
How Recent Rule Changes Make
Grandparent-Owned 529 Plans More
Attractive

Melanie Brophy, CFP®, EA | Founder, Wealth Advisor & Tax Planner

September 26, 2026

Nelson Mandela famously said that “education is the most powerful weapon which you can use to change the world.” 
For many families, funding a child's education is a core financial planning priority, yet the associated costs have risen 
sharply over time. Grandparents often want to contribute to their grandchildren's education as a meaningful and lasting 
legacy, one that goes beyond traditional gift-giving.

Historically, grandparents faced specific rules when gifting to grandchildren that could create unintended financial 
consequences, particularly around financial aid eligibility. Recent changes to federal financial aid rules now exclude 
grandparent-owned 529 accounts from the student assets portion of the aid calculation, removing a long-standing 
drawback. This makes grandparent-owned 529 plans worth a closer look as part of a comprehensive education funding 
strategy.

The rising cost of higher education puts pressure on family finances
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The cost of a college education has grown well 
beyond the general rate of inflation over the past 40 
years. According to the National Center for 
Education Statistics, average tuition and fees, 
adjusted for inflation, have risen substantially since 
1963, with private 4-year institutions seeing 
particularly steep increases. Beyond tuition, families 
must also account for housing, food, books, 
transportation, and other education-related 
expenses, which now average over $17,000 per year 
according to the College Board.1

To manage these costs, families typically draw on a 
combination of sources, including parent and 
student income, savings, scholarships, grants, loans, 
and support from relatives. This is where 
grandparent-owned 529 accounts can add 

meaningful value. Although parents often open 529 accounts for their children, grandparents can open accounts for 
grandchildren as well. Previously, distributions from grandparent-owned plans were reported as student income on the 
FAFSA, which reduced financial aid eligibility. Under the prior rules, student income was included in the Student Aid 
Index (SAI) calculation at a rate of 50%, and grandparent-owned 529 distributions were subject to this treatment.2,3 
Recent changes now exempt grandparent-owned 529 accounts from this calculation entirely.

Investing in education can support a grandchild's long-term success

Despite the rising cost of college, Bureau of Labor 
Statistics data confirms that the long-term returns 
to education remain strong. Each additional level of 
education is associated with higher average 
earnings and lower unemployment rates. For 
example, those with a high school diploma face an 
unemployment rate of 4.3%, while bachelor's 
degree holders average 2.8%, and those with 
professional or doctoral degrees see rates below 
2%.4 Helping fund a grandchild's education is 
therefore a powerful way to establish a meaningful 
and lasting legacy.

Grandparent-owned 529 accounts offer notable 
flexibility, as the account owner retains control over 
assets, distributions, and the ability to change the 
beneficiary to another qualifying family member if 

plans shift. The SECURE 2.0 Act also allows up to $35,000 to be transferred from a 529 account into the grandchild's Roth 
IRA over their lifetime, free of taxes and penalties, provided certain conditions are met.5 The account must have been 
open under the grandchild's name for at least 15 years, and annual Roth IRA contribution limits along with earned 
income requirements still apply. Additionally, up to $10,000 can be used to pay off qualified federal or private student 
loans for the primary beneficiary or their siblings.6 Starting in 2026, grandparents can also withdraw up to $20,000 per 
grandchild annually for K-12 tuition, free of federal taxes.

529 accounts do not have an annual contribution cap, making them well-suited for estate planning and gifting. For 2026, 
a grandparent can gift up to $19,000 per grandchild each year without triggering federal gift tax reporting.7 For those 
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who want to make a larger contribution, it is possible to front-load up to five years of gifts into a single contribution, 
translating to up to $95,000, giving assets more time to compound on a tax-free basis.8 More than 30 states also offer an 
income tax deduction or credit for certain 529 contributions, with nine states providing “tax parity” for contributions to 
any state's plan.9

Of course, any contributions to a grandchild's education should be balanced against the grandparent's own retirement 
needs and long-term financial goals. When used thoughtfully, 529 plans represent a tax-advantaged tool that allows 
grandparents to play a meaningful role in helping families manage the growing cost of higher education.

The bottom line? Grandparents can leave a lasting legacy for their grandchildren in many different ways, 
including grandparent-owned 529 accounts. With careful planning, they can strategically invest in their 
grandchildren's future by helping with education costs using tax-efficient strategies.
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Information is provided “AS IS” and without warranties of any kind either express or implied. To the fullest extent 
permissible pursuant to applicable laws, Next Play Financial Solutions, LLC (referred to as “Next Play Financial”) 
disclaims all warranties, express or implied, including, but not limited to, implied warranties of merchantability, non-
infringement and suitability for a particular purpose. Next Play Financial does not warrant that the information will be 
free from error.

None of the information provided is intended as investment, tax, accounting or legal advice, as an offer or solicitation of 
an offer to buy or sell, or as an endorsement of any company, security, fund, or other securities or non-securities 
offering. The information should not be relied upon for purposes of transacting securities or other investments.

Your use of the information is at your sole risk. Under no circumstances shall Next Play Financial be liable for any direct, 
indirect, special or consequential damages that result from the use of, or the inability to use, the materials in this site, 
even if Next Play Financial or a Next Play Financial authorized representative has been advised of the possibility of such 
damages.

In no event shall Next Play Financial Solutions, LLC have any liability to you for damages, losses and causes of action for 
accessing this site. Information on this website should not be considered a solicitation to buy, an offer to sell, or a 
recommendation of any security in any jurisdiction where such offer, solicitation, or recommendation would be 
unlawful or unauthorized.

Copyright (c) 2026 Clearnomics, Inc. All rights reserved. The information contained herein has been obtained from 
sources believed to be reliable, but is not necessarily complete and its accuracy cannot be guaranteed. No 
representation or warranty, express or implied, is made as to the fairness, accuracy, completeness, or correctness of the 
information and opinions contained herein. The views and the other information provided are subject to change without 
notice. All reports posted on or via www.clearnomics.com or any affiliated websites, applications, or services are issued 
without regard to the specific investment objectives, financial situation, or particular needs of any specific recipient and 
are not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. Past 
performance is not necessarily a guide to future results. Company fundamentals and earnings may be mentioned 
occasionally, but should not be construed as a recommendation to buy, sell, or hold the company's stock. Predictions, 
forecasts, and estimates for any and all markets should not be construed as recommendations to buy, sell, or hold any 
security--including mutual funds, futures contracts, and exchange traded funds, or any similar instruments. The text, 
images, and other materials contained or displayed in this report are proprietary to Clearnomics, Inc. and constitute 
valuable intellectual property. All unauthorized reproduction or other use of material from Clearnomics, Inc. shall be 
deemed willful infringement(s) of this copyright and other proprietary and intellectual property rights, including but not 
limited to, rights of privacy. Clearnomics, Inc. expressly reserves all rights in connection with its intellectual property, 
including without limitation the right to block the transfer of its products and services and/or to track usage thereof, 
through electronic tracking technology, and all other lawful means, now known or hereafter devised. Clearnomics, Inc. 
reserves the right, without further notice, to pursue to the fullest extent allowed by the law any and all criminal and civil 
remedies for the violation of its rights.
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