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Legislative Resolution 213
Introduced by Kolowski
PURPOSE:
The purpose of this resolution is to study the college savings plans administered under
the Nebraska educational savings plan trust and ways to increase plan participation. In conducting
this study, the study committee shall consult with the State Treasurer, the plan administrator, First
National Bank of Omaha, and other interested parties. Issues considered by the study committee
shall include, but not be limited to, the following:
(1) Current plan participation rates and the demographics of plan participants with regard to
family income, race, gender, geographic location, and other variables;
(2) Fees currently assessed on plan participants and the use of those fees;
(3) Strategies for raising awareness and encouraging plan participation, especially among
lower income families; and
(4) The relationship between educational savings and the likelihood of pursuing a higher
education.
NOW, THEREFORE, BE IT RESOLVED BY THE MEMBERS OF THE ONE HUNDRED THIRD LEGISLATURE
OF NEBRASKA, FIRST SESSION:
That the Nebraska Retirement Systems Committee is designated to conduct an interim study to carry
out the purpose of this resolution.
That the committee shall upon the conclusion of its study make a report of its findings, together with
its recommendations, to the Legislative Council or Legislature.
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Background and Summary of LR 213 Testimony
Background
In 2000 the Nebraska Educational Savings Plan Trust was created to encourage families to save for
future college expenses through tax-advantaged investment plans. These types of plans are known
as 529 plans because they are named after Section 529 of the Internal Revenue Code. The State
Treasurer was designated as the trustee of the trust and given responsibility for administration,
operation and maintenance of the program. The deductions for contributions to the plan from
federal adjusted gross income or federal taxable income were initially established at $2,500 for
married filing separate returns and $5,000 for all other returns.
In 2013 the statute was amended to increase the deductions for colleges savings accounts beginning
in 2014 for taxes due in April of 2015. Contribution amounts were increased to to $5,000 for married
filing separate returns and $10,000 for all other returns.

Summary of LR 213 Testimony
Senator Rick Kolowski introduced LR 213 to examine college savings in Nebraska and to identify
ways that participation in the state's 529 plans could be increased. The study also looked at barriers
to participation and at financial literacy in the state. He presented the premise that if students save
for college – no matter how small the amount may be – they are more likely to go to college, and the
earlier they start to save, the earlier they get on the track to attend college.
Information provided by the Nebraska Department of Revenue based on filings of Nebraska personal
income tax returns indicates the following:
Nebraska families with adjusted gross income below $50,000 who make up nearly half of the
state's population, only account for 6.8% of those who made 529 filings in 2011
Nebraskans reporting an income of over $100,000 who make up less than 18% of the
population, constitute nearly 45% of all 529 plan participants.
State Treasurer, Don Stenberg testified that there are currently more than 59,000 college savings
accounts in Nebraska with $3.2 billion in assets in the Nebraska Educational Savings Trust – referred
to as NEST. The First National Bank of Omaha is the program manager and NEST is made up of four
separate college savings plans.
Treasurer Stenberg also discussed financial literacy and testified about a five-year agreement
entered into in 2013 between NEST and EverFi. It's an on-line financial literacy program that is
available to every Nebraska school district and every Nebraska high school student at no charge to
the district or students. Currently there are 41 schools participating and 988 students.
Aubrey Mancuso on behalf of Voices for Children testified that:

The cost of higher education is increasing much faster than family incomes.
The average tuition and fees at a public four-year institution in Nebraska increased by 16%
just over the last five years, and over that same time period median income in Nebraska only
increased 2.2% – which is not adjusted for inflation.
State budgets have remained tight, limiting public funding for higher education. Over the
same five year time period, per student state spending on higher education decreased by 17%
which creates challenges on two fronts:
Our economy needs educated workers. Some current projections indicate that by
2020, 71% of all jobs in Nebraska will require some form of post-secondary education.
If the trends continue, only 47% of the population will have some form of higher
education by that time, leaving a significant gap between workforce needs and the
pool of available workers.
Young adults are increasingly burdened by student debt. Approximately 63% of
students in Nebraska graduate with some student debt and the average debt burden is
over $24,000.
The ongoing cost-shift in higher education is not only from state to consumer but also from
the family to the individual student. This is problematic not only for the individual but for
the larger economy. Significant amount of student debt can hinder the ability of younger
workers and families to make purchases that lead to longer term financial stability, like a
home. According to a recent survey of the National Association of Realtors, 49% of
respondents described student debt as a “huge” obstacle to affording a home.
Deborah Goodkin on behalf of First National Bank of Omaha – program manager of NEST, testified:
According to a study by Sallie Mae entitled “How America Pays for College 2013”, only 38% of
those that believe they will have money to pay for college, have a savings plan.
Shane Lopez, a Gallup senior scientist's research reveals there are benefits in encouraging
children to dream. His research indicates that dreaming and knowing that a parent wants
their child to go to college has an impact on the here and now in the form of better grades
and in the future, by attending college.
A study out of Washington University in St. Louis finds that merely by having a savings
account, a family sees hope for their child, which encourages the child to study more and to
go to school more. Another study indicated that across all socioeconomic sectors, including
low-income, children are six or seven times more likely to go to college if there is a savings
account in their name.

