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Several states impose taxes on qualified withdrawals from oLt-of-state plans and a fewtax
earmings on out-of-state plans. In an effortto keep money inits own state plan, New York even
"recaptures" state income tax deductions that were given to state residents who move money
fromthe New York college savings planto a college savings plan in another state:

In many cases, the smart move is to check ot a plan in your home state—especially if your
state allows you to deduct some or all of your 529 contributions, but always do the math to
evaluate the value to you of any state tax benefit

Remember: the tax rules that apply to college investing options are complicated. Before
investing, you may want to check with your tax advisor about the tax consequences of
investing in college savings plans or read Internal Revenue Service Publication 970,

Tax Benefits for Higher Education.

Don't Flunk 529 Investing

As we found, investors can be persuaded to put money in a 529 college-savings planthat offers
them no in-state tax breaks. Here's how it can happen:

A couple from Colorado receives a call from a broker who recommends a 529 Planin another
state. The couple invests $10,000. The plan may have similar fees and expenses totheir home-
state plan, and it offers the couple the same federaltaxincentives available to all 529 investors.
But it DOES NOT give them any state-tax benefits. In Colorado, those benefits are substantiat
they are fully deductable up tothe contributor's adjusted gross income. Colorado’s income tax
is a flat 4.63 percent of federal taxable income, s0.a $10,000 investmentin an out-of-state plan
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them no in-state tax breaks. Here's how it can happen:

A couple from Colorado receives a call from a broker who recommends a 529 Planin another
state. The couple invests $10,000. The plan may have similar fees and expenses totheir home-
state plan, and it offers the couple the same federaltaxincentives available to all 529 investors.
But it DOES NOT give them any state-tax benefits. In Colorado, those benefits are substantiat
they are fully deductable up tothe contributor's adjusted gross income. Colorado’s income tax
is a flat 4.63 percent of federal taxable income, s0.a $10,000 investmentin an out-of-state plan
meant missing out on $463 worth of Colorado tax incentives—money that could itself be
investedto pay for college expenses.

NOTE: There may also be instances where a plan offers in-state tax breaks which are offsetby
higher plan fees or poorinvestment performance.

Compare Fees and Expenses

Al 529 college savings plans containfees and expenses. These costs not only vary among 529
plans but also can vary within a single 529 plan Fees may include: enrollment charges, annual
maintenance fees, sales loads, deferred sales charges paid when you withdraw your money,

administration and managementfees (often called the expense ratio), and underlying fund
expenses

It bears restating that broker-sold plans often cost more than direct-sold plans. Typically, these
additional costs take the form of front-end sales loads or other fees associated with share
classes (described below), and annual distribution fees, including sevice fees that compensate:
the financial professional, who provides guidance in selecting a plan and managing your savings.
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Be Alert to Share Class Costs

The decision process is made even more challenging because some broker-sold college savings
plans, like some mutual funds, have different share classes. Often referredto as Class A, B, or C
shares; each class has differentfees and expenses. Inspectthe offering document carefully with
an eye to whether a particular college savings plan offers more than one class.

College Savings Plan Share Class Costs Comparison Chart

Front-End Load

Contingent
Deferred Sales
Charge (CDSC)

12b-1Fees

Converts to Class
A Charac

Class A

Initial sales charge.
Canbe reduced or
eliminated by
breakpoint
discounts.

None.

Typically, lower
than Class Band C
shares.

N/A.

Class B

None.

Declines over
severalyears.

Typically, higher
than ClassA
shares.

Convertto Class A

charne aftar cmuneal

ClassC

None.

Typically, lower
CDSCthan Class
B that s eliminated
after one year.

Typically, higher
than ClassA
shares.

No. Annual

Avnaneac ramain at
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DTS raryear DTt
Charge (CDSC) B that s eliminated
after one year.
12b-1Fees Typically, lower Typically, higher  Typically, higher
than ClassBandC  than ClassA than ClassA
shares. shares. shares.
ConvertstoClass  N/A ConverttoClassA  No. Annual
A Shares shares after several  expenses remainat
years, thereafter  Class C level

reducing expenses.

In many cases, in-state residents can avoid these extra expenses by buying the plan directly
fromthe state. Some college savings plans even allow non-residents o avoid these extra
expenses by buying shares in a direct-sold plan However, if you buy directly from the state orits.
program manager, you wont receive the assistance of a broker or financial professional, which
may be importantto you

In sum, take the time to research allfees and expenses and carefully compare plans. Costs can
add up, diminishing any tax incentives a 529 plan may offer

Use FINRA's 529 College Savings Plan Expense Analyzer

Because fees and expenses can vary widely from planto plan, FINRA has developed a toolto
help you compare how these fees and expenses canimpact returns. The analyzer is designed to
work with most college savings plans. It explains the various fees and provides guidance about
where to find themin 529 disclosure documents. It also provides prompts that help ensure the
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Because fees and expenses can vary widely from planto plan, FINRA has developed a toolto
help you compare how these fees and expenses canimpact returns. The analyzer is designed to
work with most college savings plans. It explains the various fees and provides guidance about
where to find themin 529 disclosure documents. It also provides prompts that help ensure the
best possible comparison between plans. Try it now.

Be Wary of 529 Plan Ratings. Several Web sites and publications rate 529 plans and some
states tout the rating their plans received. Make sure you understand the basis forthese ratings.

Some third-party ratings systems appearto give litle weight to state tax benefits or low
expenses.

School Yourself!
Here are 8lessons that, iffollowed, will help you make smart college savings plan choices

1. Start with your home state first when lookingfor a college savings plan. Pay special
attention to state tax breaks and fees that are waived or lowered for in-state residents.

2 Considerthe plan's investment options.

3. Be awarethat broker-sold plans are generally more expensive than direct-sold plans. I
youte comfortable going it alone, you can often save money investing in a direct-sold plan.
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2 Considerthe plan's investment options. E

3. Be awarethat broker-sold plans are generally more expensive than direct-sold plans. I
youte comfortable going it alone, you can often save money investing in a direct-sold plan.

