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The Birth of a Grandchild
Congratulations! The arrival of a grandchild is always an exciting time. Since many grandparents wish to 
assist in covering their grandchildren’s future financial needs, it’s also a good time to consider financial 
preparations for the future. If you hope to provide funds to your grandchildren, both 529 plans and trusts 
might be beneficial options.

First, you’ll need to determine what type of financial assistance you would like to 
provide for your grandchildren. 

Start by answering these questions: 

● Do you want to help save for their education, or do you hope your assistance can be broader than that? 

● Do you prefer to set up a trust that they can access at a set point in the future? 

● How much would you like to give per year? 

● Will that amount exceed gift tax exemption limits? 

529 Plans for Education

529 Plans can be a way to save funds for your 
grandchild’s college education, as the money is able to 
grow tax-deferred, and can be withdrawn tax-free if 
used for eligible college expenses. 

529 plans are available in nearly every state, and you’re not 
limited to choosing one from your state of residence, giving you 
plenty of options. Most 529 plans also offer generous annual 
contribution limits, which can vary from year to year. However, 
the downside is that the funds must be used for educational 
expenses. So, if your grandchild decides not to attend college, or 
if the actual costs are lower than what you’ve contributed, you’ll 
pay taxes upon withdrawal or face a 10% penalty for withdrawing 
funds for non-education-related expenses. It’s also important to 
note that having a 529 plan may affect financial eligibility.

Doing research on your own and discussing your options with a 
qualified financial advisor can help you determine whether a 529 
plan is the best way to accomplish your goals.

Trusts

You may find that a trust is a better fit for your grandchild. 

The benefit of a trust is that there is more flexibility, as the funds are not earmarked for 
education as they are with a 529 plan. You can set the terms on how your contributions are 
used. Note that a trust must be reported when your grandchild applies for financial aid using the 
Free Application for Federal Student Aid (FAFSA). This means the existence of a trust could 
impact financial aid qualification, even if the money is not earmarked for education. Trust assets 
may be counted on the FAFSA and can potentially reduce eligibility for needs-based financial aid, 
particularly if the student is considered the owner or receives distributions. 

DID YOU KNOW?

The 2017 Tax Cuts and Jobs Act 
expanded 529s to also cover K-12 

private school and qualified 
education-related expenses, which 

offers a valuable benefit if your 
grandchildren might be attending 

private schools. Also of note: there 
are no mandatory withdrawals, and 
they can even be rolled over to a 

new beneficiary. 
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In this case study, we will explore the financial journey of James and Elizabeth, loving grandparents who wanted to 
provide their grandchild, Emily, with the gift of education. They sought our guidance to understand the benefits of 
investing in a 529 plan. Let's delve into their story and discover the advantages of this investment strategy.

Background:

James and Elizabeth were 
determined to support Emily's 
educational aspirations from an 
early age. They wanted to 
contribute towards her college 
expenses and help alleviate the 
burden of student loans. We 
introduced them to the concept of 
a 529 plan—a tax-advantaged 
investment vehicle specifically 
designed for education.

Goals:

James and Elizabeth were financially 
stable, with a well-diversified 
investment portfolio and a 
comfortable retirement savings plan. 
They had surplus funds that they 
could allocate toward Emily's 
education without jeopardizing their 
own financial goals.

Strategy:

The primary goal was to ensure 
that Emily had sufficient funds 
for her college education when 
the time came. James and 
Elizabeth also wanted to take 
advantage of potential tax 
benefits and maximize the 
growth of their investment over 
time.

Investing in a 529 Plan for Your Grandchild: A Case Study

Tax Advantages By investing in a 529 plan, James and Elizabeth enjoyed tax advantages. Their 
contributions grew tax-deferred, and qualified withdrawals for Emily's education expenses will not be 
tax-free as well.

Potential Growth  Given Emily's young age, they had a long-term investment horizon, allowing their 
contributions to potentially grow over time through the power of compounding.

Flexibility  The 529 plan provided flexibility in terms of investment options, allowing James and 
Elizabeth to choose an investment strategy that aligned with their risk tolerance and time horizon.

Estate Planning Benefits Contributions to the 529 plan reduced their taxable estate, potentially 
providing additional estate planning benefits.

Education Funding Security By regularly contributing to the 529 plan, James and Elizabeth helped 
build a solid foundation for Emily's education. This planning helped address funding concerns and 
supported her ability to pursue educational opportunities.

The case study of James and Elizabeth highlights the benefits of a 529 plan as a tool 
for grandparents seeking to contribute to their grandchildren's education and leave a 

lasting legacy.

This case study is for illustrative purposes only and does not constitute financial advice. Individual circumstances may vary, and it is 
recommended to consult with a qualified financial advisor for personalized guidance.

Benefits and Outcomes:
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Revocable and Irrevocable Trusts 

If you decide to utilize a trust, there are multiple types from which to choose. Revocable trusts, or living trusts, can 
be modified or revoked at any time. Revocable trusts can be useful in avoiding probate, which can be a long and 
costly process, but they will not protect assets from creditors or lawsuits. Irrevocable trusts, on the other hand, 
cannot be modified once created. The upside of this type of trust is that the assets are off limits to creditors. 

Different types of trusts will also offer you a variety of options for control. You may set withdrawal amounts, restrict 
access based on age, or add discretionary provisions. Common ones include requiring your grandchild to use the 
funds for purchasing a home or paying for a wedding.

Looking to the Future 

Grandchildren can add much joy to your life and providing them with a sound financial future is a wonderful gift. 
529 Plans and Trusts and are not just vehicles for the ultra-rich, but an option for anyone who wants to set money 
aside for the benefit of future generations.

Would you like to discuss your retirement plan? 
Schedule your Discovery Call by visiting our website broganfinancial.com 

or call us at (865) 862-6800
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