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Dear Clients,  
The tragedy of September 11 has stunned and saddened all of us here at Buttonwood.   Our thoughts and prayers are 

with the thousands who have suffered personal losses as well as the hundreds of heroic rescue workers. 
Although the offices of many investment companies were destroyed at the World Trade Center, the ones with whom we 

work have all committed themselves to maintaining the security of investments and continuing to provide service.  National Fi-
nancial Services is not housed in New York and has made sure that our communication networks continue to operate efficiently.  
While it is difficult for any of us to comprehend what has happened, we are encouraging investors to act with care and reason.  
We are available to discuss any issues relative to your holdings, international economics, or the market. 

As individuals, it is comforting to recognize we are not alone in our concerns.  All Americans are responding with full 
and generous hearts.  We must pull together to rebuild our industry and our economy.  Our strength lies in our group resolve.  
This is the essence of our national spirit.  But, as each of us gets on with it, we should realize that each of us will stumble.  As we 
falter we must reach out to ask for help or indeed stretch to prop up another.  Lean on us as we lean on you.  It is this spirit that 
has created our strength, will maintain us in this tough time and revitalize us all for the future. 
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 Maximum Contribution For Individuals Under Age 50 Maximum Contribution For Individuals Age 50+ 

2001 $2,000 $2,000 

2002 $3,000 $3,500 

2003 $3,000 $3,500 

2004 $3,000 $3,500 

2005 $4,000 $4,500 

2006 $4,000 $5,000 

2007 $4,000 $5,000 

2008 $5,000* $6,000* 

*Plus inflation adjustment in $500 increments. 

 Economic Growth and Tax Relief Reconciliation Act of 2001 
Moods more than economic reality cause bad economies.  If people refrain from normal spending as a result of fear, 

then a recession is a self-fulfilling occurrence.  We believe the best way to support our economy is to continue those activities 
that make us great:  do the right thing, live, be productive, volunteer, be generous with our resources, and continue to plan for the 
future.  These are activities that allow each of us to be healthy and happy while also creating a healthy economy. 

For some of us, however, spending less and saving more may be a natural result of our current environment.  It is also 
possible that many of us will want to put these savings to work investing in the future of corporate America.  We encourage sav-
ing.  We also encourage investing these savings if they are projected for long-term use.  If you want to save more, then the United 
States government has provided a terrific vehicle – the Roth IRA.  So, if your attitude towards the current crisis is “wait and see”, 
the Roth can be used as a place to save money.  On the other hand, if falling stock prices are a sign of opportunity to you, then a 
Roth IRA is a chance to catch today’s lower prices, avoid capital gains taxes tomorrow, and plow your money back into corpo-
rate America. The rules are changing so that a couple could budget $4000 in 2001 and $6000 in 2002 for their Roth’s.  Within a 
Roth virtually all types of investments are available so that your risk level and time frame can be considered.  The Roth is not for 
everyone but it is a wonderful place to save/invest for many of us.  So in this time of crisis, this is one idea for you, your children 
or your grandchildren, which we suggest you consider. 
 The Economic Growth and Tax Relief Reconciliation Act of 2001 includes changes for Traditional and Roth IRA’s 
worth your attention.  It will be possible to make larger contributions in the future.  The following chart outlines some of these 
changes: 



If you are saving for a child's college education, it's time to head back to school.  The new tax law could mean thousands  
of extra dollars for families with college-bound kids. But to enjoy the savings, you have to seize the opportunities. 
 
Got questions about the legislation's education provisions? Here are some answers: 
 

Q: What are the major changes?Q: What are the major changes?Q: What are the major changes?Q: What are the major changes?    
A:A:A:A: The law contains four key provisions. First, starting in 2002, the annual amount you can stash in an education individual retirement account rises to 
$2,000 from the current $500. Education IRA withdrawals are tax-free, as long as the money is used for educational purposes.  Second, withdrawals 
from state-sponsored 529 plans also become tax-free, provided the money is spent on college costs.  Third, the legislation expands the student-loan 
interest deduction. You now can claim the deduction if you are single with taxable income below $50,000 and married filing jointly with income below 
$100,000. Above those thresholds, the allowable deduction phases out.  Finally, the law introduces a tax deduction for college costs. This may not 
benefit many folks, however, because there is an income threshold and you can't claim the deduction in the same year you claim the Hope or Lifetime 
Learning tax credits, which often will prove more valuable.  Additionally, the deduction dies after 2005, unless Congress renews it. Indeed, without 
Congressional action, all of the law's provisions disappear after 2010. 

