
In trying to accumulate $1 million (or any other amount), you should generally consider how much you have now, how much you can 
contribute in the future, how much you might earn on your investments, and how long you have to accumulate funds. But remember, there 
are no guarantees—even when you have a clearly defined goal. For example, the market might not perform as expected, or you may have 
to reduce your contributions at some point. All investing involves risk, including the possible loss of principal, and there is no guarantee that 

any investment strategy will be successful. Review your progress periodically and be prepared to make adjustments when necessary.

FINANCIAL EDUCATION

WHAT ELSE DO I NEED TO KNOW?
Often in life, you have investment goals that 
you hope to reach. Say, for example, you 
have determined that you would like to have 
$1 million in your investment portfolio by the 
time you retire. But will you be able to get 
there?

In trying to accumulate $1 million (or any 
other amount), you should generally consider 
how much you have now, how much you can 
contribute in the future, how much you might 
earn on your investments, and how long you 
have to accumulate funds.

CURRENT BALANCE - YOUR STARTING POINT
Of course, the more you have today, the 
less you may need to contribute to your 
investment portfolio or earn on your 
investments over your time horizon.

TIME (ACCUMULATION PERIOD)
In general, the longer your time horizon, 
the greater the opportunity you have 
to accumulate $1 million. If you have 
a sufficiently long time horizon and a 
sufficiently large current balance, with 
adequate earnings you may be able to reach 
your goal without making any additional 
contributions. With a longer time horizon, 
you’ll also have more time to recover if the 
value of your investments drops. If additional 
contributions are required to help you reach 
your goal, the more time you have to target 
your goal, the less you may have to contribute. 

The sooner you start making contributions, 
the better. If you wait too long and the time 
remaining to accumulate funds becomes too 
short, you may be unable to make the large 
contributions required to reach your goal. 
In such a case, you might consider whether 
you can extend the accumulation period—for 
example, by delaying retirement.

RATE OF RETURN (EARNINGS)
In general, the greater the rate of return that 
you can earn on your investments, the more 
likely that you’ll reach your investment goal 
of $1 million. The greater the proportion of 
the investment portfolio that comes from 
earnings, the less you may need to contribute 
to the portfolio. Earnings can benefit from 
long time horizons and compound rates of 
return, as returns are earned on any earlier 
earnings. However, higher rates of return are 
generally associated with greater investment 
risk and the possibility of investment losses. 
It’s important to choose investments that 
meet your time horizon and tolerance for risk. 
And be realistic in your assumptions. What 
rate of return is realistic given your current 
asset allocation and investment selection?

AMOUNT OF CONTRIBUTIONS
Of course, the more you can regularly 
contribute to your investment portfolio (e.g., 
monthly or yearly), the better your chances 
are of reaching your $1 million investment 
goal, especially if you start contributing early 
and have a long time horizon.

CONTRIBUTIONS NEEDED
Now that the primary factors that affect your 
chances of getting to a million dollars have 
been reviewed, let’s consider this question: 
At a given rate of return, how much do you 
need to save each year to reach the $1 
million target? For example, let’s assume you 
anticipate that you can earn a 6% annual rate 
of return (ROR) on your investments. If your 
current balance is $450,000 and you have 15 
more years to reach $1 million, you may not 
need to make any additional contributions 
(see scenario 1 in the table below); but if 
you have only 10 more years, you’ll need to 
make annual contributions of $14,728 (see 
scenario 2). If your current balance is $0 and 
you have 30 more years to reach $1 million, 
you’ll need to contribute $12,649 annually 
(see scenario 3); but if you have only 20 more 
years, you’ll need to contribute $27,185 
annually (see scenario 4).

Scenario 1 2 3 4

Target $1,000,000 $1,000,000 $1,000,000 $1,000,000

Current 
balance $450,000 $450,000 $0 $0

Years 15 10 30 20

ROR 6% 6% 6% 6%

Annual 
contribution $0 $14,728 $12,649 $27,185

Note: This hypothetical example is not intended to 
reflect the actual performance of any investment. 
Actual results may vary. Taxes, fees, expenses, and 
inflation are not considered and would reduce the 
performance shown if they were included.

CAN YOU GET TO A MILLION DOLLARS?



