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[bookmark: _Toc432241439]College Saving Plan

A college education is often the third biggest financial goal for a family, behind only buying a house and retirement. Frequently, parents try to set money aside for this major goal soon after a child is born. Here are two tax-favored federal- and state-sponsored savings plans that can make it easier to attain that goal.
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· Savings plans are different in that all growth is based upon market performance of the underlying investments, which typically consist of mutual funds.
· Most College savings plans offer a variety of age-based asset allocation options where the underlying investments become more conservative as the beneficiary gets closer to college age.
· Savings plans may be administered by states only.
· Although states administer savings plans, record-keeping and administrative services for many savings plans are usually delegated to a mutual fund company or other financial services company.
[image: ]
[bookmark: _Toc432241441]

529 college savings plans

State-sponsored 529 plans are named after the section of the federal tax code that allows them. All 50 states and the District of Columbia now have 529 plans available.
Contributions to a plan are not deductible, but the contributions and their earnings can be withdrawn tax-free when used for qualified education expenses.
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· A prepaid tuition plan lets you purchase units of tuition for any state college or university at today's prices. In other words, a semester's worth of prepaid tuition purchased today will pay for a semester's worth of tuition at any future date.
· A student could choose to apply tuition purchased in a prepaid program to a private or out-of-state college, but the family may have to scramble to pay additional tuition costs. For example, two years’ worth of tuition at a state university purchased today might only pay a single semester of tuition at a private college.
· To participate in a state's prepaid tuition program, either the contributor, typically a parent or grandparent, or the beneficiary, the future student, must be a resident of the state.
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A Coverdell Education Savings Account (also known as an Education Savings Account, a Coverdell ESA, a Coverdell Account, or just an ESA, and formerly known as an education individual retirement account), is a tax-advantaged investment account in the United States designed to encourage savings to cover future education.
There is no limit on the number of Coverdell accounts that you can establish for a child. In other words, you could have one account at a brokerage and one at a bank. Be aware that some 529 plans are riddled with fees. Be sure that management fees for multiple accounts don't eat into your overall return.
What happens if Junior decides that college is not really for him? He'll have to pay when he turns 30. He must take any balance in the account within 30 days of his birthday, pay tax on the earnings plus a 10 percent Internal Revenue Service penalty.
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Money from a 529 plan can be used for tuition, fees, books, supplies, and equipment required for study at any accredited college, university, or vocational school in the United States and at some foreign universities.
The money can also be used for room and board, as long as the fund beneficiary is at least a half-time student. Off-campus housing costs are covered up to the allowance for room and board that the college includes in its cost of attendance for federal financial-aid purposes.
Qualified education expenses do not include student loans and student loan interest.
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Another benefit associated with College Saving Plans is the ability to transfer unused amounts to other qualified members of the beneficiary's family without incurring any tax penalty.
Qualified members of the beneficiary's family include the beneficiary's:
· Spouse
· Son, daughter, stepchild, foster child, adopted child, or a descendant of any of them.
· Brother, sister, stepbrother, or stepsister.
· Father or mother or ancestor of either.
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Enrolling in a College saving plan is very beneficial for the student study history. Saving Plan is a tax-sheltered education savings account that can help you, your family, or friends save for a child's education after high school.
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Saving for your Child's Education

Many parents wonder how much to save for their child's education. They also wonder how soon they should start. The answer is simple. Save Early, Earn More. Even small savings each year will translate into substantial savings later.
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Most plans offer gifting programs, which allow friends and family to celebrate milestones by making contributions directly into your account.
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The Utah Educational Savings Plan (UESP) offers tax benefits that can help you get more out of your college savings.
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Anyone 18 years of age or older can open an Educational Savings Plan (ESP) 529 account. Parents can save for children, grandparents can save for grandchildren, and uncles and aunts can save for nieces and nephews. You don't even have to be related to the beneficiary you select.
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Opening and contributing to an Educational Savings Plan (ESP) account is simple. There are:
No enrollment fees
No minimum deposit requirements
No ongoing contribution requirements
No withdrawal fees
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While the number and types of 529 plans is growing, not all investment vehicles are available in 529 form.
Unlike other types of tax-deferred plans, such as 401(k) plans, IRS rules allow only a single exchange or reallocation of assets per year in a 529 plan.
[bookmark: _GoBack]
image4.jpg




image5.png
College Savings Plans

Prepaid Tuition Plans

Offered by states

Offered by states and
private colleges

‘You can join any state's
plan

State-run plans require
you to be a state resident

Contributions are

vested in your

ividual account in the
investment portfolios you
have selected

Contributions are pooled
with the contributions of
others and invested
exclusively by the plan