Rich Mazikani, a 20 year old junior majoring in advertising and public relations at the University of
Nebraska–Lincoln testified that he had a college savings plan by working and saving about $600
every summer. The program that had the largest savings impact on him was the Opportunity
Passport Program in Omaha that offers a two-to-one match; every $1,000 saved every six months
receives a $2,000 match. An account is opened at Wells Fargo for the savings, but money can only be
withdrawn for educational purposes. He testified that he may not have gone to college if he knew he
would accumulate a large student loan debt. He also feels he puts more effort into his school work.
Dean Obenauer, assistant director of financial aid at Creighton University testified that his role on
campus is primarily financial literacy, counseling and education. His goal is to help students build
money management skills and behaviors to manage their money now so they are better prepared to
handle their money once they graduate.
Examples of efforts in other states:
Voices for Children testimony:
There is growing evidence of both a problem and promising research on solutions that have led
states and cities to undertake efforts to address the lack of policy incentives for lower and middle
income families to save. Examples from other states include:
The Kansas Investments Developing Scholars (KIDS) programs provides matching
deposits of up to $600 per child each year for households below 200% of the federal
poverty level that are enrolled in a 529 plan.
For at least the next three years the state of Nevada will seed a $50 college savings
account for every child entering public kindergarten.
According to the National Conference of State Legislatures (NCSL) research:
Tax deductions tend to disproportionately benefit wealthier families. The value of a tax deduction is
linked to the tax rate, so those paying higher taxes receive greater benefits for a deduction. NCSL
identified twelve states that match contributions made to a savings plan to create incentives for lowand middle-income families to participate in 529 plans. The twelve states with matching grant
programs include: Arkansas, Colorado, Florida, Kansas, Louisiana, Maine, Nevada, North Dakota,
Rhode Island, Texas, Utah, and West Virginia.
[See Appendix C – National Conference of State Legislatures “Saving for College: 529 Plans”]
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Introducer's Recommendations
As a first step, ensure that 529 plans do not count as a resource in determining eligibility for public
benefit programs. Under current law, a 529 plan can be a barrier to a family applying for temporary
assistance through the Aid to Dependent Children (ADC), Child Care Assistance Program, and the
Low-Income Home Emergency Assistance Program. This would help low-income families having to
choose between long-term and immediate well-being when considering college savings.
Provide additional savings incentives or restructure current incentives to work for lower and middle
income families. The current tax incentives are not reaching the families who need them most.
Providing matching funds or an initial seed deposit, either privately or publicly funded, has been
shown to be an effective incentive for lower income families.
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Issue Brief

Higher Education:
Savings and Opportunity

College Savings

Postsecondary education and training is now more important than ever for individual
success and societal progress. Investments in higher education provide significant
returns in employment levels, financial earnings, tax revenues, health, upward mobility,
and overall well-being.1 Current projections indicate that demand for educated workers
in Nebraska is projected to outpace current rates of educational attainment. There are
significant barriers to pursuing higher education, leaving behind a surplus of untapped
potential in our state’s youth.
A postsecondary degree has become essential for obtaining quality employment, but the
cost of higher education, and the consumer share of this cost, has skyrocketed. This has
resulted in a significant increase in student debt and put higher education out of reach
for many. Economic circumstances have some of the most pervasive impact on college
readiness and success. Studies have found a strong relationship between a family’s
economic circumstances and school achievement, physical and emotional well-being,
college planning, behavioral health, and academic expectations.
In recent years a variety of interventions have been explored across the country. These
approaches have sought to bridge the gap between college aspirations and expectations
for low-income students and to address the issue of affordability in higher education.
This issue brief explores increasing college savings as a promising model for encouraging
more lower income students to pursue higher education and helping to ensure that
Nebraska has a workforce that meets our future needs.

A publication of

1. Baum, Kathy, Jennifer Ma, and Kathleen Payea. “Education Pays 2013: The Benefits of Higher Education for
Individuals and Society.” College Board 2013. http://trends.collegeboard.org/sites/default/files/educationpays-2013-full-report.pdf (accessed October 7, 2013), 5-6.
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A Growing Economy Stifled by Divestment in Higher Education

Nationwide trends forecast a shortage in educated workers for the coming years. By
2020, it is projected that 71% of jobs in Nebraska will require some postsecondary
education.2 However, at current educational attainment rates, over 27,090 positions
will remain unfilled by the same year.3 Without a focused effort on preparing Nebraska’s
youth to meet projected workforce needs, industries with the fastest job growth rates—
such as natural resource extraction and scientific services—will be forced to find other
means of meeting demand.

In addition to projected workforce shortages, college affordability is a growing concern.
The average tuition and fees at a public four-year institution in Nebraska increased by
16% in the last five years.4 During the same five-year period, state spending on higher
education per student decreased by just about the same amount, nearly 17%.5 As state
spending on higher education decreases, an increased share of the cost falls on students
and families. After taking a sharp hit from the recession in 2008, the student share of
public higher education costs is at an all-time high in Nebraska; conversely, the state
appropriations share is at an all-time low while total enrollment has seen consistent
growth (Figure 2).6 These new patterns in higher education have resulted in the ballooning
of student loan debt. Approximately 63% of students in Nebraska graduate with some
student debt, with an average debt burden of over $24,000 (Figure 1).7

Fig. 1. Nebraska Student Debt (2000-01 to 2010-11)
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Source: The Institute for College Access & Success, College InSight, http://www.college-insight.org.

If this pattern of increasing student debt continues, the implications for the future
Nebraska’s economy are significant. The seemingly insurmountable “sticker price” of
a college education is often enough for a family with little experience in financial aid to
rule out college altogether. And as students take on more debt to pay for education, their
high debt burdens have a ripple effect on the economy. Many of today’s graduates delay
making large purchases—like buying a home or a new car—because of crippling student
debt.8
2. Carnevale, Anthony P., Nicole Smith, and Jeff Strohl. “Recovery: Job Growth and Education Requirements
Through 2020 State Report.” Georgetown University, Center on Education and the Workforce, June 2013.
http://www9.georgetown.edu/grad/gppi/hpi/cew/pdfs/Recovery2020.SR.Web.pdf (accessed September 30,
2013), 3.
3. Ibid., 64.
4. College Board Advocacy and Policy Center. “Figure 7: In-State Tuition and Fees by State and Sector, 2012-13
and 5-year Percent Change.” In Trends in College Pricing 2013. The College Board, October 23, 2013. http://
trends.collegeboard.org/college-pricing/figures-tables/in-state-tuition-fees-state-2013-14-and-5-year-percentage-changes (accessed October 23, 2013).
5. Oliff, Phil, Vincent Palacios, Ingrid Johnson, and Michael Leachman. “Recent Deep State Higher Education
Cuts May Harm Students and the Economy for Years to Come.” Center for Budget and Policy Priorities, March
19, 2013. http://www.cbpp.org/files/3-19-13sfp.pdf (accessed August 29, 2013), 4.
6. State Higher Education Executive Officers. “State Higher Education Finance FY12: All States Wavechart.”
State Higher Education Executive Officers Association, 2013. http://sheeo.org/sites/default/files/publications/
All%20States%20Wavechart%202012%20REV20130322.pdf (accessed October 7, 2013), 28.
7. Reed, Matthew and Debbie Cochrane. “Student Debt and the Class of 2011.” Institute for College Access and
Success, October 2012. http://projectonstudentdebt.org/files/pub/classof2011.pdf (accessed September 30,
2013), 6.
8. Brown, Meta and Sydnee Caldwell. “Young Student Loan Borrowers Retreat from Housing and Auto Markets.”
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Fig. 2. Higher Education Cost Burdens in Nebraska, 1987-2012.
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Inequity in Access: An Untapped Resource