WHAT YOU NEED TO KNOW ABOUT PRIVATE STUDENT LOANS 

It’s an unfortunate trend in college pricing-
-the average cost of tuition and fees at 
four-year public and private institutions 
are significantly higher than they were just 
a decade ago. For example, the average 
published tuition and fee price of a full-
time year at a public four-year institution 
is 40% higher, after adjusting for inflation, 
in 2015-16 than it was in 2005-06. (Source: 
Trends in College Pricing, College Board, 
2015) As a result of these rising costs, 
many individuals have to rely on student 
loans to help fund their college education.  

WILL I HAVE TO TAKE OUT PRIVATE 
LOANS TO FINANCE MY COLLEGE 
EDUCATION?
What can be surprising to many first-time 
student borrowers is how little federal 
student loan debt they may be allowed to 
take on. Currently, the maximum amount 
students can borrow for college in federal 
Direct Stafford Loans is $5,500 during their 
first year, $6,500 during their second year, 
and $7,500 during their third and fourth 
years. (Source: Federal Student Aid, U.S. 
Department of Education, 2015)

In most cases this amount is not nearly 
enough to cover the cost of attending 
a four-year college, and many student 
borrowers must look to private student 
loans to help close this gap. And while 
taking out private loans to pay for college 
is a fact of life for many individuals, there 
are some important questions you’ll want 
answered before taking out these types of 
loans.

WHAT IS THE INTEREST RATE ON THE 
LOAN? 
Private student loans tend to have higher 
fixed interest rates than federal Direct 
Stafford Loans. However, depending on 
the lender, you may be able to choose a 

loan that offers a lower variable interest 
rate.

Keep in mind that with a fixed rate, the 
interest rate remains the same from the 
day you take out the loan until the day you 
pay it off. With a variable rate, your interest 
rate may initially be lower than a fixed rate 
but then will be adjusted periodically to 
keep up with changes in market conditions. 
If your interest rate rises, your monthly 
payment and/or the number of payments 
required will increase.

WHAT REPAYMENT OPTIONS ARE 
AVAILABLE?
Unlike federal student loans, which offer 
repayment programs such as pay as you 
earn, income-based repayment plans 
and student loan forgiveness, private 
lenders are not required to offer specific 
repayment assistance to borrowers 
struggling to make payments.

However, most private student loan 
companies do offer limited forms 
of repayment options, such as loan 
forbearance or extended repayment 
schedules. The types of repayment 
programs offered will vary from lender to 
lender.

IS A CO-SIGNER REQUIRED? 
Some private lenders may require 
borrowers to have a co-signer guarantee 
a loan, especially if a borrower has little or 
no credit history. Having a co-signer may 
also help you obtain a lower interest rate 
for your loan and improve your chances 
for loan approval.

The good news is that the co-signer doesn’t 
necessarily have to be tied to the loan 
forever. Most lenders will allow borrowers 
to apply for a co-signer release after a 

certain number of on-time payments have 
been made and other loan conditions have 
been met. 

ARE THE TERMS OF THE LOAN 
FAVORABLE?
As a result of recent increased regulatory 
scrutiny surrounding private loans, many 
of the larger lenders have improved the 
lending process by offering more attractive 
loan terms.

For example, certain lenders have 
eliminated “auto defaults,” which is when 
a co-signer dies or declares bankruptcy 
and the lender demands that the loan be 
paid back immediately by the borrower. 
Others have made the process for 
obtaining a co-signer release easier and 
more transparent. Loan costs, discounts, 
terms, and conditions can differ greatly, 
depending on the lender. It’s important to 
thoroughly research each potential lender 
and carefully compare all offers before 
signing a loan agreement.

ARE OTHER FINANCING OPTIONS 
AVAILABLE?
When it comes to using private loans to 
pay for college, student borrowers should 
try to graduate with the least amount 
of private student loan debt possible. 
It’s generally a good idea to exhaust all 
federal student loan options and avoid 
taking out loans for the maximum amount 
that is offered by private lenders unless 
absolutely necessary.

Additional financing options should also 
be considered, such as:
• Parent PLUS loans
• Grants or scholarships
• Parent/family loans
• State-sponsored student loan programs
• Part-time employment

Students and parents borrowed $106.1 billion in education loans in 2014-2015. 
(Source: Trends in Student Aid, College Board, 2015)



WHAT’S NEW IN THE WORLD OF HIGHER EDUCATION?

