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P
rior to the Tax Cuts and Jobs Act 

(TCJA), distributions from 529 

plans could only be used for post-

secondary qualified higher educational 
expenses (tuition, books, room, board, 

etc.). TCJA expanded the use of 529 plan 

distributions to include tuition (only) for 

elementary and secondary education at 

public, private and religious schools, but 
limits those distributions to $10,000 per 

year, per beneficiary. 

Contributions to a 529 plan are not 

deductible for federal tax purposes, 

although some states allow a state tax 
deduction. There is no income limit on 

who is eligible to contribute to a 529 plan, 
however, each state typically has its own 
maximum account balance ($350,000 in 

Delaware). It is not required that you use 
your own state’s plan.

Distributions used for qualified education 
purposes are not taxable for federal 

purposes. Some states, however, have not 
adopted the TCJA changes, which could 
subject distributions used for other than 

higher education purposes to be taxed by 
the state.

Taxpayers receive the best benefit from 
529 plans when the funds have had 
adequate time to appreciate, taking 
advantage of the tax-free growth inside 
the plan and not waiting for a beneficiary 
to open an account. Individuals can set 
up a plan for their own benefit and later 
change the beneficiary. Growing families 
can request 529 plan contributions in lieu 

of baby shower or birthday gifts since 
anyone can contribute to the account.

Contributions to a 529 plan are considered 

gifts and could require the donor to file a 
gift tax return if the contribution exceeds 
$15,000 per beneficiary, per year. A 
special election can be made, whereby an 

individual can contribute up to five times 
the annual gifting limit for a beneficiary 
(currently up to $75,000) and elect to 

have the gifts spread over a five-year 
period.

Commonly overlooked qualified 
expenses include off-campus housing, 
required equipment such as computers 

and software, as well as internet access 
used primarily for educational purposes. 

For special needs individuals, expenses 

for special-need services also qualify.

If tuition is refunded (dropped class, 
changing schedules), the reimbursed 
amount must be contributed back to the 

529 plan within 60 days of receipt to avoid 
taxation and penalties. Nonqualified 
distributions would subject the earnings 
portion of the distribution to both income 

tax and a 10% penalty.

Taxpayers who qualify for the American 
Opportunity or Lifetime Learning credits 
will want to consider paying a portion of 
tuition with non-529 plan funds in order 
to claim the credit.

A note of caution: plans set up by 

those other than the student or his/

her parents (i.e., grandparents) are 
not considered assets in the student’s 
financial aid calculation, however, 50% 
of any distribution from those plans is 

considered a student resource and could 

reduce or eliminate the student’s aid 
eligibility. Therefore, grandparents and 
others should consider contributing to the 
parent’s or student’s plan or using funds 
from plans that they have personally 

established only in years where future 
financial aid will not be impacted.
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