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ON PERSONAL FINANCE

Leaving a Legacy With 529
College Savings Plans: A
Great Path for Grandparents

New rules make 529 accounts an increasingly attractive

element in estate plans.

KEY INSIGHTS

= When saving for a grandchild’s education, 529 college savings plans offer

unique benefits.

= 529 plans offer the flexibility to repurpose funds if your grandchild does not

need them.

Roger Young
Thought Leadership Director

= Contributions to 529 plans can also play a useful role in estate planning.

ontributing to your grandchild’s

education can be a valuable

contribution to your family’s
future, both by improving your
grandchild’s future earning potential
and by helping to relieve a key worry
for your adult children. T. Rowe Price
recommends saving enough as a family
to cover at least 50% of the published
cost of college, with the rest of the cost
covered by grants and scholarships,
as well as student loans, student
income, and other support. With the
cost of higher education continuing to
rise, getting an early start on investing
can make today’s contributions
more valuable when it’s time for your
grandchildren to use them.

The Benefits of Investing in a 529 Plan

While there are many ways to save

and pay for college, some have more
advantages than others. Using common
investment vehicles such as taxable
savings or brokerage accounts for
college savings could cause you to
essentially leave money on the table

in the form of tax advantages offered

by other options. For example, when
you invest in a 529 plan, the savings
grow tax-deferred. Earnings from a

529 account are also tax-free at the
federal level when used toward qualified
education expenses. The potential

tax savings could be substantial over
time, particularly if you are in a higher
tax bracket.

Whether you open a new 529 account
for your grandchild or contribute to

an existing account, you may reap

other benefits as well. (See “How

529s Compare With Other Saving and
Investment Alternatives.”) For example,
many states allow you to deduct some
of your 529 contributions from your state
income tax bill. Some states also provide
incentives to invest in these plans, such
as matching grants or programs that
fund new 529 plan accounts with an
initial contribution.

Starting in the 2024-2025 school
year, distributions from a grandparent-
owned 529 account will no longer
count as income to the student on the
Free Application for Federal Student
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How 529s Compare With Other Saving and Investment Alternatives

Consider the characteristics of each savings vehicle to gain a better understanding of what each offers, and which option is the
best fit for your family.

. Taxable .
529 College Bank Savings Uniform Transfers
. ’ Brokerage Roth IRA .
Savings Plan Account to Minors (UTMA)
Account
The money belongs
Who controls Parent or Parent or tothe Ch!ld‘ although.
Parent or grandparent Parent or grandparent a custodian controls it
the account? grandparent grandparent : .
until the child reaches
the age of maturity.
Net interest, Money grows tax-deferred.
Interest is dividends, and Contributions can be taken out tax- Above a given
How is Money grows tax-deferred and is subject to state  capital gains free. Earnings are excluded from level, earnings will
this money federally tax-free when used for  and federal are subject to income after age 592 and five years be taxed at either
taxed? qualified education expenses. taxes at the state and federal in Roth. The 10% penalty on early the child’s or the
parent’s rate. taxes at the withdrawals is waived if used for parent’s rate.
parent’s rate. qualifying higher education expenses.
Broad range of investment Menu of bank Broad range
. ) ) Broad range
options offered in the plan, products, such  of investment :
What are my . ) ) ) . . of investment
N including enroliment-based as savings, options, such Broad range of investment options, such .
investment . . options, such as
| portfolios that change checking, and as stocks, as stocks, bonds, and mutual funds.
choices? . - stocks, bonds, and
automatically as the target certificates of bonds, and
A ; mutual funds.
year approaches. deposit (CDs). mutual funds.
ﬁgitt:z::ion Total contributions allowed vary No limit No limit There are annual limits: $6,500 for tax No limit
limits? by plan, often $400,000 or more. year 2023 ($7,500 if age 50 and older).
Funds in the Funds in the

Funds in the account are
considered an asset of the

account are
considered an

account are
considered an

The retirement account balance is not

Funds in this account
are the child’s

What is the parent. Up to 5.64% may included in the financial aid formula. assets, so they could
. - o asset of the asset of the - ;
impact to be counted in financial aid However, distributions used to pay potentially have a
" . . L parent. Up to parent. Up to . A )
financial calculations. Beginning in 2024, o o for college are considered student significant impact
. o ) 5.64% may 5.64% may ) . o ) ) )
aid? distributed assets in 529 plans . . income, with up to 20% counted in on the financial
) be counted in be counted in . S : .
owned by non-parents will not ! L . o financial aid calculations. aid package the
. financial aid financial aid .
be counted as student income. . ) student receives.
calculations. calculations.
Yes, income may affect the annual
Does my contribution amount. You must have
income earned income to contribute. The
affect my No No No current contribution limit phases out No
ability to for incomes between $218,000 and

contribute?

$228,000 (joint filers) or $138,000 and
$153,000 (single filers).

Can be used at most colleges,
universities, vocational
schools, or apprenticeship

No restrictions once the account
owner reaches retirement age. Prior

Where can . . .

programs in the U.S. (some . o to retirement, can be used for higher .
| use my : ) ) No restrictions  No restrictions ; . o No restrictions
savings? international schools qualify as education expenses without the 10%

: well); for qualified K-12 tuition early withdrawal penalty, but income

expenses; and for education taxes may be assessed.

loan repayment.®
Canl Yes, to another member of the
change the ’ Not applicable  Not applicable Not applicable No

beneficiary?

beneficiary’s family.

