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Because there are so many plans with so 
many variations, the process of choosing a 
529 plan can be intimidating. One approach 
to choosing a plan is to identify the fea-
tures that are most important to you, such 
as fixed investment tracks or a large contri-
bution cap, and then narrow your choices 
to a few plans that meet your criteria.

There are enormous resources avail- 
able on the Internet to help you with  
this process. One place to start is at  
www.collegesavings.org, a site sponsored 
by the College Savings Plan Network,  
an affiliate of the National Association  
of State Treasurers. Among other  
things, the site provides links to a web- 
site for each state, where you’ll find a  
summary of its plans. Other resources  
are www.savingforcollege.com and  
www.Morningstar.com, which provide 
information on plan expenses, investment 
options, and recent plan performance. 

Get a tutor
If you’re not sure if you’re asking the right 
questions, or if you’d like a professional 
perspective, you can get the help you need. 
You may already work with someone who 
can help you with your search, or who’ll 
recommend a colleague who specializes  
in college planning. If you are looking 
for this kind of help, you may want to ask 
friends or family or get a reference from 
your lawyer or accountant.

A knowledgeable expert can help you 
analyze investment options and compare 
fee structures, and may alert you to any 
overly restrictive provisions in a plan you’re 
considering. In most cases, if you prepare a 
list of questions before your meeting, you’ll 
end up with more useful information than 
if you’re not sure what you want to find out.

Some people work on a fee-only basis, 
but don’t sell 529 plans. Others may sell 
one or more state’s plan, earning a  
commission when you buy. Either type  
can provide the help you need, but if you 

Choosing the Right Plan
Finding the 529 that’s right for you is easier once  
you narrow the field. 

the escape clause
If, down the road, you’re not happy with the 
plan you’re in, you can open another one or 
transfer your assets. So don’t let concerns 
about making the right choice keep you 
from making a decision.

ask upfront about the way the person is 
paid, you can be alert to advice that seems 
too narrowly focused.

check out the plan
If you’re comparing a 529 plans it’s  
important to take a close look at invest-
ment choices first, since they’re the 
critical issue. Check to see that the plan 
has the option you want—whether it’s 
age-based or fixed tracks—and evaluate 
the mutual funds or other investments  
the manager offers. Then go on to:

Fees and expenses. The cost of  
opening and maintaining a 529 account  
varies significantly from state to state,  
and sometimes among different plans  
that a single state offers. Plans sold 
through brokers usually carry sales 
charges that are calculated as a percent-
age of your contribution. You may have a 
choice of Class A, B, or C shares, which 
determines when and how much you pay. 

Plans that you buy directly from the state 
have no sales charges. 

All plans have fees, though the ones 
they charge and the amounts vary. Annual 
fees are fixed costs and asset-based fees 
depend on the changing value of your 
account. This money covers the cost of  
running the program plus the expenses of 
the underlying mutual funds—and may 
range from less than 0.30% to 2.75% or 
more. Since expenses have a significant 
effect on long-term return, they’re some-
thing you should consider very carefully  
in making your selection.

Investment returns. While past  
performance can’t predict future returns, 
many experts suggest looking at a plan’s 
investment returns over a multiyear  
period to get a sense of how it has been 
managed. However, some plans are too  
new to have a long history.

Contributor limits. You may also  
want to check to see if the plans you’re 
considering allow people other than the 
owner to contribute to the account.

home-Grown plans
You’ll probably want to start by looking  
at the plan or plans your own state offers. 
Often, the extra benefits available to  
residents make it the best choice. Tax- 
free earnings and a state tax deduction  
for contributions may be especially  
attractive if your state income taxes  
are high to begin with. 

But remember, withdrawals are  
tax free only if you use them to cover  
qualified expenses. The same goes for  
the tax deduction. Many states that  
allow deductions will try to recapture, or 
take back, the amount you deducted if you 
use the money for nonqualified expenses. 

Some states also offer benefits that 
aren’t tax-related. If you meet the require-
ments, a few states will match part of 
your contributions. Some will disregard 
529 balances when they determine your 
beneficiary’s eligibility for state-funded 
financial aid. In addition, in a few states, 
your child may qualify for in-state tuition 
as a nonresident if you are enrolled in 
their 529s.

JoIn a work plan
Find out if there’s a plan available through 
your job. Recently, employers have started 
adding payroll deductions for 529s to  
their employee benefits packages, along 
with 401(k) contributions and health 
insurance. It’s quick and convenient—and 
can be a smart way to contribute if the 
plan meets your criteria. 

However, you can’t assume that your 
employer will offer the plan that’s best  
for you. For example, if the plan isn’t  
sponsored by your state, you may miss  
out on a tax deduction on your contribu-
tions or an income tax exemption on 
withdrawals. Here, too, you want to look  
at the investment options and the fees. 

State tax 
deduction 

Payroll 
deduction 

Expert  
advice 

Investment 
options 

HOME-STATE 
PLAN

COMPANY 
PLAN

ADVISER’S 
PLAN OUT-OF-STATE 

PLAN

u n d e r s ta n d i n g  5 2 9  p l a n s

76

u n d e r s ta n d i n g  5 2 9  p l a n su n d e r s ta n d i n g  5 2 9  p l a n s u n d e r s ta n d i n g  5 2 9  p l a n s

©2016 by Lightbulb Press, Inc. All Rights Reserved.