4. Remember that one size does notfitall Some brokerage firms and advisers offer only one
or a very limited number of 529 plans and do not provide investors the opporturnity to invest
in college savings plans issued by other states, even thoughthose other 529 plans may
have lower sales loads and lower expenses, may provide state tax advantages that are
absentfrom the plans being offered, or may have better investment options:

5. Ask questions Ifyou are investing on your own, callthe tollfree numbers posted onthe
state-sponsored sites. If you are working with a broker or financial professional, don't
hesitateto ask

* How many different college savings plans do you offer?

+ Canl claim a state-tax deduction on contributions to the college saving plan you're
recommending?

* How much willl pay in fees and expenses?
* Dothe fees and expenses outstrip any tax savings | may achieve?

6 Compare expenses, especiallyif your state offers both broker-sold and direct-sold plans J
andif you are considering investing in an out-of-state plan.

7. Independentlyverify sales information you receive by thoroughly reading the official
disclosure documentation.
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8. Make sure the investment meets your objectives and that you understand and are
comfortable with the risks, costs, and liquidity of the investment Never investin a product
you dont understand
Consider a Variety of College Savings Options
Finally, do ot limit your researchto college savings plans alone-there are a number of other tax
advantaged college savings options you can consider. These include:
- Prepaid Tuition Plans
* Educational Saving Accounts
* Custodial Accounts
- Savings Bonds
You can learn about college savings plans and each of these other college savings optionsin
FINRA's Smart Saving for College learning center.
More Information
For more information on 529 plans visit these links and Web sites:
Smart Saving for College
Understanding Mutual Fund Share Classes J
CSPN College Savings Plans Network
“« | >
= T T T [ [@emet [ - )
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More Information
For more nformation on 529 plans visit these links and Web sites

Smart Saving for College

Understanding Mutual Fund Share Classes

CSPN College Savings Plans Network

Internal Revenue Service Publication 970, Tax Benefits for Higher Education

Press Release—NASD Fines Chase Investment Services, MetLife Securities $500,000 Each for
‘Supervisory Violations in 529 College Savings Plan Sales

Press Release—NASD Fines Ameriprise Financial Senvices, Inc $500,000 for Supervisory
Violations in 529 College Savings Plan Sales

Toreceive the latest Investor Alerts and other important investor information sign up for Investor
News.

Last Updated: 61472010

Sitemap Privacy Legal

©2011 FINRA Allrights resenved. FINRAis a registered trademark of the Financial Industry Regulatory Authority Inc.
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How to live your lifestyle for
a lifetime: Part2 There ate two types of a 529 plan that are offered natiomwide; however, most states choose to offer one

Choose your adviser carefuly of the two plans.

How to live your lifestyle for 1 S3ngs Plan - This plan allows the establishment of an account for the benefit of anather party. Your

a lifetime: Part 1 cash s invested in investment options established by the plan. The total value will go up and down in

Tips for investing wisely conjunction with the performance of the investrment options that you choose. The growth of these
assets are tax-deferred and will be fiee from federal taxes if used to pay for qualified educational
expenses

2. Prepaid Plan - This plan allows you to pre-pay a portion or the full cost of an in-state public college

education in the form of credits that are assessed at a value determined by the plan. This type of plan

can also be converted for private college fees and out-of state colleges. Please see the official program
staternent for the plan for additional details and limitations.

529 plans have many benefits. Two of the major benefits include flexibility and income tax advartages
529 plans are great when it comes to flexibilty. Vinually anyone can contribute to the plan on behalf of
the beneficiary, including parents, grandparents and other extended farnily as well as fiiends
Additionally, investrments can be used at a wide range of higher education institutions. Once the
student is ready for college they can withdraw the funds to pay for qualified expenses at accredited

O nThistssue colleges, universities and even technical schools.

Current Issue

© Subscribe 529 plans have great income tax advantages. 529 plans have tax-deferred growth as well as tax-free

qualified withdrawals meaning withdrawals used to pay for qualfied higher education expenses are
federally tax-free.

You might be wondering who has and keeps control of the account, especially once the student tums
18. The way these plans work is that the control lies in the hands of the account owner. ifthe original
beneficiary decides not to attend college, then the account owner can choose to change the
beneficiary to another family member, git the investrment o iquidate the account. However, earmings
on withdrawals that are not used for qualifed educational expenses are subject to federal income taxes
and a 10 percent federal penalty tax as well as state income taxes

How ruch can you contribute?
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and a 10 percent federal penalty tax as well as state income taxes.

How ruch can you contribute?

Typically, account owners can contribute up to §13,000 annually or §26,000 for married couples filing
jointly without incurting any gift taxes. In addition, 523 plans offer the opportunity for 5 year accelerated
gifting which permits a single person to make an upfront contribution of §65,000 (§130,000 for & maried
couple) per beneficiary without incurring any gif tax or penalties provided certain conditions are met. A
tax adhisor should ahways be consulted when considering an investrment in a 529 college savings 50
that you fully understand all of the associate tax benefits and implications.

Most state plans provide for high contribution limits. "This allows clients to add to their investment until
the account value reaches the state-mandated maximum amount.”

When considering if 2 529 college savings plan is right for you, make sure you don' lose sight of your
other financial goals. Follow the lead of college-bound students. Do your research and consult with &
financial advisor on what plan would be best for you

To get more basic information on 529 Plans you can visit ww sec. govfimvestor/pubsfintro529. htr in
addtion to consulting your financial advisor.

Julie Stone, CIA is & vice president and senior investiment managerment consubant at Morgan
Stanley Srmith Bamey in Denver. She has been buikding solid porfolios for over 22 years

Enjoy this articte? Sign up to get Coloradufiz Exclusives.
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An Introduction to 529 Plans

What is a 529 plan?

A 529 plan is 3 tax-advantaged savings plan designed to encourage saving
for future college costs. 529 plans, legally known as “qualified tuition plans,”
are sponsored by states, state agencies, or educational institutions and are
authorized by Section 529 of the Internal Revenue Cade.

