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529 plans, created in 1996 in Section 529 of the Internal Revenue Code, have firmly established themselves
asacornerstone of college savings in the United States, offering a tax-advantaged pathway to save for future
educational expenses. These plans function similarly to a Roth IRA. While contributions are not federally
tax-deductible, in many cases, contributions may be deductible at the state level. More importantly, the
account enjoys tax-free growth on both income and appreciation, and withdrawals for qualified education
expenses such as tuition, room and board, and required fees, books, and supplies remain untaxed.

However, a notable aspect of the 529 plan that sometimes raises concern with our clientsis the 10% penalty
levied on “non-qualified withdrawals.” This penalty becomes relevant if there are surplus funds beyond
what the beneficiary requires for their college education. If the plan owner withdraws leftover funds, then
the portion of the withdrawn amount attributed to appreciation would be taxable as ordinary income and
have a 10% federal penalty applied unless an exception exists. Income tax and penalties would not apply
to withdrawals of the original contributions.

To address concerns around leftover funds and to expand upon the potential avenues for funding and
utilizing 529 plans efficiently, we have compiled this report to delve into potentially optimal strategies for
high-net-worth investors to leverage 529 plans effectively. Additionally, we’ve outlined recent legislative
updates designed to mitigate the risk of facing potential non-qualified withdrawals down the road.

Types of 529 Plans
There are two varieties of 529 plans: prepaid tuition plans and education savings plans.

e Prepaid Tuition Plans: These plans allow you to prepay tuition at eligible colleges and universities at
today’s prices for use in the future. They may also cover mandatory fees and sometimes room and board.
Prepaid tuition plans typically offer a guaranteed rate of return, protecting against tuition inflation.
However, these plans are less flexible as to school choice, as they are usually limited to fully covering
tuition at in-state schools for that state’s plan. This creates some financial risk if the plan beneficiary
attends an out-of-state school. The prepaid tuition plan may provide a smaller financial benefit or rate
of return for out-of-state schools, based on each plan’s terms. Accordingly, these plans are somewhat
less popular than the more traditional college savings plans.

e Education Savings Plans: Also known as college savings plans, these accounts, sponsored by state
governments, function more like investment accounts, allowing you to contribute money that is then
invested in a variety of mutual funds or other investment options made available within each plan. As
noted earlier, the money in the account grows tax-free, and withdrawals are tax-free when used for
qualified education expenses for any eligible educationalinstitution (including some schools abroad).
You are not limited to investing in your own state’s 529 plan — almost every state has a plan available to
non-residents — nor are you limited to attending schools in-state. However, a state income tax deduction
on contributions is often limited to contributions to one’s own state’s plan. Most of the commentary
below will speak to these more traditional 529 plans rather than the prepaid tuition plans.

The Benefits of 529 Plans and Recent Updates

529 plans offer significant benefits that make them an attractive option for families looking to save for
educational expenses. As mentioned earlier, one of the key advantages is their tax benefits. Earnings within
a 529 plan grow tax-free, and withdrawals for qualified education expenses are also income tax-free at the



federal level. Distributions are often treated as tax-free at the
state level as well'. Additionally, many states provide full or
partial state income tax deductions for contributions to their
state’s 529 plans.

There is also a built-in flexibility within a 529 college savings
plan, offering the ability to use the funds at eligible educational
institutions nationwide, including colleges, universities, trade
schools, and even some international institutions.

Another significant benefit held by account owners is the
flexibility to change the beneficiary to another eligible family
member if necessary. This ensures that the funds can still be
used for educational purposes without penalty if, for instance,
the original beneficiary of the plan does not pursue higher
education, or receives a scholarship to attend school, or if the
529 plan was overfunded. In those cases, rather thanincurring
penalties and taxes on appreciation by making a non-qualified
withdrawal from the plan, the beneficiary of the 529 can be
changed to another child or relative for their use instead.
Qualifying family members include the beneficiary’s siblings,
cousins, step-siblings, spouse, in-laws, or the beneficiary’s own
children, among other eligible beneficiaries.

