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Education Analysis  
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Frequently Asked Questions about 529 Plans  
 
What is a 529 plan?  

A qualified tuition program, commonly called a 529 plan for the section of the tax code that authorizes their use, 
are vehicles that help with financing qualified future education expenses. There are two types of 529 plans: 
prepaid tuition plans and college savings plans. Today, 49 states and the District of Columbia offer college savings 
plans and 17 states offer prepaid tuition plans. Additionally, almost 300 private colleges and universities offer a 
prepaid tuition program called the Independent 529 plan.  

What is the difference between college savings plans and prepaid tuition plans?  
College savings plans allow individuals to contribute to an account to pay a beneficiary's qualified higher education 
expenses. The value of a college savings plan depends upon the performance of the investments or investment 
strategy chosen by the contributor. Prepaid tuition plans allow parents, grandparents, or friends, to establish an 
account in the name of a student, to lock in the cost of a specified number of academic periods or course units in 
the future at current prices.  

Who can contribute to 529 plans?  
Generally an account can be opened on behalf of any student or potential student. Anyone can contribute to an 
account and there are no income limitations restricting contributions.  

Can I use a single account for multiple students?  
No. When you invest in a college savings plan or prepaid tuition plan you are investing on behalf of a designated 
beneficiary, and only the designated beneficiary may use the funds in the account. However, an account may be 
transferred to another member of the beneficiary's family (as defined by the IRS) without incurring any taxes or 
penalties.  

How much can be contributed to a 529 plan?  
Each state sets its own contribution limits under federal regulations. Most states with college savings plans have 
maximum contribution limits in excess of $250,000. These amounts may also be adjusted for inflation annually. As 
of 2010, individuals can contribute up to $65,000 in one year for each beneficiary ($130,000 from a married 
couple) without incurring federal gift taxes, as long as no further contributions are made for the next 5 years. 
Prepaid tuition plans have maximum contribution limits in an amount equal to what is necessary to prepay the 
number of years or units of tuition offered by the state, and thus varies state by state.  

Do 529 plans differ from state to state?  
Yes. Each state with an existing plan offers various investment choices. Determining which plan to invest in will 
depend on an individual situation. Participants are allowed to transfer 529 assets from one state's plan to another - 
tax free - once every 12 months, or more often if there is also a change to the account's beneficiary. A participant's 
home state may offer additional state tax benefits only available for investments in the home state 529 college 
savings plan. Investing in the plan offered by an individual’s own state might lower that individual’s state income 
tax burden, depending on the laws of the state.  

What can 529 plan withdrawals be used for?  
Withdrawals from 529 plans can be used to pay qualified higher education expenses at any college, university, 
vocational school, or other accredited postsecondary educational institution eligible to participate in a student aid 
program administered by the Department of Education. Qualified higher education expenses include tuition, fees, 
books, supplies, and other equipment. Room and board also qualifies if the designated beneficiary is enrolled at 
least half time at an eligible educational institution. Non-qualified distributions are subject to federal income tax and 
a 10% penalty.  
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The Right Savings Plan  
 
When you begin to consider an educational savings plan, it is important to understand the options available to you.  
A financial professional can help you to understand what's available and point you to a solution that fits your unique 
situation. The table below compares the key features of the four most common savings vehicles.  
 
Feature 529 Plan UGMA/UTMA Coverdell Savings Account Mutual Funds 

Maximum 
Investment 

Established by the program - 
several in excess of $250,000 per 

beneficiary 
No Limit $2,000 per beneficiary per year 

combined from all sources No Limit 

Internal 
Investments 

Menu of investment strategies 
developed by the program As state law permits Large range of securities and certain 

other investments Mutual Funds 

Qualified 
Expenses 

Tuition, fees, books, supplies & 
equipment. Also room & board if at 

least a half time student 
No Restrictions Same as 529 plan plus additional 

categories of K-12 expenses No Restrictions 

Non-Qualifying 
Expenses 

Withdrawn earnings are subject to 
federal income tax and 10% 

penalty 

Funds must be used for the 
benefit of the minor 

Withdrawn earnings are subject to 
federal income tax and 10% penalty No Restrictions 

Current 
Taxation on 
Earnings 

Earnings are tax deferred until 
withdrawn. Withdrawn earnings are 

tax-free if used for qualified 
expenses. 

Kiddie tax applies to children 
under age 19 (under 24 if full-

time student). 

Earnings are tax deferred until 
withdrawn. Withdrawn earnings are tax-

free if used for qualified expenses. 

Taxed at owner's 
rate 

Federal Gift 
Tax Treatment 

Contributions treated as Completed 
gifts - apply $13,000 annual 

exclusion, or up to $65,000 with 5 
year election. 