There are two types of 529 plans: pre-paid tuition plans and college savings
plans. All fifty states and the District of Columbia sponsor at least one type
of 529 plan. In addition,  group of private colleges and universities sponsor
a pre-paid tuition plan.

What are the differences between pre-paid tuition plans and college
savings plans?

Pre-paid tuition plans generally allow college savers to purchase units or
credits at participating colleges and universities for future tuition and, in
some cases, raom and board, Most prepaid tuition plans are sponsored by
state governments and have residency requirements. Many state
governments guarantee investments in pre-paid tuition plans that they
sponsor,

College savings plans generally permit a college saver (also called the
“account holder”) to establish an account for a student (the “beneficiary”)

for the purpose of paying the beneficiary’s eligible college expenses. An

account holder may typically choose among several investment options for

his or her contributions, which the college savings plan invests on behalf of

the account holder, Investment options often include stock mutual funds, =l
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account holder may typically choose among several investment options for
his or her contributions, which the college savings plan invests on behalf of
the account halder. Investment options often include stock mutual funds,
bond mutual funds, and money market funds, as well as, age-based
portfolios that automatically shift toward more conservative investments as
the beneficiary gets closer to college age. Withdrawals from college savings
plans can generally be used at any college or university. Investments in
college savings plans that invest in mutual funds are not guaranteed by _
state governments and are not federally insured.

The following chart outlines some of the major differences between pre-paid
tuition plans and college savings plans.*

Locks in tuition prices at eligible | No lock on college costs.
public and private colleges and
universities.

Most plans set lump sum and Many plans have contribution limits
installment payments prior to in excess of $200,000.

purchase based on age of

beneficiary and number of years of

college tuition purchased.
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Most plans have age/grade limit for | No age limits. Open to adults and
beneficiary. children

Most plans have limited enroliment | Enraliment open all year.
period.

* Source: Smart Saving for College, FINRA®

g in a 529 plan affect federal and state income

Investing in a 520 plan may offer college savers special tax benefits
Earnings in 529 plans are not subject to federal tax, and in most cases,
state tax, 5o long as you use withdrawals for eligible college expenses, such
a5 tuition and room and board

However, if you withdraw money from a 529 plan and do not use it on an
eligible college expense, you generally will be subject to income tax and an
additional 10% federal tax penalty on earings. Many states offer state
incame tax or other benefits, such as matching grants, for investing in a 529
plan. But you may only be eligible for these benefits if you participate in a
529 plan sponsored by your state of residence, Just a few states allow
residents to deduct contributions to any 529 plan from state income tax
returns

Dore [ [ [ [ memet

@ start| | () 1mbox - Outlook Express | =] Microsaft Excelnor-com... | 5] 529 WIP.docx - Micrasof... [ &1 An Introduction to 52





image18.png
o o ton Famis Do tob

10-©-[H &

| actess [ €] hutpufjmomn.sec. goviinvestarfpubsfintroszs.him

If you receive state tax benefits for investing in a 529 plan, make sure you
review your plan's offering circular before you complete 3 transaction, such
a5 rolling money out of your home state’s plan into another state’s plan,
Some transactions may have state tax consequences for residents of
certain states,

What fees and expenses will I pay if

vest in a 529 plan?

It is important to understand the fees and expenses associated with 529
plans because they lower your retums. Fees and expenses will vary based
on the type of plan. Prepaid tuition plans typically charge enrollment and
adrinistrative fees. In addition to “ioads” for broker-sold plans, college
savings plans may charge enrollment fees, annual maintenance fees, and
asset management fees. Some of these fees are collected by the state
sponsor of the plan, and some are collected by the financial services firms
that the state sponsor typically hires to manage its 529 program. Some
college savings plans will waive or reduce some of these fees if you maintain
a large account balance or participate in an automatic contribution plan, o
if you are a resident of the state sponsoring the 523 plan. Your asset
management fees will depend on the investment option you select. Each
investment option will typically bear a portfolio-weighted average of the fees
and expenses of the mutual funds and other investments in which it invests
You should carefully review the fees of the underlying investments because
they are likely to be different for each investment option,

Investors that purchase a callege savings plan from a broker are typically
subject to additional fees. I you invest in a broker-sold plan, you may pay a
“ioad.” Broadly speaking, the load is paid to your broker as a commission for
selling the college savings plan to you. Broker-sold plans also charge an
annual distribution fee (similar to the “12b 1 fee” charged by some mutual
funds) of between 0,25% and 1,00% of your investment. Your broker
typically receives all or most of these annual distribution fees for seling your
529 plan to you

Many broker-sold 529 plans offer more than one class of shares, which
impose different fees and expenses. Here are some key characteristics of
the mnst commnn 523 nlan share classes snld hy hrokers tn their cistomers:
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Many broker-sold 529 plans offer more than one class of shares, which
impose different fees and expenses. Here are some key characteristics of
the most common 529 plan share classes sold by brokers to their customers:

Class A shares typically impose a front-end sales load. Front-end
sales Ioads reduce the amount of your investment. For example,
let’s say you have §1,000 and want to invest in a college savings
plan with a 5% front-end load. The §50 sales load you must pay is
deducted from your $1,000, and the remaining $950 is invested in
the college savings plan. Class A shares usually have a lower
annual distribution fee and lower overall annual expenses than
other 529 share classes. In addition, your front-end load may be
reduced if you invest above certain threshold amounts - this is
known as & breskpoint discount, These discounts do not apply to
investments in Class B or Class C shares,

Class & shares typically do not have a front-end sales load
Instead, they may charge a fee when you withdraw money from
an investment option, known as a deferred sales charge or “back-
end load.” A common back-end load is the “contingent deferred
sales charge” or “contingent deferred sales load” (also known as a
“CDSC” or “COSLY). The amount of this Ioad will depend on how
lang you hold your investment and typically decreases to zero if
you hold your investment long enough. Class 8 shares typically
impose a higher annual distribution fee and higher overall annual
expenses than Class A shares. Class B shares usually convert
automatically to Class & shares if you hold your shares lang
enough

Be careful when investing in Class B shares. If the beneficiary
uses the money within a few years after purchasing Class 8
shares, you will almost always pay a contingent deferred sales
charge or Ioad in addition to higher annual fees and expenses.

