IS COLLEGE
WORTHIT?

UNDERSTANDING THE COSTS AND BENEFITS OF COLLEGE
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INTRODUCTION

The decision to attend college is a serious one, and it
has lifelong implications. Changes in the US economy
and employment market, along with a revolution in
technology, are causing high school graduates and their
families to carefully weigh the costs and benefits of a
traditional college education.

As the rising cost of tuition coincides with increased
student loan debt, many young Americans are wondering
whether they should pursue traditional college degrees,
technical training, online education, or apprenticeship
programs. For those who choose the conventional college
experience, the debate persists over whether to continue to
graduate or professional school.

A recent Gallup poll found that 87% of Americans say it
is either “very important” or “fairly important” to have

a college education today.! Another survey found that
82% of Americans believe that people who pursue further
education will have more job opportunities than those
who don’t, while 78% believe further education offers a
good return on investment for the student.?

THE COST OF ATTENDING COLLEGE

There’s good evidence to support these claims. Of all
full-time year-round workers between the ages of 35 and
44 earning $100,000 more annually, only 5% possess only
a high school degree, while 28% have a bachelor’s degree.
That number jumps to 43% for those with an advanced
degree.® In 2020, the Bureau of Labor Statistics highlighted
ten of the fastest growing occupations between 2019

and 2029. All ten occupations typically require at least a
bachelor’s degree.*

This whitepaper examines the costs and benefits of
attending college today in hopes of helping families and
young Americans make appropriate education-related
choices for their futures.

THE COSTS OF ATTENDING
COLLEGE TODAY

TUITION is what you pay a college for academic
instruction. Fees run the gamut from student activity
fees to parking, and they are typically mandatory. As you
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can see, tuition and fees vary widely between public and
private colleges.

THECOST OF ROOM AND BOARD will depend on the level
of housing and meal program you choose. Most colleges
offer varying levels of meal support as well as on-campus
and off-campus housing options. Of course, students who
live at home can save a bundle on room and board.

BOOKS AND SUPPLIES include everything from

required books (including lab books) to classroom supplies
and a computer.

OTHER EXPENSES cover everything else: transportation,
clothing, entertainment, insurance, and more. Each
student lives a different lifestyle in college, and it is wise to
consider a range of costs rather than a fixed amount.

THE BENEFITS OF COLLEGE

The economic case for college is simple: college graduates
make more money than those who have only a high school
diploma or less education. The median annual salary for
bachelor’s degree holders is $52,019, compared to $29,815
for those with only a high school education. That’s a
whopping 74.5% difference.®

“College wage premium” is another way the worth of

a college degree is measured. This is calculated as the
average difference between the wages of educated workers
and the wages of less-educated workers.” The college-wage
premium is near an all-time high, and it reduces college’s
opportunity cost (an economic phrase that refers to the
cost you incur by doing one thing rather than another).®

With the cost of college rising and the benefits in doubt,
many are wondering whether earning a college degree still
pays.

A college graduate who enrolls at 18 and graduates in four
years can expect to earn enough relative to a high school
degree holder to make up for the cost of college by age 33.
This includes the full cost of borrowing to pay for tuition
fees, books, and supplies without any financial grant

aid. Still taking these costs into consideration, bachelor’s
degree holders will make on average $400,000 more in
their lifetimes than high school degree holders.’

The benefits of graduating college go beyond better jobs
and better pay. In particular, college-educated millennials
have lower unemployment and poverty rates than their
less-educated peers. They are more likely to exercise
vigorously once a week, more likely to vote, and more
likely to volunteer." They also tend to see themselves on
career paths rather than simply holding down jobs to pay
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the bills, which, in turn, gives them feelings of satisfaction
with their jobs." Some of the most satisfied professionals
include clergy, chief executives, chiropractors,
conservation scientists, dentists, and firefighters.?

POSSIBLE DRAWBACKS TO COLLEGE

Often, the expectation for high school juniors and seniors
is to start applying to and touring universities and colleges
that interest them and might be good academic and
financial fits. Attending college can be a pivotal experience
for many young people, but the truth is that college is not
for everyone—whether the reasons are academic, financial,
or time-related. A degree might also be unnecessary for
the field a young person is interested in pursuing.

