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Saving For College
An Overview for Parents and Grandparents

As we head into the colder months and high school juniors begin to 
narrow their college choices, many of their parents will begin to 
feel the pressure of the forthcoming school bills.  Even if you have 

years yet to save before your children or grandchildren reach college 
age, the cost of a college education can be daunting.

For a baby born today, the cost of attending a four-year private univer-
sity is projected to be $445,000 on average, excluding textbooks, sup-
plies, and transportation, based on six percent inflation for today’s col-
lege costs as provided by the College Board.  In order to fully meet that 
cost, you would need to save over $900 each month from the child’s 
birth until they reached eighteen, assuming an eight percent annual 
return in a tax-free investment vehicle.

While many children may receive loans, grants, scholarships, and work-
related income to offset some of these projected costs, the monthly sav-
ings necessary can be meaningful.  Based on a study recently released 
by Fidelity Investments, parents, on average, are projected to meet only 
sixteen percent of their children’s college expenses from savings.

Fortunately, several savings vehicles exist to meet educational costs.  
They generally differ based on:

1. the extent to which the donor can control the assets in the account;
2. the tax status of the account; and
3. the impact each type of account has on receiving financial aid.

UTMAs

Long before the now popular Section 529-type plans became available, 
Uniform Gifts to Minors Act (UGMA) accounts tended to be the savings 
vehicle of choice for children.  Ultimately, UGMAs were replaced by 
Uniform Transfers to Minors Act (UTMA) accounts, which allow an adult 
(custodian) to control the account for the benefit of the child (benefi-
ciary).

However, once the child reaches the age of majority (21 for a Massachu-
setts UTMA) the assets in the account are owned by the child, who can 
then spend the assets as they wish.  Another drawback of UTMAs is that 
they count as an asset of the child for federal financial aid purposes, 
which reduces possible aid relative to assets held in the parent’s name.  
UTMAs do not have contribution limits and taxes may be incurred de-
pending on the beneficiary’s age and the investment income earned on 
the account.

Education Savings Accounts

Education Savings Accounts (ESAs) allow investments to grow and be 
withdrawn tax-free for qualified educational expenses at private prima-
ry and secondary schools, as well as colleges.  ESAs have seen limited 
usage, however, due to eligibility requirements and annual contribution 
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limits.  To qualify to contribute to an ESA, a married 
couple filing jointly must have a modified adjusted 
gross income of less than $190,000.  For those who 
are eligible, you are limited to a maximum annual con-
tribution of only $2,000, restricting the benefit of this 
savings vehicle.  ESAs are considered an asset of the 
parent (or whoever established the account) for federal 
financial aid purposes. 

Section 529 Plans

Section 529 plans, named after a section of the Internal 
Revenue Code, are now the dominant savings vehicle 
for college expenses and are offered by all fifty states, 
the District of Columbia, and a private college con-
sortium.  No income limitations exist for contribu-
tors and lifetime contributions for some plans are in 
excess of $300,000 (and you may have more than one 
529 account per beneficiary).  Like ESAs, Section 529 
accounts are considered the donor’s asset and are tax-
free vehicles as long as they are used for qualified edu-
cational expenses.

Section 529 plans come in two flavors:  savings plans 
and prepaid tuition plans.  With a savings plan, the 
donor selects from the available investment options, 
which are subject to the variability of the market’s 
returns.  A prepaid tuition plan is just that:  it allows 
a donor to prepay a beneficiary’s tuition at predeter-
mined prices for use in the future.  State-sponsored pre-
paid tuition plans are usually available to in-state resi-
dents only.  They are usually best-suited for those who 
will attend one of the participating colleges.

In Massachusetts, the savings plan, the U.Fund, is man-
aged by Fidelity Investments, whereas the U.Plan is the 
state’s prepaid tuition plan.  For parents or grandpar-
ents who are interested in establishing a college savings 
plan, we first review whether their home state plan 
offers a tax deduction or other tax benefit for contribu-
tions (Massachusetts, for example, does not offer any 
tax benefit for making contributions to the U.Fund or 
U.Plan).  If no tax benefit is offered for the home plan, 
our counsel is to venture beyond the state’s offerings 
and pick the best plan available nationwide.

Other savings vehicles can be used for educational 
expenses, such as U.S. savings bonds, trusts, and life 
insurance, each with different implications for control, 
taxation, and financial aid.  However, we have focused 
on the most prevalent options used by parents and 
grandparents in this article.

COMPASS Wealth Management offers its advice and 
assistance in opening Section 529 and Education 
Savings Accounts to clients free of charge.  If we may 
be of assistance, please contact our office.

U.S. Competitiveness Slips

According to Rising Above the Gathering Storm, 
Revisited, the National Academies (the National 
Academy of Sciences, National Academy of 

Engineering, and Institute of Medicine) note that the 
competitiveness of the United States is under serious 
threat.  Their assessment is that U.S. competitiveness 
has worsened in the five years since their inaugural 
report was issued.