[ Eie et yow Foortes ook teb
[FESRIEIE]

Ciass C sharas minht have an annual distributinn fee. nther annual
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> Class C shares might have an annual distribution fee, other annual
expenses, and either a front- or back-end sales load. But the
frant- or back-end Ioad for Class C shares tends to be lower than
for Class & or Class B shares, respectively. Class C shares typically
impose & higher annual distribution fee and higher overall annual
expenses than Class A shares, but, unlike Class B shares, generally
do not convert to another class over time. If you are a long-term
investor, Class C shares may be more expensive than investing in
Class & or Class B shares.

Is there any way to purchase a 529 plan but avoid some of the extra
fees?

Direct-old College Savings Plans. States offer college savings plans through
which residents and, in many cases, non-residents can invest without
paying a "load," or sales fee. This type of plan, which you can buy directly
from the plan's sponsor or program manager without the assistance of a
broker, is generally less expensive because it waives or does not charge
sales fees that may apply to broker-sold plans. You can generally find
information on a direct-sold plan by contacting the plan’s spnsor o prograrm
manager or visiting the plan's website. Websites such as the one maintained
by the College Savings Plan Network, as well as 3 number of commercial
websites, provide links to most 529 plan websites

&roker-Soid College Savings Plans. If you prefer to purchase a broker-sold
plan, you may be able to reduce the front-end Ioad for purchasing Class A
shares if you invest o plan to invest above certain threshold amounts. Ask
your broker how to qualify for these “breakpoint discounts.”

what restri

ons apply to an investment

529 plan?

Withdrawal restrictions apply to both college savings plans and pre-paid
tuition plans. With limited exceptions, you can only withdraw money that

you invest in a 529 plan for eligible callege expenses without incurring taxes

and penalties. In addition, participants in callege savings plans have limited

investment options and are not permitted to switch freely among available =l
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investment options and are not permitted to switch fresly among available
investment options. Under current tax law, an account holder is only
permitted to change his or her investment option one time per year.
Additional limitations will likely apply to any 529 plan you may be considering.
Before you invest in a 529 plan, you should read the plans offering circular
to make sure that you understand and are comfortable with any plan
limitations

Does investing in a 529 plan impact financial aid eligibility?
Wwhile each educational institution may treat assets held in a 529 plan
differently, investing in a 529 plan will generally reduce a student’s eligibility
to participate in need-based financial aid. Beginning July 1, 2006, assets
held in pre-paid tuition plans and college savings plans will be treated
similarly for federal financial aid purposes. Both will be treated as parental
assets in the calculation of the expected family contribution toward college
costs, Previously, benefits from pre-paid tuition plans were ot treated as
parental assets and typically reduced need-based financial aid on a dollar for
dollar basis, while assets held in college savings plans received more
favorable financial aid treatment.

Is investing in a 529 plan right for me?

Before you start saving specifically for college, you should consider your
overall financial situation. Instead of saving for college, you may want to
facus on other financial goals like buying a home, saving for retirement, or
paying off high interest credit card bills, Remember that you may face
penalties or lose benefits if you do not use the money in 3 529 account for
higher education expenses. If you decide that saving specifically for college
is right for you, then the next step is to determine whether investing in a
529 plan is your best callege saving option. Investing in a 529 plan is only
one of several ways to save for college. Other tax-advantaged ways to
save for college include Coverdell education savings accounts, Uriform Gifts
to Minors Act (“UGMA”) accounts, Uniform Transfers to Minors Act (“UTMA”)
accounts, tax-exempt municipal securities, and savings bonds. Saving for
college in a taxable account is another option.
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Each college saving option has advantages and disadvantages, and may
have a different impact on your eligibiity for financiai aid, so you should
evaluate each option carefully. If you need help determining which options
work best for your circumstances, you should consult with your financial
brofessional or tax advisor before you start saving.

What questions should I ask before I invest in a 529 plan?

Knowing the answers to these questions may help you decide which 529
plan is best for you

¢ Is the plan available directly from the state or plan sponsor?

¢ What fees are charged by the plan? How much of my investment
goes to compensating my broker? Under what circumstances does
the plan waive or reduce certain fees?

¢ what are the plan’s withdrawal restrictions? What types of college
expenses are covered by the plan? Which colleges and universities
participate in the plan?

¢ what types of investment options are offered by the plan? How
lang are contributions held before being invested?

¢ Does the plan offer special benefits for state residents? Would 1 be
better off investing in my state’s plan or another plan? Does my
state’s plan offer tax advantages or other benefits for investment
in the plan it spansors? If my state’s plan charges higher fees than
another state’s plan, do the tax advantages o other benefits
offered by my state outwsigh the benefit of investing in another
state’s less expensive plan?

¢ what limitations apply to the plan? When can an account holder
change investment options, switch beneficiaries, or transfer
ownership of the account to another account holder? [l
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¢ who is the program manager? When does the program manager's
current management contract expire? How has the plan performed
in the past?

where can I find more information?

Offering Circulars for 529 plans. You can find out more about 3 particular
529 plan by reading its offering circular. Often called a “disclosure
statement,” “disclosure document,” or “program description,” the offering
circular will have detailed information about investment options, tax benefits
and consequences, fees and expenses, financial aid, limitations, risks, and
ather specific infarmation relating to the 529 plan. Most 529 plans post their
offering circulars on publicly avaiable websites. The National Association of
State Treasurers created the College Savings Plan Network which provides
links to most 529 plan websites

Additional Information About Underlying Mutusl Funds. You may want to find
more about & mutual fund included in & college savings plan investment
option. Additional information about & mutual fund is available in its
prospectus, statement of additional information, and semiannual and annual
report. Offering circulars for college savings plans often indicate how you
can obtain these documents from the plan manager for no charge. You can
also review these documents on the SEC’s EDGAR database

