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College Savings 101
The gift of a college education is within your reach if you start planning early. Here's our guide to funding a
college education for your children or grandchildren.
Breathe a sigh of relief: Although the cost of college has been rising well above the rate of inflation for more
than a decade, there are some signs that annual increases are moderating, according to the College Board. Its
Trends in College Pricing report for the 2013-14 school year shows a 3.2% average
increase in total year-over-year costs at public four-year in-state schools (to $18,391), and a 3.7% increase at
private four-year colleges and universities (to $40,917).
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Despite the significant cost of attending a two- or four-year college, the lifetime-earning premium of a
bachelor's degree is significantly higher than that of a high school diploma, even after deducting the costs of
loan repayments, as the chart below shows.

Source: Sandy Baum, Jennifer Ma and Kathleen Payea, Education Pays 2013: The Benefits of Higher
Education for Individuals and Society, College Board.

Paying for college can seem like buying a new car every year, but the sticker shock can be lessened if you
plan ahead. Here are seven tips to help you get started.
1. Get your retirement in order first - Your kids will have access to more sources of college money than
you will once you stop working, so make sure you're on the right path for your own retirement before you set
aside money for college.
2. Start early - Even small contributions can add up if you give them time to grow. Investing just $100 a

month for 18 years can yield $48,000, assuming an 8% average annual return.8
3. Consider a 529 savings plan for big tax advantages - Qualified withdrawals are free of federal taxes (and
some state tax benefits, too), and the amounts you can put in are substantial (more than $300,000 per
beneficiary in many plans). Plus, you can open a 529 no matter how much you make or the age of the
beneficiary, which makes it a particularly attractive vehicle for grandparents who want to lower the value of
their taxable estate.
4. Custodial accounts give the child more control over the money - Gifting assets through the Uniform
Gifts to Minors Act (UGMA) accounts or transferring assets through the Uniform Transfers to Minors Act
(UTMA) accounts can be a practical way to expand the universe of available investment options, but they
come with a caveat. UGMA and UTMA accounts weigh more heavily on financial aid decisions because they
are considered an asset of the child, not the parent. Plus, their tax benefits are limited when compared to a
529. The biggest consideration, however, is that the money saved becomes
the child's at a certain age (18 or 21, depending on the state), regardless of whether he or she goes to college.
5. Set up a Coverdell Education Savings Account for simpler needs - The Coverdell ESA offers tax
advantages that are similar to those of the 529 plan but limits contributions to $2,000 per year. If you're
contributing less than $2,000 a year, it can be simple to set up and manage. Plus, you can select from a broad
range of investment options, including mutual funds.
6. Take advantage of federal tax breaks - Depending on your modified adjusted gross income, you may be
able to take the "American Opportunity Tax Credit and Lifetime Learning Credit" in the years you pay
tuition.
7. Look for flexible repayment plans - There are still ways to cut costs after your student graduates and
begins repaying student loans. For instance, there is often a one-quarter percentage point interest-rate
decrease if you set up automatic debit, in which monthly payments are automatically taken from your
account. Federal student loan programs generally have more lenient provisions than private education loans.
Need more information on college affordability? Contact a financial advisor, or visit
www.advocacy.collegeboard.org/college-affordability-financial-aid.
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Hypothetical example is intended to illustrate the benefit of long-term investing. It is not intended to predict
the return of any investment, which will fluctuate with market conditions. All investing involves risk,
including loss of principal.
Disclosure: This material was created for educational and informational purposes only and is not intended as
ERISA, tax, legal or investment advice. LPL Financial and its advisors are providing educational services
only and are not able to provide participants with investment advice specific to their particular needs. If you
are seeking investment advice specific to your needs, such advice services must be obtained on your own,
separate from this education material.
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