
529 Plans Become More Powerful Again 
2019’s SECURE Act adds limited student loan payments to the list 
of permissible 529 Plan distributions 

What expenses can be paid from a 529 account?

Payments for “qualified education expenses” are tax-free 
and include post-secondary tuition, fees, books, supplies and 
educational equipment. If a beneficiary is enrolled at least 
halftime, the “reasonable” cost of room and board is also 
permitted.

How much can be distributed to pay student loans?

After 2018, up to $10,000 can be distributed from a 529 Plan to 
pay on the plan beneficiary’s qualified student loan. Additional 
distributions of $10,000 may be made from the 529 Plan 
beneficiary’s account to pay the qualified student loan debt of 
each of the beneficiary’s siblings. For these purposes, step-
siblings are included. The $10,000 limitation applies separately to 
each plan beneficiary and each sibling. Student loan interest 
that is paid with tax-free 529 Plan earnings are not also 
deductible for income tax purposes. 

Are payments from a 529 account for qualified loans and 
K-12 tuition-free from state income tax?

Twenty-three states have conformed to the new federal law. In 
those states, it is clear that qualified student loan and K-12 tuition 
payments will be tax-exempt. In one state, Oregon, it is just as 
clear that payment of student loan and K-12 tuition is not a 
permitted tax-free expense. In others—New York, Nebraska and 
New Mexico among them—proposed conforming legislation has 
stalled or failed.  

Recent changes to federal law: “Qualified education 
expenses” now also include limited distributions to pay 
qualified student loan principal and interest, the cost of 
certain registered apprenticeship programs and, as of 2017, 
$10,000 per student per year in tuition paid to a public, 
private or religious school for grades K-12.

529 Plans, also known as 
Qualified Tuition Plans, were 
established by Congress to 
provide a tax-advantaged way 
to save for a child or
grandchild’s college education. 
Income from assets in these 
plans is never taxed, so long
as the funds are eventually 
withdrawn and used for 
“qualified education expenses.” 
Recently, the class of these 
expenses has been expanded.  
2019’s Setting Every Community 
Up for Retirement Enhancement 
(SECURE) Act includes in 
qualified education expenses 
up to $10,000 per student for 
qualified student loans.  In 2017, 
the Tax Cuts and Jobs Act 
allowed $10,000 per student per 
year to be used to pay tuition to 
a public, private or religious 
school for grades K-12.

Recommendation: If you live in 

a state conforming to the new 

federal law, and the state also 

permits a state tax credit or 

deduction for a gift into a 529 

account (see the list on page 

2), you can fund a 529 account 
and pay some or all K-12 tuition 

from the account, and enjoy 

state income tax savings.
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Will the donor receive a federal tax deduction for the gift into the 529 account?

No, but the donor will avoid future federal and state income tax on income generated within the 
account, and withdrawals used for qualified education expenses are also tax-free. As noted above, a 
state’s definition of “qualified education expenses” may be different than the federal definition, and one 
could have a qualified loan or K-12 tuition expense that is federally tax-free, but subject to state income 
tax and penalty.

Will the donor receive a state tax deduction or credit for the gift?
Yes, it is possible in all states imposing income tax, except California, Delaware, Hawaii, Kentucky, Maine, 
New Jersey and North Carolina. However, many states only permit deductions if the contribution is made 
to a 529 plan based in-state, and limit the deductible amount (the amount varies widely state-to-state). In 
the event that the 529 account owner ultimately uses a later distribution from the account for something 
other than a “qualified education expense," the owner would likely be subject to state penalties to 
recapture the prior deduction, and be subject to state income tax on any portion of the payment that is 
untaxed income.

States which honor K-12 tuition as a qualified expense and grant an 
income tax deduction or credit  
Arizona
Arkansas 
Connecticut 
District of Columbia 

Georgia 

Idaho 

Indiana
Iowa

Kansas 
Maryland 
Massachusetts 
Mississippi 

Missouri 

North Dakota

Ohio 
Oklahoma

Pennsylvania 
Rhode Island 
South Carolina
Utah 
Virginia
West Virginia 
Wisconsin

States which honor the qualified student loan and K-12 tuition expenses, but do not provide for a state tax 
deduction or credit for contributions to a 529: Delaware, Kentucky, Maine, New Jersey. For updates to 
these lists, and information specific to a particular state, please go to www.savingforcollege.com.

In Louisiana, a separate K-12 savings plan launched. The remaining fourteen states which impose income 
tax are still in the process of reviewing the new federal statutes and analyzing the consequences to state 
revenue.

www.savingforcollege.com
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• Change the beneficiary to another qualifying family member, including him or herself

• Continue to hold the funds in the account until another beneficiary is identified

• Roll the funds over to a 529 ABLE account for a qualifying family member living with disabilities

• Withdraw the unused funds, paying income tax on the earnings portion and a 10% penalty

Who can contribute to a 529 Plan?

Anyone may contribute to a 529 Plan account for one’s self or another person. The contribution to a 529 
account is a taxable gift for federal gift tax purposes. Contributions up to the $15,000 annual exclusion 
amount per student per year may be made free of gift tax. A person may contribute up to $75,000 tax- 
free in one year so long as the donor files a gift tax return and elects to treat the gift as one-current and 
four-future $15,000 gifts, using the annual exclusion for the next five years.

Who owns the 529 account?

Usually the person who originally funded the account retains ownership, the power to direct the funds 

and the power to change the beneficiary. For both practical and tax reasons, grandparents sometimes 

change ownership to the student’s parents or other relatives. Multiple persons may contribute to a single 

529 account without changing the ownership.

What happens to 529 account funds not used for the intended beneficiary?

The owner can:




