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THESE DAYS AMERICANS may think that 
the ivy of college campus fame is actually 
poison ivy, given the runaway expenses 

of higher education. The cost of attending college has 
jumped by an average of over 3 percent more than the 
country’s annual infl ation rate since 1986. Total college 
expenses are now roughly double what they were 20 
years ago, while the median income for American families 
has increased by little more than 18 percent.

Adding to the pain of the college cost spiral are the 
much publicized usurious lending practices which have 
crept into the college-loan business in recent years (a 
situation also about as pleasant as poison ivy). For all 
but the wealthiest American families, a college education 
has become a sobering fi nancial issue.

In an attempt to address saving for college, the United 
States Congress has enacted a variety of tax code related 
measures in recent decades. The tax code’s changes 
include tax credits to offset some of the costs of college 
and special college savings accounts to promote planning. 

However, these programs’ capabilities are quite small, 
when compared to the state-run savings programs which 
came into existence in 2001 under enhancements to 
Internal Revenue Code Section 529. 

Section 529 had originally been created to authorize 
state pre-paid tuition plans, among other things, but was 
expanded to allow states to create platforms for rather 
large, individual college savings accounts. These accounts 
were to provide tax-free growth for the investments 
held by them so long as they were eventually used 
for qualifi ed college expenses. Furthermore, the law’s 
modifi cation allowed any money withdrawn from these 
plans that was used for qualifi ed college 
costs to be exempted from federal taxation, 
accordingly.

Such tax-advantaged college funding 
plans (usually referred to today as “529 
Plans”) have another signifi cant advantage 
related to the large amounts of money that 
can be deposited into them. Currently, 
subject to some special rules, up to $60,000 
($120,000 for married couples fi ling jointly) 
can be contributed to each account for 
each benefi ciary in a single year without 
incurring a gift tax liability. 

The total overall contribution amount 
per account that is allowed by law varies 
from state to state. For West Virginia’s 
program, a maximum of $265,620 can be 
deposited into each separate account for each benefi ciary. 
However, when a Smart 529 account’s value reaches that 
amount, either through a contribution of that amount or 
via contribution(s) and growth on those contributions, 
no more funds can be invested in that account.

Any person can create a 529 account for any named 
benefi ciary, regardless of their relationship. If that 
benefi ciary does not require all, or even some of the 
money for college that has accumulated in the account, 
a new benefi ciary can be named from among the 
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relatives of the originally stated benefi ciary. 
That process may be repeated as often 
as desired. What’s more, permissible 
relationships can extend all the way out 
to fi rst cousins, step-siblings, in-laws and 
so on. Nevertheless, one must remember 
that money that is spent for any purpose 
other than qualifi ed college expenses will 
be taxed at ordinary income tax rates 
and will be subjected to an additional 
10 percent penalty. Obviously, planning 
care is important when working with 
these programs.

The annoying catch initially tagged to 
these programs was that they were slated to 
expire in 2011 unless they were renewed by 
Congress before then. Understandably, this 
gave professional advisors some concern, 
but last year that problem was addressed 
when the U.S. Congress made the 529 
Plans a permanent program under the 
tax code.

State Your 529 Preference
Internal Revenue Code Section 529 

enabled each state to create its own college 
savings program under federal rules, so each 
state is allowed to administer a program 

best-suited to its individual preferences. 
As a result, each of the 50 states has now 
contracted for 529 Plan management 
and administrative services with at least 
one fi nancial company of its choosing. 
All of the state-selected companies that 
are providing 529 Plans have expertise 
in managing pension, foundation and 
individual investment accounts. A blue 
ribbon array of insurance and mutual 
fund companies make up the roster of 
fi rms working with states on these plans 
today. A few states have determined to 
have more than one 529 management and 
servicing fi rm available to investors. 

Bidding for the operation of West 
Virginia’s 529 program resulted in the 
state’s selection of Hartford Life Insurance 
Company. Its parent, simply known as 
The Hartford, is a 197 year-old company, 
well-known in fi nancial services circles. 
The Hartford-operated program was rolled 
out in 2002 and is called the West Virginia 
“Smart 529 Plan.”

Hartford has a longstanding relationship 
with Wellington Management, a venerable 
Boston-based, money management 
company owned by several of Wellington’s 

senior portfolio analysts and managers. 
Wellington manages most of the stock 
portfolios in West Virginia’s Smart 529 
while The Hartford oversees most of the 
bond and cash investments.

There are several investment options 
available in the West Virginia Smart 529 
program; however, they fall into three 
broad categories. First, the owner of the 
account may select the age-based portfolio 
option. Age-based portfolios are broadly 
diversifi ed and change their make-up by 
a formula driven by the advancing age of 
the college-bound child. The age-based 
portfolio’s allocation among the various 
equity and bond mutual funds that make 
it up becomes more conservative as the 
child gets closer to college admission. 

As an alternative to age-based portfolios, 
an account owner may make the selections 
individually, without restriction, from the 
variety of mutual funds that are available 
in the program.