A college education is one of the most effective promoters of economic mobility. In
Nebraska, those who have a bachelor’s degree can expect to make on average 60%
more annually than those with only a high school diploma.9 But the high cost of a
college education is becoming increasingly inaccessible to students who most need it.
A variety of mutually reinforcing barriers continue to prevent generations of Nebraska’s
youth from realizing their full potential through higher education. These barriers include
upfront costs, a lack of information, inadequate college counseling, a lack of accelerated
secondary coursework, the absence of a college-going environment, and home
instability.10
The tightening of state funding for higher education comes at a cost to the poorest
students and families. In order to generate revenue to cover the budget gaps left by the
slowing of state funding, many institutions across the country have shifted aid dollars
typically allocated to the neediest students to merit-based aid directed at students who
are more financially capable of bearing the cost a college education.11 In Nebraska, the
average percentage of Pell Grant recipients at four-year public colleges has declined
Federal Reserve Bank of New York, April 17, 2013. http://libertystreeteconomics.newyorkfed.org/2013/04/
young-student-loan-borrowers-retreat-from-housing-and-auto-markets.html (accessed October 7, 2013).
9. 2007-2011 5-year American Community Survey estimates, Table B20004.
10. Pew Charitable Trusts. “Pursuing the American Dream: Economic Mobility Across Generations.” Pew Charitable Trusts Economic Mobility Project, July 2012. http://www.pewstates.org/uploadedFiles/PCS_Assets/2012/
Pursuing_American_Dream.pdf (accessed September 18, 2013)
11. Wang, Marian. “Public Colleges’ Quest for Revenue and Prestige Squeezes Needy Students.” The Chronicle
of Higher Education, September 11, 2013.; Burd, Stephen. “Undermining Pell: How Colleges Compete for
Wealthy Students and Leave the Low-Income Behind.” New America Foundation, May 2013.
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Fig. 3. Nebraska 529
plan participation by
adjusted gross income
(2012)
100%

Furthermore, the rising costs of raising a child account for a significantly greater share
of total income among low-income families than they do for middle- and high-income
families.14 As a result, the more immediate demands of raising a child, such as finding
low-cost childcare or balancing food and school supply costs can eclipse long-term goals
like saving for college. Low-income students are consistently the most frequent student
loan borrowers, and struggle with debt burdens that are growing at a faster rate than their
higher-income peers.15

College Savings and Nebraska
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The growing cost of higher education and workforce shortage issues have led many
states and cities to look for solutions. One avenue has been exploring the potential of
educational savings. Interventions to encourage college savings and planning most
commonly exist in the form of 529 savings plans, named for the section of the Internal
Revenue Code that allows for tax advantages by using this as a vehicle for educational
savings. These plans began in states and eventually became a federal prepaid tuition or
savings tax-exempt plan that allow families to purchase shares in state-established trusts
that are invested in mutual funds.16 The money in the plan can be used for tuition and
other related educational expenses. The state of Nebraska currently offers four types of
529 savings plans.17
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by 8% in four years and at the same time, the average net price paid out-of-pocket by
students with a household income of $30,000 or less increased by nearly 23%.12 From a
broader perspective, an admissions process that favors wealthier students whose tuition
dollars are capable of easing growing budget gaps at both public and private institutions
only perpetuate the underrepresentation of low-income students at more selective
institutions that are typically better equipped to produce higher-earning and more highly
sought-after graduates.13
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Source: Nebraska Department of
Revenue. “Nebraska College Savings
Program (529), 2011.”; U.S. Census
Bureau. “DP03: Selected Economic
Characteristics – Nebraska.” 2012
American Community Survey 1-Year
Estimates.
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Although 529 plans have been designed to offer families a relatively secure way to invest
into postsecondary education, for the most part they are highly underutilized by lowincome families. Nationally, fewer than 3% of families participate in 529 plans, and the
median income of participating families was over $142,000.18 Overall, information on 529
participants is scarce, and thus many states have not been able to thoroughly evaluate
the program for improvements. The state of Texas, which recently began data collection on
529 plan enrollees found that of nearly 160,000 contracts purchased from 1996 to 2003,
approximately 58% of enrollees were White and nearly 90% of families using the plan had
some form of postsecondary education or training. Only 5% of enrollees reported a family
income under $50,000.19
While families in Nebraska with an adjusted gross income below $50,000 make up nearly
half of the state’s population, they only accounted for 6.8% of those who made 529 filings
in 2011. Meanwhile, Nebraskans reporting an income of over $100,000 make up less
12. Figures calculated from the Integrated Postsecondary Education Data System (IPEDS) data collected by the
U.S. Department of Education National Center for Education Statistics at http://nces.ed.gov/ipeds/datacenter.
Method adapted from Burd, “Undermining Pell: How Colleges Compete for Wealthy Students and Leave the LowIncome Behind.”
13. Carnevale, Anthony P. and Jeff Strohl. “Separate & Unequal: How Higher Education Reinforces the Intergenerational Reproduction of White Racial Privilege.” Georgetown University, Center on Education and the Workforce, July 2013.; National Student Clearinghouse Research Center. “High School Benchmarks Report: National
College Progression Rates.” National Student Clearinghouse, Fall 2013.
14. Lino, Mark. “Expenditures on Children by Families, 2012.” U.S. Department of Agriculture, Center for Nutrition Policy and Promotion Publication No. 1528-2012, August 2013.
15. U.S. Department of Education. “Trends in Debt for Bachelor’s Degree Recipients a Year After Graduation:
1994, 2001, and 2009.” Institute of Education Sciences National Center for Education Statistics, December
2012.
16. U.S. Government Accountability Office. “Higher Education: A Small Percentage of Families Save in 529
Plans.” GAO Report to the Chairman, Committee on Finance, U.S. Senate, December 2012.
17. Savings Plans Network. “Nebraska.” http://www.collegesavings.org/viewState.aspx?state=NE
18. U.S. Government Accountability Office, “Higher Education: A Small Percentage of Families Save in 529
Plans.”
19.Texas Comptroller. “Texas Prepaid Higher Education Tuition Program: Annual Report 2012.” Texas Tomorrow
Funds, Publication 96-481, February 2013, 9.

than 18% of the population, but constitute nearly 45% of all 529 plan participants (Figure
3).20 The disparities in existing state 529 programs are apparent and underscore the
importance of ensuring that college savings is an accessible option for all families.

