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Upcoming Events:
September 12, 2011

Parents Forever Class
3:00 p.m. to 8:00 p.m.

Norfolk, Nebraska
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Investing for Education
Taken in-part from NebGuide G2098 “Investing for Education”

After retirement, one of the most frequently reported investment
goals is funding college or post-secondary education. Saving for a
child’s education is one of the largest expenses a family may have.
To help prepare, first determine how much you wish to invest for

college. Then, use the interactive calculator at the College Savings Plan Network website,
www.collegesavings.org, to get an estimate of the savings required based on the child’s age,
type of college, number of years until the child attends college, and specific expenses being
covered.

Where to Invest for Education
Next, decide where to invest money being saved for a child’s education. There are several
tax-advantage investment products to make the savings process easier. Available options
include:
 
! 529 plans. Every state offers at least one type of 529 plan. Specific details about each state’s
plans can be found at the College Savings Plan Network website (listed above). Withdrawals
from 529 accounts for qualified educational expenses are tax-free. Earnings grow tax-deferred,
allowing investors to maximize the power of compound interest. One of the best websites for
comparing 529 plans is www.savingforcollege.com.

! Coverdell Education Savings Accounts. The maximum annual contribution limit of $2,000
grows tax-deferred and is tax-free if used for qualified education expenses including tuition,
room, board, supplies, and fees. Coverdell accounts allow a wide choice of investment choices. 

! Prepaid tuition plans are offered by about one-third of all states, as well as by individual
colleges and universities. An advantage is that investors can lock in current tuition and fees
when the plan is opened (as long as residency is established for the parent or child).

! Custodial accounts. The Uniform Gift to Minors Act (UGMA) and Uniform Transfer to Minors
Act (UTMA) provide for tax-advantaged custodial accounts for college savings. An adult acts as
the custodian for the account and makes all the investment decisions until the beneficiary
reaches the age of majority. UGMA accounts are limited to holding money and securities. UTMA
accounts can also hold real estate, fine art, and patents and royalties. A possible disadvantage
with custodial accounts is that the money is technically owned by the child at age of majority
(depending on state law) and could be used for expenses other than college. Also, since these
funds belong to the child, they could reduce available financial aid. 

! Savings bonds may be a way to accumulate funds for education expenses because the
interest earned over the life of the bonds usually is tax-free if planned according to income and
other restrictions. For additional information, see IRS Form 8815 at
www.irs.gov/pub/irs-pdf/f8815.pdf.

This is an initial look at investing for future educational expenses. To find out more about
investing, see Before You Invest (NebGuide G1925), Investment Alternatives (NebGuide
G2096), and Investing for Retirement, NebGuide G2097.


