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529 Plans Fund the Cost of Higher Education 





Fall's back and perhaps your child is boarding the school bus for the very first time. Then, it's not too early to think about how you are going to finance the rising cost of a college education. One possible solution may be to establish a 529 College Savings Plan, according to Chuck Henderson, president of the Arizona Society of Enrolled Agents. 





Named for the section of the Internal Revenue Code that governs them, these plans allow you to save large amounts of money tax-free. Although contributions to a 529 plan are not tax-deductible, grandparents or other family members can contribute to them. Taxpayers in the higher tax brackets are likely to benefit because there are no income restrictions to contributing. 





Many taxpayers have flocked to these plans since withdrawals for qualified expenses became tax-free in 2002. Because most plans are composed of one or more mutual funds, 529 plans allow you the flexibility to choose the portfolio that best fits your needs. Most states now have 529 plans, so check out your own state's plan first. It may also offer you a state tax deduction for your contributions. Moreover, because these plans are typically held in the parents' name, they have a relatively small impact on financial aid. 





The cost of a college education, said Henderson, is increasing each year. "Parents need to start planning early for their child'ss college education. One of the best ways to do that is with the 529 College Savings Plan. With the tax-deferred earnings and the qualified tax-free withdrawals, it's probably the best education savings vehicle available."





The 529 College Savings Plan is just one of many tax incentives that can help take the sting out of the high cost of a college education. Others include the Coverdell Education Savings Accounts, Savings Bonds used to pay education expenses, the Hope Scholarship Credit, the Lifetime Learning Credit, and the Education Loan Interest Deduction. Contact an Enrolled Agent for information on how these credits and deductions may benefit you.





Enrolled Agents are tax practitioners who are licensed by the U.S. Department of the Treasury to represent taxpayers before the IRS for audits, collections, and appeals. EAs provide tax preparation, tax advice, and tax planning services in addition to helping taxpayers resolve problems with the IRS.  Call the Arizona Society of Enrolled Agents' toll-free referral line at (866)298-2977 or log onto www.aztaxpros.org to find a qualified Enrolled Agent in your area.
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