
The cost of a college education continues to rise

Over the past decade, published in-state tuition and fees at public four-year institutions rose an average of 3.2% per year 
beyond inflation. The current average total cost of one year at a public four-year institution (in-state) is $20,770, and 
$46,950 for a private four-year institution. How much could a college degree cost in five or 10 years?

Source: College Board, Trends in College Pricing 2017.

College savings plan

A 529 plan is a flexible savings plan designed for future higher education costs. Many states sponsor these tax- 
advantaged college savings plans which offer key incentives, including federal (and possible state) tax-free distributions 
when used for qualifying higher education expenses. Nonqualified withdrawals of earnings are taxed as ordinary income 
and may be subject to an additional 10% federal early withdrawal tax penalty. Your VALIC financial advisor can perform 
a college cost calculation and help you develop a savings plan.

With most 529 plans, you can:

•	 Use the money at any eligible school in any state (rules may vary by state; consult your financial advisor). Money accumulated 
in most plans can be used for room, board, books and supplies at any eligible accredited two-year or four-year college or 
university, or post-secondary vocational training program in the United States. After 2017 distributions from a 529 plan of up to 
$10,000 to pay tuition expenses  for enrollment at a public, private or religious elementary or secondary school are treated 
as qualified expenses.  Please note that some states offer favorable tax treatment to residents only if they invest in their state’s own 
Section 529 plan.

•	 Invest without income restrictions. Anyone (parent, grandparent or others) can establish a Section 529 account, regardless of 
income level or beneficiary’s age. This might be ideal for high-net-worth investors to help reduce estate taxes while contributing to 
a child’s education.

•	 Withdraw earnings tax-free. Investment earnings, when withdrawn for qualifying education expenses, are tax-free. Any earnings 
proceeds not used for qualifying education expenses will be subject to federal income taxes and a 10% federal early withdrawal 
tax penalty.

•	 Change beneficiary designation. You can change the beneficiary at will to certain other family members of the original beneficiary. 
This means if one child does not use all the money for education, you can designate the funds to another beneficiary.

•	 Realize enhanced gift tax benefits. You can contribute up to $15,000 to a Section 529 plan in a year without gift tax 
consequences. You may contribute up to $75,000, provided you elect to spread the gift evenly over five years. No other gifts are 
allowed to that child for a five-year period without gift tax consequences.

Section 529 plans can lose value and are not government or FDIC insured. The value of an investment in a Section 529 
plan will fluctuate and, when withdrawn, can be worth more or less than its original cost. There is no guarantee that the 
plan will grow to cover college expenses.
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Compare a Section 529 College Savings Plan to other education funding plans

Section 529 College Savings Plan
Coverdell Education Savings 
Account (formerly Education IRA)

Custodial Accounts

Are there tax advantages? Yes. Earnings grow tax 
deferred. Earnings are exempt 
from federal taxes if distributions 
are used for qualified higher 
education expenses. Some 
states allow for deductions  
on contributions.

Yes. Earnings grow tax 
deferred. Earnings are  
exempt from federal taxes 
if distributions are used for 
qualified education expenses.

Earnings in excess of $2,100 
are taxed at rates that apply to 
trusts and estates.

Is there a penalty for a 
nonqualified withdrawal?

Yes, 10% on earnings Yes, 10% on earnings No

Is there a maximum contribution 
per beneficiary?

Yes, the amount reasonably 
expected to cover secondary 
education expenses

$2,000 per year No

Can the beneficiary be changed? Yes Yes No

Are there limitations on income  
or age?

No Yes Yes

Where can withdrawals  
be used?

Qualified higher  
education expenses

Qualified education expenses Any purpose as allowed by 
state law

Who owns for financial aid purposes? Donor Student Student

Some states offer favorable tax treatment to residents only if they invest in their state’s own Section 529 plan. You should consult 
with a tax advisor regarding the state tax consequences of any investment in a Section 529 plan.

To obtain a 529 plan offering statement, contact your financial advisor. You should compare any 529 plan you are 
considering with any 529 college savings plan offered by your home state or your beneficiary’s home state and consider, 
before investing, any state tax or other benefits that are only available for investments in the home state’s plan. Please read 
the plan’s offering statement which includes investment objectives, risks, fees, charges, expenses, and other information. 
You should read it carefully before investing.

Your Future is Calling.  Meet It with Confidence.
CLICK VALIC.com     CALL 1-800-426-3753     VISIT your financial advisor

This information is general in nature, may be subject to change, and does not constitute legal, tax or accounting advice from any company, its employees, 
financial professionals or other representatives. Applicable laws and regulations are complex and subject to change. Any tax statements in this material 
are not intended to suggest the avoidance of U.S. federal, state or local tax penalties. For advice concerning your individual circumstances, consult a 
professional attorney, tax advisor or accountant. 

Securities and investment advisory services offered through VALIC Financial Advisors, Inc. (“VFA”), member FINRA, SIPC and an SEC-registered investment 
advisor. VFA registered representatives offer securities and other products under retirement plans and IRAs, and to clients outside of such arrangements.

American International Group, Inc. (AIG) is a leading global insurance organization. Founded in 1919, today AIG member companies provide a  
wide range of property casualty insurance, life insurance, retirement products and other financial services to customers in more than 80 countries  
and jurisdictions.
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