If you’re a parent or grandparent of a college 
student or soon-to-be college student, you 
might be interested to learn what’s new in the 
world of higher education.

HIGHER COLLEGE COSTS
Total average costs for the 2015/2016 school 
year increased about 3% from the previous 
year: $24,061 for public colleges (in-state), 
$38,855 for public colleges (out-of-state), and 
$47,831 for private colleges.1

Total average costs include direct billed 
costs for tuition, fees, room, and board; and 
indirect costs for books, transportation, and 
personal expenses. Together, these items 
are officially referred to as the “total cost of 
attendance.” Note that the cost figure for 
private colleges cited by the College Board 
is an average; many private colleges cost 
substantially more-over $60,000 per year.

HIGHER STUDENT DEBT
Seven in 10 college seniors who graduated 
in 2014 (the most recent year for which 
figures are available) had student loan 
debt, and the average amount was $28,950 
per borrower.2 It’s likely this amount will be 
higher for the classes of 2015 and 2016.

Student loan debt is the only type of 
consumer debt that has grown since the 
peak of consumer debt in 2008; balances 
have eclipsed both auto loans and credit 
cards, making student loan debt the 
largest category of consumer debt after 
mortgages. As of September 2015, total 
outstanding student loan debt was over 
$1.2 trillion.3

REDUCED ASSET PROTECTION 
ALLOWANCE
Behind the scenes, a stealth change in 
the federal government’s formula for 
determining financial aid eligibility has been 

quietly (and negatively) impacting families 
everywhere. You may not have heard of 
the asset protection allowance before. But 
this figure, which allows parents to shield 
a certain amount of their nonretirement 
assets from the federal aid formula, has been 
steadily declining for years, resulting in higher 
expected family contributions for families. 
For the 2012/2013 year, the asset protection 
allowance for a 47-year-old married parent 
was $43,400. Today, for the 2016/2017 year, 
that same asset protection allowance is 
$18,300--a drop of $25,100. The result is a 
$1,415 decrease in a student’s aid eligibility 
($25,100 x 5.64%, the federal contribution 
percentage required from parent assets).

NEW FAFSA TIMELINE

Beginning with the 2017/2018 school year, 
families will be able to file the government’s 
financial aid application, the FAFSA, as early 
as October 1, 2016, rather than having to wait 
until after January 1, 2017. The intent behind 
the change is to better align the financial 
aid and college admission timelines and to 
provide families with information about aid 
eligibility earlier in the process.

One result of the earlier timeline is that 
your 2015 federal income tax return will do 
double duty as a reference point for your 
child’s federal aid eligibility--it will be the 
basis for the FAFSA for both the 2016/2017 
and 2017/2018 years.

School Year Tax Return 
Required

FAFSA 
Earliest 
Submission

2016/2017 2015 January 1, 2016

2017/2018 2015 October 1, 2016

2018/2019 2016 October 1, 2017

AMERICAN OPPORTUNITY TAX CREDIT 
NOW PERMANENT

The American Opportunity Tax Credit 
was made permanent by the Protecting 
Americans from Tax Hikes Act of 2015. It is a 
partially refundable tax credit (meaning you 
may be able to get some of the credit even 
if you don’t owe any tax) worth up to $2,500 
per year for qualified tuition and related 
expenses paid during your child’s first four 
years of college. To qualify for the full credit, 
single filers must have a modified adjusted 
gross income (MAGI) of $80,000 or less, and 
joint filers must have a MAGI of $160,000 
or less. A partial credit is available for single 
filers with a MAGI over $80,000 but less than 
$90,000, and for joint filers with a MAGI over 
$160,000 but less than $180,000.

NEW REPAYE PLAN FOR FEDERAL LOANS

The pool of borrowers eligible for the 
government’s Pay As You Earn (PAYE) plan 
for student loans has been expanded as 
of December 2015. The new plan, called 
REPAYE (Revised Pay As You Earn), is available 
to all borrowers with federal Direct Loans, 
regardless of when the loans were obtained 
(the original PAYE plan is available only to 
borrowers who took out loans after 2007).