1529 plans can vary from state to state, and there may be different costs, investment options, and tax incentives, so it's important that you compare the features of
your state’s 529 plan with other plans.

2|nvestment changes in 529s are limited to 2 per year.

3 Distribution limits apply for education loan repayment and K-12 tuition expenses. While distributions from 529 college savings plans for elementary or secondary
education tuition expenses are federally tax-free, state tax treatment will vary and could include state income taxes assessed, the recapture of previously deducted
amounts, and/or state-level penalties. You should consult with a tax or legal advisor for more information.
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Starting in 2024,
you will be able to
roll over funds from
a 529 plan that
has been open for
at least 15 years

to a Roth IRA for
the beneficiary.

Next Steps

Learn more about college
savings plans.

Make a contribution to an
existing T. Rowe Price college
savings plan.

Aid (FAFSA). This change means that,
in most cases, funding a grandchild’s
education through a 529 account will
no longer have any bearing on their
eligibility for financial aid that is based
on the FAFSA.

Leaving a Flexible Legacy

While 529 plans allow you to earmark
funds for educational purposes, they
also provide the flexibility to support
your family’s future in a variety of
circumstances.

In addition, qualified educational
expenses include a wide range of costs
beyond college tuition. For example, you
can use the funds to support attendance
at certified apprenticeship programs

and technical or trade schools. If your
grandchild chooses not to pursue higher
education or earns substantial college
scholarships, you can transfer the assets
in their 529 account to another family
member without penalty. Something else
to consider, especially if you and/or your
grandchild’s parents are on the path of
saving to fund both K-12 and college
education: You can use the money saved
in your 529 account for tuition expenses
of up to $10,000 each year at private,
public, and religious elementary or
secondary schools.*

Starting in 2024, you will be able to roll
over funds from a 529 plan that has been
open for at least 15 years to a Roth IRA
for the beneficiary. This transfer will be
subject to various rules, including, but
not limited to, the regular annual IRA
contribution limit, plus a $35,000 lifetime
maximum. This alternative allows you to
help your grandchildren get a jump on
preparing for retirement if they don’t need
help funding their education.

You also have opportunities to use these
funds yourself if your grandchildren don’t
need them. You can use the funds to

further your own education, for example,
by taking college courses for fun, even

if you don’t pursue a specific certificate
or degree. If you remain the account’s
owner, you can also pull back some or all
of the assets in the 529 plan for personal
use during retirement, though taxes and
penalties will apply if you do so.

Incorporating Education Into the
Estate Planning Process

When you contribute funds to a
grandchild’s 529 account, those
contributions are (with some
exceptions) removed from your taxable
estate and considered a gift to your
grandchild. This tax treatment means
529 plans can be a valuable addition to
an estate plan.

The ability to use gift tax averaging
means it’s possible to “superfund” a
child’s 529 account with a one-time
deposit of up to $85,000 per child in
2023 (or $170,000 if you are a married
couple filing jointly) without incurring
gift taxes, provided that additional gifts
are not made to the child during the
five-year period following the deposit.
Alternatively, each grandparent could
take advantage of the $17,000 gift
maximum (per recipient, per year) to
contribute annually to a grandchild’s
529 account under the gift tax
exclusion. Both approaches offer a
tax-advantaged opportunity to pass

a portion of your estate on to future
generations in a meaningful way.

Investing in your grandchildren’s
education can be a fulfilling way to
provide a substantial legacy for your
family. It's never too soon to consider
contributing to a grandchild’s education
and giving a gift that will last a lifetime.
Whatever decision you make, it's always
wise to consult with a tax and estate
planning professional before you invest.

“While distributions from 529 college savings plans for elementary or secondary education tuition expenses are federally tax-free, state tax treatment
will vary and could include state income taxes assessed, the recapture of previously deducted amounts from state taxes, and/or state-level penalties.
You should consult with a tax or legal professional for additional information.
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T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.

To learn more, please visit troweprice.com.

T.RowePrice’

Important Information

Be sure to review any 529 college savings plan offered by your home state or your beneficiary’s home state, as there may be
state tax or other state benefits, such as financial aid, scholarship funds, and protection from creditors that are only available
for investments in such state’s plan. Please note that the plan’s disclosure document includes investment objectives,
risks, fees, charges and expenses, and other information that you should read and consider carefully before investing.
This material is provided for informational purposes only and is not intended to be investment advice or a recommendation to take any particular investment action.

Earnings on a distribution not used for qualified expenses may be subject to income taxes and a 10% penalty. Please note that the availability of tax or other benefits
may be conditioned on meeting certain requirements such as residency, purpose for or timing of distributions, or other factors, as applicable.

The views contained herein are as of the date written and are subject to change without notice; these views may differ from those of other T. Rowe Price associates.

This information is not intended to reflect a current or past recommendation concerning investments, investment strategies, or account types, advice of any kind,
or a solicitation of an offer to buy or sell any securities or investment services. The opinions and commentary provided do not take into account the investment
objectives or financial situation of any particular investor or class of investor. Please consider your own circumstances before making an investment decision.

Information contained herein is based upon sources we consider to be reliable; we do not, however, guarantee its accuracy.

Past performance is not a reliable indicator of future performance. All investments are subject to market risk, including the possible loss of principal. All charts
and tables are shown for illustrative purposes only.

T. Rowe Price Investment Services, Inc., distributor, and T. Rowe Price Associates, Inc., investment adviser.
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