Integrating Research into Policy

The main incentive for 529 savings—tax-free growth on disposable income—is irrelevant
for many low-income families, who are typically already less experienced in navigating
preferential tax policies.21 Nebraska recently increased the amount of contribution to
a 529 that is tax deductible from $2,500 to $5,000 for a person filing taxes separately
and to $10,000 for a joint filing. This change essentially increased what the state is
“spending” (in lost revenue) to encourage savings for higher education but in a way that is
only likely to help those with significant amounts of disposable income.
Research has shown that savings is largely passive in nature, as opposed to more active
spending decisions such as those made on food or shelter. In this light, the willingness to
save is distinct from savings behaviors that are often delayed by indecisiveness or more
pressing concerns.22 This is particularly relevant to low-income families who are often
more consumed by daily financial pressures.

Fig. 4. The cost of
college
(4-year public college)
(2012-2013)
Tuition and
Fees

$7,315.00

On-campus
room and
board

$7,257.17

Books and
supplies

$1,091.33

Aspirations and Expectations for College

Recent studies on the relationship between college savings and attendance focus on the
distinction between the desire to pursue a higher education and actual expectations for
realizing those goals. For low-income students, important college decisions—like habitual
classroom participation or visiting a college counselor—are made against the backdrop of
financial hardships.23 Research suggests that postsecondary goals are relatively constant
across incomes, but simply knowing that college is a real and financial possibility makes a
significant difference in other behaviors that eventually lead to actual college enrollment.
Therefore, even accessibility programs targeted at high school seniors may be too late,
where the effect of a lifetime of socioeconomic constraints have already left low-income
students behind their classmates in college readiness.
Various studies have found that savings has a positive effect on college enrollment and
success, even after controlling for academic achievement, parental involvement, and
family income. This effect is particularly strong for low- to middle-income students, for
whom a savings account offers an element of financial control over their postsecondary
outcomes.24 One such study found that students enrolled in a college savings account
were six times more likely to attend college than peers with similar aspirations who were
not enrolled in an account.25 A college savings program targeted to younger children and
accessible to lower income families offers one of the simplest and most cost-effective
means of ensuring that any child in Nebraska that aspires to seek higher education feels
that their goals are within reach.

Total

$15,663.50

Sources: College Board Advocacy and Policy
Center. “Figure 7: In-State Tuition and Fees
by State and Sector, 2012-13 and 5-year
Percent Change.” In Trends in College
Pricing 2013. The College Board, October
23, 2013. http://trends.collegeboard.org/
college-pricing/figures-tables/in-statetuition-fees-state-2013-14-and-5-yearpercentage-changes; U.S. Department of
Education National Center for Education
Statistics. “Integrated Postsecondary Data
System (IPEDS).” http://nces.ed.gov/ipeds/
datacenter

20. Nebraska Department of Revenue. “Nebraska College Savings Program (529), 2011.”; U.S. Census Bureau.
“DP03: Selected Economic Characteristics – Nebraska.” 2012 American Community Survey 1-Year Estimates.
21. Black, Rachel and Mark Huelsman. “Overcoming Obstacles to College Attendance and Degree Completion:
Toward a Pro-College Savings Agenda.” New America Foundation Asset Building Program, March 2012.
22. Mullainathan, Sendhil. “Better Choices to Reduce Poverty,” in Understanding Poverty, ed. Abhijit Vinayak
Banerjee et al. (Oxford Scholarship Online, September 2006), 380-383.
23. Hoxby, Caroline M. and Christopher Avery. “The Missing ‘One-Offs’: The Hidden Supply of High-Achieving Low
Income Students.” National Bureau of Economic Research Working Paper No. 18586, December 2012.; Mani,
Anandi, Sendhil Mullainathan, Eldar Shafir, and Jiaying Zhao. “Poverty Impedes Cognitive Function.” Science
341(976):2013. DOI: 10.1126/science.1238041.; Elliot, William, Eune Hee Choi, Mesmin Destin, and Kevin
H.Kim. “The Age Old Question, Which Comes First? A Simultaneous Test of Children’s Savings and Collegebound Identity.” Children and Youth Services Review 33(7):2007, 1101-1111.; Shanks, Trina R. and Christine
Robinson. “Assets, Economic Opportunity, and Toxic Stress.” Washington University in St. Louis Center for Social
Development Working Paper No. 12-22, 2012.; Coley, Richard J. and Bruce Baker. “Poverty and Education: Finding the Way Forward.” Educational Testing Service Center for Research on Human Capital and Education, July
2013.
24. Elliott, William. “Why Policymakers Should Care about Children’s Savings.” Washington University in St.
Louis Center for Social Development, January 2012.
25. Elliott, William and Sondra Beverly. “The Role of Savings and Wealth in Reducing “Wilt” between Expectations and College Attendance.” Journal of Children and Poverty 17(2):2011, 165-185.
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Higher Education Savings Models

A range of innovative models for higher education savings are being explored across the
country. Through legislative, private and administrative initiatives, cost-effective and early
interventions in educational savings have sought to equip students as early as possible
with the confidence that pursuing higher education is a realistic goal.
While some models seek to address the current crisis of student loan debt, an ideal
approach should be cost-efficient, sustainable, and encouraging of other college-going
behaviors. One type of college savings initiative promotes a long-term commitment to
savings by automatically enrolling children in college savings plans upon birth. Many
states augment this initiative by offering matching programs or seed funding, which
guarantee a certain amount of public investment into savings accounts.26 Examples of
savings programs include:

