
Mistakes Families 

Make with 529 Plans 

Many families that start 
529 college savings plans 
have done their 
“homework” about these 
programs. Missteps may be 
made, though, often with 
the distribution of 529 plan 
assets. Here are some of 
the major gaffes, and the 
major factors anyone 
should think about before 
enrolling.  
     
Assuming a university will 
withdraw 529 plan assets 
for you. When the time 
comes, you have to tell the 
529 plan that you need the 
money and specify the pay-
ee. Typically, a 529 pro-
gram offers you either a 
check written out to you, 
to your student, or a pay-
ment made directly from 
the 529 plan to the univer-
sity. There are two big rea-
sons why a check made 
payable to the student may 
be the best option.  
 
A  529 plan distribution 
triggers a Form 1099-Q. 
You most likely want your 
student’s name and Social 
Security number on that 
form, not yours. If your 
student’s name is on the 
1099-Q and your student 
has qualifying higher edu-
cation expenses (QHEE) 
equaling or exceeding the 
gross distribution figure for  
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assets out of probate 
when you pass away. 
 
Beneficiary designations 
commonly take priority 
over bequests made in a 
will or living trust. For 
example, if you long ago 
named a son or daughter 
who is now estranged 
from you as the benefi-
ciary of your life insur-
ance policy, he or she is in 
line to receive the death 
benefit when you die, re-
gardless of what your will 
states. Beneficiary desig-
nations allow life insur-
ance proceeds to transfer 
automatically to heirs; 
these assets do not have 
go through probate.1,2 

 
What if you change your 
mind about the way you 
want your assets distribut-
ed, and are unable to 
communicate your inten-
tions in time? And what if 
he or she inherits tax 
problems as a result of 
receiving your assets?  
 
How your choices affect 
your estate. Virtually any 
inheritance carries a tax 
consequence. (Of course, 
through careful estate 
planning, you can try to 
defer or even eliminate 
that consequence.)  
 
If you are simply naming 
your spouse as your bene-
ficiary, the tax conse-
quences are less thorny. 
Assets you inherit from 
your spouse aren’t subject 
to estate tax, as long as 
you are a U.S. citizen.3 

 

When the beneficiary isn’t 
your spouse, things get a 
little more complicated 
for your estate, and for 
your beneficiary’s estate. 
If you name, for example, 
your son or your sister as 
the beneficiary of your 
retirement plan assets, 
the amount of those as-
sets will be included in 
the value of your taxable 

 

 

estate. (This might mean 
a higher estate tax bill for 
your heirs.) And the prob-
lem will persist: when 
your non-spouse benefi-
ciary inherits those retire-
ment plan assets, those 
assets become part of his 
or her taxable estate, and 
his or her heirs might face 
higher estate taxes. Your 
non-spouse heir might also 
have to take required in-
come distributions from 
that retirement plan 
someday, and pay the re-
quired taxes on that in-
come.4 
 
If you designate a charity 
or other 501(c)(3) non-
profit organization as a 
beneficiary, the assets 
involved can pass to the 
charity without being 
taxed, and your estate 
can qualify for a charita-
ble deduction.5 
 
Are your beneficiary des-
ignations up to date? 
Make sure your assets are 
set to transfer to the peo-
ple or institutions you pre-
fer. Let’s check up and 
make sure your benefi-
ciary choices make sense 
for the future. Just give 
me a call or send me an e-
mail – I’m happy to help  
you. 
 
- Mico 

 
 
 
 
 
 
 

that tax year listed on the 
form, that whole 529 plan 
withdrawal becomes tax-
free and the distribution 
from the 529 doesn’t show 
up on the student's Form 
1040. If your name is on 
the 1099-Q,  the distribu-
tion doesn’t show up on 
your 1040. Even if your 
student’s QHEE equals or 
exceeds the magic number 

the “kiddie tax” is presum-
ably just 10-15%.1 
  
Having a payment made 
directly the school can lead 
to a second common mis-
take. 