In addition, since 2017, successive revisions to the tax law
have broadened the scope and utility of 529 plans as a college
savings vehicle, including:

Use for K-12 Education

In 2017, the federal law changed to expand the use of 529 plans,
allowing those funds to be used to cover up to $10,000 per child
per calendaryear for K-12 education expenses. This provides an
added benefit to parents or grandparents who wish to use 529
plansto help pay for private school. As of July 4,2025, with the
implementation of One Beautiful Bill, the use of 529 plans has
been expanded even further. Qualified distributions can now
include a broader set of educational support services, such as
tutoring (excluding payments to relatives), dual enrollment
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programs, and educational therapies like speech, occupational,

physical, and behavioral therapy. In addition, books required

for these educational services are now considered qualified

expenses.

Starting in 2026, the federal cap for K-12 distributions will

increase from $10,000 to $20,000 per beneficiary, per calendar

year, doubling the amount that can be withdrawn tax-free for

qualifying K-12 educational expenses. \
However, not all states match the federal tax treatment for

distributions for K-12 withdrawals, so it is prudent to research \ |
or ask a tax professional for the state tax impact of 529 plan

withdrawals for your particular state, even if it is permitted \
federally.

Student Loan Repayments \ |

=

In December 2019, the first SECURE Act made another
expansion to the list of qualified expenses: 529 plans can
now be used to repay some of a beneficiary’s student loans,
encompassing both federal and most private loans, up to
a lifetime limit of $10,000 per beneficiary. This new federal
law also permits loan payments with the same $10,000 limit
towards loans held by the beneficiaries’ siblings, further easing
the financial strain on the family. Note, however, that not all
states permit such student loan repayments from 529s, or such
payments may have a tax effect at the state level. In addition, be
aware that student loan interest deductibility may be affected
to the extent a loan payment was made from a 529 plan.

Secure Act 2.0: Rolling a 529 Plan Over to a Roth IRA

Underthe SECURE Act 2.0, effective in 2024, up to $35,000 over
a beneficiary’s lifetime can be rolled from a 529 plan for their
benefitinto a Roth IRA for the beneficiary, which allows leftover
529 plan funds to assist in saving for the beneficiary’s future
retirement. However, the 529 plan must have been open for at
least 15 years, the beneficiary themselves must have taxable
income, and the amount that can be rolled into the Roth IRA
is limited to the lesser of the Roth IRA contribution limits for
that year ($7,000in 2025 for those under 50) or the beneficiary’s
actual earned income. Therefore, if a beneficiary earns at least
$7,000 per year, it would take five years to roll over $35,000 of
529 funds into a Roth IRA.
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Forward Funding and Contribution Limits

There are limits to what can be contributed each year to a plan, which is based on the annually published
“annual exclusion” gift amount, which limits how much one can gift to another person every year without it
being counted as a “taxable gift” for transfer tax purposes. As of 2025, the annual exclusion limit is $19,000
perindividual, so normally one would be likewise limited to $19,000 per year per 529 plan beneficiary, less
any gifts otherwise made to that individual that year. However, a special rule allows forward funding of the
plan for up to 5 years at once, amounting to $95,000 per person in 2025 (assuming no other gifts are made
for the next five years). This allows for alump sum to be made early in the beneficiary’s life and grow tax-free
for a longer period of time. Regardless of whether initially fully forward-funded, as the annual exclusion
increases with inflation over time, additional gifts can be madein those intervening years to use up the rest
of the annual exclusion amount.

As noted above, itisimportant to be aware that utilizing the annual exclusion limit restricts its use elsewhere
for the designated child, which is particularly relevant for clients with Irrevocable Life Insurance Trusts
(ILITs) where the 529 plan beneficiary is also an ILIT trust beneficiary. Clients with ILITs should seek advice
to ascertain the portion of ILIT premiums considered gifts to the child, thus managing annual exclusion
effectively.

Although there are also maximum contribution limits to 529 plans, typically, the limits are very generous,
often exceeding $400,000-$500,000 per beneficiary, depending on the specific plan.

Financial Aid Considerations

One of the first questions we receive from clients about 529 plans is the impact of 529 plans on any potential
financial aid down the road; clients worry that saving for college might actually be counterproductive in
financial aid calculations. This becomes relevant when parents begin filling out the Free Application for
Federal Student Aid (“FAFSA”), the form used by U.S. students to apply for federal financial aid for college,
encompassing grants, work-study opportunities, and loans. The FAFSA has been greatly simplified as of
2024, with only about one-third as many questions as in prior years.

