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SECTIONC

529 Plans - tax-free
savings accounts
for college:

10 things you
should know

By Richard Roth

A lot of people have established
a 526 higher education savings
plan for thelr children or grasdchil
dren. However, many people still
have not done so. Others don't fully
understand the advantages of 529
plans. Some worry about what would
happen if thetr child or grandchidd
does not sttend college or chooses
to attend college in another siate,
The following are basic facts you
should know about 520 plans:

You can establish a 529 college
savings plan through the State of
- Michigan website:
WNW. misavescom
ar with any finan-
cinl  imstitution,
You can also es-
tablish a 824 plan
with almost any
other state in the
us. You may
wanl o compsre
charges and fees
Richard Aoth  pention e
ings Program versus those expenses
with & fissncial institution or asoth-
er siate,

Although your contribution to the
520 plan will not be deductible for
federal moome (ax purposes, Michi-
gan and other states may give a par
tial state income ey credit which
can reduce your state mcome taxes.
Contributions may be as low as 325,

Withdrawsls from the 525 plan
will be tax-dree, including all exm-
ings on the amount withdrawn, as
long #s the funds are used for the
beneficlary’s college expenses.

College expenses which quality
far tax<free trextment include: tuition
and related fees, room and board,
bools, supplies and equipment,
computer amd pocessary  sofltware
and internet access costs. Funds can
be used at any accredited universirty,
college or vocational school - nation-
wide and many abroad.

In arder to calculate the amount
of expenses that will be taxdree, »
beneliclary must deduct the edu-
cational costs that are covered by
scholarships or grants,

Withdrawals in excess of the col-
lege expenses will be taxable to the
recipient and, depending on the cir
cumstances, will be subject to a 10%
penalty tax.

One grest sdvantage of & 529 plan
is that the plan may be transterred
to a beneficiary’s sibling or cousin.
Therelore, if your child does not go
to college, then his or her brother,
sister or cousin is eligible to use the
fands. Further, you can use the lands
if you decide to go back to school. ar
your child can use the funds for his
or her children (yvour grandchildren].

If there is a chance your beneficsa-
£y ey quadify fos some tuition assis-
tance, a grant or other xid. then you
may wish to conskder whether you
or your child should be the account
holder. In certain cases, the amount
in the 529 plan may be used to deter-
wine Whether the beneficiary quali-
Bes for Anancsal assistance.




In determining the overall amount
to fund & 529 plan, you should Keep
in mind that college may be dramat-
lcally different in 15 mmyun.}\l-

though the Lum: of Michigan
and Nh:hlgm niversity will
still be there, -mte and more stu-
demts are secking undergraduate
and graduate degrees ocaline at skg-
nificantly reduced costs, If your 529
plan is over-funded you can always
get your money back, however your
ecarmings will be taxed and you will be
socked with a 10% penalty fee.

In summary, a 529 plan Is easy to
sel up, easy lo manage, and xn easy
way to pay college expenses with tax-
free dollars.
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