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Getting a college degree is vital to financial success later in life, and research shows college grads earn an average of 81% more than non-college grads. But with costs rising at roughly twice the rate of inflation, many familes are wondering how they are going to pay for higher education. 

529 plans are a welcome solution to the challenges of saving for college. Here are some features to consider: 

· nice income tax breaks

· control over your account, because you direct fund withdrawals 

· ease of management, because your money is professionally managed by the plan you invest with

529 Plan Basics

A 529 plan is an investment plan offered by most states. Usually, two types of plans are available: prepaid tuition and college savings.

	Prepaid tuition 
	College savings 

	Covers in-state tuition, but allows you to transfer the value of your contract to private and out-of-state schools

You may not get the full value depending on the particular state 
	Full value of your account can be used at any accredited college

Includes tuition and usually room, board, books, fees and supplies

	Prepaid tuition plans “lock in” tuition costs at your state university system
	Contributions go into a special account invested by the state or by a private company working for the state

	Your investments keep pace with tuition cost increases, although returns will never be higher than the increased tuition
	Your account can grow at least as fast as increasing tuition costs and possibly higher 

Look up eligible institutions 


Tax Incentives 

With 529 plans, income grows tax-free until it’s withdrawn. Any withdrawals are taxed to the student, so you’ll save money because of the student’s lower tax bracket. Virtually anyone can open an account, and there are usually no income or age restrictions. Even more compelling--over half the states don’t have residency requirements, so if you live in Texas, for example, you can open a 529 plan in Iowa. You can also open plans in multiple states, although for practical purposes two or three states is enough. 

Contribution limits vary between states and generally allow:

· at least $100,000 per beneficiary 

· contributions between $10,000 and $50,000, which can be spread out over 5 years against the donor $10,000 annual gift exclusion 

Staying in Control of Your Account

As the account holder you stay in control of the funds, and the future beneficiary doesn’t have a right to the funds. You decide when withdrawals are taken and can even assign the funds to another family member. A word of caution--if the earnings aren’t used for college expenses, you will generally pay a 10% penalty as well as taxes on the earnings at your rate of income.  

Easy to Administer

Once you decide which plan to use, your investments are handled by the plan. You can choose whether you want a conservative, moderate or aggressive investment strategy. Once you select an investment strategy, though, you can’t change if for the life of the account. That’s going to change next year.

New Changes Create More Incentives

The recent tax cut bill signed by President Bush provides for full federal tax exemption for qualified 529 plan withdrawals beginning in 2002. Additional changes add up to make 529 plans irresistibly appealing.

	529 Plan Changes
	When 

	Tax-free withdrawals from 529 plans

Roll accounts tax and penalty-free to a 529 plan in another state--every 12 months if desired 

No longer need to change the beneficiary to change the direction of your investments.
	2002

	Increases lifetime exemption from $675,000 to $1 million--above and beyond the $10,000 annual gift exclusion
	$1 million in 2002

$1.5 million and 2004

	Private institutions can develop their own prepaid tuition plans
	Tax free withdrawals from a private prepaid plan begin in 2004


Almost Too Good to Be True

529 plans are a superior choice over financial aid if you have the resources to take advantage of them. Starting in 2002, this good deal is going to get even better. You’ll be able to enjoy enhanced tax breaks, better control over how your savings are invested, and peace of mind that your money is being used wisely to help your kids or grandkids reap all the benefits of a college education. 
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Saving for your child’s college education with a 529 plan is smarter than ever. With the passage of the recent tax bill, these nifty plans now have fewer taxes and more options to choose from. Since their inception, 529 plans have become a popular way for families to save money for college tuition, as well as room, board, books, fees and supplies. 

Beginning in 2002, your accounts will not only accumulate income tax free as they have in the past, but withdrawals will also be exempt from federal tax. You will still maintain control of the funds, be better able to change investment strategies, and increase the amount the lifetime exemption amount—from $675,000 to a whopping $1 million. 
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