Although 529 plans owned by parents are counted as parental assets and are indeed factored into financial
aid eligibility, the repercussions are not as negative as one might suppose. This is because only up to 5.64%
of parental assets (including parent-controlled 529 plans) can be counted as available for student aid,
contrary to student assets, including student-owned 529 plans, which are counted as 20% available for
college-related expenses. In addition, distributions from parent-owned 529 plans do not count as income
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to the child. Accordingly, parent-controlled 529 plans are not as detrimental to financial aid calculations as
one mightinitially fear, especially if one assumes that the tax-free growth over time would exceed that 5.64%
inclusion rate in the end, and that other parent-owned, non-tax-favored assets are included as available for
college expenses at the same maximum 5.64% rate.

As of the simplified FAFSA this year, if a student’s parents are divorced or separated, aid will be calculated
with the income of the parent providing more of the financial support, instead of focusing on the custodial
parent, as done previously. Going forward, therefore, the parent providing more financial support would file
the FAFSA. In addition, if that parent has remarried, their spouse’s income and assets will also be relevant
in aid calculations.

The Grandparent Loophole

Both for administrative and financial aid reasons, clients also ask whether it is better for grandparents to
own 529 accounts, or whether the parent should own them. Under the prior FAFSA version from 2023 and
before, 529 plans owned by grandparents were not reported on the FAFSA, which is good for aid eligibility.
Still, on the negative side, payments from grandparents counted as student income in subsequent years,
with the FAFSA assuming 50% of the gift value would be available for college the following year. In the past,
it was better to receive grandparent gifts or grandparent-owned 529 plan distributions only in the last year
or two of college to avoid the negative impact.

In good news, however, the new simplified FAFSA, applicable for 2024 and beyond, no longer penalizes
students for grandparent-owned 529 plans, as the shorter FAFSA no longer asks about gifts received from
grandparents. That being said, grandparent 529s may still be considered on the CSS Profile, another financial
aid form sometimes used by private colleges in conjunction with the FAFSA to determine financial aid. All
in all,529 plans can have a minimalimpact on financial aid eligibility, making them an attractive option for
families.

What if My Child Doesn’t Go to College?

Of course, college is not for everyone, and there can be a lot of circumstances in which a child or grandchild
takes a different path in life. Fortunately, the Tax Cuts and Jobs Act of 2017 expanded the usage of 529

MAXIMIZING COLLEGE SAVINGS WITH 529 PLANS

WWW.NEWEDGEWEALTH.COM



planstoinclude expenses for qualified education at vocational
schools, trade schools, and other postsecondary institutions
that meet the criteria set by the Internal Revenue Service (IRS).

Qualified expenses at vocational schools that funds can
cover from a 529 plan include tuition, fees, books, supplies,
and equipment required for enrollment or attendance at the
institution. Room and board expenses may also be covered by
a529ifthe beneficiary is enrolled at least half-time.

It’s important to verify that the vocational school is eligible
under the rules governing 529 plans and to keep records of
expenses to ensure that withdrawals from the plan are used
for qualified purposes. Consulting with a financial advisor or
tax professional can provide further guidance on utilizing a 529
plan for vocational school expenses.

In addition, all the same flexibility noted above as to other 529
benefits still apply. For example, using the 529 plan for K-12
private school, if applicable, or changing the beneficiary to a
sibling, or rolling some into a Roth IRA when the child begins
working. Alternatively, parents could let the 529 plan continue
to grow tax-free until the child has their own children and
change the beneficiary down a generation to the grandchild
level at that time.

Is a 529 Plan Better than Establishing an
Education Trust?

529 Plans offer unparalleled advantages for education-focused
savings, particularly when college attendance is anticipated.
529 Plans offer a dedicated and tax-efficient solution tailored
to the specific needs of funding higher education.

That said, there is nothing wrong with creating a trust for the
benefit of the child and/or other family members as well, as
trusts may serve broader purposes or accommodate a broader
range of potential investments without being limited to plan
choices. If the primary focus for creating a trust is to cover
educational costs, thenitis probably the less efficient solution,
asthetrust will not allow for the tax-free growth benefits,and a
trust will never allow the grantor to take leftover funds back for
themselves, unlike 529 plans, which allow the owner to reclaim
the funds, albeit with a penalty and tax on appreciation.
However, if the goal of a trust is to allow those funds to be
protected from creditors, to be out of the grantor’s estate, and
to have a wider variety of potential distribution reasons beyond
only educational expenses, then a trust can be a more versatile
solution beyond education funding alone.