Transfers treated as completed 
gifts - apply $13,000 annual 

gift exclusion 

Contributions limited to $2,000 per year 
for each beneficiary and are treated as 
completed gifts - apply $13,000 annual 

gift exclusion 

None: direct 
payments of tuition 
not considered a gift 

Ability to 
Change 
Beneficiary 

Yes: only to another member of the 
beneficiary's family 

No: represents an Irrevocable 
gift to the child 

Yes: only to another member of the 
beneficiary's family Not applicable 

Income 
Restrictions None None 

Ability to contribute phases out for 
incomes between $190,000 and 

$220,000 (joint filers) 
None 

Mutual funds are sold by prospectus, and municipal fund securities are sold through an offering statement. Both of these are available from your 
registered representative. Please carefully consider investment objectives, risks, charges, and expenses before investing. For this and other 
information about any mutual fund or municipal fund security investment please obtain a prospectus or offering statement and read it carefully 
before you invest or send money. Investment return and principal value will fluctuate with changes in market conditions such that shares may be 
worth more or less than original cost when redeemed. Diversification cannot eliminate the risk of investment losses, and past performance is not a 
guarantee of future results.  
 
Investing in a 529 Plan outside of your state of domicile may deny you the opportunity to take advantage of favorable in-state tax treatment or 
incentives.  
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Cost of Education  
Samantha's College 

Next to the cost of purchasing a home, education costs are the most 
significant expense a family can expect to have. With rising education costs 
significantly outpacing inflation, the total cost of a college education can grow 
out of reach if you don’t start saving early.  
 
For this analysis, we'll assume that Samantha's education will begin in 
2018, last for 4 years (until 2021) and will have an annual cost of $30,000 
in today’s dollars.  
 
If those costs grow at a rate of 5.00% each year, you can expect the first 
year of college to actually cost $44,324 when it begins and run up a total of 
$191,041 by the time it ends.  

  
Education lasts from  
2018 - 2021 

(4 years)  
 

Annual Cost Today 
$30,000 

 
Annual Cost in 2018 

$44,324 
 

Total 4-year Cost 
$191,041 

 

 
How will your costs grow? 

The chart below illustrates the mounting costs of this education, showing that you can expect an annual cost of 
$30,000 today to grow to $44,324 when the education begins in 2018 and to $51,310 in 2021, when the 
education ends.  
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Keep in Mind... 
Since 1980 the cost of higher education has been rising about twice as fast as the Consumer Price Index 
(inflation). But there is no arguing that a college degree can dramatically increase a student's earning 
potential. A typical bachelor's degree recipient can expect to earn $1 million more than a typical high 
school graduate over their working career.  
Source: The College Board, “Trends in Higher Education Series,” “Education Pays,” 2007 
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Funding Your Education  
Samantha's College 
The cost of an education can be enormous and place a great strain on your 
finances. The sooner you start saving for the expense of an education, the 
more able you will be to fund it. Let's take a look at how well you are doing 
with respect to your funding needs.  
 
To fund your education goal's total cost of $191,041, you currently have 
dedicated funds totaling $25,000. Additionally, regular contributions from all 
sources of $250 per month up to the first year of schooling will be added, and 
these contributions will increase by 0.00% each year. We'll assume that your 
accumulated savings will grow at a rate of 6.00% annually.  
 
This savings plan will result in a total of $72,940 of funds available for the 
education expense, which represents 38% of the total cost. You may need to 
consider options for more fully funding the expense. 

  
Total 4-year Cost 
$191,041 

 
Total Funding 
$72,940 

 
Shortfall 

$118,101 
 

Percent Funded 
38% 

 

 
Will there be enough? 

The chart below shows your accumulation of funds over time and the withdrawals made from them to pay for the 
education expense. Years in which your funds were insufficient to cover costs will contain a red bar. Based upon 
the assumptions made in this analysis, your funding will be depleted in 2019.  
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Options for Meeting Your Funding Needs  
Samantha's College 
Based upon the assumptions utilized in this analysis, your education expense is not projected to be fully funded. 
What's important is that you are taking a look at educational funding needs now, before it’s too late. There are several 
options which may - by themselves or in combination with each other - allow you to achieve your education goal. They 
include:  
 
Saving More Each Month 
By examining your current budget and expenditures, you may find ways in which 
you could increase the amount you save each month for future education costs.  
 
To cover your funding shortfall solely by saving more each month, you would 
need to save an additional $825  - up to $1,075 per month - and continue 
saving at that level until the first year of schooling. This solution assumes that 
your accumulated funds will grow at a rate of 6.00%  each year.  

  
Increase Monthly Savings by 

$825 
(to $1,075 per month)  

 
Total Cost of Education 

$191,041 
 

Total Funding 
$191,522 

 
Percent Funded 

100% 
 

 
Setting Aside More Now 
Another option for making up the existing shortfall in funding your current 
education costs, would be to set aside an additional lump sum today. If this 
requires taking the funds from your retirement savings, you should fully consider 
the impact this has on your ability to retire as planned.  
 
