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1 An Act relating to establishing higher education savings accoun:s 
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BE 

to be used for higher ediiCation expe:1ses, providing an income 

tax deduction for contributions to the accounts and income tax 

exemptions for earnings of the account until withdrawn, and 

i:1cluding an effective and retroactive applicability date 

provision. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 
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Sect;on l. S~ct-.ion 422.7, Code 1997, 1s an:PrH.led by adding 

7 tne following new subsection: 

NF:\'1 SLJBSEC'i' ION. 35. a. Subtract, to t'le extent not 

4 otherwise deducted, up to two thousand dollars corltributed by 

5 the irl<livldual or up to four thousand dollars corltributed by 

6 married pPrsons filing jointly to each higher education 

7 savings account, as certified pursuant to section ~41R.l, 1n 

8 the name o~ the taxpaye: or the taxpayer's spouse or 

9 d~~pende!l t. 

10 b. Subtract, to the ex~ent tncluded, earnings 

ll education savings account unJes~ the earnings a~e withdrawn 

17 during the lax year. 

13 c. Add, to the exte:1t 

14 tncomP :.dx, earnings on a 

l 5 which have been withdrawn 

not otherwise subje<:t to state 

higher education savings account 

during the tax year. 

' ' ~u SPC. 2. NEW SF.C'riON. 5418.1 liiGHER EDUCnTION SAVINGS 
--···~ 

17 ACCOUN'i'. 

18 l . For purposes of this sect1on, unless ~he cor1:ext 

19 otherw:sP ~equires: 

7.0 a. ''Account holder'' means an individual whc• is the owner 

71 of a higher education savings acc8unt. 

22 h. "?ir.ancia: inst~tut.lon 11 !il~a:1s any ban~, savings and 

23 jo-3n, t-.rus: comp-3~.y, or o~hec ~inancia' enti>:y approved by the 

24 super: ntt?:H:Pnt of ba~k :.r.q to offer hi.qhe~ ed;lc.Jt.i.on sav~ngs 

25 accounts. 

26 c. 1'Internal Revenue Code' 1 :neans the same as defined in 

77 section 422.3. 

28 d. ''Qualified higher education expenses'' ~eans the 

29 tuition, fees, books, supp:ies, and equ~p~ent required Eor 

30 encoll~er1: or attenda~ce of an account holdec at an acoredi"ed 

l:i.. pri•;ate ~nst;it~tion as defined i:1 section 26:..9; a cornmun.:..~y 

12 college as def:ned in section 260C.2; or a~ :ns•:t~tion 

11 q:!vc~:~e·~ ~y the state board of rege~ts as d~~.:1ed in sect:cn 

)4 262.7, ~JOsection ~f 2, or 3. 

1 s 2. A ~~nancia: ~nst~ume~~ <new~ as a ~ig~e~ ed~cation 
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1 savtngs account may be offered by a financial instLtution. A 

2 higher education savings account shall have all of the 

3 following characteristics: 

4 a. The account is kept in the name of a single individual 

s account holder. 

6 b. Contributions to the account shall o~ly be made by the 

7 account holder and the spouse and parents of the account 

8 holder. Total contributions to an account in a calendar year 

9 shall not exceed four thousand dollars. Interest and earnings 

10 from moneys in the accottnt and any transfers from another 

11 higher education savings account are not subject to the 

12 limitations in this paragraph. Cotltributions or transfers 

13 shall not be made to an account in the calendar year in which 

14 the account holder reaches the age of thirty and one-half 

15 yPars old. 

16 c. The account earns income. 

17 d. Contributions shall only be made in cash. 

18 e. The investment of contributions to and earr1ings of tlte 

19 account shall be directed by the financial institution and not 

20 by any contributor or the accottnt holder. 

7.1 f. The account or any portion of the account shall not be 

22 used as security for a loan. 

23 g. The acco<tnt holder shall not make withdrawals from the 

24 account prior to the account holder's graduation from high 

25 school or to attaining the age of eighteen and one-halt years 

26 old, whichever occurs first. Within six months of reaching 

27 the age of thirty and one-half years old, the accoant holder 

28 shall withdraw all funds in the account. 

29 h. A civil penalty of ten percent oE the amount withdrawn 

30 LS charged for any amounts withdrawn which are not any of the 

3l following: 

32 (l) Used for qualified higher education expenses of the 

33 accour.t ho"der. 

34 (2) ~ade on account of a nonathletic schoiarsh1p, 

3~ ai~owance, or payment. Tr.is subparagraph app~ies only to :·. :---.t? 
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210 H .. F. 

Pxte~t that the amount of w1thdrawal does ~ot exceed the 

2 amount of the nonathletic scholarship, allowance, or payment. 

3 (3) Made 011 account of the death or disability of the 

4 account holder. 

5 (4) Made because of the age limitation in paragraph "g''. 

6 (5) Transferred to another higher education savings 

7 account within six m011ths of the withdrawal. 

8 1. Withdrawals shall be considered taken from 

9 contributions first and then from transfers from another 

10 account. ilr.d finally from earr:ings on the account. 

II 3. An individual may be an account holder of only one 

12 higner education savings account. 

13 4. The superintendent of banking shall. certify a financial 

14 instrument having the characteristics as spe1:1fied 1n 

15 subsection 2 as a higher ed11cat.ion sav:ng:; account. 

16 S. 'l'he director of revenl:e ard finance in cooperation with 

17 the super111tendent of banking shall adopt rules to administer 

lR tl1is chapter. 

19 Sec. 3. This Ac':, being deemed of immediate importance, 

20 ta~cs offec:t. upon enac=ment and applies retroactively to 

21 .Tar~<:ary l, 1997, for tax years beginning on or af::er January 

22 l, 1991. 

23 I::X~l,ANATION 

24 '!'he hi 11 estabi i shes E u~anc\al instruments <.nown as higher 

25 education savings accounts. These accounts may be offered by 

26 a bank, savings and loan, trust company, or other f1nancial 

27 entlty approved by the superintendent of hank~ng. The purpose 

28 oE tl1is dccourlt is tu assist the owner of ~he account, known 

29 as the account holder, in funding the cost of attending a 

10 college or university within the state. 

1: A h!gher ed~cat~on savings account has certain required 

17 cnaracteristics which include being in the name of a single 

11 !~di~•d~a:; :i~iting contributions to the account ~o the 

J~ acc~J,~t ~o:de~ and the spouse and parents oE the account 

1S ~o:der; the acco~~t ear~s income; contribu~ions a~e ~ade i:1 
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S.F. 2.70 H.F'. 

l cash; the fiitaltCial institution directs the ir1ves~me1:ts of the 

2 account; the moneys in the account may not be used as security 

3 for a loar1; contributions to the account may :1ot exceed $~,000 

4 in a calendar year; withdrawals by the account holder may only 

S be made between high school graduation or 18 and one-half 

6 years old, whicheve~ occurs first and JO and 011e-half years 

7 old when all moneys in the account are to be withdrawn; a ~0 

8 percent civil penalty for withdrawals not used tor higher 

9 ed11Cation expenses with a few exceptions. 

10 The bill provides for an annual $2,000 deduction for single 

11 filers and $4,000 for married jo1nt filers for contribut1ons 

12 to each higher educatiotl savings account in the name of the 

13 taxpayer or the taxpayer's spouse or dependents. Earnings on 

14 the accounts are not taxable until withdrawn. 

15 The bill takes effect 

16 retroactively to January 

17 or after that date. 
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