  
Inadvertently reducing a 
student’s financial aid 
potential. When a universi-
ty takes a direct payment 
from a 529 plan, its finan-

cial aid office may make 
on the 1099-Q 
for the tax 
year, an omis-
sion may trig-
ger an IRS no-
tice to you, 
and you will 
have to defend 
the exclusion.1 
   

Let’s say you 
accidentally 
overestimate 
your student’s qualified 
education expenses, or 
maybe parents and grand-
parents make withdrawals 
without each other’s 
knowledge. In this event, 
the earnings portion of the 
distribution is partly or ful-
ly taxable. If the distribu-
tion is paid out to you, 
then the earnings are taxed 
at your federal tax rate. If 
it is made payable to your 
student, then the earnings 
are taxed at his or her fed-
eral tax rate, which barring 

payment to the need-
based aid a student re-
ceives. Often, it is 
viewed the same as 
scholarship money.1  
  
Since the IRS bars you 
from using multiple edu-
cation tax benefits to 
pay for the same educa-
tion expenses, using tax  

 
tax-deferred 529 plan earn-
ings to pay for the first 
semester of college may 
disqualify your student for 
an American Opportunity 
Credit. You should read up 
on the IRS income re-
strictions on education 
credits or consult a tax 
professional.  
Paying the first few thou-
sand dollars in freshman 
year expenses with funds 
outside the plan may allow 
your student to retain eligi-
bility.2 

There are two 

big reasons why 

a check made 

payable to the 

student may be 

the best option.  

Mistiming the distribu-
tions. It can take up to two 
weeks to arrange and carry 
out a 529 plan distribution; 
telling a financial aid office 
that you are using 529 
funds to pay tuition just a 
few days before a tuition 
deadline is cutting it 
close.3 
  
Some families withdraw 
529 monies during fresh-
man year, which can con-
flict with federal tax re-
turns. If a tuition payment 
is due in January, with-
drawing it in December will 
create an incongruity be-
tween total withdrawals 
and expenses. The same 
will apply if a withdrawal is 
made in January, but tui-
tion was due in December.3 

 
Botching the tax break 
offered to you on the dis-
tribution. To get a tax-free 
qualified withdrawal from 
a 529 plan, the withdrawn 
funds have to be used for 
qualified, college-related 

expenses. If the distribut- 

tion isn’t qualified, it will 
be considered fully taxa-
ble, and you may be hit 
with a 10% federal penalty 
plus state and local income 
taxes. If you withdraw 
more plan assets than nec-
essary, any excess distribu-
tion is also nonqualified. 
Calculating and withdraw-
ing the "net" qualifying ex-
penses of your student’s 
college education could 
help you avoid this last 
problem, or alternately, 
you could report the excess 
529 funds on the student's 
1040.3,4,5  
Ceasing 529 contributions 
once a student enters col-
lege. You can keep putting 
money into a 529 plan 
throughout your student’s 
college years, with the op-
portunity for additional tax
-deferred growth of those 
savings.2 
   
Finally, two other factors 
are worth noting. These 
would be a 529 plan’s ex-

penses and deductions.  

   
Tax deductions represent a 

key reason why families 
choose in-state 529 plans. 
Most states that levy in-
come tax offer 529 pro-
grams with deductions or 
credits for taxpayers. It 
varies per state. 

 
Some 529 plans have dif-
ferent advantages. If your 
home state’s 529 plan ex-
pense ratio exceeds 1%, 
consider another state’s 
plan. (You can find objec-
tive rankings of 529 plan 
expenses online.)  

   
Make no mistake, 529 plans 
offer great potential ad-
vantages for households 
striving to meet future col-
lege costs. Just remember 
to read the fine print.  
 