Apply directly
or work with 
a professional

Enrollment�
fee

The actual process of opening a 529 account 
couldn’t be easier—whether you enroll through 
an investment professional or directly  
with the sponsoring state. 
In most but not all states, 
both options are avail- 
able. You’ll use an account 
opening kit, either printed 
or downloaded from the 
plan website, or sign up  
by completing an online 
application.

To find the plan that 
works best for you, you 
should research several 
different ones, weigh-
ing the advantages and 
the drawbacks of each. 
For example, enrolling 
in your state’s program 
might let you take a state 
tax deduction and reduce 
management fees, but an 
out-of-state plan might 
provide more extensive 
investment options or  
lower overall cost.

If you are working  
with an adviser, you 
should ask about the 
plan fees you’ll pay 
as well as the fee for 
his or her services.

at least…at most
The investment company managing the 
state’s 529 plan usually determines the 
minimum contribution that partici- 
pants must make to open an account. The 
amount varies from state to state—some 
request as little as $25 (or less if you 
contribute through regular  
payroll deductions) while 
others require as much as 
$3,000. You may also 
have to pay a one-
time enrollment 
fee when you open 
the account, which  
typically falls 
between $25 and 
$100. But you’ll find 
many states waive 
the enrollment  
fee altogether.

The maximum 
amount you can put away in a 529 plan  
also differs from state to state. Some  
savings plans let you contribute more  
than $300,000 over the life of the account.  

Others set lower limits, though the 
amounts may change over time, either 

to stay competitive with other plans  
or in response to increasing costs.

If $300,000 sounds like a lot to 
you, remember that money in your  

529 account can also be used for books, 
fees, room and board, computers and  
other technology equipment, and graduate,  
professional, or technical school expenses. 
If you consider the cost of four years at  
college and then four years of medical or 
law school, for example, $300,000 is likely 
to be less than the total cost. The 
plans try to strike a middle ground, 
establishing what they think are 
reasonable contribution limits, 
while controlling the 
opportunity to use 
the plans simply 
to shelter income 
from current 
taxes.

prepaId lImIts
There are typically some limits on state-
sponsored 529 prepaid tuition plans that 
you won’t encounter in a 529 college  
savings plan. In addition to requiring that 
either you or the beneficiary is a resident 
of the state sponsoring the plan, these 
rules may establish an annual two- or 
three-month enrollment period or  
restrict the age of a beneficiary.

For example, prepaid plans may require 
that the beneficiary be younger than 18 
when the account is opened—in part 
because the assumption is that he or she 
will enroll right out of high school. Or, the 
plan may set a grade limit, so that a ben-
eficiary doesn’t qualify if he or she is above 
grade 9, 10, or 11. The small details, which 
may make a big difference to you, are all in 
the plan document.

Opening a 529 Account
Simple requirements and minimal paperwork make it easy 
to open a 529 plan.

multIple accounts
There are currently no restrictions on  
contributing to more than one 529 plan for  
a single beneficiary. The only stipulation 
is that accounts you open outside the state 
where you live must allow nonresident  
participants. If you have enough available 
income, dividing your assets among different 
plans can be one way of diversifying  

your college savings. 
That can be a particularly effective 

strategy if your home state offers a 
state tax deduction on 529 plans. In 

that case, you might put part of 
your money into your state’s plan 
to get the tax deduction, and the 
remainder of your money into  
a different state’s plan to take 
advantage of investment options 

that appeal to you more.

tax-free GIfts
While each 529 savings plan limits the  
maximum that can be added to an account  
over its lifetime, nothing in the rules caps the 
amount you can contribute in any one year.  
But in a sense Congress does, by designating  
a specific amount each year that qualifies as  
a tax-exempt gift. 

That amount—$14,000 in 2015—is the  
total you can give to each person other than 

your spouse without being responsible for  
a potential gift or estate tax once you have  
exceeded the lifetime exemption on money  
you give away or bequeath at your death— 
$5.43 million in 2015.

Another way to be generous is to write  
a check to cover tuition to the academic  
institution your grandchild or other beneficiary 
is attending. It’s tax free but doesn’t count 
against the annual gift limit.

fIllInG out the applIcatIon
You can open a 529 college savings account at any time after you’ve decided on the plan 
that’s right for your needs. You’ll have to name a beneficiary as part of the process, and 
each account has just one. So if you’re saving for more than one child’s higher education, 
you’ll need separate accounts for each of them.

All applications ask you to provide some standard personal information. Generally, 
you’ll have to specify:

 Name, address, Social Security 
number, and date of birth for you, your 
beneficiary, and your successor, who would 
become the owner of the account upon 
your death

 Amount of initial contribution and 
schedule for future contributions, if you 
intend to contribute regularly by month, 
quarter, or year 

 Method of payment for initial and 
future contributions, which, depending 
on the plan, might include check, money 
order, automatic debit from bank account, 
payroll deduction, or rollover from  
another 529 plan

 Investment option or options, which  
determines how your money will be  
allocated in the account
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