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Tax Cuts and Jobs Act Expands 529 College
Savings Accounts to Include K-12 Tuition

Impact on Wisconsin
May 31, 2018 Update

Parents can now save federally tax-free for their children’s education from kindergarten through college. This
change was included in the Tax Cuts and Jobs Act adopted by Congress in December 2017. Effective January 1,
2018, parents may contribute to 529 savings plans to build up a nest egg for tuition at an elementary or
secondary public, private or religious school.

Parents, grandparents and other owners of 529 plans in Wisconsin can now withdraw up to $10,000 in savings
annually from these accounts, if they choose, for elementary and secondary school tuition, without incurring

federal or state taxes.

The Wisconsin tax code allows up to $3,200 in annual contributions to 529 savings plans for each beneficiary to
be deductible on state income taxes ($1,600 for married filing separately), and allows for tax-free withdrawals
for qualified higher education expenses and K-12 tuition, as the federal government allows. In addition, the
Wisconsin legislature in April created a non-refundable business income and franchise tax credit for an amount
equal to 25% of the amount an employer pays into an employee’s college savings account.

Additional background on 529 savings plans follows:

* 529 savings accounts for children’s education are popular and widely used:
o Many parents (and other relatives) already use 529 savings accounts to save for their children’s
college.
o More than 13 million 529 accounts hold nearly $300 billion in savings.
o More than 75 percent of these 529 accounts are held by families with annual incomes at or below

$150,000.

e 529 savings plans grow tax-free at the federal level, which means such accounts can grow faster than
they would if subject to taxes on investment earnings. The federal government does not provide a tax
deduction for contributions to a 529, though 34 states do, including Wisconsin.

* The incentive to save money tax-free means having more resources to ensure they get the education
they need before enrolling in college. Parents who desire a parochial education for their children can
now save federally tax-free for those expenses.

Additional detail on the 529 savings program and the recent changes made, including a “frequently asked
questions” section, can be found on a new non-profit website www.529K12facts.org. This website also
provides information on the features of 529 plans available specifically by state. The Wisconsin 529 college
savings program, called EDVEST, can be found www.edvest.com.




Using 529 Savings Plans for K-12 Tuition

In 2017, Congress expanded the use of 529 savings plans to include K-12 tuition. There are many questions about this policy change, so
our organizations teamed up to answer some of the most commonly asked. Since states are still in the process of responding to this
federal change, some questions are still unanswered. As states continue to respond, we will reqularly update this document.

What is a 529 savings plan?

529 savings plans were originally designed to be tax-advantaged plans that help parents save for future college costs. 529
plans are sponsored by states, state agencies, or educational institutions and are authorized by Section 529 of the Internal
Revenue Code. Essentially, a 529 plan allows parents® to put money into an investment account for their children’s college
expenses, and all financial growth on that account is untaxed at the federal level. Parents can contribute money to a 529
account in their own state or contribute to another state’s 529 savings account.

e Example: A parent donates 51,000 after-tax dollars into Aisha’s 529 account when she is born. The account is
worth 52,500 when Aisha attends college. If Aisha uses the $2,500 to pay for qualified higher education
expenses, there is no federal tax on the $1,500 earned in the account.

What has changed about 529 savings plans?

The Tax Cuts and Jobs Act passed in 2017 expanded the use of 529 savings plans so that parents can now use these funds
for up to $10,000 per year per beneficiary for K-12 tuition in addition to college expenses. There are no federally mandated
maximum contribution limits, and any financial growth in the account will continue to accrue free of federal income taxes.
In states that allow parents to use 529 savings for K-12 tuition, parents can now put as much as they want in the account
each year to use for elementary or secondary tuition. However, each state caps the total amount that can be in a 529
account (usually between $200,000-$300,000).

Does the federal expansion of 529 savings plans apply to state tax laws in all 50 states?
Not automatically. For state tax purposes, it’s up to each state to determine whether the K-12 expansion will apply —i.e.
whether parents can use 529 plans for K-12 tuition and not pay state income tax on the account growth.

e In 22 states, legislative changes are not needed or the state has already adopted legislation conforming state laws
to the federal laws. Families can use 529 plans for K-12 tuition free of state and federal income tax.

e In 11 states, policy changes at the state level are needed before 529 plans can be used for K-12 tuition free of
state income tax. Policymakers in several of these states are already working to make this happen.

o Eight states plus Washington, D.C. have yet to determine how the changes will affect their respective states. In
these states, legislation may be needed before 529 plans can be used for K-12 tuition free of state income tax.

e Since 529 plans are designed to create income tax savings, there are no implications in the nine states without
individual income taxes. In these states, parents can now use 529 funds for K-12 tuition free of federal tax.

What do states need to do to institute the federal changes?
The states that do not conform to the changes in federal law may need to enact legislation and/or regulations that
explicitly create a policy by which parents can use 529 plans to pay for K-12 tuition, free of state income tax.

1 parents of beneficiaries are typically the ones who contribute to a beneficiary’s 529 account, but an account holder can actually be anyone,
including grandparents. Per IRS guidance, anyone can set up a 529 and name anyone as a beneficiary — a relative, a friend, even themselves.
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STATE-BY-STATE REQUIREMENTS FOR EXPANDING 529 ACCOUNTS TO K-12 TUITION
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" Legislative change needed No change needed

Bl No state tax implications (no state income tax) [ State has not yet determined
* State adopted legislation

.

Will states’ 529 bonuses apply to K-12 savings?
It’s too early to tell whether states that provide extra tax incentives—state tax deductions or credits, or matching grants—
for money put in 529 accounts for college will extend these types of incentives to 529 funds used for K-12 tuition.

What should parents do if they are interested in utilizing a 529 savings plan for K-12 tuition?
Parents should talk with tax professionals in their respective states to learn whether they can use 529 savings for K-12
tuition tax-free at the state level. Because this federal change is relatively new, parents should proceed with caution when
using their 529 plans for K-12 purposes, and should consult with local experts who can provide state-specific advice.

Questions parents might want to ask their accountants and/or financial advisors about 529 accounts:?
e What are the specific benefits and limitations of a 529 plan in my state?
e Should | wait until my state clarifies its 529 rules before using 529 savings for K-12 tuition?
e What impact does 529 have on college or K-12 financial aid?
e What is the interplay between 529 contributions and gift tax limits?
e How can | superfund my 529 savings account?

2 https://agudathisrael.org/529plan
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