Q: What does this mean for me?Q: What does this mean for me?Q: What does this mean for me?Q: What does this mean for me?    
A:A:A:A: If your family income is over $125,000, consider stuffing money into education IRAs and 529 plans, says Kalman Chany, author of "Paying for Col-
lege Without Going Broke."  Meanwhile, if you earn less than $50,000, Mr. Chany suggests skipping 529 plans and education IRAs. Instead, bank on 
benefiting from the various education tax credits and deductions and hope to receive college financial aid.  What about families with incomes between 
$50,000 and $125,000? These folks may be tempted to fund 529 plans and education IRAs. The problem is, money in these accounts could damage 
their financial-aid chances. "These are the people who are going to have to run the numbers" to see if they qualify for aid, Mr. Chany says.  He figures 
that, if your family income is above $75,000, you are unlikely to get aid if your child attends a public college. But he says you could qualify for aid at a 
costly private college, even with a $125,000 family income. To get a handle on aid eligibility, you need to talk to a financial-aid expert or work through 
one of the college-funding guidebooks.  "You want to save no matter what," Mr. Chany says. "The question is, which vehicle to use? If you think you're 
going to qualify for aid, you should probably keep the money in the parents' names," because that won't be so damaging to aid eligibility. 

Q: Which is better, a 529 plan or an education IRA?Q: Which is better, a 529 plan or an education IRA?Q: Which is better, a 529 plan or an education IRA?Q: Which is better, a 529 plan or an education IRA? 
A:A:A:A: Don't think you will qualify for aid? In that case, a 529 college-savings plan or education IRA may make sense. You could invest in both. But which 
should you favor?  Both offer tax-free growth and both leave parents with a lot of control over how the money is used. But there also are critical differ-
ences.  While both education IRAs and 529 college-savings plans will likely hurt your financial-aid chances, education IRAs currently appear more 
damaging. An education IRA is considered the child's asset, and thus counts against you more heavily in the financial-aid process. By contrast, a 529 
plan is considered the donor's asset.  The aid process, however, also looks at income. On that score, it is not clear how education IRAs and 529 plans 
will be treated, especially following this year's tax changes. "Even if it's tax-free for purposes of federal income taxes, it may still be considered in the 
aid process," Mr. Chany warns.  With an education IRA, you get greater investment flexibility and your investment costs should be lower. Still, wealthi-
er parents likely will favor 529 plans, for two reasons. First, while you can put just $2,000 in an education IRA each year, each parent could invest as 
much as $50,000 in a child's 529 plan and then count that as their gift for the next five years.  Second, there is no income test for a 529 plan. But to 
fully fund an education IRA, you have to be single with taxable income below $95,000 or married filing jointly with income below $190,000. If you don't 
make the income cut, however, you could always give $2,000 to your favorite aunt and ask her to open the account. 

Q: Should I close my kid's custodial account?Q: Should I close my kid's custodial account?Q: Should I close my kid's custodial account?Q: Should I close my kid's custodial account?    
A:A:A:A: Following this year's tax changes, many parents will be tempted to swap money out of their child's custodial account and into a 529 plan or educa-
tion IRA. While custodial accounts enjoy a modest tax break, the gains aren't tax-free and the child gets control of the money at age 18 or 21. Thus, 
529 plans and education IRAs would seem to be better bets.  According to experts, you shouldn't trigger any legal problems by shifting money out of a 
child's custodial account, as long as the money continues to be used solely for that child's benefit.  But does the move make financial sense? Here's 
the problem: When you close out the custodial account, you could trigger a big capital-gains tax bill.  "If you can do it with minimal tax cost, it's clearly 
worth it," says Sam Beardsley, head of the investment-tax department at Baltimore's T. Rowe Price Associates. "But if you're going to have to pay a lot 
of capital-gains tax to make the conversion, it may not be beneficial." 
Republished with the permission of Dow Jones from The Wall Street Journal Eastern Edition [Staff Produced Copy Only}, Jonathan Clements, 2001: 
permission conveyed through Copyright Clearance 
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How much can  

you invest? 

 

Tax Treatment 

 

Impact on  

Financial Aid 

 

Advantages 

 

Disadvantages 

 
 
 
 

529 Plan 

 
 

Varies by state,  
but usually over 
$100,000.* 

 
(Up to $246,000 for 
Wisconsin’s EdVest 

Program) 

 
Earnings are 

 federally tax-free if 
used for the child’s  
qualified higher-

education expenses. 
 

In 2002 qualified 
 withdrawals are  

entirely exempt from 
federal taxes. 

 
 

Typically, the 
account is considered 
an asset of the donor 
for financial aid  

purposes: therefore, 
the student may  
qualify for more  
financial aid.   

 
. 

There are no age  
restrictions or income 

limitations.  
Can be used at schools 

nationwide.  
Withdrawals can be 

used for any  
qualified higher  

education expense. 
Plans can be  

transferred to another 
family member 
 without penalty. 

10 % penalty on  
earnings for 
 non-qualified  
withdrawals.  

 
Account owner must 

choose from  
investment plans  

provided by the state 
program manager and 
may not change plan 

once money  
is invested. 

 

 

Education IRAs 

 
 

$500 maximum  
annual contribution per 
child up to age 18. 
($2000 in 2002) 

 
 

Earning are tax-free if 
used for the child’s 
qualified higher-

education expenses. 

 
 

Students may be  
disadvantaged because 

the account is  
considered the  
child’s asset.  

 

Withdrawals can be 
used for any  

qualified higher  
education expense and 
can be made tax-free. 

 
Can transfer account to 

another child. 

Relatively low  
contribution caps. 

 
Not available to high 
income families.** 

 
Money must be used 
or withdrawn by the 
time the student is 30. 

 

 

UGMA/UTMA 

Custodial  

Accounts 

 
 
 

Unlimited  
contributions 

 
Initial contributions 
are free of federal gift 

tax.  
 

Interest income is  
taxable at the child’s 
rate, which is lower 
than the adult’s rate. 

May reduce aid  
available to the child. 

 
Considered student’s 
asset. Assets owned by 
the child weigh more 
heavily than parents’ 

assets in the  
determination of  
financial aid. 

Convenient way to 
make gifts of  

money and securities 
to a minor.  

 
Withdrawals can pay 
for higher education, 
but also may be made 
for non-educational 
needs of the child. 

Student gains  
complete control of 

money at age  
of majority. 

 
No tax-advantaged 

growth. 
 

Not allowed to transfer 
account to another 
family member. 

 

Student’s 

Roth IRA 

 
Up to $2000 annually 
across all Roth and 
traditional IRAs. 
($3000 in 2002) 

Withdrawals of  
principal are tax and 

penalty-free. 
 

Withdrawals of  
earnings for education 
expenses are penalty-
free and tax-free. 

 
Student may be  
eligible for more  

financial aid because 
the Roth IRA is  

technically considered 
a retirement account. 

 
Unused account  

balances can be used 
for home purchase or 

retirement. 

Child must have 
earned income to open 

an account. 
 

Dollar-for-dollar  
reduction in  

tax-advantaged  
IRA savings. 

*Contributions cannot be made for a single beneficiary into both Education IRA and a 529 Plan in the same year. 
** $160,000 joint AGI, $110,000 single AGI, although students can contribute to their own account.   

Planning for College 
 Fall is the nicest season of the year here in Wisconsin.  A cool chill is in the early morning air.  
The maples have already started to flash brilliant colors.  With children going back to school our 
thoughts are turning towards education and saving for college.  There are many changes which make 
saving for college easier and, practically, a better idea than ever before.   
 

 With these increased opportunities, selecting the most appropriate plan for your situation can be confusing.  In order to 
help you sort out these variables, we have provided the following chart to compare some of the more important points.  We are 
providing this information to stimulate thought and generate questions.  It is not intended as the absolute, authoritative source.  
Please contact us to help sort out the answers.  Another terrific source of information is the web site: www.savingforcollege.com.  
This is a great time to begin thinking about saving for your children, your grandchildren, or even nieces and nephews.  You can 
help them and we can help you help them. 

An Overview of Your Options 