In some cases, potential students might not want to

take time away from developing their entrepreneurial

or technical skills. For example, many successful
entrepreneurs attended but dropped out of college or
bypassed it entirely to build successful businesses. Many
students do not do well in college—for myriad reasons—
and drop out, which compounds the issues of cost and lost
time. College dropouts might acquire quite a bit of debt
but not reap the full benefits of a college degree.

Though difficult to quantify, sending unprepared young
people to college can have other consequences. They might
find the college environment overwhelming academically,
emotionally, or mentally. Pressuring them to enroll in
college when they are not ready can lead to poor grades,
distress, and dropping out. For those who think they want
to go to college but do not feel prepared yet, attending

a community college or taking a gap year might help

them figure out a career path and develop strong skills
students need (such as studying, note taking, listening, and
focusing) to succeed in school.

Ultimately, the decision to attend college is an intensely
personal one that should be discussed well before it is time
to apply. If college lies in the future for you or someone
you love, it is important to prepare for college as soon as
possible.

PAYING FOR COLLEGE

There are many ways to save for higher education, and this
list is by no means exhaustive. A financial professional can
help you explore the choices and come up with a strategy
that fits your family’s needs.



&& The economic case for college is simple:
college graduates make more money

than those who have only a high school

diploma or less education.””




MEDIAN WEEKLY EABRNINGS BY EDUCATIONAL ATTAINMENT"

Doctoral Degree

Professional Degree

Master’s Degree

Bachelor’s Degree

Associate’s Degree

Some College,
No Degree

High School Diploma

Less Than a High
School Diploma

(=]
2
191
g

STAFFORD LOANS

Student loans are the most common way to pay for college.
The chief benefit of loans is that students and their families
do not have to plan for university expenses. Student loans
typically rely on the student’s ability to find a job and pay
back the loan. The obvious disadvantage is that relying

too much on student loans will mean a heavy debt burden
once the student graduates.

Unfortunately, student loan debt is a reality today. Debt
figures are staggering. More than 45 million borrowers
have an accumulated debt of $1.56 trillion in the United
States alone. The average graduate has $32,731 in student
loan debt. In consumer debt categories, only mortgage
debt tops student loan debt, which is higher than both
credit card and auto loan debt."

Stafford loans are the most common type of government
student loan and are awarded to college students who file
the Free Application for Federal Student Aid (FAFSA).
Stafford loans come in two forms: subsidized and
unsubsidized. While both types are fixed-rate loans,
subsidized loans have the benefit of accruing no interest
while the student is enrolled, while unsubsidized loans
begin accruing interest immediately.

PLUS loans—Parent Loan for Undergraduate Students—
are another type of federal loan available to the parents
of dependent undergraduates. These can be used to cover
student expenses not covered by other forms of financial
aid. The maximum that can be borrowed is the student’s
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cost of attendance (as determined by the school) minus
any other financial aid received.

For the July 1, 2020 through the June 30, 2021 academic
year, the interest rates on subsidized and unsubsidized
undergraduate federal student loans decreased from 4.53%
to 2.75%. For graduate students, loans decreased from
6.08% to 4.3%. PLUS loans decreased from 7.08% to 5.3%."

Students and their parents should read student loan
paperwork very carefully and talk about loan terms that
might affect students’ future employment prospects and
lifestyles.

929 PLANS

Another choice for saving toward a child’s education is

a 529 plan. These plans are legally known as “qualified
tuition plans,” and they allow money to grow and be
withdrawn federally tax-free when used for qualified
education-related expenses. According to a 2020 report,
more families than ever are plunking money into 529
college savings plans, investing a record $425.2 billion,
according to the College Savings Plans Network (CSPN).
In 2020, the number of 529 accounts rose 4% over the prior
year, to 14.83 million. The amount of money families put
into their plans increased by $53.7 billion."®

There are two main types of 529 plans: prepaid tuition
plans and college savings plans. Both types of plans
are typically sponsored by states, state agencies, or
educational institutions. 529 plans can be a great way
to save money for college because they carry many tax



benefits, depending on the state in which you live. Another
advantage is that the account owner (often a parent or
other relative) retains control over the account, even when
the beneficiary (the student) is no longer a minor. If your
child qualifies for financial aid and the 529 funds are no
longer needed, the funds can be transferred to another
beneficiary and used for his or her education.”

