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Saving for College 
 
How to help your cl ients select the best investments for their  529 
plans.  
  
by Neal Frankle, CFP 
 
Most 529 col lege savings plans offer a var iety of 
investment opt ions ranging from very 
conservat ive f ixed income to more aggressive 
equi ty investments. My experience tel ls me that 
most c l ients make the 529 investment decisions 
based on their  investment r isk tolerance rather 
than consider ing what is best for their  chi ld.  That 
could be an expensive mistake.  

For example, let 's assume your cl ient 's daughter 
just gave bir th to her f i rst  chi ld.  Your cl ient is so pleased that they 
run down to the bank to open up a 529 plan. When the clerk asks 
how your cl ient would l ike to invest the money, the cl ient thinks 
about al l  the money they lost  in the stock market s ince 2000 and 
they blurt  out "anything but the stock market!"  Assuming your 
cl ient deposited $10,000 in the plan, their  f ixed income account 
would grow to $24,000 over the next 18 years (assuming a f ive 
percent annual ized return).  Had your cl ient selected moderate 
equi ty growth, the account could have grown to $47,000 
(assuming a 9 percent return).  Congratulat ions! Your cl ient just 
cost their  f i rst  grandchi ld $23,000. 

So how does  your cl ient make the decision? Consider the chi ld 's 
age when your cl ient starts the plan. In most cases, i f  your c l ient 
has more than 10 years before the chi ld goes to col lege, a 
moderate equity port fol io is the best opt ion. Your cl ient can also 
select an "age-based" opt ion that automatical ly adjusts to a more 
conservative asset al location as the chi ld ages. Even though I 
personal ly do not favor i t ,  th is is a very popular opt ion and 
certainly better than plopping al l  the money into f ixed income for 
the durat ion. 

But what should your cl ient do i f  they don' t  know in which state 
the chi ld wi l l  start  col lege? I t  doesn't  matter.  In most cases, 
withdrawals made from 529 plans can be used at any educat ional 
inst i tut ion in which federal student aid is avai lable — even i f  the 
school is not located within the state offer ing the plan your cl ient 
uses. Have your cl ient v is i t  the Free Appl icat ion for Student Aid 
(FAFSA) Web si te to see i f  the school your cl ient has in mind is 
el igible. 

What does your cl ient do i f  the benef ic iary decides to become a 
professional NASCAR driver and skips col lege? Your cl ient can 
always change the benefic iary to someone else in the family.  They 
can even name themselves and go back to school for that Ph.D. in 
phi losophy your cl ient always wanted.  

As an alternative, the cl ient can take the money out of  the plan. 
However,  your cl ient probably won' t  want to do this unless they 
have a real emergency. Any earnings growth in the account wi l l  be 
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taxable to your cl ient at their  ordinary income rate plus a 10 
percent penalty.  
  
OK, the cl ient is sold on the 529 plan. But should your cl ient set 
one up for al l  their  chi ldren or should they set up separate 
accounts. 

I  suggest that they set up individual accounts. The reason most 
people want to set up one account for al l  the chi ldren is to avoid 
paperwork and reduce account fees. I f  your cl ient sets up a 
"master" 529 plan, this only delays the extra ef fort and paperwork. 
Since each 529 plan can only have one benef ic iary, they wi l l  have 
to set up new accounts for each chi ld and transfer funds ( tax-free) 
from the master account later on.  

Whi le i t  does make sense to minimize account maintenance fees, 
there may be ways to accompl ish that without sett ing up a 
"master" 529. Keep in mind that some 529 plans waive their  
annual account maintenance fees (which can range anywhere 
from $5 to $50 per year) i f  the cl ient maintains a certain balance 
in their  529 accounts or i f  they sign up for the automatic 
contribution plan. Also, many 529 plans impose no account 
maintenance fees at  al l .  

Opening separate accounts for each chi ld is a good idea for many 
reasons. One is that the cl ient can tai lor the plan and investment 
option within that plan for each chi ld. For example, let 's assume 
your cl ient opens accounts for their  grandchi ldren and they are 
located in di f ferent states. I t  could make sense to use the 529 
plan in the state where the grandchi ld l ives i f  there are special  
state tax breaks for withdrawals from the in-state 529 plan, or i f  
the state provides preferable treatment to residents in i ts own 529 
plan when awarding state grants.  

Also, by keeping the accounts separate, their  c l ient keeps their 
intent ions clear.  I f  something were to happen to the cl ient,  and al l  
the funds they set aside to help the grandchi ldren are in the name 
of just one grandchi ld,  the chi ldren could face a di f f icul t  t ime 
attempting to resolve the ult imate disposi t ion of the 529 funds. 
With separate accounts, their  c l ient can easi ly name the 
appropriate successor on each account and el iminate any 
confusion or discord in the event their  c l ient dies or becomes 
disabled. 

Neal Frankle is the author of Why Smart People Lose a Fortune: 
5 Steps to Restoring Your Wealth and Sanity.  He helps aff luent 
cl ients establ ish and implement a safety-net strategy to protect 
their  wealth.  He also helps other professionals, such as CPAs, do 
the same for their  c l ients.  To receive a free report on how to f ind 
the best funds, contact him by sending e-mail .  

 

About  CPA2Biz  |  Contact  Us  |  Adver t ise  |  Terms & Condi t ions  |  Pr ivacy Po l icy

© 2001-2006 CPA2Biz, Inc. All Rights Reserved. CPA2Biz and the CPA2Biz logo are trademarks and service ma
Harborside Financial Center, 201 Plaza Three 3rd Floor, Jersey City, NJ 07311 

All other trademarks are the property of their respective owners. 
To place an order by phone or for other assistance, please call 1-888-777-7077. 

 


