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Saving for College: 529 Plan vs.
Roth IRA

529 plans were created in 1996 to give families a tax-
advantaged way to save for college. Roth IRAs were created a
year later to give people another tax-advantaged way to save
for retirement. Along the way, some parents began using Roth
IRAs as a college savings tool. And now, starting in 2024, extra
funds in a 529 plan can be rolled over to a Roth IRA for the same
beneficiary. Here's how the two options compare in a few key

areas.

Contribution rules

529 plan: Anyone can open a 529 account. In 2024, individuals can contribute
up to $18,000 ($36,000 for married couples) without triggering gift tax
implications. And under a special accelerated gifting rule unique to 529 plans,
individuals can make a lump sum contribution in 2024 up to $90,000 ($180,000
for married couples) with no gift tax implications if they elect to spread the gift
over five years. Lifetime contribution limits for 529 plans are high — most
plans have lifetime limits of $350,000 and up (limits vary by state).

Roth IRA: Not everyone can contribute to a Roth IRA. In 2024, single filers must
have a modified adjusted gross income (MAGI) of $146,000 or less and joint
filers must have a MAGI of $230,000 or less. (A partial contribution is allowed
for single filers with a MAGI between $146,000 and $161,000, and joint filers
with a MAGI between $230,000 and $240,000.) In 2024, the annual
contribution limit is $7,000 ($8,000 for people age 50 and older).
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Tax benefits

529 plan: Earnings in a 529 account accumulate tax-deferred and are tax-free
when withdrawn if funds are used to pay the beneficiary’s qualified education
expenses, a broad term that includes tuition, fees, housing, food, and books.
States generally follow this tax treatment, and some states may offer a tax
deduction for 529 contributions. If funds in a 529 account are used for a non-
qualified expense, the earnings portion of the withdrawal is subject to income
tax and a 10% federal penalty.

Roth IRA: Earnings in a Roth IRA also accumulate tax-deferred and are tax-free
if a distribution is qualified. A distribution is qualified if a five-year holding
period is met and the distribution is made: (1) after age 59'%; (2) due to a
qualifying disability, (3) to pay certain first-time home buyer expenses, or (4) to
your beneficiary after your death. If your distribution isn't qualified, the
earnings portion of the withdrawal is subject to income tax and, if you're
younger than 592, a 10% early withdrawal penalty (unless an exception
applies). One exception to this penalty is when the withdrawal is used to pay
college expenses.

So, your age is key. Once you've met both the age 592 and five-year holding
requirements, money withdrawn from your Roth IRA to pay college expenses is
tax-free. But even though withdrawing funds before age 592 for college
expenses won't trigger an early withdrawal penalty, you may owe income tax
on the earnings. (Nonqualified distributions draw out contributions first and
earnings last, so you could withdraw up to the amount of your contributions
and not owe income tax.)

529 Plan Snapshot (2023)
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Source: ISS Market Intelligence, 529 Market Highlights, Q4 2023

Investment options and flexibility

529 plan: You're limited to the investment options offered by the 529 plan.
Plans typically offer a range of static and age-based portfolios (where the
underlying investments automatically become more conservative as the
beneficiary gets closer to college) with varying levels of risk, fees, and
management goals. If you're unhappy with the investment performance of the
options you've chosen, you can change the investment options on your
current contributions only twice per year, per federal law.
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Roth IRA: With a Roth IRA, you generally can choose from a wide range of
investments, and you can typically buy and sell investments whenever you like
(usually incurring transaction costs and fees), so they offer a lot of flexibility.

There are generally fees and expenses associated with investing in a 529 plan, as
well as the risk that investments may lose money or not perform well enough to
cover college costs as anticipated. The tax implications of a 529 plan can vary
from state to state and should be discussed with a legal and/or tax professional.
States offering their own 529 plans may provide their residents and taxpayers
with exclusive advantages and benefits, which may include financial aid,
scholarship funds, and protection from creditors. Before investing in a 529 plan,
consider the investment objectives, risks, charges, expenses, investment options,
underlying investments, and the investment company, which are available in the
official disclosure statement and applicable prospectuses. Contact your financial
professional to obtain a copy.

This information is not intended as tax, legal, investment, or retirement advice or
recommendations, and it may not be relied on for the purpose of avoiding any federal tax
penalties. You are encouraged to seek guidance from an independent tax or legal
professional. The content is derived from sources believed to be accurate. Neither the
information presented nor any opinion expressed constitutes a solicitation for the purchase
or sale of any security. This material was written and prepared by Broadridge Advisor
Solutions. © 2024 Broadridge Financial Solutions, Inc.

Important Disclosures and Privacy Policy

Different types of investments involve varying degrees of risk including market fluctuation and possible loss of
principal value. There can be no assurance that any specific investment strategy will be profitable. Our firm does
not provide legal or tax advice. Be sure to consult with your own legal and tax advisors before taking any action
that may have tax implications

Products and investment advisory services are offered through Berthel Fisher & Company Financial Services Inc
(BFCFS) and BFC Planning, Inc. Member EINRA/SIPC. PRISM Wealth Advisors, LLC, BFCFS, and BFC
Planning, Inc. are independent entities.

You may obtain a copy of the firms Regulation Best Interest Customer Relationship Summary by clicking the link

https://www.berthel.com/disclosures

Privacy Policy ISite Map
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