
🛠️ How Does a 529 Plan Work?
Who can open it?
A parent, grandparent, or almost anyone can open a 529 account for a child.

Contribution limits:
There’s no annual contribution limit (though gifts over $18,000 per year per donor may require a tax form).
You can invest much more than with an ESA.

Tax benefits:
Your money grows tax-free. 
Withdrawals are also tax-free if used for qualified expenses (like tuition, room & board, books, and more). 
Some states even offer state tax deductions for contributions.

Use it nationwide:
You can use a 529 to pay for schools anywhere in the U.S. (and even some abroad).

Pros Cons

High Contribution Limits: Great for saving large
amounts—some plans allow over $300,000 in total
contributions.

Must Be Used for Education:  If the money isn’t used for
qualified education expenses, you’ll pay taxes + a 10%
penalty on the earnings.

Tax-Free Growth & Withdrawals: You don’t pay taxes on
earnings if used for education.

Limited Investment Choices: You pick from a set of
investment options offered by the plan—not full freedom like
a regular investment account.

Anyone Can Contribute: Family and friends can add to the
account for birthdays or holidays.

Financial Aid Impact: A 529 is considered a parental asset,
so it may slightly reduce need-based financial aid (though
less than a student asset would).

Use It in Any State: You can use the money at nearly any
accredited school, no matter where you live or where the
plan is from.

Can Be Transferred: If your child doesn’t use the money,
you can transfer it to a sibling or other family member.

NEW (as of 2024): Some unused 529 funds can now be
rolled into a Roth IRA for the beneficiary (up to $35,000, if
conditions are met).

🎓 What Is a 529 Plan?
A 529 Plan is a special savings account that helps families set aside money for their child’s education—
especially college, but it can also be used for K–12 tuition and even some apprenticeship programs.

What makes it powerful? The money you put in grows tax-free, and you don’t pay taxes when you take it out
for qualified education expenses.



🎓What Is an Education Savings Account (ESA)?
An Education Savings Account (ESA) (often called a Coverdell ESA) is a special savings account that
families can use to save and invest money for a child’s education.

The money in the account grows over time through investments, and when it is used for approved
education expenses, the earnings can be withdrawn tax-free.

Think of an ESA like a college savings account for your child, but it can also be used for K–12
educational expenses, not just college.

🛠️How Does an ESA Works?
A parent, grandparent, or other family member opens an ESA for a child. Money is contributed to the
account each year. The money is invested and grows over time. 

When the child needs it for education, the money can be withdrawn tax-free if used for qualified
education expenses.

Important rules:
Up to $2,000 per year can be contributed per child.
Contributions stop when the child turns 18 years old (unless special needs).
Anyone can contribute (parents, relatives, friends).

Pros Cons

Tax-free growth for education

Contribution limit is relatively low ($2,000 per
year)

 Can be used for K–12 and college expenses Income limits may prevent higher-income families
from contributing

Investment flexibility (you can choose how the
money is invested)

 Contributions stop at age 18

 Family members can contribute
 Money must be used for education or taxes and
penalties may apply



Feature 529 Plan ESA

Purpose
Save for K–12 and college

education
Save for K–12 and college

education

Annual
Contribution Limit

No annual limit (subject to gift tax
rules; $18,000 in 2024 per person)

$2,000 per child per year

Lifetime
Contribution Limit

Varies by state (often over
$300,000)

$2,000/year until age 18

Income Limits to
Contribute

None
Yes – income must be below
$110,000 (single) / $220,000

(married)

Tax Benefits
Earnings grow tax-free; no tax on

withdrawals for education
Same – tax-free growth and
withdrawals for education

Eligible Uses
Tuition, books, fees, room & board,

computers, some K–12 tuition
Tuition, books, fees, room &
board, computers, tutoring

Age Restrictions None for contributions or use
Must stop contributions at age

18, and use by age 30

Investment
Control

Limited to plan’s investment
options (age-based or custom)

More flexible – wider range of
investment options

Financial Aid
Impact

Considered a parent asset (lower
impact on aid)

Same – considered a parent
asset

Penalty for Non-
Education Use Tax + 10% penalty on earnings Tax + 10% penalty on earnings

Transferable to
Another Child?

