Note that through the remainder of
the article, the terms “Need-based,” and “Non-need-based” are
capitalized when referring to ex postaid. This is to distinguish
the ex postconcepts of Need- and Non-need-based aid from the
traditional financial aid usages of these terms.

Figure 1 illustrates the concept. The mapping of Only
Meet Need and Never Meet Need awards is relatively straight-
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Sequenced Partial
Package

20

forward. In general, all ex ante Only Meet Need awards are
Need-based ex post aid. All Never Meet Need awards are Non-
need-based aid expost. Can Meet Need awards, on the other hand,
must be allocated between Need-based and Non-need-based aid,
ex post, based on the relationship of the Can Meet Need award to
the student’s need. The approach recommended is that to com-
pute Can Meet Need aid that is Need-based ex posz add succes-
sively ex ante Only Meet Need and Can Meet Need aid in the order
of the Packaging Sequence until all of the student’s need is ex-
hausted. Can Meet Need aid that falls within need ex post, is clas-
sified as Need-based. Can Meet Need awards received by a stu-
dent in excess of need are classified as Non-need-based aid.

Ex Ante Ex Post
Only Meet Need ’ Need-based aid
Can Meet Need
Non-need-based aid
Never Meet Need P

The Packaging Sequence is the order in which awards are con-
ferred for reporting purposes, and varies from institution to in-
stitution. Establishing a packaging sequence for groups of stu-
dents, if not all, is important for developing an algorithm or
procedure for allocating the portions of an individual’s awards
of Can Meet Need aid that are Need-based and Non-need-based
ex post. The results of experimentation by the authors suggest
that placing the awards in the order in which the institution
wishes need to be met works best. To compute the allocation
effectively, the computer program must compute the amount of
financial aid awarded up to but not including each Can Meet

VOL. 32, NO. 3



Need award in each student’s package. This total is referred to as
the Sequenced Partial Package. Note that to compute accurately
Need-based and Non-need-based aid ex post, a Sequenced Par-
tial Package must be computed for each Can Meet Need award
that a student receives. Figure 2 illustrates the computation of
Sequenced Partial Packages for several Can Meet Need aid cat-
egories.

A
GRANU
DEPGT
OUTGT OUTGT
FEDGT FEDGT FEDGT
UNIV UNIV UNIV UNIV
ENDOW ENDOW ENDOW ENDOW
Sequenced ANNUAL ANNUAL ANNUAL ANNUAL
Partial
Packages STATE STATE STATE STATE
FSEOG FSEOG FSEOG FSEOG
PELL PELL PELL PELL
FWS FWS FWS FWS
NSL NSL NSL NSL
PERK PERK PERK PERK
FSL FSL FSL FSL
A 4 FEDGT OUTGT DEPGT STAFF
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The quintessential problem in financial aid reporting is how to
establish ex post how much of the individual Can Meet Need
awards conferred by the institution is Need-based (goes to meet
need) and how much is Non-need-based (is in excess of need).
To develop an algorithm to perform this calculation, three situ-
ations must be taken into account. Figure 3 illustrates the treat-
ment of the three Can Meet Need Aid cases.

CAN
MEET
Non- NEED
Need AWARD
Based
Aid
Need-
Based
Aid SPP
NEED
SPP
v J
CASE 1 CASE 2 CASE 3

Need-based ex post
[:j Non-need-based ex post
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The quintessential
problem in _financial
aid reporting is how
to establish ex post
how much of the
individual Can Meet
Need awards
conferred by the
institution (s
Need-based.

In Case 1, the sum of the Can Meet Need award’s Se-
quenced Partial Package (SPP) (which includes the sum of the
student’s ex anfeneed-based awards plus those Can Meet Need
awards that fall below the student’s need in the packaging se-
quence) andthe Can Meet Need award itself is less than or equal
to the student’s need. In this case a// of the Can Meet Need
awards are classified as Need-based aid ex post

In the second case, the Can Meet Need award’s SPP is
less than the student’s need, but the sum of the SPP and the
Can Meet Need award is greater than the student’s need. In this
case the portion of the Can Meet Need award that falls below
the student’s need is classified as Need-based aid, ex post, while
the portion that falls above need is classified as Non-need-based
aid ex post.

