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Paying For College is Harder Than Ever – Saving For College is Easier Than Ever

By Jeffrey S. Hahn, MBA, ChFc, CLU

Everyone knows that a college education doesn’t come cheap these days.  In fact, paying for college is one of the largest expenses a family will ever face. Costs alone rose 6.3% for the 2006-2007 academic year at four-year public institutions.1  The chart below illustrates what higher education might cost.2

	Your Child’s Current Age
	Public School
	Private School

	Newborn
	$204,244
	$415,818

	3
	$171,487
	$349,128

	6
	$143,984
	$293,135

	9
	$120,892
	$246,122

	12
	$101,503
	$206,649

	15
	$85,224
	$173,506

	18
	$75,556
	$145,679


Source:1The College Board for the 2006-2007 school year.

2 The American Funds.  Assumes college costs increase at 6% a year on average.  For illustration purposes only.

There are choices.

The good news is there are several plans available to save for college.  Earnings in a qualified college savings plan can grow tax-free, another bonus.  With the help of your financial professional, you can design a plan to fit your exact needs.  

· 529 College Savings Plans

Section 529 Plans were created to help students save for a higher education by allowing earnings to grow tax-free along with federal, tax –free withdrawals for qualified higher education expenses.  Most states have a sponsored plan.  In that case, residents of that state would benefit from state tax-free withdrawals as well.  Anyone can contribute:  parents, grandparents, aunts and uncles, even friends.   There are contribution limits, but no income limits to participate.  Just remember, if withdrawals are made for non-qualified expenses, income tax liabilities and penalties will apply.

Please note that each 529 Plan is sponsored by a specific state and may offer state tax and/or other benefits to residents of that state.  Please consider the investment objective, risk, charges and expenses associated with municipal fund securities before investing.  For more complete information please see an offering statement or program description of the plan.

· Coverdell Education Savings Account

This account can be used to pay for your child’s qualified expensed from kindergarten through high school, as well as for higher education. Again, earnings grow tax-free and qualified withdrawals are free from federal tax.  There are contribution and income limits.

· UGMA/UTMA

These accounts are custodial accounts.  Their biggest benefit is the ability to take advantage of the child’s lower tax rate.  There are no limitations, or specifications on qualified expenses, but there are no tax benefits either.  At the age of majority (18 or 21 in most states), the beneficiary gains control of the account.

· Investment accounts.

A regular investment account can be used.  This will give you maximum control, but there are no tax advantages.

Other alternatives may exist, such as loans from cash value life insurance policies.  Your financial professional can assist you in exploring all these options.

How does financial aid fit in?

Financial aid can play a major roll in the big picture of college financing.  There are ways to help insure you are getting the maximum aid.  Please be aware that a financial professional should advise you before you implement any plan.

When your assets are looked at to determine the percentage of aid you will receive, there are certain areas that are examined and not examined.

As a basic rule of thumb:

· Keep little to nothing in your child’s accounts.  These assets will be taken into consideration.

· Maximize your retirement funding.  Retirement accounts are not looked at when making calculations.

· Purchase more life insurance.  Cash values of life insurance polices are not required to be disclosed.  This will enable you to save, as well as shelter assets.

· Annuities and the value of your primary residence are also not looked at.

It’s never too late.

No matter what the age of your child, contributing to college savings and planning for maximizing your financial aid is a good thing.  Even if your child is older and getting ready to get off to college, there are things you can do.

Don’t let the numbers scare you, or let confusion hold you back.  By knowing your options and putting a solid plan into place, paying for higher education can be a lot easier than you think.
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