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There are several different ways to strategize and plan for paying for higher education learning.  One way that 

has become popular are 529 plans.  A 529 plan is a tax-deferred savings plan designed to encourage saving for 

future education costs.  There are two types of 529 plans including: prepaid tuition plans and education savings 

plans.  Every state has their own 529 plan that differ state to state.  

A prepaid tuition plan allows a saver to purchase credits at participating colleges or universities (usually public 

and in-state) and may pay less at non-participating colleges or universities. Prepaid plans typically do not 

cover future room and board expenses and do not allow you to prepay for tuition at elementary and secondary 

schools. Prepaid tuition plans may charge an enrollment/application fee and ongoing administrative fees.   

Education savings plans allow a saver to open an investment account which may offer a wider range of 

investment options than a prepaid tuition plan such as: mutual funds, target-date portfolios, exchange traded 

funds, and principal protected bank products. Education savings plans may charge an enrollment/application 

fee, annual account maintenance fees, ongoing program management fees, and ongoing asset management 

fees.  

Pros: 

Although contributions to a 529 plan are not tax-deductible, earnings in a 529 plan grow federal tax-free and 

will not be taxed when the money is taken out to pay for college. As of January 1, 2018, tax-free withdrawals 

may also include up to $10,000 in tuition expenses for private, public or religious elementary and secondary 

schools (per year, per beneficiary). 

In addition to the federal tax savings, over 30 states currently offer a full or partial tax deduction or credit for 

529 plan contributions. 

The ongoing investment management of the account is handled by an outside investment company hired as the 

program manager. 
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You can avoid the tax and penalty for as long as you want simply by retaining the funds in the 529 plan. No 

one will be forcing you to withdraw your 529 account upon your child's graduation from college (or decision 

not to attend college). If you don't need the money and you like having it invested in a tax-deferred account, 

you can just leave it alone for the future education needs of your grandchildren, great-grandchildren, and great-

great-grandchildren.  

Qualified expenses include tuition and fees, books and materials, room and board (for students enrolled at least 

half-time), computers and related equipment, internet access and special needs equipment for students 

attending a college, university or other eligible post-secondary educational institutions1.  

Cons: 

If funds are withdrawn and used for not educational purposes, the earnings portion of a nonqualified 

withdrawal is taxable as ordinary income. In addition, a 10 percent penalty tax must be computed on the 

earnings portion and paid with your federal tax return, unless you qualify for an exception to the penalty. The 

exceptions relate to withdrawals made on account of the beneficiary's death, disability, receipt of a scholarship, 

or attendance at a Unites States military academy. 

A very small handful of 529 savings plans, and nearly all of the 529 prepaid tuition plans impose a time limit 

on your 529 account.  For example, in Florida the funds must be used within 10 years of the child’s projected 

college enrollment year.  If funds are not used, you will not receive any interest on the money you paid into the 

plan, but you can withdraw the full contribution amount, subject to any penalties. If you bump up against one 

of these limits, you can look to move your funds to another 529 plan via a qualifying rollover. 

Transportation costs, health insurance and student loan repayments are not considered qualified expenses for 

either plan.  Room and board expenses are not a qualified expense for the 529 prepaid plan. 

Some prepaid plans are only applicable to their State’s public university system – meaning that their full value 

can only be used at public colleges and universities in that state.  If your child attends an out-of-state university 

with higher tuition costs, you can be responsible for the difference. For example, if Kyle’s parents set up a 

Florida prepaid plan to start college in the fall of 2019, and Florida’s public universities charge roughly 

$6,500/year than that is how much the plan will cover.  
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If Kyle attends an out-of-state university that charges $20,000/year than Kyle and his parents 

will have to find a way to pay the $13,500 yearly balance1.   

Conclusion 

Carefully consider your situation before investing in a 529 plan.  Consult your financial advisor 

if you are uncertain or have questions about your investment options1. 
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