Investrment Adviser Public Disclosure Website. Many college savings plans’
program managers are registered investment advisers. You can find more
about investment advisers through the Investment Adviser Public Disclosure
website. On the website, you can search for an investment adviser and view
the Form ADY of the adviser. Form ADY contains information about an
investment adviser and its business operations as well as disclosure about
certain disciplinary events involving the adviser and its key personnel

&roker-Dealer public Disclosure Website. You can find more about 3 broker
through EINRA’s BrokerCheck website, On the website, you can search for
any disciplinary sanctions against your broker, as well as information about
his or her professional background and registration and licensing status
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TTOSPECTUs, STaTement Of SaUTGral ITOTaTion, and SemmanmaT and anmar
report. Offering circulars for college savings plans often indicate how you
can obtain these documents from the plan manager for no charge. You can
also review these documents on the SEC’s EDGAR database

Investrment Adviser Public Disclosure Website. Many college savings plans’
program managers are registered investment advisers. You can find more
about investment advisers through the Investment Adviser Public Disclosure
website. On the website, you can search for an investment adviser and view
the Form ADY of the adviser. Form ADY contains information about an
investment adviser and its business operations as well as disclosure about
certain disciplinary events involving the adviser and its key personnel

&roker-Dealer public Disclosure Website. You can find more about 3 broker
through EINRA’s BrokerCheck website, On the website, you can search for
any disciplinary sanctions against your broker, as well as information about
his or her professional background and registration and licensing status

Other Online Resources. You can learn more about 529 plans and other
college saving options on FINRA’s Smart Saving for College website. The
website contains links to other helpful sites, including the College Savings
Blan Network and the Internal Revenue Service’s Publication 970 (Tax
Benefits for Higher Education). FINRA's investor alert on 529 plans also
provides valuable infarmation for investors.

http: /. sec. gov/investor/pubs/intros29. ktm
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What to do when a college-savings plan gets whipsawed by volatile markets? Plan sponsors
think they have answers—but some of their solutions are better than others

So-called 529 plans are state-sponsored accounts for college savers in which any earnings are
tax-free as long as they are used to pay for qualified higher-education expenses

The accounts have grown popular of late: As of Sept. 30, the 529 industry managed $133
billion in college-savings assets, up 12% from $119 billion at the same time last year, according
to investment-research firm Morningstar. (Those numbers don't include prepaid tuition plans,
which are also classified as 529s.)

But thanks to the market's late-summer swoon, performance this year has been disappointing—
especially for families with kids approaching college age. On average, 529 returns through
September are down almost 6% compared with the first nine months of 2010, Morningstar

says. The October rebound should help, but the volatility has left many people unsettied

To keep families from pressing the panic
button, a number of states in recent months
have made changes to their plans, adding
FDIC-insured certificates of deposit and
bank-savings accounts, age-based investing
options that scale back stock investments for
older children and volatilty tools, says Paul
Curley, director of college-savings research
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Deciding whether you need any of the new
features depends in part on your 529 plan and the age of the beneficiary.

First, some basics. You can invest in your state's 529 plan or another state's plan, either
directly or through a financial adviser. If you invest outside your state's plan, you might lose out
on state-tax breaks or discounted fees

Investors on Edge

The rocky markets of the past few years have investors on edge—and states are responding.
At least 16 now offer FDIC-backed bank products, up from five before 2008, says Joseph
Hurley, founder of information website Savingforcollege.com

Mr. Hurley says 529 plans sometimes negotiate better CD rates than you could get on your
own, though some 529-plan money-market funds can give you a negative return because of
program expenses. For parents of students a year or two from college, the bank products can
make sense, "as long as you understand that college-tuition rates are increasing much more
rapidly than the interest rate on your bank products,” he says

On the other hand, if you have younger children and you don't think the stock market will stay
depressed for decades, the CD option might be a bad move. "In my opinion, college is now on
sale," Mr. Hurley says. "Your chance that over time you're going to perform better than the
market s really high right now.”

Age-Based Options
RGNS 8 RET 6 4330 scale back equity investments as beneficiaries
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Age-Based Options

Nearly all 529 plans offer age-based options that scale back equity investments as beneficiaries
near college. In the 10 months between September 2010 and August 2011, stock exposure in
the years leading up to college declined, according to a Morningstar report released Thursday.

For 14-year-olds, for example, average stock exposure fell to 33% of assets from 39%. At age
18, it dropped to 11% from 15%

From Smartioney Also on Thursday, Morningstar released its

annual ranking of 529 plan performance,
* 529 Plan Calculator

available on Morningstar's website. Plans in
* How Much to Save

six states earned ts analysts’ "top" rating,
including five from last year—Alaska,

Maryland, Nevada, Ohio and Virginia—and

+ Saving for College

Utah

Last year, Rhode Island's Collegeboundfund was the only plan tagged with a "bottom" rating,
but it moved up this year to "below average” after adding low-cost index funds from Vanguard
Group (though they are available only to state residents)

Rhode Island's plan manager, AllianceBernstein, in September added a volatilty-management
tool to its age-based 529 portfolios to reduce exposure to stocks and bulk up on bonds and
cash, or even to hedge currency exposures, when it deems appropriate.
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editor Glenn Ruffenach. she co-authored "The Wall Street Journal
Complete Retirement Guidebook: How to Plan It Live It and Enjoy It" a
New York Times Bestseller. In 2005, she received the American Society
on Aging’s National Media Award for her body of work. In 2007, she
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The firm developed the tool for its target-date retirement funds, which shift money into more- on Aging’s National Media Award for her body of work. In 2007, she
conservative assets as investors approach their target retirement year. By lowering the risk in recelved a lew York Assoclation of Black Journalsts award for her
coverage of African-American police retirees' efforts in Georgia to get
its 2010 target-date fund in the third quarter, AlianceBernstein not only decreased volatility
significantly but also added more than 2 percentage points of return, says Chris Nikolich, a
senior vice president at the firm

the same pensions as white colleagues. Ms. Greene joined the Journal
in 1996 after working for newspapers in North Carolina and Atilanta

Most Popular Video >
In its 529 fund for Rhode Island, AlianceBernstein isn't lowering the risk in its aggressive, age-

based portfolios for 10- to 12-year-olds right now, but for 13-year-olds and up, "even though
you've defined yourself as aggressive, we still de-risk on your behalf," says Mr. Nikolich. "It's
really designed to make the ride smoother over the long haul."

