The Ever-Evolving 529 Plan

Updated rules permit student loan repayments, funding for apprenticeships.

by Christopher Rivers, CFP®, CRPCM

529 college savings plans
have their roots in the 1980s,
but it was not until 2001 that
benefits were standardized and
enshrined in the federal tax
code. More recently, eligible
benefits have been extended
outside of traditional college
expenses. The latest changes have expanded the use
of these accounts considerably, so it is a good time to
address some common questions and highlight some
new features of 529 savings plans.

WHAT IS A 529 SAVINGS PLAN?
A 529 plan is a trust account that allows you to fund
future educational expenses for a designated bene-
ficiary. Typically, the account owner is the parent or
grandparent, and the beneficiary is a child or grand-
child, but these accounts may be set up for anyone.
Each state offers its own state-sponsored plan, and
contributions are invested into a menu of options
provided by the plan. The growth of these investments
in the plan is tax-free, as long as the distributions are
used for qualified education expenses. In addition,
in some states, you obtain a tax deduction for your
investment when you invest in a 529 plan.

DO I HAVE TO INVEST IN A 529 PLAN SPONSORED
BY MY STATE OF RESIDENCE?

While each state sponsors its own 529 plan, you do not
have to invest in the plan from your home state. You
are not limited to using the money at schools within
your state or the state of the plan. The fees, expenses
and features of 529 plans can vary from state to state.

WHAT CAN DISTRIBUTIONS FROM 529 COLLEGE
SAVINGS PLANS BE USED FOR?

Money withdrawn is fully tax-free if used for qualified
education expenses. These are defined as tuition,
room and board, and student activity fees, as well as
computers, internet access and related equipment at
an eligible educational institution.

An eligible educational institution is any college,
university, vocational school or other postsecondary
educational institution eligible to participate in a
student aid program administered by the U.S. Depart-
ment of Education. Eligibility includes virtually all
accredited public, private and for-profit postsecondary
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institutions, along with certain schools outside the
United States.

Expenses for course-related books, supplies and
equipment are qualified education expenses if the
expenses must be paid as a condition of enrollment
or class participation. Students living off-campus can
include expenses in lieu of “room and board,” up to the
FAFSA (Free Application for Federal Student Aid) limit
on room and board published by each school.

CAN 529 PLANS BE USED BEYOND TRADITIONAL
COLLEGE EXPENSES?

In recent years, due to regulatory changes, 529 plans
can be used tax-free for more expenses. Distributions
from 529 plans can now be made for up to $10,000 per
year to pay for private K-12 tuition expenses.

In addition, up to $10,000 per student can be
drawn tax-free to pay down student loans. In this case,
$10,000 is a lifetime limit. An additional $10,000,
however, can be drawn to pay down student loans held
by the beneficiary’s sibling.

Lastly, apprenticeships have been added to the list
of qualified education expenses.

WILL INVESTING IN A 529 PLAN NEGATIVELY
IMPACT ELIGIBILITY FOR FINANCIAL AID?

For years, FAFSA rules were the primary determinant
of how the assets in 529 plans were counted when
calculating aid. Under current FAFSA rules, if a parent
owns the 529 plan, it’s counted similar to other pa-
rental investment accounts, with 5.64% of the value
included in the aid calculation. If the student owns the
529 plan, the asset is counted as a student asset at 20%
of the assets in the 529 plan, and the payment to the
school is counted as student income as well.

If a grandparent owns the 529 plan, it is not
reported on FAFSA at all. Prior to 2024, grandparent
owned plans were reported, so this may be an advan-
tage going forward.

However, many colleges now require the College
Scholarship Service (CSS) Profile to be filled out
as well. The CSS Profile does require you to report
contributions from grandparents or other non-family
members.