To make up your funding shortfall solely by increasing the lump sum available 
today, you would need to put aside $65,296  in addition to the $25,000  currently 
available. Together, this sum of $90,296  will be enough to fully cover your 
education funding goals. This solution assumes that your assets will grow at a 
rate of 6.00%  and the annual expense will grow at a rate of 5.00%  each year.  

  
Increase Funds by 

$65,296 
(to $90,296)  

 
Total Cost of Education 

$191,041 
 

Total Funding 
$191,786 

 
Percent Funded 

100% 
 

 
Reducing the Cost 
If you can’t find any way to save more funds now, you could look into reducing the 
actual cost of your goal. This could be accomplished by qualifying for scholarships 
or grants or by choosing a less expensive educational institution. In-state schools 
typically have significantly lower tuition than comparable out-of-state schools.  
 
In order to be able to fully fund the expense solely by reducing its cost, the cost 
would need to be reduced by $17,813 , to $12,187  per year. This solution 
assumes that your expenses will grow at a rate of 5.00%  each year.  

  
Reduce Cost by 
$17,813 

(to $12,187 per year)  
 

Total Cost of Education 
$77,607 

 
Total Funding 
$77,998 

 
Percent Funded 

100% 
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Funding Details  
Samantha's College 

Year Age Starting Balance Savings Expenses 
Growth 

at 6.00% Ending Balance Deficit 
2010 45/40 $25,000 $3,000 $0 $1,680 $29,680 $0 
2011 46/41 29,680 3,000 0 1,961 34,641 0 
2012 47/42 34,641 3,000 0 2,258 39,899 0 
2013 48/43 39,899 3,000 0 2,574 45,473 0 
2014 49/44 45,473 3,000 0 2,908 51,381 0 
2015 50/45 51,381 3,000 0 3,263 57,644 0 
2016 51/46 57,644 3,000 0 3,639 64,283 0 
2017 52/47 64,283 3,000 0 4,037 71,320 0 
2018 53/48 71,320 0 44,324 1,620 28,616 0 
2019 54/49 28,616 0 46,540 0 0 17,924 
2020 55/50 0 0 48,867 0 0 48,867 
2021 56/51 0 0 51,310 0 0 51,310 
Total       191,041     118,101 
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Analysis Result Summary  
 
This report summarizes the results of the analyses for John and Kimberly Powers. It provides the information that is 
the basis for the "takeaway" message. All of the details concerning the process of how these results were arrived at 
are contained in the specific chapters for each selected analysis.  

Family Information 

Client:  John and Kimberly Powers 
Address:  123 Main Street 

Anytown, US 10203 
     

 

Client: John Powers  
Date of Birth: 1/1/1965  
Current Age: 45  

Spouse: Kimberly Powers  
Date of Birth: 1/1/1970  
Current Age: 40  

 

Children Gender  Age  Date of Birth  
 

Samantha Powers Female 10 5/26/2000 
 

 
Financial Representative Information 
Prepared By: Matt Rogers 

Analysis Performed 
•  Education Analysis 
 

Result Summary  

  
Total 4-year Cost 
$191,041 

 
Total Funding 
$72,940 

 
Shortfall 

$118,101 
 

Percent Funded 
38% 

 

The Education Analysis compares the client's current funding projections 
against the expected costs of higher education. The analysis then 
provides options for consideration if the analysis results in a shortfall.  
 
Based upon the assumptions utilized in this analysis, funding for 
Samantha's education goal is projected to result in a shortfall. The 
total funding available is estimated to cover only 38% of the total cost of 
Samantha's education goal. There are several options which may - by 
themselves or in combination with each other - allow you to achieve this 
goal, they include:  

 Increase Monthly Savings by $825 (to $1,075 per month)  
 Increase funds set aside today by $65,296 (to a total of $90,296)  
 Reduce costs by $17,813 (to $12,187 per year)  
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Information Summary  
 
The following financial information and assumptions were used in the preparation of this analysis.  

Family Information 

Client:  John and Kimberly Powers 
Address:  123 Main Street 

Anytown, US 10203  
 

     

 

Client: John Powers  
Date of Birth: 1/1/1965  
Current Age: 45  

Spouse: Kimberly Powers  
Date of Birth: 1/1/1970  
Current Age: 40  

 

Children Gender  Age  Date of Birth  
 

Samantha Powers Female 10 5/26/2000 
 

Information Summary  

 
Basic Assumptions 
Education for: Samantha 
Annual Cost: $30,000 (today's dollars) Expense Begins in: 2018 
Duration of Expense: 4 years Expense Ends in: 2021 

Financial Assumptions 
Assets Grow at: 6.00% 
Expenses Grow at: 5.00% 
Savings Increase by: 0.00% 

 
 
Assets and Savings 
 Asset   Current Value 
Samantha's 529 (529 Plan)  $25,000     
Total   $25,000 
  

Savings Toward this Goal  
Monthly Savings $250 
Annual Savings $3,000 
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