Under REPAYE, monthly student loan 
payments are capped at 10% of a borrower’s 
discretionary income, with any remaining 
debt forgiven after 20 years of on-time 
payments for undergraduate loans and 25 
years of on-time payments for graduate 
loans. To learn more about REPAYE or 
income-driven repayment options in general, 
visit the federal student aid website at 
studentaid.gov.

Tools for students

The Department of Education and the Consumer Financial Protection Bureau have launched 
the “Know Before You Owe” campaign, which includes a standard financial aid award letter 
for colleges to use so that students can better understand the type and amount of aid they 
qualify for and more easily compare aid packages from different colleges. In addition, to help 
students search for and select suitable colleges, the Department has launched its College 
Scorecard online tool at collegescorecard.ed.gov.

Sources
1 College Board, Trends in College Pricing 2015

2 The Institute for College Access and Success, Student Debt and the 
Class of 2014, October 2015

3 Federal Reserve Bank of New York, Quarterly Report on Household 
Debt and Credit, November 2015



MY DAUGHTER IS ABOUT TO START COLLEGE. WHAT DOES SHE NEED TO 
KNOW ABOUT OPENING HER FIRST CHECKING ACCOUNT?

SHOULD I LOAN MY CHILD MONEY FOR A DOWN PAYMENT ON A HOUSE? 

Starting out on one’s own in college 
involves many financial firsts. Opening a 
checking account to manage money might 
be just one of them.

As your daughter prepares to head off to 
school, she should begin to shop around 
and find a bank or credit union that offers 
the best deal. Many banks (both local and 
national) and credit unions offer accounts 
tailored specifically to young adults.

Some things she should keep in mind 
when shopping around include:

• Is there a monthly maintenance fee?
• Are there overdraft charges?
• Does the account pay interest?
• Does the account come with free checks?
• Is there an ATM on campus or close by?
• Are there penalties for using an out-of-

network ATM?

Many colleges and universities have begun 
to partner with financial institutions to 
offer accounts to their students. In fact, 
40% of college students attend schools 
with these types of arrangements. (Source: 
U.S. Government Accountability Office, 
College Debit Cards, February 2014)

Some colleges may use official 
communications, such as email, to 
market a particular financial institution’s 
products. Others may allow a financial 
institution’s staff on campus to promote 
their products. A college or university may 
even be paid when a student opens a 
sponsored account. It’s important to note 
that these sponsored accounts can come 
with high fees. As a result, you’ll want your 
daughter to be aware that just because 
an account is sponsored by her college or 
university doesn’t necessarily mean it’s the 
best option, or even that she has to use it. 

For a lot of young people today, it’s difficult 
to purchase a home without at least some 
financial assistance. As a result, many 
young adults turn to their parents or other 
family members for help with a down 
payment.

If you plan on lending your child money for 
a down payment on a house, you should 
try to assume the role of a commercial 
lender. Setting the terms of the loan in 
writing will demonstrate to your child that 
you take both your responsibility as lender 
and your child’s responsibility as borrower 
seriously.

While having an actual loan contract may 
seem too businesslike to some parents, 
doing so can help set expectations 

between you and your child. The loan 
contract should spell out the exact loan 
amount, the interest rate and a repayment 
schedule. To avoid the uncomfortable 
situation of having to remind your child 
that a payment is due, consider asking 
him or her to set up automatic monthly 
transfers from his or her bank account to 
yours.

This type of loan documentation is also 
important for IRS purposes because 
there may be potential income and gift 
tax issues with these types of loans. For 
example, interest paid by your child will 
be considered taxable income, and if 
adequate interest is not charged for the 
loan, special imputed interest rules may 
apply.

If you don’t feel comfortable lending your 
child money, you may want to consider 
making a smaller, no-strings-attached gift 
that doesn’t have to be repaid. Currently, 
you can gift up to $14,000 annually per 
person under the gift tax exclusion. 
However, if you do gift money for a down 
payment, your child’s lender may still 
require him or her to put up some of his or 
her own money, depending on the type of 
mortgage chosen.

Keep in mind that lending money to family 
members can be a tricky proposition. 
Before entering into this type of financial 
arrangement, you should take the time 
to carefully weigh both the financial and 
emotional costs.
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