DO | GETATAX DEDUCTION FOR INVESTING IN A
529 PLAN?
The amount of your contribution may be partially



tax-deductible on your state income tax return, up

to certain limits. The state tax break is typically only
available if you use your home state’s plan. But nine
states (Arizona, Arkansas, Kansas, Maine, Minnesota,
Missouri, Montana, Ohio and Pennsylvania) offer tax
deductions for contributions to any 529 plan. Mean-
while, no state tax deduction is available in California,
Kentucky or North Carolina.

WHAT IS THE MAXIMUM | CAN INVEST IN A 529
PLAN?

529 plan contributions for children or grandchildren
are considered a gift and are subject to gift tax rules.
For 2025, the annual gift tax exclusion is $19,000.
However, an individual may contribute as much as
$95,000 at one time into a 529 plan for a particular
beneficiary without exceeding the annual gift tax
exclusion ($19,000 in 2025), using a technique called
five-year forward gifting.

Be aware that “front-loading” the 529 plan with
$95,000 means you're using five years of your annual
gift tax exclusion at once, and this requires the filing
of an Internal Revenue Service Form 709 gift tax re-
turn. Any further contributions you make to the plan
within five years would then be subject to the gift tax.

Gifts by others to the plan would not be subject to
your limit.

A husband and wife can contribute twice that
amount per child for a total of $190,000 in a lump
sum. This also requires filing a Form 709 gift tax re-
turn as an acknowledgment that the gift is being split.

HOW ARE DISTRIBUTIONS MADE?

Withdrawals from a 529 savings plan can be paid to
the account holder, the beneficiary or the educational
institution. The paid education costs and the match-
ing reimbursement withdrawal must take place in the
same calendar year.

WHAT ARE THE PENALTIES IF MONEY IS
WITHDRAWN WITHOUT A MATCHING QUALIFIED
HIGHER EDUCATION EXPENSE?

The gains will be taxable at the account holder’s tax
bracket and will be subject to a 10% federal surcharge,
with exceptions for the beneficiary’s death, disability
or receipt of a scholarship.

WHAT HAPPENS IF | SET UP A FUND FOR
SOMEONE WHO DOESN'T GO TO COLLEGE?

In most states, these plans can remain in existence
indefinitely. There’s no age limitation for distribu-
tions. Further, the unused benefit can be transferred
to another member of the designated beneficiary’s

family:
B spouse
B son or daughter or descendant of the
beneficiary’s son or daughter
B stepson or stepdaughter
B brother, sister, stepbrother or stepsister
B father or mother or ancestor of either parent
B stepfather or stepmother
M niece or nephew
B aunt or uncle
B the spouse of any individual listed above
W first cousin
B any individual for whom the home of the
designated beneficiary is his or her primary
home for the entire tax year

The beneficiary may be changed only once every 12
months.

WHAT IF THERE IS MONEY LEFT IN THE PLAN
AFTER COLLEGE?

One particularly notable provision was added in 2024.
You can now roll a portion of the 529 plan into a Roth
individual retirement account for the beneficiary, tax-
free, subject to certain conditions.

The rollover is tied to the Roth contribution limits,
so for 2025 a maximum of $7,000 can be rolled over
(or $8,000 for those over age 50). In addition, the ben-
eficiary must have earned income equal to the amount
of the rollover. There is lifetime maximum of $35,000
per beneficiary that may be rolled over to a Roth IRA.

Finally, the 529 plan must have been open for at
least 15 years before a rollover can be made.

Any amount above the $35,000 would either need
to be left in the plan, transferred to another benefi-
ciary, or withdrawn subject to taxes and penalties as
noted above.

WHO SELECTS THE INVESTMENTS IN THE 529
PLAN?

Each state has an arrangement with an investment
company to provide a menu of investment options
within the plan. The account owner then chooses how
to invest from this investment menu. Plan invest-
ments may only be changed twice per year.

ARE THERE ESTATE-PLANNING BENEFITS FOR
CONTRIBUTING TO A 529 PLAN?

