
 

529 Plan Ownership and Financial Aid 
 

Driven by the skyrocketing cost of a college education, it is 
no surprise that 529 plans have continued to grow in 
popularity. The College Savings Plan Network estimates 
that total investments in 529 plans had reached $371.5 
billion in 2019. With over 14 million accounts, the average 
account size also ballooned up to $26,054 in 2019.  
 
There are many reasons for the popularity of these plans. 
They are investment accounts specifically allocated for 
future education costs, users may qualify for a tax 
deduction or credit for contributing, and earnings on the 
529 increase on a tax-advantaged basis. 

 

Plan Ownership and FAFSA 
Ownership of a 529 plan has a direct effect on FAFSA 
(Free Application for Student Aid) eligibility. Under the 
rules, if a grandparent or other non-parent relative owns a 
529 account, its existence does not have to be reported on 
the initial FAFSA. That means that money in those plans 
will not affect a student’s financial aid eligibility in the 
beginning. 
 
When the parent of a student owns the 529 plan, however, 
that plan is considered an asset that must be reported on 
the FAFSA. Although the parent plan will be a reportable 
asset, less than 6% of parents’ assets are considered 
available to pay for college. 
 
Knowing these factors, families should consider carefully 
who should own the 529. There are planning opportunities 
around both the ownership and timing of distribution 
from plan accounts.  While any 529 distribution used 
directly for college is tax-free, the ownership will 
determine how it affects FAFSA eligibility.  For example,  
 

 

when a grandparent or other relative takes a distribution for 
the student from their own account, this is considered 
untaxed student income which can greatly affect future 
student aid eligibility. 
 
One planning option is to shift ownership from a grandparent 
529 plan to a parent-owned plan to pay for the first two years 
of college. This could have less of an overall impact than a 
grandparent-owned plan distribution. The timing of such an 
ownership shift would need to be considered. 
 
Planning is different if a grandparent takes a distribution from 
their own plan for the student. In this case, they might 
consider waiting until after January of a student’s second year 
of college to avoid reporting income for the 529 plans they 
own.  This is because FAFSA looks at income and tax 
information from the “prior-prior year” which effectively 
allows a look back of two calendar years. 
 

Successor Ownership 
Naming a contingent owner to a 529 plan is also very 
important. In most states, the custodian of the 529 plan must 
name a contingent owner, who would step in and manage the 
529 plan in the case of the custodian becoming unable. 
Considering the FAFSA issues above, a grandparent should at 
least consider making the child’s parent as the successor 
owner. 
 
If a 529 ownership change from grandparents to parents is 
optimal, the IRS allows one tax-fee rollover per year for plans 
with the same student. In this case, there are no gift or 
income tax consequences. 

 
If you have questions about 529 plans, or any other 
questions about saving or paying for college, feel free to 
reach out to us. 



 

 
 

 
About Fairhaven 

Fairhaven Wealth Management is an independent, privately owned investment and wealth management firm serving select families and small to mid-sized 
businesses. At Fairhaven,our commitment is simple – we exist to serve our clients … period. Our culture of service and accountability combined with 
prudent risk management and tax-efficiency are the cornerstones of our client commitment. www.fairhavenwealth.com 

 
 

This material has been prepared for informational and educational purposes for our clients and friends. 
This material does not constitute, and should not be construed as, an offer to sell, or a solicitation of an 
offer to buy, any securities or related financial instruments. Please consult your Fairhaven Wealth 
Management professional to discuss how this may impact your own financial plan and/or investment 
portfolio. This material is not intended to provide, and should not be relied upon for accounting, legal, 
tax advice or any other purposes. Information and views are as of the date indicated and such information 
and views are subject to change without notice. Fairhaven has no duty or obligation to update the 
information contained herein. Further, Fairhaven makes no representation, and it should not be assumed, 
that past investment performance is an indication of future results. Wherever there is the potential for 
profit there is also the possibility of loss. Certain information contained herein is based on or derived 
from information provided by independent third-party sources. Fairhaven believes that such information 
is accurate and that the sources from which it has been obtained are reliable; however, it cannot guarantee 
the accuracy of such information and has not independently verified the accuracy, completeness or the 
assumptions on which such information is based. Independent third-party sources cited in these materials 
make no representations or warranties regarding information attributed to them and shall have no liability 
in connection with said information. Neither Fairhaven Wealth Management nor its subsidiaries nor its 
affiliates provide accounting, legal or tax advice. Please consult your tax advisor or attorney for such 
guidance. Fairhaven Wealth Management is an SEC registered investment advisor. For a copy of the 
firm’s ADV Part 2 disclosure document please direct your inquiry to admin@fairhavenw.com.  
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