1) SEED for Oklahoma Kids (SEED OK) launched a privately-funded

exploratory program in 2007, offering 1,358 randomly-selected newborns
$1,000 in a state-owned 529 account, the option to open a privately-owned
account, and matched participant-owned contributions on a sliding scale
for families with an adjusted gross income under $43,500. The longitudinal
study also includes 1,346 newborns without a savings account in a control
group. The study has provided rigorous research-based evidence on the
importance of automatic enrollment, centralization, strategic communication,
and targeted savings incentives for policymakers to consider when shaping
college savings programs and policies. The experiment is ongoing and its
participants have just entered elementary school, but early findings lend
strong support to the importance of automatic enrollment. Participant
families held an average of $1,040 more in educational assets than similar
families in the control group.27
2) Kansas Investments Developing Scholars (KIDS) program was initiated
in 2006 and provides matching deposits of up to $600 per child each year
for households below 200% of the federal poverty level that are enrolled in a
529 plan. The matching contribution is intended to introduce greater equity
to the 529 structure by mirroring the preexisting state subsidies in the tax
code for high-earning enrollees who are able to enjoy tax-free growth of major
contributions. The KIDS program has provided strong evidence that even
small dollar amounts of savings have marked outcomes in college enrollment
and success for low-income students.28
3) Kindergarten to College (K2C) implemented by the City of San Francisco
“seeded” a deposit of $50 from general public funds to each child enrolled
in public Kindergarten in the city beginning in 2011, providing an additional
$50 for students eligible for free or reduced lunch. Additional incentives,
including a $100 match and a $100 incentive for regular contributions,
encourage families to continue growing the “seed” with the help of private
investors.29

A college savings
program targeted to
younger children and
accessible to lower
income families offers
one of the simplest
and most cost-effective
means of ensuring that
any child in Nebraska
that aspires to seek
higher education feels
that their goals are
within reach.

The value of inventive college savings approaches is clear: encouraging savings early on
requires minimal initial investments and a centralized system, but offers extremely high
monetary and social returns. The powerful nature of programs like K2C was expressed
by one San Francisco parent as having “changed the dialogue in our house. We always
intended for our girls to go to college, but it used to be on the back burner and now
26. Lassar, Terry, Margaret Clancy, and Sarah McClure. “Toward More Inclusive College Savings Plans: Sample
State Legislation.” Washington University in St. Louis Center for Social Development Working Paper 10-02,
2010.
27. Nam, Yunju, Youngmi Kim, Margaret Clancy, Robert Zager, and Michael Sherraden. “Do Child Development
Accounts Promote Account Holding, Saving, and Asset Accumulation for Children’s Future? Evidence from a
Statewide Randomized Experiment.” Washington University in St. Louis Center for Social Development Working
Paper No. 11-33, 2011.
28. Elliot, William. “Kansas’ Experiment in Encouraging College Savings.” New America Foundation, January 16,
2013.
29. Phillips, Leigh and Anne Stuhldreher. “Kindergarten to College (K2C): A First-in-the-Nation Incentive to Set All
Kindergarteners on the Path to College.” New America Foundation, September 2011.
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it’s front and center. It sends a message to the next generation. We have to do this
together.”30
Yet another important aspect of new approaches has been removing savings
disincentives. For many low-income families, the already-challenging task of asset
building can be amplified through the asset tests in public assistance programs. This can
encourage the practice of “spending down,” where families do not save because having
financial assets can bar them from access to Supplemental Nutrition Assistance Program
(SNAP) or child care subsidies.31 In Nebraska, the SNAP program excludes non-liquid
assets like educational savings but other public programs do not. The challenge of asset
building among low-income families is significant, but evidence from other states proves
that it is not unsolvable.

Policy Recommendations

Data Collection: The first steps in addressing the affordability of higher education

in Nebraska is to work towards more complete knowledge about savings trends.
Demographic data collection on the enrollees and purchasers of 529 savings plans can
better inform policymakers on where public resources can be most effectively targeted in
order to invest in an educated workforce for the future of the state economy.

Remove Barriers to Savings in Public Programs: Currently, assets held in a 529
savings plan are exempt from state financial aid packages and public assistance
eligibility tests with the exception of Aid to Dependent Children (ADC), Child Care Subsidy
Program, and the Low Income Home Emergency Assistance Program (LIHEAP). Removal
of 529 savings from the remaining public programs would prevent low-income families
from facing the zero-sum choice between long-term and immediate well-being when
considering college savings.
Promote Matched Savings Accounts: Policymakers and private funders should build
on innovative models from around the country that match or seed savings, especially
for lower income families. This can increase both aspirations for higher education and
provide a means of paying for some portion of expenses.

Conclusion

In order to fill the demand for educated workers in the growing economy, Nebraska can
invest in a generation of educated youth and prepare for future workforce needs by
pursing strategies to make higher education more accessible, especially for lower income
families. Educational savings is one area where research has shown we can impact both
individual aspirations and resources available for higher education. By targeting higher
education savings incentives towards families that need it the most, we can increase
the likelihood that individuals will succeed and prepare the labor market for the future
demands of the state economy.

PUBLISHED BY:
Voices for Children
in Nebraska
7521 Main Street, Suite 103
Omaha NE 68127

When weighed against the consequences of a major skills gap in the labor market, taking
the first steps to overcome savings barriers that leave many low-income students behind
in the increasingly difficult path to higher education is crucial. All Nebraskans stand to
reap countless benefits that have been shown to come with higher education, including
higher earnings, tax payments, social mobility, greater participation in pension plans and
health insurance, lower poverty levels, increased health, and greater civic participation.32
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Now more than ever, people need a college degree to obtain stable, well-paying jobs. At the same
time, however, college continues to become more expensive. 529 plans provide a way for families
to save money for college now and be better positioned to afford higher education in the future.

Definition
A 529 plan is a tax-advantaged investment plan designed to encourage families to save for future
college expenses. The plans, named after Section 529 of the Internal Revenue Code, are operated
by states, private sector partners and educational institutions. The two different types of 529 plans
are prepaid tuition plans and college savings plans. Under both plans, funds grow income-tax free
and, when withdrawn, are exempt from federal income taxes if used for qualifying higher education
expenses. If withdrawn funds are not used for higher education, they are subject to federal income
taxes plus a 10 percent penalty.

This brief is part of
the series “Hot
Topics in Higher
Education,” written
for state
policymakers.
Discussed in
this brief:
• State Income Tax
Benefits
• Risks of 529
College Savings
Plans
• Risks of 529
Prepaid Tuition
Plans
• 529 Plans: Who
Benefits?