Prepaid tuition plans are 529 plans that are structured to
increase in value at the same rate as tuition at participating
colleges in your state. They allow families to buy units, or
credits, at local private and public universities for future
tuition (and sometimes room and board). The idea is that
you can pay for future tuition at today’s prices. They are
often backed by the full faith and credit of the state. There’s
an obvious downside, though. To gain the full benefit, a
student must be willing to enroll in a school covered by
the 529 plan. While it is often possible to transfer tuition
credits out of state, the plan will not offer the same level

of tuition support, leaving the family to make up the
difference.®

Participation in a 529 plan does not guarantee that the
contributions and investment returns will be sufficient to
cover future higher-education expenses. Investments involve
risk, and you might incur a profit or a loss. There is no
guarantee that dollar-cost averaging will result in a profit or

protect against a loss in a declining market. Investors should

carefully consider the investment objectives, risks, charges,
and expenses of the municipal fund before investing. This,
as well as other important information, is contained in the
official statement. Please read it carefully before investing
or sending money. An investor’s home state might offer
favorable tax treatment only for investing in a plan offered
by such state. Withdrawals for nonqualified expenses
might be subject to additional penalties and taxes. Consult
your tax professional regarding state and federal tax
consequences of the investment.

529 plans are subject to contribution limits, depending

on the state that sponsors the plan. Many states limit

total contributions, meaning that once that limit has been
reached—including earnings—no more contributions will
be accepted. 529 plans can also can be subject to gift tax
limits; any amount you contribute over the annual gift
exclusion amount might be subject to federal gift taxes.
Donors might be able to accelerate transfers to a 529 plan
without incurring federal transfer taxes, but the process

is complex. A tax professional can help you understand
whether this is an appropriate choice for you. Withdrawals
from 529 plans not used toward qualified education
expenses might be subject to penalties and taxes.

It is important to consider the impact that savings will
have on financial aid calculations. 529 college savings plans




might not have a big effect on your ability to qualify for

support. In the financial aid formula, a 529 plan is treated
as a parental asset, meaning that only 5.64% of the value is
applied toward the family’s expected contribution.”

In contrast, assets held in the child’s name (such as in
Uniform Gifts to Minors Act and Uniform Transfers to
Minors Act accounts) get assessed at 20%. An important
caveat is the difference in treatment when someone other
than a parent or student (such as a grandparent) owns the
529 plan. In that case, any distribution from that 529 plan
is reported as income to the beneficiary and potentially
results in a reduction in eligibility for need-based financial
aid the following year. However, there is a pending
proposal that may do away with this caveat starting in
2022.%

UTMA/UGMA ACCOUNTS

The Uniform Gifts to Minors Act (UGMA) and the
Uniform Transfers to Minors Act (UTMA) are two types
of custodial accounts that adults can set up on behalf

of minors for college. Parents, relatives, and friends can
contribute to the account, and all the assets are turned
over to the beneficiary’s control at age 18 or 21 (depending
on the state in which the asset was opened). The main
benefit of this type of account is that the assets can be used
for any purpose, not just college tuition. There are also no
contribution limits, but contributions above the annual
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gift tax exclusion might incur federal gift taxes.

Here are a few important things to consider with
UTMA/UGMA accounts:

MM Any transfer into this type of account is
irrevocable, and it is not possible to transfer money
back to the parent. Once the money has been given to
the child, the child owns it.

W™ UTMA/UGMA accounts are not tax-

deferred. You might need to file tax returns on the
minor’s behalf. Consult a tax professional for more
information.

[JMM No restrictions can be placed on the use of
assets once the minor becomes an adult. At that time,
the beneficiary can use the money for any purpose.
™ Since UTMA/UGMA accounts are in the name
of a single beneficiary, they are not transferable to
another beneficiary.”