 
 - Barbie 
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Did you know that Wall Street is really named after a wall? It was a wooden 

barrier built in 1653 to protect the Dutch colonists who then ruled          

Manhattan from the British and Native Americans. 
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Upcoming Workshops 

Please RSVP at info@IWMPartners.com or by calling us at (714) 962-8000 

 

May: Identity Theft: When You are the Target 

       Presented by the Fountain Valley Police Department 

Tuesday, May 14th at our Fountain Valley Office 

 

June: Retirement Workshop at Orange Coast College  

       Tuesdays, June 18th and June 25th OR Thursdays, June 20th and 27th  

       Call us or visit IWMPartners.com for more details 

 

                                             

July: Mid-year Economic Update 

TBD at our Fountain Valley Office              
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Tips for Starting a Business in Retirement 

Not that long ago, retirement meant long 
days punctuated by occasional games of golf 
and bridge. But today, with lengthening life 
expectancies and dwindling pensions, many 
Americans are looking to retirement as an 
opportunity to start a new business. 
 
Common Characteristics 
Older entrepreneurs differ from their young-
er counterparts in several critical ways. For 
one, seniors are usually in a much better 
financial position than younger entrepre-
neurs. Their bigger financial cushion -- re-
tirement packages, nest eggs, or home own-
ership -- affords them flexibility in the ini-
tial stages of a start-up, where funding is 
often critical. Because they can often rely 
on other sources for current income, they 
are in a better position to take entrepre-
neurial risks. 
Creativity and business acumen are also key 
characteristics of elder entrepreneurs. Hav-
ing been tested again and again in their 
lives, they're not afraid of failure or worried 
about what others will think. Instead of that 
urgency to "make it," they get their satisfac-
tion from the process of building their com-
panies. 
 
The type of businesses typically started by 
seniors varies widely. Consultancies, small 
retail businesses, and bed-and-breakfast 
establishments are perennial favorites. A 
growing number of late-life start-ups also 
involve Internet-based businesses. While 
most senior start-ups are related to an indi-
vidual's former career, some break into com-
pletely new territory. 
 

Know Your Limitations 
There are several considerations you should 
bear in mind before taking the leap. Start-
ups can be physically and emotionally drain-
ing. Are you willing or able to work the long 
hours that may be required? 
Then there's financial vulnerability. Com-
pared with their younger colleagues, seniors 
rely much more on personal investments to 
supply a portion of their income. I advise 
seniors not to sink too great a portion of 
their investment portfolio into a new busi-
ness and to avoid pledging as loan collateral 
personal assets such as a home. 
 
Considerations Before Making the Plunge 
1) Build on already established contacts and 
expertise, which can give you a competitive 
advantage in virtually any business. 
2) Start small and gradually work your way 
into a full-blown business. This will give you 
time to assess whether you're willing or able 
to take on another full-time career. 
3) Consider your income needs before in-
vesting a portion of your nest egg in a new 
business and think twice before taking on 
any personal debt. 
 
- Shawn 
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Our February work-
shop on How to 
Help Our Aging 
Parents 

 
 

 The financial professionals at IWM Partners are registered representatives with and securities offered through LPL Financial, member FINRA/SIPC. 

 

The Right  
Beneficiary 
 

Who should inherit your 
IRA or 401(k)? 

 
Here’s a simple finan-
cial question: who is 
the beneficiary of your 
IRA? How about your 
401(k), life insurance 
policy, or annuity? You 
may be able to answer 
such a question quickly 
and easily. Or you may 
be saying, “You know … 
I’m not totally sure.” 
Whatever your answer, 
it is smart to periodical-
ly review your benefi-
ciary designations.  
 
Your choices may need 
to change with the 
times. When did you 
open your first IRA? 
When did you buy your 
life insurance policy? 
Have your priorities 
changed a bit – perhaps 
more than a bit?  
 
In a stretch of five or 
ten years, some major 
changes can occur in 
your life – and they may 
warrant changes in your 
beneficiary decisions. 

. 
How your choices af-
fect your loved ones. 
The beneficiary of your 
IRA, annuity, 401(k) or 
life insurance policy 
may be your spouse, 
your child, maybe an-
other loved one or may-
be even an institution. 
Naming a beneficiary 
helps to keep these as-

* This material was prepared by MarketingLibrary.Net, Inc and S&P Capital IQ. All information is believed to be from reliable sources; however, we make no representation as to 

its completeness or accuracy. The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any 

individual. This information is not intended to be a substitute for specific individualized tax advice. We suggest that you discuss your specific tax issues with a qualified tax  

advisor. 

 