It remains to be seen how well volatility management works over time. "They're taking some of Volkswagen's New  Halloween House  The Revised
§ Beetle Mans Up Lights Up Cali History of the Dog
those assets out of equities when they think volatilty is going to spike, but there's still a lot on e Neighborhood 300
224

the table in terms of exposure to stocks," says Laura Lutton, Morningstar's editorial director.

Outside Funds More in Personal Finance
Another recent trend: allowing mutual funds managed by firms other than the main manager. I i peep if Checking Out Smaller Charities
the past year, the total number of such "open architecture” fund offerings jumped to 2,474 from
1,339, according to Morningstar.

Most Popular >
For example, Fidelity Investments added funds managed by other firms to 529 plans for
Arizona, Delaware, Massachusetts and New Hampshire after research found that 62% of
parents said that having a range of firms to choose from within their 529 plan was important to 1 oEarly Snow Storm Hammers East Coast

them_says Joseph Ciccariello. Fidelity's vice president of college planning
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Arizona, Delaware, Massachusetts and New Hampshire after research found that 629 of
parents said that having a range of firms to choose from within their 529 plan was important to 1 o Early Snow Storm Hammers East Coast
them, says Joseph Ciccariello, Fidelity's vice president of college planning
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Adding options managed by other firms increases the fees: While index funds have fees of
only 0.25% to 0.35%, the funds managed by other firms within Fidelity's 529 plan cost 0.93% to 3- Banks Blink on New Card Fees
1.42%, Mr. Ciccariello says 4. &= YouTube Tees Up Big Talent
Overall, open-architecture investment options cost 0.4% more on average in plans sold by 5. Opinion: Noonan: The Divider vs. the Thinker
aavisers and 0.13% more in plans sold directly by states, Morningstar says. So far, the plans
"are having trouble overcoming those fees," Ms. Lution says Most Read Aicles Feed
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NEW YORK | Tue Jan 31, 2012 1:14pm EST

(Reuters) - Dan Shea and his wife, Jennifer, aren't ~ Analysis & Opinion

conservative investors - except when it comes to
college savings. The Los Angeles couple's
daughter, April, is 13 and eyeing the vy League.

Sparring with Central

Banks
The Dodd-Frank effect,

unions and private equity,
and Newt's expenses

"Talk of Yale started at age 6, and | opened a 529." says Dan Shea, referring to
the state-sponsored college-saving plans. "Even then we stuck to bonds, the Related Topics

sleepiest investment.” Money »

But after 2010 brought turbulence to the normally dull bond market, the Sheas
transferred their funds into a still-safer 529 vehicle last May: a certificate of deposit (CD). "We only have
five years to go," Shea says. "We want to know our money is secure.”

5295 have long been popular with parents and grandparents because their funds can be withdrawn free of
federal taxes, and most state taxes, to cover qualified higher education expenses. There is no doubt,
though, that volatile markets have yielded mixed results for the plans since 2008

To encourage families to continue saving, many states have added bank products such as FDIC-insured
savings accounts or CDs to their 529 line-up in recent years. The number of these more risk-adverse
investment vehicles has nearly tripled, and they are now available in at least a dozen state 529 plans.

"Proof of demand is in how many states now offer these options,” said Andrea Fierstein of AKF
Consulting, which advises 529 plans. "You may forgo some earnings opportunity, but you know your
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money will be there when you need it."
TAMPING DOWN RISK

Assets of 520s have mirrored the ups and downs over the last four years of the equities and mutual funds
in which they are most commonly invested. Almost across the board, plans' performance suffered in 2008
and 2009, amounting to significant losses in some cases.

Texas, Oregon and Maine are just a few of the states with double-digit drops in value due to their J
investments with Oppenheimer Fund's Core Bond fund, which lost 35 percent of its value in 2008,
according to Morningstar.

"One family told me they'd have made more money keeping their money under their mattress than in a
529, said Deborah Fox, a San Diego-based financial planner and founder of Fox College Funding.

Choosing to place funds in 529 plans tied to, say, @ high-yield savings account instead of stocks removes
the risk of losing money. Investors can rest easy that their money is federally insured up to $250,000, and
these accounts are generally no-fee. Nevada, North Carolina, Virginia, Wisconsin and Montana are just
some of the states that have added these options in recent years.

"These are the perfect answer for parents with a child approaching college or those who have short-term
liquidity needs,” Fierstein says. They are also good for parents hoping to take advantage of tax benefits.
before the year's end but who are not yet sure exactly where they want to put their funds.

PREPARE FOR LOW RETURNS

When investors open a 529 plan, it always makes sense to shop around for the best rates of return. A 529

can be opened in any state, but most states offer additional tax deductions or benefits to residents who
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TVest In the nome-state plan.

Rates on 529 savings accounts or CDs are generally higher than those offered at your local bank, and the
tax advantages add even more earnings potential. Ohio CollegeAdvantage's CD option, offered through
Fifth Third Bank, currently has an interest rate of 1.75 percent for a standard five-to-seven year annual
percentage yield.

"I think you'd find our rates are very competitive compared to a regular savings account,” says Richard
Norman, interim executive director of Ohio's plans, which include both the CD option and a savings

account as well.

On the other hand, the price of college rose 5.6 percent in 2011, according to the College Board. But
despite their lackluster performance in the recent economic downturn, returns on 529s invested in equities
or bonds have historically fared pretty well.

"Over the long-term, 529's age-based models (which include a mix of securities) have performed better
than S&P funds,” says Paul Curley, director of college-savings research at Financial Research Corp, a
division of Strategic Insight. "They've performed better than a lot of other investment options.”

Withdrawing funds from a CD before its maturity date also can carry penatties. CD maturities range from
3 months to 20 years and often require a minimum balance of $500. "We found CDs were just not flexible
enough for our customers, especially those who were middle- or low-income,” said Lynne Ward, director
of the Utah Educational Savings Plan, which offers a savings plan instead of CDs.

