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Ask the Experts: 529 Funds

Q: My children have already graduated from college, and | have leftover 529 funds. What should | do
with them?

Children sometimes thwart our best-laid plans, but having extra money in a 529 college-savings plan
is a pretty good outcome. Families can end up with leftover college funds for a variety of reasons,
such as when a student gets their education paid for through military service or chooses to pursue a
business idea instead of attending college.

As you probably know, 529 plan contributions are made with after-tax money and can offer a state tax
benefit depending on where you live and which plan you used. When they&a€™re used for qualifying
expenses, distributions are tax-free and penalty-free. But when theya€™re used for nonqualified
distributions, you&a€™I| be on the hook for income tax plus a 10 percent penalty on the earnings.

One exception is if the student received a scholarship. In that case, you can withdraw the equivalent
amount with no 10 percent penalty, although you will have to pay income tax on the earnings (not the
principal).

If you were diligent in saving for college but now have unused funds, there are a number of ways you
can use the money with little to no tax consequences.

To maximize 529 plan benefits for leftover funds, first look for another qualified way to use the money,
keeping in mind that there is no time or age limit. Might your child pursue a graduate degree or a
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different field of study later on? If so, you could leave the funds in the account and let them grow tax-
free. Thanks to SECURE Act 2.0, leftover funds from a 529 account can be transferred into a Roth
IRA tax-free for the beneficiary.

Otherwise, consider whether someone else in the family might have educational expenses coming up.
The 529 plan owner can change the beneficiary to another family member at any time with no tax
consequences. And the definition of family includes a sibling, spouse, child, cousin, son- or daughter-
in-law, brother- or sister-in-law, aunt, uncle, niece, nephew, and many other relatives. Youa€™re
even allowed to make yourself the beneficiary.

Qualii—eed expenses include undergraduate or graduate tuition at accredited institutions, as well as
room, board, books, and computer equipment. Allowed expenses also include Ka™12 tuition of up to
$10,000 per year at a private, public, or religious school.

The SECURE Act also classii—+ed student loan payments as a qualifying expense. You can use up to
$10,000 per benei-eciary toward outstanding education loans.

Before you make any decision about your leftover 529 funds, check with your financial and tax
advisors to make sure you know the impact on your specific situation. A financial advisor can also
help you prevent or minimize overfunding.

Have questions? Need help? Call the CAPTRUST Advice Desk at 800.967.9948, or schedule an
appointment with a retirement counselor today.

Legal Notice

This document is intended to be informational only. CAPTRUST does not render legal, accounting, or
tax advice. Please consult the appropriate legal, accounting, or tax advisor if you require such advice.
The opinions expressed in this report are subject to change without notice. This material has been
prepared or is distributed solely for informational purposes and is not a solicitation or an offer to buy
any security or instrument or to participate in any trading strategy. The information and statistics in
this report are from sources believed to be reliable but are not warranted by CAPTRUST Financial
Advisors to be accurate or complete. All publication rights reserved. None of the material in this
publication may be reproduced in any form without the express written permission of CAPTRUST:
919.870.6822.
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