Ownership Structure

When establishing a 529 plan for a beneficiary, there are two ways that the ownership of the account can
be set up, although it may vary by plan:

1. Individual Ownership

Under this structure, the account is established in the name of an individual account owner, typically a
parent, grandparent or guardian that is depositing the funds into the account, although it can receive
contributions from other family members as well. The plan is established for the benefit of a specific
beneficiary, usually a child or other family member. The account owner retains control over the account
and can make decisions regarding contributions, investments, and withdrawals, and has the right to
change the beneficiary, which can be advantageous if the funds are not fully utilized by the original
beneficiary, in which case a new beneficiary can be established to utilize the remaining funds. Because
of the retention of control by the owner, this can also be a beneficial structure in the event of a divorce.

2. Custodial Ownership

Custodial ownership involves establishing the account in the name of a custodian (usually a parent or
guardian) for the benefit of, and on behalf of, the designated beneficiary. However, unlike individual
ownership, the custodian cannot change the beneficiary of the account, as the funds are considered
held on behalf of the child, versus truly owned by the custodian. If funding is coming from an UTMA
(Uniform Transfer to Minors Act) or UGMA (Uniform Gift to Minors Act) account for the child’s benefit, this
type of 529 plan might be required. Control of the plan generally changes once the beneficiary reaches
adulthood (usually 18 or 21 years old, depending on state law), and may permit the beneficiary to take
action on the account. Until then, the custodian manages the account on behalf of the beneficiary.

Conclusion

As shown above, there are significant advantages to 529 plansin general, including tax-free growth, tax-free
withdrawals for qualified educational expenses, and the ability to change beneficiaries. In addition, recent
legislative updates have significantly enhanced the flexibility of 529 plans. These include an increased
annual limit for K-12 distributions (rising to $20,000 per student in 2026), expanded pre-college uses such as
tutoring, dual enrollment programs, and educational therapies (effective July 2025), as well as the ability to
make partial student loan payments for beneficiaries and siblings, and roll over unused funds into a Roth IRA.

Collectively, these changes reduce the likelihood of leftover funds and broaden the ways families can
strategically use 529 savings. High and ultra-high net worth clients can also strategically forward-fund such
plans by carefully navigating annual exclusion limits, especially for clients with Irrevocable Life Insurance
Trust (ILIT) trusts. These plans offer unparalleled tax benefits and flexibility, making them superior choices
for college savings when compared to alternative vehicles such as trusts.

At NewEdge Wealth, our commitment lies in guiding you through the complexities of wealth management,
ensuring that your financial strategies are tailored to align seamlessly with your aspirations and priorities.



Important Disclosures

The views and opinions included in these materials belong to their author and do not necessarily reflect the views and opinions of
NewkEdge Capital Group, LLC.

Thisinformation is generalin nature and has been prepared solely for informational and educational purposes and does not constitute
an offer or a recommendation to buy or sell any particular security or to adopt any specific investment strategy.

NewEdge and its affiliates do not render advice on legal, tax and/or tax accounting matters. You should consult your personal tax and/
or legal advisor to learn about any potential tax or other implications that may result from acting on a particular recommendation.

The trademarks and service marks contained herein are the property of their respective owners. Unless otherwise specifically indicated,
allinformation with respect to any third party not affiliated with NewEdge has been provided by, and is the sole responsibility of, such
third party and has not been independently verified by NewEdge, its affiliates or any otherindependent third party. No representation
is given with respect to its accuracy or completeness, and such information and opinions may change without notice.

Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results.

Any forward-looking statements or forecasts are based on assumptions and actual results are expected to vary from any such statements
or forecasts. No assurance can be given that investment objectives or target returns will be achieved. Future returns may be higher
or lower than the estimates presented herein.

Aninvestment cannot be made directly in an index. Indices are unmanaged and have no fees or expenses. You can obtain information
about many indices online at a variety of sources including: https://www.sec.gov/fast-answers/answersindiceshtm.html.

All data is subject to change without notice.

© 2025 NewEdge Capital Group, LLC
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