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Many grandparents are in a financial position to help with their grandchildren’s higher education 
expenses, but they are confused by all of the options available for college savings accounts. In 
addition, they often have concerns that funds earmarked for higher education will not be spent on 
higher education, and they do not wish to prevent the grandchild from qualifying for financial aid 
benefits. 
 
Gifts of cash are always an option. Each grandparent is limited to an $11,000 gift per person per 
year ($12,000 in 2006) to avoid gift-tax consequences. However, cash gifts become property of 
the grandchild, and can be spent on whatever the grandchild chooses. If the gifts are made to 
minor children through the Uniform Gift to Minors Act, the same potential problem can arise 
when the child reaches 18, because at that point the child has access to the account funds. 
Grandparents may avoid this problem by paying tuition directly to the college, and if they do, are 
not limited to the $11,000 per person per year limitation. However, all cash gifts are included in 
the child’s available income when completing the Free Application for Federal Student Aid. 
 
Grandparents can own 529 
An alternative to cash gifts is a Section 529 plan. These plans get their name from the Internal 
Revenue Service code section that authorizes them. Each state sponsors at least one 529 plan. 
However, it is not necessary for the grandparents to purchase a plan sponsored by either the state 
where they reside, or the state where the grandchild resides. The funds can generally be used 
wherever the child attends college.  
 
The grandparents retain ownership and control of the account, which means they can transfer it 
to another grandchild if they choose. The need to transfer the account could arise if the first 
grandchild does not attend college, or for some reason does not need the funds.  
 
The funds deposited in the account are considered gifts, but they are not subject to gift tax if 
annual gifts are $12,000 or less per person per grandparent. There is a special benefit for these 
plans: donors are allowed to make five $12,000 per person gifts in one year without gift tax 
implications, provided they do not make additional gifts for the next four years. The accounts 
grow tax-free, and withdrawals are tax-free if the student spends the proceeds on qualifying 
educational expenses. Because the funds are owned by the grandparent, the §529 fund balance is 
not counted as an asset by either the grandchild or their parents when they are filling out the 
FAFSA forms. 
 
No limit to opening 529s 
There are other benefits to 529 plans. Under current law, any taxpayer can open an unlimited 
number of these plans. Married taxpayers can elect gift splitting, which means a couple can give 
$24,000 to each beneficiary each year without gift tax issues. Thus, in the case of 529 plans, they 
can give $120,000 in a lump sum.  In addition, the owner of the 529 plan does not include the 



value of the account in his estate. Instead, the beneficiary will include the value in his estate, 
even though the beneficiary does not control the assets in the account. 
 
The legislation authorizing 529 plans is set to expire in 2010, unless Congress acts to extend it. 
Because these plans are so popular, this extension is very likely to happen, although there may be 
some modifications to the plans that will make them less estate-tax friendly. For more 
information on 529 plans, visit Hwww.savingforcollege.comH or www.mnsaves.org. 
 
 