OTHER MEANS TO AVOID RISK

Even those 529 plans that did not launch new bank-product options have not been deaf to investors’
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concerns about risk.

Last October, AllianceBernstein introduced new management tools in its college-savings fund to reduce
investors' exposure to short-term volatility while simultaneously, it says, preserving long-term returns.
Equity markets are closely monitored, and if they dip, funds can be moved quickly into bonds or cash
Currency exposures can also be hedged when approprite.

More often, however, plans adjusted their portfolio distributions to respond to criticism that age-based
models continued to be too aggressive even as students approached college. Several plans - including
Utah's and West Virginia's - now let investors customize their own portfolios, as many 401Ks do.

Fox advises parents who want to minimize volatility to avoid putting lump-sum investments into 529s. "If you
happen to contribute a lot at one time when the market is high, returns will be disappointing,” she says.
"Parents who spread out funds over quarters or even monthly are apt to buy shares at various prices and

can take advantage of some lower prices.”
MORE CONSERVATIVE OPTIONS

Fidelity rolled out a bank-deposit program in 2010. But it has always offered other conservative options,
such as those tied to money market, short-term and other fixed-income investments, in the plans it
administers in New Hampshire, Delaware, Massachusetts and Arizona. These can often be an even better
option for risk-averse parents, or at least part of a mix of investments.

"For most families, bank (options) shouldn't be their sole way of investing for college,” says Keith
Bernhardt, vice-president of college planning for Fidelity. "With rates so low, they're not taking advantage
of the tax benefits that way."

Latestfrom

Hy Wire =
I

1 start| (3] Microsot Frontpage - Ct... | () Sent Items - Outiook Exp... | (& Goagle News - Windows ... [ PERSONAL FINANCI 5] 529_Plans.doc - Micros.

2| | @] | |@merer - [Rise -
W zsamm





image35.png
PERSONAL FINANCE: Removing risk from 529 college savings plans | Reuters'

dows Internet Explorer - [Wor

Offline] =lo/x

[O bitps s reuters.comjarticef2012]01 31 fus-personsfinance-college-dUSTREBOL1G 20120131 [l 40 [ x| [R uive search £

| He Edt vew Favortes Toos tep

e Favorkes
“For most families, bank (options) shouldn't be their sole way of investing for college,” says Keith
Bernhardt, vice-president of college planning for Fidelity. "With rates so low, they're not taking advantage
of the tax benefits that way.”
As for the Sheas, they made only about $400 in interest on their daughter Aprif's 529 CD so far - much
less than the $2,000 or so per year they once made in bonds. Dan Shea says he recognizes there is a
trade-off. "But f it means we have the money to pay for any college April wants, to me the peace of mind
is far more valuable.”
(Editing by Jiian Mincer, Beth Pinsker Gladstone and Dan Grebler)
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When 529s Don’t Make the Grade

Money has been flowing into 529 college savings plans, but not all the plans are equally
appealing.

Stan Luxenberg Jun. 11, 2013

A ema SHARE COMMENTS| 1 |

More families have been discovering 529 college savings plans. In fact, assets in the plans
jumped 25 percent in 2012 to $166 billion, according to Morningstar. But not all the plans
are equally appealing. Some come with high expenses and uninspiring investment track
records. According to a recent study by Morningstar, the average 529 investment returns
lagged behind comparable mutual funds. Some choices performed so badly that savers
would have done better by avoiding 529s and investing ...
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about 62% of college costs, the Fidelity study revealed that they are on track to cover only
34% of that savings goal. This could be due to poor interest rates on savings, bad financial
planning, unexpected increases in room and board expenses or lack of knowledge about true
college costs. Whatever the reason, many parents and students will be caught short and will
have to scramble to make up for the difference.

Over half of the respondents are concerned that their children might have to make some
compromises in the quality of their college experience. Students might be encouraged to
take more online courses or choose a school closer to home so they can commute. Some may
choose a public university over a preferred private school, or may have to compromise on
participating in a travel abroad experience. Others might need to take additional courses
each semester or attend summer school in order to graduate on time. This can place
additional stress on students, and might affect their ability to grow and learn as fully as
might have been hoped.

While more parents are aware of the need to start saving earlier and saving more, far too
many claim it just isn't possible to make the grade. That's when they turn to other strategies
to help make up for the difference in what they were not able to save themselves. This may
have to come in the form of scholarships and grants, work-study programs and student loan
debt. Once they have exhausted all of these options some parents and students are even
turning to credit card debt as a last resort; however, this can saddle the student and any co-
signers with a huge amount of debt for many years to come.

Don't flunk out when it comes to saving for college. Learn about the true costs, honestly
assess your financial situation, get professional insights earlier rather than later, and your
child should have a clearer path to college success.
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Another month, another record number of young people living at home long ~

after their teenage years are over.

This time, it's the Wall Street Journal reporting that, despite the improved
economy pulling unemployment down for the last three years, the share of
young adults living with their parents is still rising. Still! More than a third of
Americans between 18 and 31 are currently living with their parents, according
to the Current Population Survey.

Seriously. What's going on here, if it's not just the economy?

We can begin to find the answers in the new mammoth Pew Research

Report, released just this month, which found a record 21.6 million "Millennials"
living at home. The answer boils down to three variables, which I'll sum up as:
economics, bachelor's degrees, and bachelors.

‘We have to start with economics. The share of young people living in the
basement was basically unchanged for four decades before the recession. Then
the recession hit, and millions of young people who would have otherwise had
jobs didn't.

Share of 18- to 31-year-olds
Employed, 2007-2012
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Last year, Millennials without a job were 55 percent more likely to be living with

their folks than employed young people.

James Fallows
Your Labor Day Syria Reader, Part 1:
Stevenson and Lofgren 9:15 AM ET

But when you look at the shift since 2007 in the graph below, something might
seem funny to you. Sure, the recession figures are high, but pre-recession figures
are high, too. One in two 18-24-year olds were living at home before the crash?