Yes – easily transfer to a sibling or
family member

Yes – but must also meet age/use
rules

Can Roll Over to
Roth IRA?

Yes (starting 2024, up to $35,000 if
conditions met)

No

529 Plan vs Education Savings Account



529 Plan ESA

College and Postsecondary Education
Funds can be used at most accredited
colleges, universities, community colleges,
and trade schools. Eligible expenses include:
Tuition; Mandatory fees; Books and textbooks;
Required course materials; Supplies and
equipment required for classes; Computers,
laptops, and tablets used for school; Internet
access needed for coursework

 Private School Tuition and Fees
Families can use ESA funds to pay for: Private
school tuition; Registration or enrollment fees;
Required school fees

Room and Board
If the student is enrolled at least half-time,
529 funds can cover housing costs. This
includes: On-campus housing and meal plans;
Off-campus rent; Utilities; Groceries and food
(up to the school’s allowed cost of attendance)

Tutoring and Educational Services
ESA funds can cover: Individual tutoring; Academic
intervention or support services; Specialized
instruction (reading, math, etc.)

Technology for School
Technology needed for coursework is eligible,
including: Computers and laptops; Tablets;
Software required for classes; Internet service
used primarily for school

Special Education Services and Therapies
For students who need additional support, funds may be
used for: Speech therapy; Occupational therapy;
Behavioral therapy; Other services recommended in a
learning plan

Apprenticeship Programs
Funds can be used for registered
apprenticeship programs approved by the
U.S. Department of Labor. Eligible costs
include: Tuition; Fees; Books; Supplies;
Equipment required for the program

Curriculum and Instructional Materials
Parents can purchase learning materials such as:
Textbooks; Workbooks; Online curriculum programs;
Educational learning kits

K–12 Tuition
Families can use up to $10,000 per year per
student from a 529 plan for: Tuition at private,
public, or religious K–12 schools

(Note: Some states have additional rules.)

Technology for Learning
ESA funds can typically be used for: Computers or
laptops; Tablets; Printers; Educational software;
Internet services required for learning

What CAN the Money Be Used For?



529 Plan ESA

Student Loan Repayment
529 funds can help pay off student loans.
Limits include: Up to $10,000 lifetime per
borrower; Up to $10,000 per sibling of the
beneficiary

Homeschool Expenses
Families who homeschool may use ESA funds for:
Curriculum; Instructional materials; Homeschool
classes or programs; Educational co-ops

College and Postsecondary Courses
ESA funds can often pay for: Dual enrollment
courses; Community college classes; Postsecondary
tuition

Public School Services (Supplemental)
Students enrolled in public school may still use ESA
funds for: Supplemental tutoring; Online classes;
Extracurricular academic programs

Transportation (In Some Programs)
Some ESA programs allow funds for limited
transportation costs related to education services.



If you want... Choose...

To save large amounts with no income
restrictions 529 Plan

Tax-free growth with broad K–12 and
college coverage

Either

More investment flexibility ESA

A plan even high-income earners can
contribute to

529 Plan

To cover private school or tutoring
before college

ESA (broader K–12 uses)

A backup option if the child doesn’t go
to college

529 Plan (can be transferred or rolled into Roth)

Which is better: 529 Plan vs ESA?

🏁 Final Thoughts

A 529 Plan is one of the best ways to save for college, especially if you start early and contribute
regularly. It offers flexibility, tax advantages, and room to grow your investment.
It’s a great tool for:

College savings
K–12 tuition (up to $10,000/year)
Trade school or apprenticeships
Even rolling over to a retirement account (with restrictions)

ESA programs are state-specific, so approved expenses and spending rules can vary. Families
should always check their state program guidelines to make sure purchases qualify.
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