Prepaid tuition plans allow families to buy tuition credits at today’s price to be used in the future.
Since tuition prices are continually rising, prepaid tuition plans can be a good deal. The downside
is that the plans offer little flexibility. Most state-operated plans require the funds to be used at instate public institutions. As an alternative, a consortium of private colleges offers a prepaid tuition
plan. In either case, parents must predict where their child will want to attend college—and the
student will need to be accepted at that institution.
The 529 college savings plans, which function similarly to 401(k) plans, are a better option for
families that want more flexibility. Families have a variety of investment options with the college
savings plans, and the funds can be used at any college. Families are encouraged to invest aggressively early in the plan, then switch to conservative investments as the date of college enrollment
approaches.

Quick Facts
•

Forty-nine states and the District of Columbia offer a 529 plan. Forty states offer only a college
savings plan, one state offers only a prepaid tuition plan, and eight states offer both types of
529 plans. (See Figure 1, below.)

•

Withdrawn funds used for college expenses are free from federal income taxes, and in some
states, funds also are eligible for state income tax breaks.

•

During the last 15 years, the amount invested in 529 plans has grown immensely. In 1997,
families invested a total of $3.29 billion in 529 plans. By 2011, the amount invested had increased to a record level of $164.9 billion.1 (See Figure 2, below.)

•

Several factors affect the return on investment of a 529 savings plan. According to FinAid,
these include “the amount of time invested, the family’s tax bracket, the amount of any fees
and sales charges, the amount invested, and the availability of state income tax deductions for
contributions.”2

• State Legislation
1
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Figure 1. Types of 529 Plans Offered in the States
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Savings Plan Only
Savings Plan and Open Prepaid Plan
Prepaid Plan Only
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*In Wyoming, the college savings plan is authorized by the state in affiliation with CollegeInvest Colorado.
Source: College Savings Plan Network, 529 Report, 2012.

Figure 2. Assets in 529 Plans Nationally
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State Income Tax Benefits
Table 1 illustrates the state tax benefits families can receive
for contributing to 529 plans. Thirty-four states and Washington, D.C., offer a tax benefit, nine states do not offer tax
benefits, and seven do not have state income taxes. Most
states permit out-of-state families to purchase its 529 plans,
but the family likely will lose their state tax income benefit.
If a family resides in Oklahoma, for example, but wishes
to purchase the Utah 529 plan, they can do so, but they
will not be able to claim a deduction on their Oklahoma
taxes. Only Arizona, Kansas, Maine and Pennsylvania allow
its residents to claim a state income tax deduction for contributions to other states’ 529 plans (known as tax reciprocity).

Financial advisors encourage families to consider not only
the state tax benefits, but also plan fees when considering
which 529 plan to use. This is due to the fact that, if fees
are high, the costs may outweigh the possible benefits that
can be earned from tax credits or deductions. FinAid.org, a
popular financial aid resource, notes, “If you have a longerterm investing horizon, the plan with the lower fees is usually better despite not having a state income tax deduction.
The value of the state income tax deduction is effectively
amortized over the term of the investment, yielding a very
small financial benefit per year.” In addition, it is important
to evaluate the various plans offered within each state. Most
states offer both direct-sold plans and adviser-sold plans; the
direct-sold plans usually have lower fees.

Table 1. State 529 Tax Deductions and Credits
State/
Jurisdiction

3

529 Deductions and Credits

Alabama

$5,000 per parent ($10,000 joint)

Alaska

No state income tax

Arizona

$750 single or head of household/$1,500 joint (any state plan)

Arkansas

$5,000 per parent ($10,000 joint)

California

--

Colorado

Full amount of contribution

Connecticut

$5,000 per parent ($10,000 joint), five-year carry-forward on excess contributions

Delaware

--

Florida

No state income tax

Georgia

$2,000 per beneficiary

Hawaii

--

Idaho

$4,000 single/$8,000 joint

Illinois

$10,000 single/$20,000 joint per beneficiary (25% tax credit for employers for matching contributions up to
$500 per employee)

Indiana

20% tax credit on contributions up to $5,000 ($1,000 maximum credit)

Iowa

$2,811 single/$5,622 joint per account

Kansas

$3,000 single/$6,000 joint per beneficiary (any state plan), above the line exclusion from income

Kentucky

--

Louisiana

$2,400 single/$4,800 joint per beneficiary, above the line exclusion from income, unlimited carry-forward of
unused deduction into subsequent years

Maine

$250 per beneficiary starting 2007 (any state plan), above the line exclusion from income, phase-out at
$100,000 single/$200,000 joint

Maryland

$2,500 per account per beneficiary, 10 year carry-forward

Massachusetts

--

Michigan

$5,000 single/$10,000 joint, above the line exclusion from income

Minnesota

--

Mississippi

$10,000 single/$20,000 joint, above the line exclusion from income

Missouri

$8,000 single/$16,000 joint, above the line exclusion from income
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Table 1. State 529 Tax Deductions and Credits (continued)
State/
Jurisdiction

529 Deductions and Credits

Montana

$3,000 single/$6,000 joint, above the line exclusion from income

Nebraska

$5,000 per tax return ($2,500 if filing separate), above the line exclusion from income

Nevada

No state income tax

New Hampshire

--

New Jersey

--

New Mexico

Full amount of contribution, above the line exclusion from income

New York

$5,000 single/$10,000 joint, above the line exclusion from income

North Carolina

$2,500 single/$5,000 joint, above the line exclusion from income

North Dakota

$5,000 single/$10,000 joint

Ohio

$2,000 per beneficiary per contributor or married couple, above the line exclusion from income, unlimited
carry-forward of excess contributions

Oklahoma

$10,000 single/$20,000 joint per beneficiary, above the line exclusion from income, five-year carry-forward of
excess contributions

Oregon

$2,090 single/$4,180 joint (i.e., $2,090 per contributor) per year, above the line exclusion from income, fouryear carry-forward of excess contributions

Pennsylvania

$13,000 per contributor per beneficiary (any state plan)

Rhode Island

$500 single/$1,000 joint, above the line exclusion from income, unlimited carry-forward of excess contributions

South Carolina

Full amount of contribution, above the line exclusion from income

South Dakota

No state income tax

Tennessee

--

Texas

No state income tax

Utah

5% tax credit on contributions of up to $1,740 single/$3,480 joint per beneficiary (credit of $87 single/$174
joint)

