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It’s a major American crisis: student debt. Too many students are finishing their 
education with a mountain of debt that can take years, even decades to pay off. 
Fortunately, Uncle Sam provides a way to avoid all or at least much of that debt. They 
are called 529 Plans, savings plans with no contribution limits that allow you to pile up 
money, including tax-free investment earnings, to pay for tuition and related expenses. 

HERE’S HOW 529 PLANS WORK:
• The plans are state-specific, that is, administered by states, and according to each 

state’s rules and options. In most cases, you don’t have to use your state’s plan if there 
is another plan approved by your state for your participation that suits you better. 

• If you are a parent opening a 529 for one or more of your children, you are the  
account holder. You can open your plan with a lump sum or contribute gradually over 
the years. And others, like grandparents, uncles, even friends, can make contributions 
to your plan. 

• There are no restrictions in terms of your income to opening a 529 account. And 
withdrawals, including investment earnings, are tax free. 

• Savings can be used for tuition, but also for related expenses, like room and board, 
books and computers. And if you don’t use all the funds for one student, you can 
transfer funds to another immediate family member with no penalty. So you only need 
to open one account for all your children’s educations.

• You can also transfer the funds to a different investment account without tax or penalty 
on the principle. The earnings are subject to taxation as ordinary income plus a 10 
percent penalty. 

• The funds aren’t limited to college educations. You can withdraw up to $10,000 
annually to pay for kindergarten through 12th grade schooling, a feature frequently 
used by parents planning to send their children to private schools. 529 savings can also 
be used for post-secondary education and graduate school, and for junior colleges, 
community colleges and vocational schools, as long as the institution is accredited.
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• Most 529 plans are pre-bundled investments. None allow you to pick individual stocks,
though some offer stock-based funds. A best practice is to choose an investment
vehicle consistent with your purpose and investment philosophy.

• If you are completing a Free Application for Federal Student Aid (FAFSA) form, the
assets in your 529 plan will count against you in the FAFSA calculation. So it might
make sense to assign someone else, such as a grandparent or uncle, as the 529
account holder.

MORE ABOUT FAFSA:
• FAFSA aid decisions are based on combination of student financials and family

financials: 50 percent of the student’s income and 20 percent of his or her assets,
plus 22 to 47 percent of family income on a sliding scale that tops out at an annual
income of $85,000, and up to 5.64 percent of family assets, again based on the
amount of assets.

• Calculations are based on your two most recent federal tax returns.

• If you have opened an account under a name other than that of an immediate
family member, it is best to hold off withdrawals until the third year of college. If you
use the money during the first two years it will count toward student income in the
FAFSA calculation.

If you have questions about 529 Plans or other ways to save for your children’s 
educations, call us. We’re here to help you design the strategy and plan best for you and 
your family. 
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obtained from or prepared by other sources. It has not been independently verified, but was obtained from sources believed to be reliable. 
HBKS® Wealth Advisors does not guarantee the accuracy of this information and does not assume liability for any errors in information obtained 
from or prepared by these other sources. This document does not contain any investment advice and does not address any individual facts and 
circumstances. As such, it cannot be relied on as providing any investment advice. If you would like investment advice regarding your specific 
facts and circumstances, please contact a qualified financial advisor. HBKS® Wealth Advisors is not a legal or accounting firm, and does not 
render legal, accounting or tax advice. This document does not contain any accounting or legal advice. If you would like accounting, tax or legal 
advice, please contact a qualified accountant or attorney.