In the third case, the Can Meet Need award’s SPP is equal
to or greater than the student’s need, which means that, by
definition, a// of the Can Meet Need award falls above need and
is classified as Non-need-based, ex post.

For a practical application of the methodology, con-
sider the example shown in Table 2, which uses the packag-
ing policies of the University of Michigan. A student has a
cost of attendance of $29,636, and a need of $21,377. The
student receives an Only Meet Need (need based, ex anfe)
Annual gift (ANNUAL) of $12,148 and Can Meet Need awards
consisting of a $3,000 Departmental Grant (DEPGT), an En-
dowed Grant not requiring need (GREND) of $12,988, and
an Outside Grant (OUTGT) of $1,500. The SPP plus the DEPGT
totals $15,148, which is less than the student’s need, plac-
ing the DEPGT in the need-based column. The SPP of the
GREND, $15,148, is less than the student’s need, while the
sum of the SPP and the GREND, $28,136, is greater, indicat-
ing that the GREND must be allocated between ex postNeed-
based aid and Non-need-based aid. The portion of the award
that met need is computed by subtracting the SPP of the
GREND from need ($21,377 - $15,148 = $6,229). The por-
tion of the GREND that is Non-need-based ex postis com-
puted by subtracting the need-based portion from the award
($12,988 - $6,229 = $6,759). The student’s need being fully
met, the remaining award, OUTGT, falls into the Non-need-
based column. In sum, while the student received $12,148 of
need-based aid, ex ante, he received $21,377 in Need-based aid,
ex post, his full need thereby being met.
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Ex Ante Ex Post
Only Can Never | Sequenced Need- Non-need-
Aggregate Meet Meet Meet Partial based based
Area Award Need Need Need Package Aid Aid
Cost of
Attendance $29,636
Need $21,377
Annual Gift ’
Grant ANNUAL |$12,148 $12,148 $0 $12,148
Departmental
Grant DEPGT $3,000 $3,000 $12,148 $3,000
Endowed Grant
(no need
requirement) GREND | $12,988 $12,988 $15,148 $6,229 $6,759
Outside Grant OUTGT $1,500 $1,500 $28,136 $1,500
Total $29,636 | $12,148 | $17,488 $0 $21,377 | $8,259

Summary and
Conclusions

24

This article has presented a methodology for financial aid re-
porting that, in particular, attacks the complex issue of the allo-
cation of merit or categorically based aid. To implement the
methodology, financial aid practitioners should—

4 Develop an intuitive understanding of the concepts of ex
anteand ex postso that they will have a clear understanding of
issues associated with the change in the definitions of need-
based aid and merit aid over the packaging cycle.

¢ Assign Aggregate Area mnemonics to each award that clas-
sify them by source and function.

& Assign each of the Aggregate Areas to one of three ex ante
buckets:

¢  Only Meet Need
¢ (Can Meet Need
¢ Never Meet Need
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¢ Place the Aggregate Areas in a Packaging Sequence that re-
flects the order in which the institution wishes need to be met.

¢ Develop computer programs that—

® Map Only Meet Need and Never Meet Need awards to the
ex post categories of Need-based aid and Non-need-based aid,
and

¢ Map Can Meet Need (merit-based and categorically-
based) awards to the ex post categories by computing a Se-
quenced Partial Package for each award, then following the pro-
cedures outlined above for each of the three Can Meet Need cases.

Clearly, the methodology offered in this article is not the
last word on the subject. Thirty-five years worth of growth in
complexity cannot be rationalized in one paper. In particular,
issues associated with presentation will take years to work
out, which is one of the reasons this article makes such a
strong effort to abstract from them. However, the authors
believe that this methodology constitutes a sound beginning
and encourage members of the profession to take the devel-
opment of a financial aid reporting methodology seriously.
Without a proactive discussion on appropriate vehicles for
ascertaining where each financial aid department stands vis-
a-vis its students, its institution, and the departments of its
peer institutions, the aid community could find itself defend-
ing reporting practices that may not meet the data needs of
others involved in formulating financial aid policy.
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