What are your Options for Those Looming College Bills
It seems like only yesterday your children were toddlers.  Now they’re in elementary or middle school and you’ve begun to wonder (worry) about how you’re going to pay for their college education.  To make matters worse, college costs are rising faster than the overall rate of inflation.  Sure, there’s always the scholarship, but those usually reserved for the best students or the gifted athletes.  Certainly, your children can pursue one or more of the many available financial aid/loan programs, but they graduate saddled with large debt that can affect them for years.  
So what is one to do?   First, you need to decide what discretionary income you have to invest toward their educations.  Yes, you may have to develop a budget or revisit the one you have to see if there’s money that you could direct to fund college costs.  Secondly, once you determined the monthly amount available, you can then review the different investment options.  To help you make this decision (and you’re not limited to just one), I’ve outlined some of the options below and how they work.  
Pre-Paid Tuition Plans:  These plans are available in most states.  They allow you to invest from $15,000-$30,000.  One of the parents is the owner of the account while a child is the beneficiary.  With these plans, you are purchasing tuition for the future based on today’s dollars as the accounts grow tax-deferred.  The accounts must be used to pay qualified higher education costs (normally tuition).  Withdrawals reduce available financial aid dollar for dollar.  Some of the advantages include low participation costs, no family income restrictions and anyone can contribute.  Some disadvantages include some states won’t allow them to be used for out-of-state schools and there is a 10% tax penalty on earning for non-qualified withdrawals.  

Coverdell Education Savings Accounts (formerly Education IRAs):  This option limits your investment to $2,000 per year.  A parent controls the account and the earnings are tax free if used for qualified elementary, second, or qualified higher education expenses.  Contributions can be made by anyone.  However, they’re not available for taxpayers with adjusted gross incomes over $220,000 (joint) or $110,000 (single).
Section 529 Plans:  Most States have such plans.  There is annual contribution limit of $12,000 per person, but there are no family income limits.  The account owner controls the account not the beneficiary.  The account’s earnings are tax free if they are used for post-secondary education expenses.  However, if you want to use the money for other than qualified education expenses, there is 10% penalty and you are taxed on the earnings. 
Educational Savings Bonds:  All Series I and EE bonds are backed by the full faith and credit of the United States government.  Such bonds issued after 1989 can be used to pay for qualified post-secondary education expenses without tax on the interest.  The bonds must be registered in one of the parent’s name with the child listed as the beneficiary.  There are income limits ($67,100 of modified adjusted gross income for single filers and $100,650 of modified adjusted gross income for joint filers).  
There’s a lot to consider.  However, the sooner you decide and start investing, the greater the potential for you to have a larger nest egg for your children’s education when you need the money.  Time is on your side.  Make the most of it.  
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