Vermont

10% tax credit on up to $2,500 in contributions per beneficiary (up to $250 tax credit per taxpayer per
beneficiary)

Virginia

$4,000 per account per year (no limit age 70 and older), above the line exclusion from income, unlimited
carry-forward of excess contributions

Washington

No state income tax

West Virginia

Full amount of contribution up to extent of income, above the line exclusion from income, five-year carryforward of excess contributions

Wisconsin

$3,000 per dependent beneficiary, self or grandchild, above the line exclusion from income

Wyoming

No state income tax

District of
Columbia

$4,000 single/$8,000 joint, above the line exclusion from income

Source: Mark Kantrowitz, FinAid.org, 2011.
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Risks of 529 College Savings Plans
The 529 college savings plans operate like 401K plans, but
researchers caution that a significant difference exists between saving for retirement and saving for college—namely time. The Education Sector, a nonpartisan think tank,
states: “The shorter time horizon of saving for college—18
years for traditional college students compared to 40+ years
for retirement—increases risk and volatility.”3 As a result,
much of the success of 529 college savings plans is based on
luck and timing.
Families with students in college during the Great Recession experienced the unlucky effects of a risky market. States
where 529 college savings plans automatically shift assets
into conservative investment accounts as children reach
college age even were affected. In Maryland, North Carolina and Virginia, for example, 529 accounts lost up to 30
percent of their value in 2008 alone, which represented a
significant loss for parents whose children were almost ready
to attend college. In contrast, Florida’s 529 college savings
plans more successfully shifted investments into conservative funds for families with high-school-age children, and
those plans incurred no losses in 2008. The North Carolina state agency that oversees 529 plans commented that
families can take the initiative to move their money into
more conservative investments at any time. Although financial advisors note that such sharp economic downturns are
rare, it is nonetheless important for families who are investing in 529 college savings plans to carefully consider how
their state plan handles funds that are being invested as high
school students near graduation.
In addition, it may be helpful for state legislators to understand how their state 529 college savings plans operate and
to determine if there is room for improvement by requiring
a review of the plans. The Virginia General Assembly, for example, passed the Virginia College Savings Plan Oversight
Act in April 2012. The act requires the Joint Legislative
Audit and Review Commission to continuously evaluate
and oversee the state college savings plan. The commission
will review the structure and governance of the Virginia 529
College Savings Plan; the structure of the investment portfolio; investment practices, policies and performance; and
plan administration and management.

Risks of 529 Prepaid Tuition Plans
Although 529 Prepaid Tuition Plans do not rely on the
volatile stock market, they do depend on the state operating the plan to remain solvent. According to the nonprofit
5

association College Savings Plans Network, state prepaid
plans are about 93 percent funded. This figure bodes well
compared to state pension plans, which are, on average, 76
percent funded. Some state plans, however, such as those in
Alabama, Colorado, Illinois and Texas, have endured serious shortfalls and have had to take actions to improve their
situations.

Alabama
Alabama currently is embroiled in legal and fiscal woes related to its prepaid tuition plan. Recent projections show the
plan will run out of funds by 2015. The Legislature passed a
bill in 2010 to bail out the plan by directing $547.6 million
toward it over 13 years. The legislation also reduced benefits
in way that limited the amount of return families initially
were promised. In response, a group of parents sued the
state. A settlement was reached in 2010, but it was thrown
out by the state Supreme Court in 2012, which ruled that
the settlement violated the 2010 bailout law. Alabama policymakers currently are considering how to move forward.4

Colorado
Colorado is one of nine states that closed its prepaid tuition
plan to new participants. In 2002, when Colorado closed
the plan, it gave existing participants a choice to either cash
out at the current tuition value, or continue in the program
but be subject to limitations on the plan’s total value.5

Illinois
As of 2011, Illinois’ 529 prepaid tuition plan was only 70
percent funded and was facing a shortfall of $559 million
and the possibility that all funds would be depleted by
2021.6 Illinois is working on a solution.

Texas
Texas’ first prepaid tuition plan stopped accepting new
enrollees in 2003, but still has almost 90,000 active participants who expect to use their plan to fund their college
education. The plan is facing a $600 million shortfall due
to skyrocketing in-state tuition rates and poor market performance. Estimates show that the plan, which is constitutionally backed, will be depleted by 2014; this means the
Legislature will be required to take action to bail out the
plan in coming years.7
In 2008, Texas created a new prepaid tuition plan, the Texas
Tuition Promise Fund, to replace the previous plan. The
new plan places the risk on colleges and universities, not
on the state. Public institutions must accept prepaid tuition
credits even if the value of the credits is less than current tuition prices.8 Texas is the only state to structure their prepaid
tuition plan in such a way.
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529s Plans: Whom Do They Benefit?
Tax deductions tend to disproportionately benefit wealthier
families. The value of a tax deduction is linked to the tax
rate, so those paying higher taxes receive greater benefits
from a deduction. One study found that, “for high-income
households, the tax advantages of financing college expenses

through 529 plans can amount to as much as a 39 percent
advantage over traditional taxable savings accounts. For
middle-income families, the advantage was 35 percent, but
for low-income families, it was only 22 percent.”9 To create
incentives for low- and middle-income families to participate in 529 plans, 12 states match contributions made to a
savings plan. (See Table 2.)

Table 2. State Matching Grant Programs
State

Matching Grants

Arkansas

The Aspiring Scholars Matching Grant Program provides matching funds of up to $500 for up to five years. The
program matches $2 for $1 of contributions for families with incomes less than $30,000 and $1 for $1 of contributions for families with incomes of $30,000 to $60,000.

Colorado

Eligible lower- to middle-income families can receive a $1 for $1 grant up to $500, for up to five years for contributions they make to a CollegeInvest account.

Florida

The Florida Prepaid College Foundation provides college scholarships to low-income children. To fund these scholarships, the foundation receives an annual appropriation from the Florida Legislature and funding from community
partners. The foundation may provide matching funds, or the partner may underwrite the entire scholarship.

Kansas

Kansas residents with a household income lower than 200% of the federal poverty level ($46,100 for a family of four
in 2011) can receive $1 for $1 matching funds when they contribute at least $100 to the state’s 529 savings plan.
Families may receive up to $600 in matching funds each year.