Once you've contributed to a Section 529 savings plan,
the assets in that account are excluded from your
taxable estate unless you've elected five-year forward
gifting. If the donor doesn't outlive the five-year
period, there’s a pro rata recapture back into the estate
of the donor.
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CONCLUSION

It is important to talk to your financial planner about
how a 529 plan might fit with your particular situation,
and to plan carefully around which plan you select and
who owns the account. When used properly, 529 plans
can provide a tremendous boost to the ability to pay
forever increasing education costs.

The fees, expenses, and features of 529 plans can vary
from state to state. 529 plans involve investment risk,
including the possible loss of funds. There is no guarantee
that a college-funding goal will be met. In order to be
federally tax-free, earnings must be used to pay for qual-
ified higher education expenses. The earnings portion
of a nonqualified withdrawal will be subject to ordinary
income tax at the recipient’s marginal rate and subject to
a 10% penalty. By investing in a plan outside your state of
residence, you may lose any state tax benefits. 529 plans
are subject to enrollment, maintenance, and administra-

tion/management fees and expenses.

Christopher Rivers, a CERTIFIED FINANCIAL PLANNER®
professional and Chartered Retirement Planning
Counselor™ and author of this article is a principal of
Armstrong, Fleming & Moore, Inc., located at 1800

M St. NW, Suite 1010-S, Washington, D.C. 20036-5813,
202/887-8135.

This material has been provided for general informa-
tional purposes only and doesn’t constitute either tax
or legal advice. Investors should consult a tax or legal
professional regarding their individual situation.

Securities offered through Commonwealth Financial
Network® member FINRA/SIPC. Advisory services
offered through Armstrong, Fleming & Moore Inc.,

a Registered Investment Adviser, are separate and
unrelated to Commonwealth.

THE CLUBHOUSE
Continued from Page 13

The note begins, “This page is for information
purposes only and is not a solicitation for members.”
For more information on why this note is included, go
to the Securities and Exchange Commission page at the
website below:

www.sec.gov/about/reports-publications/
investor-publications/investment-clubs

The next feature is a new report prompted by ques-
tions ICLUBcentral receives on what happens to the
unrealized gains on stock transferred to withdrawing
members and how this affects remaining members.
The remaining members eventually realize the gains.
But each remaining member’s share of the gains is
deferred until they withdraw from the club. That fact
contributes to the name of the new report — Member
Deferred Gains/Losses.

This report will show the deferred gains from each
withdrawal that involved stock transfers. The report
can be subtotaled by either remaining members or
withdrawn members. The symbol of each stock trans-
ferred and the total deferred gain from the withdrawal
is also displayed. When subtotaled by remaining
members, a member generating the report can see how
much transferred shares contribute to their potential
gain from their investment in the club. Below is a
sample of the report from my test club, as subtotaled by
remaining members.

This report assumes the value of the transferred
shares is the same as the value used in the withdrawal.
Gains are calculated using that value and apportioned
among remaining members by percent ownership at
the time of the withdrawal.

Explaining how the gains get deferred and how
myICLUB tracks them is too long for this article.

Maybe another time.

Johanna Swift

7/6/12024
9/24/2024

Bruce Mallet AAPL,DIS ANET
AAPL,DIS,IDXX,MNCEX

Total Deferred Gains

Phillip Donahoe

Domenico Theotokopoulus

7/6/2024
9/24/2024

Bruce Mallet AAPL,DIS ANET

Phillip Donahoe AAPL DIS,IDXX,MNCEX

Total Deferred Gains

Withdrawal Date Withdrawn Member Securities Transferred Member's Share of Deferred Gains

Withdrawal Date Withdrawn Member Securities Transferred Member's Share of Deferred Gains

This sample report
assumes the value

$7,476.43
$6,060.06 of the t.ransferred
s1353640 | Shares is the same

as the value used
in the withdrawal.
Gains are calculated

$127946 | using that value.

$1,037.07
$2,316.53
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