Finding money for
college—right now
Places to look if you need to come
up with money soon

Your paycheck

Your home

If you can afford it, applying part
of your paycheck is probably
the easiest route. There are no
paperwork or tax implications,
and you can leave your retirement
accounts and life insurance working
toward other important goals.

If your home has appreciated in
value, you can use a home equity
loan to pay for college expenses.

The drawback—A constant
outflow of cash for four years
may leave you financially unable
to invest for other goals.

Your life insurance

Your savings and investments
If you have a savings account, there
are no time-consuming applications
to fill out, or tax implications if
you make withdrawals, making it a
somewhat easy source of funding.
And if you have a 529 college savings
plan, all you need to do is notify
the administrator that you want to
make a withdrawal and follow any
other rules outlined in your plan to
gain access to funds. Additionally,
withdrawals from 529 plans are not
subject to federal tax if proceeds
are used for qualified expenses.
The drawback—Liquidating
investment assets may have
consequences. To choose the most
appropriate strategy, you need
to look at rate of return, future
prospects, potential capital gains (or
losses) and other tax consequences.

The drawback—Because the loan is
tied to your house, your lender can
foreclose on your home if you default.

If you have a cash value life insurance
policy, you can make a withdrawal
from or take out a loan on the
cash value. For more information,
contact your financial advisor.
The drawback—Withdrawals
decrease the value of your death
benefit, and if you die with an
outstanding loan against your
policy, your benefit is reduced by
the amount of the loan and interest.
Again, for more information,
contact your financial advisor.

Your good credit
If the risk associated with a
home equity loan makes you
uncomfortable, you could consider
obtaining a personal (unsecured)
loan from a private institution. And,
if you are looking for a loan that is
college-specific, you may be able
to borrow up to the full cost of your
child’s college education, minus any
financial aid he or she receives, under
the federal government’s Parent Loan
for Undergraduate Students
(PLUS) program.

The drawback—To qualify for
loans, you will need to pass a
credit check, and you are likely
to need a good credit history to
be approved. This route would
also not be tax deductible.

Your retirement savings
If you take a distribution from
a traditional IRA or ROTH IRA
before age 59½ to pay for qualified
education expenses for you,
your spouse, your children or
grandchildren, you avoid the 10%
premature distribution penalty.
The drawback—If you have a
traditional IRA, you will still owe taxes
on the distribution. If you have a
ROTH IRA, the distribution will be tax
free if the amount is less than what
you have contributed to the account.
You’ll only owe tax if you dip into the
earnings. (However, once you reach
age 59½ and you have held your
ROTH IRA for more than five years,
even the earnings are tax free.)
Defined contribution programs
at work, like a 401(k), generally
don’t offer the college education
exemption. To take a distribution from
these retirement assets would mean
paying a 10% penalty before age 59½,
and you will pay income tax on the
distribution and penalty, regardless
of your age.
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Because tapping your retirement
savings can reduce the amount
of money you may have available
in the future, financial advisors
often recommend using your
retirement assets for one purpose
only: funding your retirement.

Federal student aid
Fill out the FAFSA with the U.S.
Department of Education at www.
fafsa.ed.gov—even if you don’t think
you will get any money. More than
three-quarters of families complete
the FAFSA to get access to more
than $150 billion in financial aid,
according to the “How America Pays
for College 2019” report published
by Sallie Mae® and Ipsos.

Next steps
Every family is different with unique
needs and challenges, Contact your
financial professional today to review
options and what makes the most
sense for you and your family.
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