
 

 

529s – 5 Recent Changes You May Not Know 

 

Many times when I speak about 529s with folks who don’t follow the ever changing legislative landscape like we do, they 

give the same response…” but isn’t that just for college?”.  First off, I certainly don’t blame them. Bills these days are 

hundreds and hundreds of pages. And consider over the last 5 years we’ve had half-a-dozen major legislative changes in 

financial services. Half of those due to covid-19. 

To give these folks credit, section 529 of the Internal Revenue Code of the IRS has only been around since 1996. Not 

until 2001 were earnings within 529 plans completely exempt from federal taxation. But since then, and especially over 

the last 5 years, 529 plans have become a very interesting planning tool for parents looking to help their children. 

Before we get into recent changes of 529 plans. Let’s discuss some nuts and bolts of them. 

1. They are funded with after-tax dollars. 

2. There are not federal deductions or credits for funding 529 accounts; however, certain states provide 

deductions and credits on a state tax return. For example, Indiana provides a 20% state tax credit on the first 

$7,500 of 529 plan contributions. 

3. Only earnings from investments can be taxable. When those earnings are spent on qualified education 

expenses, they are then non-taxable. Initial contributions can always be withdrawn tax-free. If you withdrawal 

earnings for non-qualified education expenses, you’ll pay income tax and a 10% penalty on the earnings. 

4. Anyone can contribute to 529 plans, there is no income limit like other accounts. 

5. Generally, a parent or grandparent is the account holder and a child is the beneficiary of the account. 

Beneficiaries can be changed. 

6. An account holder can contribute up the annual gift tax exemption without filling a gift tax return ($16,000 in 

2022) or can contribute 5 times the annual amount one-time ($80,000 in 2022). 

Now, here is a breakdown of recent changes to 529 plans that you may be unaware of: 

1. In 2017, the Tax Cuts and Jobs Act began to allow tax-free withdrawals from 529 plans to pay for K-12 schools, 

vocational schools, and associated expenses. Also, for those who started savings for a young-ones college but 

later on it was determined that the child was unlikely to attend college due to a disability, those 529 plan dollars 

could be transferred without penalty to an ABLE account. An ABLE account is similar to a 529 plan but instead of 



education expenses, qualified expenses are those expenses which benefit those with disabilities such as medical, 

home improvements, wellness, assistive technology, and more. 

2. In 2019, the SECURE Act allowed 529 withdrawals to pay up to $10,000 of student loan debt for the account 

beneficiary or their siblings.  

3. Also in 2019 529 funds can now be used to pay for costs related to apprenticeship programs registered with the 

U.S. secretary of labor. Keep in mind, even before 2019 529 plans allowed for trade school programs. This 

expanded those options. 

4. In 2020, the Consolidated Appropriations Act included a provision called the FAFSA Simplification Act. Previously 

distributions from a grandparent-owned 529 plan were considered untaxed income to the student and had to be 

reported on the FAFSA, potentially reducing a student's eligibility for financial aid. The new FAFSA will no longer 

ask about such distributions. This simplification process has been delayed but is expected to go into effect in 

2024. 

5. In December 2022, the SECURE Act 2.0 now allows funds in 529 accounts that were unused on education to be 

contributed directly to a Roth IRA in the beneficiary’s name. This attempts to solve the question, “what if the 

funds don’t get used?”. There are several stipulations on the transfer such as that the account must have been 

opened for 15 years and the lifetime transfer to a Roth IRA is limited to $35K but this may be a fantastic way to 

plan for college and/or give a child a jump start towards retirement savings. Consider that $35K that grows for 

35 years ends up being just about $1,000,000 when averaging a 10% rate of return. 
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** Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees of risk, and there can be no 

assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended 

or undertaken by Kotys Wealth Professionals (“KWP”), or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, 
equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  Due to various factors, 

including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume 

that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from KWP.  To the extent 
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the 

professional advisor of his/her choosing.  KWP is neither a law firm, nor a certified public accounting firm, and no portion of the newsletter content should be construed 

as legal or accounting advice.  A copy of KWP’s current written disclosure Brochure discussing our advisory services and fees is available upon request. Please Note: If 
you are a KWP client, please remember to contact KWP, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose 

of reviewing/evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our 

investment advisory services. KWP shall continue to rely on the accuracy of information that you have provided or at www.kotyswealthpro.com.  Please Note: IF you 
are a KWP client, Please advise us if you have not been receiving account statements (at least quarterly) from the account custodian. 
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