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TAX CORNER
Here are a number of tax tips and
considerations as you prepare your 2016
tax filings and start looking ahead to 2017.

Alabama Tax Deduction
Each year, Alabama taxpayers can deduct
contributions made to CollegeCounts:1
• up to $5,000 single filers
• up to $10,000 married, filing jointly
when both spouses contribute
• Review Alabama Form 40 for
reporting information

Tax-Free Withdrawals for Qualified
Expenses2
IRS Form 1099-Q will be mailed in late
January 2017. The 1099-Q will include the
amount of any 2016 distributions. If the
withdrawal was paid to the beneficiary or
directly to the college, then the beneficiary
will receive the 1099-Q.
Qualified withdrawals are exempt from
federal income tax when used for qualified
higher education expenses. If you withdraw
money for reasons other than qualified
higher education expenses, the earnings
portion may be subject to federal income
tax and a 10% federal penalty tax as well as
state and local income taxes. In the event
of a Nonqualified Withdrawal from the Plan,
for Alabama state income tax purposes, an
amount must be added back to the income
of the contributing taxpayer in an amount
of the Nonqualified Withdrawal plus ten
percent (10%) of such amount withdrawn.
Such amount will be added back to the
income of the contributing taxpayer in the
tax year that the Nonqualified Withdrawal
was distributed. Please consult with your
tax professional.

Gift Tax Return (IRS Form 709)
Who Must File: In general, if you are a
citizen or resident of the United States,
you must file a gift tax return (whether
or not any tax is ultimately due). If you

gave gifts to someone (other than to your
spouse) in 2016 totaling more than $14,000,
you probably must file Form 709. If you
made larger gifts, make sure to review any
potential gift tax filing requirements with
your tax professional.

American Opportunity and Lifetime
Learning Credits
Make sure to review these credits with
your tax professional to determine the
best claiming strategy when paying for
college. An American opportunity or
lifetime learning credit can be claimed
in the same year the beneficiary takes
a tax-free distribution from a 529 plan,
as long as the same expenses aren’t
used for both benefits. This means that
after the beneficiary reduces qualified
education expenses by tax-free educational
assistance, he or she must further reduce
them by the expenses taken into account in
determining the credit. More information is
available at irs.gov (Publication 970).

Recontribution of Refunded Amounts
If a student receives a refund of qualified
education expenses that were treated as
paid by a 529 plan distribution, the student
can recontribute these amounts into a 529
plan for which they are the beneficiary
within 60 days after the date of the refund
to avoid the need to figure the taxable part
of the 529 plan distribution. Check with
your tax professional for additional details.

Invest your tax refund
Consider investing a portion or all of
your Alabama or federal tax refund
into CollegeCounts. Call us or visit the
CollegeCounts “Tax Center” for the details.

Good Resources:
•
•
•
•

IRS.gov
ador.state.al.us
IRS Publication 970
Alabama Form 40 and Instructions

LONG-TERM INVESTING
The stock and bond markets continue to
have volatility. The following table provides
insights over time as a disciplined longterm investor. The market experienced
difficulty in 2008 and 2009, but investors
who continued to invest have seen
rebounds in 401k, college savings, and
investments. Match your risk tolerance
with your investing style, and draw on the
expertise of your investment professional
as you review your financial plan.

Dow Jones Industrial Average
Milestones

Nov 1972		

1,000

Jan 1987		

2,000

Nov 1995		

5,000

Mar 1999		

10,000

July 2007		

14,000

Mar 2009		

6,507

May 2013		

15,000

Dec 2014		

18,000

Nov 2016		

19,000

Source: FedPrimeRate.com
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COLLEGECOUNTS
RECOGNIZED BY
MORNINGSTAR
Morningstar had this to say about
CollegeCounts in its October 2016 Analyst
Report:
“Alabama’s CollegeCounts 529 Fund hits
the mark for residents and non-resident
do-it-yourselfers, and following prudent
changes in September 2016, investors in
this direct-sold plan’s three age-based
tracks travel smoother paths.”
“The age-based portfolios (and six
static balanced portfolios) invest in
straightforward, high-quality strategies.”
“The plan also offers an exceptional
selection of individual options for investors
to create customized portfolios.”
“The lineup includes a mix of 26 passive
and active strategies managed by wellregarded investment firms. Vanguard runs
low-cost passive options across a myriad
of asset classes, while T. Rowe Price, DFA,
and Dodge & Cox are available on the
active side.”
“Investors can have confidence in the
plan’s oversight. Program manager Union
Bank & Trust enlists Wilshire Associates
to design and select investments for the
plan. Alabama also employs a consultant to
provide another perspective. Furthermore,
Alabama’s disclosure of all board meeting
materials on its Treasury Department’s
website provides ample transparency to
investors.”
“Alabamians’ $5,000 (single) or $10,000
(joint) income tax deduction on
contributions gives residents little reason
to look elsewhere. The plan also deserves a
look from non-residents.”