The third option is the fi xed percentage 
allocation portfolio which holds the invested 
funds to an allocation that is fi rm at some 
percentage between stocks and bonds; 
for example, 70 percent stock and 30 
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percent bond allocation. Such portfolios 
are rebalanced quarterly to refl ect that exact 
allocation, regardless of what is happening 
in the various securities markets.

529 Tax Heaven
Most states provide some tax benefi t 

to their citizens who place funds in 529 
Plan investments through their home 
state’s program. Although some states’ tax 
benefi ts are quite meager, West Virginia’s 
tax incentives are among the most generous 
in the nation, obviously refl ecting the 
legislature’s desire to see more of the states’ 
citizens afford a college education. 

Independent consumer associations 
focused on college funding generally 
like West Virginia’s Smart 529 but are 
especially impressed by its tax benefi ts 
for in-state residents. West Virginians 
choosing to invest in the state’s Smart 
529 Program can take a dollar-for-dollar 
deduction from their state tax return in 
the year the investment is made, regardless 
of the amount. For example, since the 
state’s top income tax bracket of 6.5 
percent is applied to the taxable income 
of joint fi lers that is above $60,001, $650 

in West Virginia income taxes can be 
saved on each $10,000 placed in the state-
sponsored plan by couples in that state 
tax bracket. These maximum amounts 
allowed in 529 programs vary from state 
to state with Louisiana being the lowest 
at $224,465 and Florida being the highest 
at $341,000. 

According to Jeff Coghan, the executive 
presiding over The Hartford’s distribution 
of West Virginia’s Smart 529 nationwide, 
the program currently holds over $1 billion 
in investment funds. There are investors 
from every state in the nation in the West 
Virginia Smart 529 and West Virginians 
own more than 14 percent of the total, 
$146 million. 

529’s Give Estates a Breather
An aspect of 529 Plans that has caught 

the attention of professional advisors 
relates to its impact on one’s estate for tax 
purposes. Money deposited in any of the 
529 Plans is removed from the donor’s 
estate for federal estate tax (death tax) 
calculations. However, the donor retains 
control of the asset, may direct how it is 
invested and may even revoke the account 

and retake possession of the investment. 
(Don’t forget, there is a 10 percent surtax 
penalty looming for those who reclaim 
funds deposited in a 529 plan.) 

The ability to remove funds from an 
estate while retaining direct control over 
them makes the 529 Plan a unique estate 
planning tool. While individuals (in this 
context called “grantors” in legalese) 
can remove assets from their estates by 
moving them to an irrevocable trust, those 
assets can no longer be directly controlled 
by the grantors, nor can grantors ever 
reclaim those earlier transferred assets 
as their own. 

Of course, a 529’s estate planning 
advantage is an evolving value under the 
current tax code because of the staged 
repeal of the federal estate tax now in 
play. Surveys have shown, though, that 
most advisors are continuing to plan as 
though taxation on estates will return and 
that the taxation will be steep.

Regardless, the federal estate tax tab 
still exists for more wealthy Americans. 
This year, the amount excluded from estate 
taxation is $2 million per individual. If 
a deceased’s estate is greater than that 
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amount, the estate tax is imposed. 
In 2010 there will be no estate tax at all. However, 

starting January 1, 2011, the estate tax is to be 
reinstated and the exclusion is scheduled to revert 
to the much lower level it held before. Most advisors 
are playing it safe by presuming that there is likely to 
be some amount of federal estate tax most any year 
in the foreseeable future and, therefore, are planning 
accordingly.

The 529 Plan: How and Where?
Management and service costs to consumers of 

the various 529 Plans vary from state to state. The 
West Virginia Smart 529 program’s cost is around 
the midpoint for these programs. Of course, shoppers 
should remember that cost is only one part of value 
and higher or lower costs, or for that matter mid-
point costs, do not of themselves imply or guarantee 
any better or poorer performance from any state’s 
529 program. 

Information on the state’s Smart 529 Program is 
available at the West Virginia State Treasurer’s Web 
site, www.wvsto.com, and at The Hartford’s site, 
www.hartfordinvestor.com, or you can go directly 
to www.smart529.com.

Prospectuses and applications for the plan can 
be ordered online or easily obtained from fi nancial 

planners and securities dealers throughout the state. 
These materials should be read and understood prior 
to opening a Smart 529 Plan account. 

It is important to remember these plans are not 
guaranteed by any state or federal government, any 
government agency, any fi nancial services company, 
bank or insurance company and that these investments 
involve various risks, including those related to the 
publicly traded stock and bond markets. These risks 
include a loss in value and even the possible loss of 
the invested principal. Such risks should be evaluated 
carefully before investing. 

Nevertheless, many West Virginians, and many 
investors from other states as well, feel that an investment 
in West Virginia’s Smart 529 is the right choice for 
them in their pursuit of savings for college. Each of us 
should make time to give the 529 concept and West 
Virginia’s Smart 529 program consideration. 
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