
While the cost of living is steadily increasing,  
higher-education costs are rising at a faster rate — 
approximately twice the rate of general inflation1 — 
with the average cost of a private four-year college 
education topping $45,370 annually.2

There are several options available to help you 
prepare for this important milestone, including 529 
college savings plans which have revolutionized the way 
investors save for college. The plans offer an exceptional 
degree of flexibility and control, and provide benefits 
that other education savings programs don’t offer.

Here’s what you should know if you 
are considering a 529 savings plan:

1. They’re not just for kids.
Although most 529 savings plans are 
used to fund higher education for 
children, they are ideal for anyone 
with college funding needs. Whether 
you’re a retiree who wants to pursue 
lifelong learning or a professional who 
is returning to school to advance your 
career, 529 savings plans may have a place 
in your investment portfolio.

2. It’s A college savings vehicle that 
allows tax-free accumulation of 
savings and tax-free withdrawals.
Money in a 529 savings plan accumulates 
free of federal taxes, and as long as funds 
are used for qualified college expenses, 
the withdrawals from your account are  
also tax-free.3  
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3. You may be eligible for additional 
tax benefits by owning the 529 
savings plan offered by your state.
Many states offer tax deductions to 
residents who contribute to their own 
state’s plan. A few states offer a state tax 
deduction, regardless of which 529 plan 
you invest in. Your Financial Advisor 
can help you select the right plan from 
the available options. State laws vary, so 
consult with your tax advisor.4

4. If you’re the account owner, 
you have complete control over 
how 529 assets are used.
Some vehicles traditionally used for 
education funding, such as uniform 
gift to minors accounts, require that the 
assets be turned over to the beneficiary at 
a certain age. With a 529 plan, you — not 
the beneficiary — control how the money 
is used, thus ensuring that it is spent 
according to your wishes. This means 
that if the beneficiary decides not to 
go to college, you can choose another 
beneficiary or use the plan for your own 
educational funding needs.

5. 529 plans typically have high 
maximum contribution limits, 
which allow you to save more for 
higher-education expenses.
Most 529 plans have contribution limits 
in excess of $200,000 per beneficiary, 
enabling you to accumulate sufficient 
assets to cover college costs fully.5

6. Contributing to a 529 plan can 
remove taxable assets from your 
estate, which may reduce your 
tax liability.
Your contribution is treated as a gift 
to the named beneficiary (for gift-tax 
and generation-skipping transfer-tax 
purposes) and qualifies for the $15,000 
annual gift-tax exclusion, allowing you to 
make fairly large contributions without 
incurring the gift tax. What’s more, 
if you make a contribution between 
$15,000 and $75,000 6,7 for a beneficiary, 
you can elect to treat the contribution as 

if it were made over a five-calendar-year 
period for gift-tax purposes. This means 
the money gets out of your estate faster 
than if you made contributions each 
year. And the best part? Even though the 
asset leaves your estate, it doesn’t leave 
your control if you are the owner of the 
529 plan.3,8

7. They’re not just for in-state 
colleges and universities.
Whether the goal is to spend a semester 
abroad or pursue a degree stateside, 
you can use a 529 savings plan at any 
in-state, out-of-state or international 
institution, as long as it’s used with an 
accredited program.

8. THERE ARE NO INCOME RESTRICTIONS.
Unlike some education funding vehicles 
with age and income restrictions, which 
limit the amount you can save, generally 
anyone can contribute to or use 529 
plans for education purposes — parents, 
grandparents, aunts and uncles or 
even friends. You can even change the 
beneficiary without penalty.9

9. Plans are professionally 
managed and offer a range of 
investment options.
With 529 savings plans, you have access 
to professional money managers with 
years of experience managing assets. 
Most plans also offer several investment 
options, such as age-based portfolios 
that become more conservative as 
the beneficiary nears their college 
attendance date.

10. Only a small percentage  
of 529 assets are included in  
financial aid calculations.
Although the rules may vary slightly by 
state, generally, a 529 account owned by a 
parent for a dependent student is reported 
on the federal financial aid application 
(FAFSA) as a parental asset and is 
assessed at a (maximum) 5.6% rate in 
determining the student’s expected family 
contribution (EFC).10

A Range of Investment Strategies  
to Help You Achieve Your Goals
A 529 college savings plan can help you 
put a loved one on the path to success, 
while reducing the taxable value of your 
estate. Morgan Stanley offers many 529 
plans from some of the nation’s leading 
mutual fund companies. You can choose 
from a range of investment strategies, 
depending on the specific plan, the age of 
the beneficiary, your financial objectives 
and risk tolerance. 

Your Morgan Stanley Financial Advisor 
can answer your questions about 529 
plans and provide guidance on developing 
an approach to help you achieve your 
education savings and other goals. 

1 Edvisors.com, 2017.
2 Represents the average annual cost of a 
private four-year institution for tuition, fees, 
room and board. Source: The College Board, 
Trends in College Pricing, 2016.
3 Assets can accumulate and be withdrawn 
federally tax-free only if they are used to pay 
for qualified expenses. Earnings on non-
qualified distributions will be subject to income 
tax and a 10% federal income tax penalty.
4 Some states offer favorable tax treatment 
and other benefits to their residents only if 
they invest in the state’s own Qualified Tuition 
Program. Investors should consult with their 
financial and tax advisor before investing in any 
529 plan, or contact their state tax division for 
more information.
5 Contribution limits vary by state. Refer to 
the individual plan for specific contribution 
guidelines.
6 Double for married couples to $30,000 
annually or $150,000 over a five-year period. 
The annual gift tax exclusion increases from 
$14,000 to $15,000 in 2018. All figures 
quoted above are reflective of the increase 
beginning in 2018.
7 This assumes that there are no gifts made by 
the gift giver to the beneficiary in the prior five 
years. Any gifts made in the five years prior to 
or the four years after an accelerated gift is 
made may result in a taxable event.
8 If the donor dies within five years of making 
the contribution, the estate will recapture a 
portion of the assets.
9 Some plans may have age, residency or 
other restrictions and may charge a fee for 
beneficiary changes, and beneficiary changes 
may result in an immediate tax liability if 
the new beneficiary is not a member of the 
previous beneficiary’s family.
10 Family Guide to College Savings, 2016 
Edition, www.savingforcollege.com.

The 529 Plan Program Disclosure contains more information on investment options, risk factors, fees and expenses, and potential tax consequences. 
Investors can obtain a 529 Plan Program Disclosure from their Financial Advisor and should read it carefully before investing.
Before investing, consider whether tax or other state benefits such as financial aid, scholarship funds, and protection from creditors are only available 
for investments in your home state 529-college savings plan.
Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial Advisors do not provide tax or legal advice. Clients 
should consult their personal tax advisor for tax-related matters and their attorney for legal matters.