Louisiana

Louisiana matches a portion of contributions to Student Tuition Assistance and Revenue Trust (START) savings accounts, based on the family income of the account owner and the category of the account. Matching amounts range
from 2% to 14% of the contribution.

Maine

NextGen Matching Grant Programs are available for Maine accounts opened for new beneficiaries, regardless of
family income. The Harold Alfond College Challenge Grant provides a one-time $500 grant to families who open a
NextGen account before their baby’s first birthday. The NextGen Initial Matching Grant provides a one-time $200
Initial Matching Grant for Maine accounts opened with a minimum initial contribution of $50. The NextStep
Matching Grant provides a one-third match on contributions made to Maine accounts within the first two years
after opening, up to a maximum award of $400.

Nevada

The Silver State Matching Grant Program is open to Nevada residents with a Upromise College Fund 529 account.
The beneficiary must be age 13 or younger when first approved for the matching grant. Contributions are matched
$1 for $1 for families with adjusted gross income below 41,300, and are matched $1 for $2 for families with income
between $41,301 and $61,950. The lifetime maximum award is $1,500.

North Dakota

The Bank of North Dakota provides matching grants to eligible North Dakota residents with a College SAVE
account. The program matches up to $300 for singles earning $20,000 or less adjusted gross income (AGI), or
$40,000 AGI or less if married, filing jointly. Account owners in this income group can apply for the match up to
three years in a row. For account owners in a higher income bracket, the program offers a one-time match of up to
$300 for singles earning $40,000 AGI or less, or $80,000 AGI or less if married, filing jointly. The account beneficiary must be age 12 or younger.

Rhode Island

The CollegeBoundfund® Matching Grant Program provides low- and moderate-income Rhode Island families with
matching funds when they contribute to their child’s 529 college savings account. For eligible participants, Rhode
Island will match up to $500 of contributions made to the account each year. Those eligible for the $2 for $1 matching level may receive a maximum annual matching award of $1,000. A single beneficiary may receive no more than
five consecutive years of matching grant awards.

Texas

Under Section 54.7521, Texas Education Code and rules of the Board, the board has established the Texas Save and
Match, which encourages lower-income Texas families to save for college tuition by providing matching contributions to existing prepaid tuition account holders in the Texas Tuition Promise Fund.

Utah

The Fast Forward Matching Program provides $1 for $1 matching funds for contributions made to the Utah Educational Savings Plan, up to $400 annually per beneficiary. Eligibility for the matching program is based on income
level and age requirements.

West Virginia

Residents of West Virginia may be eligible to participate in the SMART529 Matching Grant Program, which
provides a $1 for $1 match up to $500 annually (with a lifetime maximum of $2,500). Applicants must meet family
income guidelines that are subject to the number of dependents, and the beneficiary must be age 12 or younger.

Source: College Savings Plan Network, 2012.
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Legislative Actions

ity for a need based grant, need based scholarship or
need based work opportunity offered by the state.”

A wide range of actions is available to legislators concerning
529 plans, in addition to creating them in the first place.
Legislators have a role in designing matching grant programs, such as the ones described above, and they can set
state tax benefits for 529 plan contributions. Further, other
legislative actions can provide incentives for families of all
income levels to enroll in 529 plans and save for college.

•

Provide tax breaks to employers that match employee
contributions to 529 plans. According to a Gallup
poll, “Low-income families cite employer matches as
the strongest incentive to start saving for post-secondary education.”10 State examples include Illinois (Act
096-0198 of 2009) and Utah (§59-7-106, 2009).

Some legislative actions to consider include the following.

Conclusion

•

Although most states offer a 529 prepaid tuition or college
savings plan, these may differ in terms of investment strategy, fees, and state tax benefits. This brief elucidates some of
the differences and offers strategies for legislators to improve
and strengthen their state 529 plans. With a college degree
becoming both more valuable and more expensive, state 529
plans can be a smart state strategy to help families save for
college.

Provide an option for taxpayers to deposit some or all
of their state tax refund into a 529 plan. State examples include Arkansas (Act 211 of 2009), Maine
(implemented through administrative order) and Utah
(§59-10-1313). Arkansas’ statutory language reads:
“Arkansas Code §26-51-456(a)(1) The Revenue Division of the Department of Finance and Administration
shall include on the Arkansas individual income tax
forms, including those forms on which a husband and
wife file separately on the same form, a designation as
follows:
“If you are entitled to a refund, check if you wish
to designate [ ] $25, [ ] $50, [ ] $100, [ ] _______
(write in amount) or [ ] all of your tax refund to an
Arkansas Tax Deferred Tuition Savings Program account. Your refund will be reduced by this amount.”

•

Exempt 529 plans from “asset tests” used to determine eligibility for public assistance programs such
as Temporary Assistance for Needy Families (TANF)
or Medicaid. State examples include Arkansas (Act
587 of 2007), California (Assembly Bill 1078 of
2007), Colorado (Senate Bill 134 of 2006) and Oklahoma (Senate Bill 1390 of 2008). Oklahoma’s legislation stated: “An Oklahoma College Savings Plan
account shall be exempt for purposes of determining
eligibility for public assistance, provided that the federal
rules for these programs permit such an exemption.”

•

Exclude 529 plan assets from state financial aid considerations. At least 17 states preclude assets held in
529 plans from counting against a student’s eligibility for state need-based financial aid. State examples
include Georgia (House Bill 417 of 2011), Indiana
(§21-9-7-2, 2009) and Rhode Island (§16-57-6.6,
2009). Sample language from Rhode Island statutes
provides that: “No moneys invested in the tuition
savings program shall be considered to be an asset
for purposes of determining an individual›s eligibil-
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Additional Resources
•
•
•
•

FinAid! The Smart Student Guide to Financial Aid
College Savings Plans Network
SmartMoney: Grade Your 529 Plan
SavingforCollege.com
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Appendix D

Nebraska Education Savings Trust (NEST) Materials
Provided by State Treasurer, Don Stenberg

Exhibit 1 – LR 213 Testimony of Don Stenberg
Exhibit 2 – NEST Performance Portfolio
Exhibit 3 – NEST Number of Accounts
Exhibit 4 – NEST 529 Plans Offerred
Exhibit 5 – Number and Ratio of Current Accounts to
Population Under 18
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