Since 2012, ratings for 529 plans use the
same scale as the Morningstar Analyst
Rating for mutual funds. Both Analyst
Rating methodologies consider the same
five factors to arrive at the final rating;
although, the 529 ratings reflect the
quality of the entire plan—not a single
investment—as is the case for the fund
rating.
To arrive at an Analyst Rating for 529
plans, analysts consider five pillars:
• Process: Did the plan hire an
experienced asset allocator to design a
thoughtful, well-diversified glide path for
the age-based portfolios? What suite of
investment options is offered?
• People: What is Morningstar’s
assessment of the underlying money
managers’ talent, tenure, and resources?
• Parent: Is the program manager a good
caretaker of college savers’ capital? Is the
state managing the plan professionally?
• Performance: Have the plan’s options
earned their keep with solid, risk-adjusted
returns over relevant time periods? How
is the plan expected to perform going
forward?
• Price: Are the investment options a
good value?

While these ratings can help with the
selection process, they should not be the
only factor considered. A Morningstar
Analyst Rating for a 529 College Savings
Plan is not a credit or risk rating. Analyst
Ratings are subjective in nature and
should not be used as a sole basis for
investment decisions. Morningstar does
not represent its Analyst Ratings to be
guarantees. Please visit Morningstar.com
for more information about the Analyst
Ratings, as well as other Morningstar
ratings and fund rankings.

Happy Holidays

Morningstar rates the five pillars as
positive, neutral, or negative.
CollegeCounts Morningstar Pillar Ratings
• Process: Positive
• People: Positive
• Parent: Positive
• Performance: Neutral
• Price: Neutral

An investor should consider the investment objectives, risks, and charges and expenses associated with municipal fund securities before investing.
This, and other important information, is contained in the fund prospectuses and the CollegeCounts 529 Fund Program Disclosure Statement (issuer’s
official statement), which can be obtained by calling 866.529.2228 or from the plan’s website and should be read carefully before investing. You can
lose money by investing in a portfolio. Each of the portfolios involves investment risks, which are described in the Program Disclosure Statement. An
investor should consider, before investing, whether the investor’s or designated beneficiary’s home state offers any state tax or other benefits that
are only available for investments in such state’s 529 plan. Investors should consult a tax advisor.
The CollegeCounts 529 Fund is a qualified tuition program under Section 529 of the Internal Revenue Code that is offered by the State of Alabama and administered by the Board of Trustees of the ACES Trust Fund (the
“Trust” and plan issuer).
1 Individuals who file an Alabama state income tax return are eligible to deduct for Alabama state income tax purposes up to $5,000 per tax year ($10,000 for married taxpayers filing jointly if both contribute) for total
combined contributions to the Plan and other State of Alabama 529 programs. The contributions made to such qualifying plans are deductible on the tax return of the contributing taxpayer for the tax year in which the
contributions are made. In the event of a Nonqualified Withdrawal from the Plan, for Alabama state income tax purposes, an amount must be added back to the income of the contributing taxpayer in an amount of the
Nonqualified Withdrawal plus ten percent (10%) of such amount withdrawn. Such amount will be added back to the income of the contributing taxpayer in the tax year that the Nonqualified Withdrawal was distributed.
Please consult with your tax professional.
2 Qualified higher education expenses include tuition, fees, books, supplies, and equipment required for enrollment or attendance; certain room and board expenses incurred by students who are enrolled at least halftime; the purchase of computer or peripheral equipment, computer software, or Internet access and related services, if used primarily by the beneficiary during any of the years the beneficiary is enrolled at an eligible
educational institution; and certain expenses for special needs services needed by a special needs beneficiary.
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