COVERDELL EDUCATION SAVINGS ACCOUNTS (ESAs)

Coverdell ESAs are another option that might be attractive
college savings vehicles, particularly for a family that also
wishes to save for a child’s K-12 education. Coverdell
ESAs function similarly to Roth IRAs, in that funds are
contributed after tax and grow tax-free. Distributions

are also tax-free—as long as they are used for qualified
educational expenses. Under IRS regulations, a beneficiary
is someone who is younger than 18 or who has special
needs. Here are some important things to consider:

7M™ Total contributions per child cannot exceed
$2,000 per tax year, even if they are made by different
family members.

7M™ Coverdell ESAs cannot be funded once the
beneficiary reaches age 18. The account must be

fully withdrawn by the time the beneficiary is 30, or
the remaining funds might be subject to taxes and
penalties.

WM Like 529 plans, parents (or account custodians)
keep control over the account assets, but they must be
used for the benefit of the beneficiary and cannot be
transferred back to the adult or another beneficiary.”

However your family chooses to cover the expenses

of college, it is important to speak with a financial
professional who understands your unique circumstances,
goals, values, and time horizon and can help you make
financial and investment decisions for your family.

Many crucial factors will affect your choice of college
savings vehicle, not least of which is its financial aid
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treatment. Parental income factors heavily in financial
aid calculations, which can be a double blow to a family
with higher income but no college savings. As much as
47% of income can be counted toward a family’s expected
contribution, meaning middle-class families often get
caught in the financial aid gap. They make too much
money to qualify for aid but cannot afford to pay the full
price for university expenses.* 2

In financial aid calculations, custodial accounts, such as
UTMA/UGMA accounts (and sometimes Coverdell ESAs),
are considered assets of the student and might have a
higher impact on financial aid eligibility than noncustodial
accounts, such as 529 plans.*> 26 Several strategies may help
reduce the impact of college savings plans on financial

aid calculations, and a financial professional can help you
develop a strategy that is right for your needs.

HOW A FINANCIAL
PROFESSIONAL CAN HELP

For many families, paying for college can be daunting,
but professional financial guidance can help you make
decisions for your child’s future. Financial professionals
do not just help clients strategize for retirement; we help
our clients develop strategies to address all of life’s major
financial milestones, including paying for college.

We hope this report has been useful to you and your
family. We recommend sharing it with your child or any
family member who is weighing the benefits of enrolling in
college. While the decision to attend college is a major one,
we believe that being well informed is key to making the
choice that is suitable for you and your family.

We also want to offer ourselves as a resource to you and

your family. We are happy to answer questions about your

current financial situation and future goals, and we offer
complimentary consultations at any time. If you have any
questions about the information presented in this report
or would like to discuss preparing for college or any other
important financial milestone, please contact us. We
would be delighted to speak with you.

Sincerely,

Shawn Steffens
Steffens & Steffens




Footnotes, disclosures and sources:

Securities and advisory services offered
through Commonwealth Financial Network®.
Member FINRA, SIPC, a Registered
Investment Adviser. Fixed insurance
products and services are separate from and
not offered through Commonwealth.

Information presented on this site is for
informational purposes only and does not
intend to make an offer or solicitation for the
sale or purchase of any product or security.

Opinions, estimates, forecasts, and statements of financial market
trends that are based on current market conditions constitute our
judgment and are subject to change without notice.

This material is for informational purposes only and is not intended
as an offer or solicitation with respect to the purchase or sale of any
security.

Investing involves risk, including the potential loss of principal. No
investment strategy can guarantee a profit or protect against loss in
periods of declining values.

Fixed-income investments are subject to various risks, including
changes in interest rates, credit quality, inflation risk, market
valuations, prepayments, corporate events, tax ramifications, and
other factors.

Consult your financial professional before making any investment
decision.

Opinions expressed are subject to change without notice and are not
intended as investment advice or to predict future performance.

All information is believed to be from reliable sources; however, we
make no representation as to its completeness or accuracy. Please
consult your financial professional for further information.

These are the views of FMG Suite LLC., and not necessarily those

of the named representative, broker/dealer, or investment advisor,
and they should not be construed as investment advice. Neither the
named representative nor the named broker/dealer or investment
advisor gives tax or legal advice. All information is believed to be
from reliable sources; however, we make no representation as to its
completeness or accuracy. Please consult your financial professional
for further information.
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