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BusiNEss & TAX PLANNING IDEAS for OUR CLIENTS and FRIENDS

Tax-Favored Ways To Build an
Education Fund

As a new school year begins, parents’ thoughts
may turn to soaring education costs. Parents
of youngsters must start building their col-
lege funds as soon as possible. Grandparents
who want to help their grandchildren also
should begin early. The power of compound-
ing can be extraordinary, especially if you
start saving when children are infants. Launch
your funding early and you’ll have 17 or 18
years to accumulate money for college.

Popular plans
One well-known funding option is a Section
529 plan, named after a portion of the tax
code. Most states offer these plans.

Some state plans are investment plans,

which carry -the risk that the investment will |

decrease in value. Others are prepaid tuition
plans, which offer protection: the individual
state will pay for tuition at a state public
school. Prepaid tuition plans are designed to
provide an investment return that keeps up
with increases in tuition levels.

In addition, the Independent 529 Plan,
administered by TIAA-CREF, offers a prepaid
tuition plan that can be used at 263 private
colleges around the U.S. You don’t have to
select a college in advance.

“Our plan is the only national 529 plan,”
says Nancy Farmer, president of the Indepen-
dent 529 Plan. “People who purchase a
tuition certificate from us know that the value
of that certificate will increase at the same
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rate as college tuition.” When a student is
accepted by and enrolls at a participating
college, the appreciated value of the tuition
certificate can be redeemed.

Why 529 is the magic number
The advantages of 529 plans are impressive.
Any earnings inside the account are tax free,
and withdrawals are tax free if the money is
spent on higher education. There are no
income limits on 529 contributors and no
phaseouts. Some 529 plans allow you to con-
tribute many thousands of dollars per student.
These tax advantages are now permanent.
Recent tax legislation extended the so-
called “Kiddie Tax” to youngsters through
age 18, as of 2008, and through age 23 for
full-time students. For individuals aged 18
through 23, the Kiddie Tax will not apply if
their earned income exceeds one half of their
support. This law makes family income shift-
ing for tax purposes via custodial accounts less
attractive and enhances the appeal of 529 plans.
If one child doesn’t spend the money
for college, you can roll the account into the
name of a related individual tax free. For
example, if your daughter turns out to be
a star basketball player and receives a full
scholarship, you can transfer her Section 529
account to her younger brother, maintain-
ing the tax-sheltered buildup.

You can research 529 plans at the Col-
lege Savings Plans Network’s Web site, www.
collegesavings.org. Another excellent Web
site for details on 529 plans is www.
savingforcollege.com.






