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Learning the basics, restrictions and benefits 
of 529 Plans

What was already an attractive way to set aside funds for
higher educational expenses has become a great way to accom-
plish that goal as a result of the Economic Growth and Tax Relief
Reconciliation Act of 2001.

The Basics

A donor may contribute to a 529 Plan on behalf of the desig-
nated beneficiary (most often, a child or grandchild).  To the extent
permitted under the Plan, amounts saved in a 529 Plan may be
used for the higher educational expenses of the designated ben-
eficiary.  The designated beneficiary must be enrolled in an “eligi-
ble educational institution” - any institution whose students are eli-
gible to receive federal student financial assistance.

The 529 Plans are sponsored by individual states.  However,
at the present time, 30 of these plans are open to residents of any
state.

Major money management companies administer the plans.
The donor invests assets in a specified portfolio of mutual funds,
or in a portfolio of mutual funds tailored to the age of the desig-
nated beneficiaries.  Some Plans allow investment in the 529
Plans by assets held in account under the Unfirom Transfer to
Minors Act.

Restrictions

Contributions to a 529 Plan are made with after-tax dollars
and qualify for the gift tax annual exclusion.  A donor may con-

tribute up to $55,000 per designated beneficiary in one year and
elect to spread the contribution over five years for annual exclu-
sion purposses.  A figt tax return needs to be filed if this is done.
Contributions are prohibited in excess of what is necessary to pay
for qualified higher educational expenses.

The funds grow income tax-free while in the accounts.  When
one pays educational expenses fromt he account, the distribu-
tions are made from the account to pay for things other than edu-
cation expenses, they are subject to income tax by the benefici-
ary and a 10 percent penalty.

The Benefits

529 Plans provide a great opportunity to fund college educa-
tional expenses for children or grandchildren, with no income tax
consequences to anyone.  The gifts - to the extent of $11,000 per
year (or $55,000 if made in one payment for one beneficiary) - are
excluded from any gift tax considerations.  These plans offer an
outstanding opportunity to provide for college education, with
tremendous tax savings. BC

This article is only a brief summary of the 529 Plans.
Anyone considering creating such a Plan should consult his
or her tax advisor or Michael Dribin, Partner of Broad and
Cassel at (305) 373-9400. 
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