And one in seven late-twentysomethings?
Ta-Nehisi Coates

Slowing Down The War Train 9:00 AM ET
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Why were so many young adults apparently living at home when unemployment
was about 4 percent?

It comes down to a very sneaky definition of "home." In the Current Population
Survey that provides these figures, "college students in dormitories are counted
as living in the parental home." Dormitories! This might strike you as absurd --
and it certainly strikes me as questionable -- but it's Labor Day Weekend, and
I'm not going to waste it fighting with the folks at CPS, so there it is. Dorms =
your parents' place, according to the government.

This is a huge deal for the Millennials-living-at-home figures, because college
enrollment increased significantly during the recession -- 39% of 18- to 24-year-
olds were enrolled in college in 2012, compared with from 35% in 2007 -- and
college enrollees are much more likely to be living at home (er, in dorms) than
students who skip college, drop out, or finish early.

Share of 18- to 24-year-olds
Enrolled in College, 2007-2012
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So a huge part of the explanation for the ostensible boom of stay-at-home kids is
actually good news: more bachelor's degrees.

Finally: More bachelors. Unmarried young people are six-times more likely to be
Winners of the Red Bull Illume Photo

living at their parents' place than married couples (understandably). In the last
Contest 2013

50 years, the share of twentysomethings who are married utterly collapsed

before 2007. The recession made marriage even less attractive to many young I ——
people.
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But the most important takeaway is that, although the Great Recession was
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Protect Yourself College Savings Plans—School Yourself Before You Invest

Investor Alerts We all want to get our money's worth. This is true when it comes to payingfor a college
education—but its alsotrue when it comes to investing for higher education Since 1997,
investors have had the opportunity to contribute to Section 529 college savings plans, which offer
tax advantages that have made them a popular investment vehicle for saving for college. The good
news is that there is no shortage of college savings plans to choose from—especially giventhe
fact that in many cases you do not need to be a resident of a state to invest n that state’s

college savings plan. But select with carel Virtually no two plans are the same. Doing your 529
homeworkis essential because

Before Youlnvest
After You Invest
Avoid Investment Fraud

* Contribution limits vary by state

+ State tax advantages vary from state to state and may depend on whether you are a resident
ofthe state sponsoringthe plan

* Investment options vary greatly—from higher risk stock funds, to funds that contain a mix of
stocks and bonds, to conservative investments that contain money market or conservative
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shortterm bond funds. Most plans offer age- or enoliment-based investments that grow
more conservatively over time as the beneficiary gets closer to using the proceeds to payfor
college expenses. Many plans also offer static investments where assets are typically
invested ina set allocation of one or more mutual funds.

+ Feesand expenses vary greatly, even among plans offered within the same state:

Reason for Concern

We areissuing this Alert because we are concerned that investors may be shortchanging
themselves by investing in 529 college savings plans with high fees, plans that currently do not
offerthem state tax benefits, or both. This Alert provides an overview of 529 college savings
plans, information concerning fees and expenses, and a specific caution about investing in out-of-
state plans. The Alert also provides you with 8 easy lessons that, iffollowed, will help youmake:
smart college savings plan choices.

What are 529 Plans?

Named after the section of the federal tax code that governs them, 529 plans are tax-advantaged
programs that help families save for college. There are two types—prepaid-tition plans and
college savings plans. Every state offers at least one of these types of plans. This Alertfocuses
exclusively onthe more than 80 state-sponsored college savings plans in which money is usually
invested ina group of portfolios made up of mutual funds, and withdrawals can be used for
college costs, including tition, fees, room, board, textbooks, even computers when required for
college

How College Savings Plans are Sold to Investors
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How College Savings Plans are Sold to Investors

There are two ways that college savings plans can be sold toinvestors:

+ "Direct-Sold College Savings Plans" inwhich you buy an interest n the college saving plan
directly from a broker-dealer on benalf of the state, the state that sponsorsthe plan, or from
the plan's program manager, with no sales person involved: and

+ "Broker-Sold College Savings Plans" inwhich you buy aninterestin a college saving plan
through an investment adviser, brokerage firm, or bank, generally paying a sales load or fee.

The brokerage community has done a fine job of educating investors about the benefits of 529
investing, but investors shouldtake heed

+ Some brokerage firms and advisers offer only one or a very limited number of 529 plans. The:
options may not include your own state's college saving plan and may not provide you the
opportunity o investin college savings plans issued by other states, even thoughthose
other 529 plans may have lower sales loads, lower expenses, or may provide state tax
advantages that are not available when invested in the plan being offered

+ Broker-sold plans often contain sales loads and higher fees and expenses than direct-sold
plans

Don't Overlook State Tax Advantages.

Federaltax advantages are a major benefit of investing in 529 plans. When youinvestina 529

plan, your earnings grow tax-free. Furthermore, qualified withdrawals are alsotax-free when used
for qualified education expenses.
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While federaltax advantages are standard to all college savings plans, state tax reatment of 529
plans varies from state to state and can be a factor in deciding which planto select In over 30
states, contributions are either tax deductible if you're a resident of the state sponsoringthe 529
plan or you can receive a tax credit for contributions. In five ofthose states—Arizona, Kansas,
Maine, Missouri and Pennsylvania—you can claim a state tax deduction from any 529,
regardless of its location Deductions andtax credits vary from state to state. For example,
Colorado currently allows residents to deduct the entire amount of their contribution totheir n-
state planfor each beneficiary, up to the amount of their annual gross income: RhodeIsland, on

the other hand, allows only a $1000 deduction intotal for oint filers and $500 for single filers.

Many states also follow the federal tax lead of allowing earnings to grow tax-free and imposing no

state tax on qualified withdrawals from in-state and out-of-state plans.

States Offering Tax Deductions or Credits to In-State Investors

Alabama Lovisiana Ohio
Arizona Maine Oklahoma
Arkansas Maryland Oregon
Colorado Michigan Pennsylvania
Connecticut Mississippi Rhode Island
District of Columbia Missouri South Carolina
Georgia Montana Utah
Idaho Nebraska Vermont
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