Returns are not
guaranteed; your account
may gain or lose value,

underlying investments
perform

Generally a certain rate
of retumn is guaranteed

Funds can be used at
any accredited college in
the U.S. or abroad

Funds can only be used
at participating colleges,
typically state universities





image6.jpg
CoverpELL EpUCATION

O




image7.png
Prepaid Tuition Plan College Savings Plan
Locksin tuition prices at eligible Nolockon college costs.
publicand private colleges and

universities.

Allplans covertuition and mandatory

Coversall "qualified higher education

feesonly. Some plans allow you to expenses,” including:
purchase a room & board option or
use excess tuition credits for other Tuition
qualified expenses. Room &board

Mandatory fees

Books, computers (if required)
Mostplans set lump sum and ‘Many plans have contribution limits in
installment payments prior to excess of $200,000.

purchase based on age of beneficiary
‘and number of years of college tuition
purchased.

Many state plans are guaranteed or
backedby state.

Nostate guarantee. Most investment
‘options are subject to market risk.
Yourinvestmentmay make no profit
oreven decline in value.

Mostplans have age/grade limit for
beneficiary.

Noage limits. Open to adults and
children.

Moststate plans require either owner
orbeneficiary of plan to be a state
resident.

Mostplans have limited enrollment

period.

Noresidency requirement. However,
‘nonresidents may only be able to
purchase some plans through financial
advisers or brokers.

Enrollmentopen all year.





image8.jpg




image9.jpg




image10.jpg




image11.jpg




image12.jpg




image13.jpg




image14.gif
AVERAGE COST OF FOUR YEARS OF COLLEGE

$300,000
$250,000
$200,000
$150,000
$100,000
$50,000
50

1817 16 15 14 13 2 11 10
child’s age

9

7 6 5
- ublic

4

3 2 1
—private





image15.jpg
1980 Early pre-paid tuition plans set up by a few states.

Congress enacts “Section 529" of IRS Code

Tax Relief Act passed — Education IRA
(Coverdell Education Savings Account) established

Tax Relief Act passed — withdrawals made tax-free
(with “Sunset” or expiring 2010 provision)

Tax-free withdrawals made permanent





image1.jpg




image2.jpg




image3.png
Starting | Morttly | Amnuaized | Equty | Fixeainc ELEOY
Veer | Belance | Contribuion |Contrution | location | Allcation |Est. R0l | Balence
18 - 1[5 3008 3600] O90%| 10%| 76%[8 3737
2[8 37378 300|% 3p00| B5%| 15%[ 7.4%|$ 7747
3[8 77478 300|% 3p00[ 60%| 20%[ 7.2%|$ 12034
4[5 12034[8 300|$ 3p00[ 75%| 25%| 7.0%|$ 16602
5[5 16502 |8 300|$ 3p0D| 70%| 30%| 68%|$ 21454
6[5 21454 (8 300|% 3p00| 65%| 35%| 66%|$ 26588
7[5 265888 300|% 3p00| 60%| 40%[ 6.4%|$ 32005
65 320058 300§ 3p00| B5%| 45%| 6.2%|$ 37701
o[§ 377018 300|% 3p00| 50%| 50%| 60%|$ 43671
10[$ 436715 300§ 3600 45%| 55%| 58%|§ 49908
11]$ 499095 300§ 3600 40%| 60%| 56%|§ 56,404
12[6 56,404 (5 300§ 3600 35%| 65%| 54%[§ 63,147
13]8 63,147 [§ 300§ 3600 30%| 70%| 52%[§ 70,124
14]$ 70,1245 300§ 3600 25%| 75%| 50%|§ 77,320
158 77.321]5 300§ 3600] 20%| B0%| 4.8%[§ 64718