Since our lead article this issue focuses on education 
funding, here we highlight a few of the education-related 
factoids from Rising Above the Gathering Storm, Revisited:

     • The average U.S. K – 12 student spends four hours   	
        per day in front of a television.
     • The United States ranks 48th in the quality of 
        mathematics and science education, according to       	
        the World Economic Forum.
     • Among industrialized countries, the U.S. ranks 20th  	
        in its high school completion rate and 16th in its   		
        college completion rate.
     • For the first time in 2000, foreign students 
        outnumbered U.S. students studying the 
        physical sciences and engineering in United States    	
        graduate schools.
     • Nearly one-half (49%) of U.S. adults do not know      	
        how long it takes for the earth to revolve around 
        the sun. 
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Buffet On Gold
“You could take all the gold that’s ever been mined, 
and it would fill a cube 67 feet in each direction.  For 
what that’s worth at current gold prices, you could 
buy all—not some—all of the farmland in the United 
States.  Plus, you could buy 10 Exxon Mobils, plus 
have $1 trillion of walking-around money.  Or you 
could have a big cube of metal.  Which would you 
take?  Which is going to produce more value?”

Warren Buffet

“To buy when others are despondently selling and 
to sell when others are avidly buying requires the 
greatest fortitude and pays the greatest rewards.”  
(aka buy low, sell high)

Sir John M. Templeton
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Behind The Scenes

In addition to meeting with clients and addressing their 
daily service needs, COMPASS devotes significant time 
and energy to keeping abreast of developments in 

the mutual funds held in client portfolios.  We also spend 
meaningful time reviewing the potential for other mutual 
funds not yet held in client portfolios.  Our due diligence 
process includes conference calls and webinars with 
mutual fund managers, as well as attending conferences 
and conducting one-on-one meetings.

For example, in the recent past we have met with the fol-
lowing mutual fund managers in one-on-one meetings:

1. In Boston, MA:

    a. Champlain Mid Cap and Champlain Small    	                	
       Company lead manager Scott Brayman, founder of    	
       Champlain Investment Partners

    b. FBR Small Cap and FBR Mid Cap managers Bob        	
       Barringer and Ryan Kelley, respectively

    c. Putnam International Capital Opportunities 
       co-manager Randy Farina 

    d. Thunderstorm Value lead manager John Dorfman,   	
        founder of Thunderstorm Capital

2. In Dallas, TX:

    a. Allianz RCM Disciplined Equity manager 
       Seung Minn

3. In Albany, NY:

    a. Walthausen Small Cap Value lead manager John    	          	
        Walthausen, founder of Walthausen & Co., LLC  	     	
        (forthcoming meeting)

In addition, in the past couple of years we have attended 
group meetings or participated in conference calls with 
the portfolio managers of dozens of other mutual funds, 
including nearly all of the mutual funds recommended 
for client portfolios.

Why is this important to clients (or prospective clients)?  
Any advantage we can gain from improved returns for a 
given level of risk means:

1. For working clients, less needs to be saved for      		
   retirement than would otherwise be required.

2. For retired clients, improved returns allow for longer   	
    lasting portfolios.

Consequently, the due diligence that COMPASS performs 
on mutual funds is a critical component to the value-added 
COMPASS offers its clients.  

To gain a return advantage (or, conversely, to benefit 
from lower risk), COMPASS relies on the expertise of Lou 
Conrad, COMPASS’ president.  Earlier in his career, Lou 
was a mutual fund portfolio manager, as well as a direc-
tor of Fidelity Investments’ Fund Analysis and Research 
Group.  Lou leverages his network of industry contacts 
to learn of developments affecting his clients’ holdings, 
including portfolio management changes. In addition to 
interviews and other qualitative work, Lou also employs 
sophisticated software to uncover the factors impacting a 
mutual fund’s long-term performance and the likelihood 
for their persistence in the future.	
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Did You Know...

Nearly $197 million is waiting for an estimated 36,000 
beneficiaries in unclaimed pension benefits. To deter-
mine if you are a “missing participant,” access the 

government’s Pension Benefit Guaranty Corporation’s (PBGC) 
web site at www.pbgc.gov/mp. The PBGC is a government 
agency that collects insurance premiums from employers that 
sponsor insured pension plans and steps in to protect pen-
sioners if the employer declares bankruptcy.

Pensions Social Security

For the second consecutive year, the country’s more than 
58 million Social Security recipients will not receive a 
cost-of-living adjustment (COLA) when the calendar 

turns to 2011.  The last increase occurred in 2009, when ben-
efits improved 5.8%, the largest gain in nearly 30 years.  The 
COLA is based on changes in the Labor Department’s con-
sumer price index, which has seen minimal change in 
two years.
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In The News
• Lou Conrad, COMPASS’ founder and president, has been named a FIVE STAR Wealth Manager for the second con-       	
   secutive year.  This latest honor will be formally announced in the February 2011 issue of Boston magazine.

• As of this past June, Lou began writing a monthly column entitled “Personal Finance Insights” for the Lexington  	
   Minuteman, his local newspaper.

• Lou recently made a presentation entitled “Behind the Curtain,” a review of lessons he learned from managing a       	
   mutual fund, to the Retirement Investing group of the Boston Chapter of the American Association of Individual   	
   Investors (AAII).  Earlier this year, Lou presented “Mutual Fund Fallacies” to the Rhode Island group of AAII. AAII is    	
   a non-profit organization dedicated to providing education to individual investors.

Capital Market Update
Returns for the Period Ending September 30, 2010

Index Security Type Third Quarter Year-to-Date Last 12 Months

Russell 3000
MSCI EAFE

Barclays Aggregate Bond

U.S. Stocks
International Stocks

U.S. Bonds

11.53%
16.48%
  2.48%

4.78%
1.07%
7.94%

10.96%
  3.27%
  8.16%


