
It’s time to consider a Roth 529 conversion
by Jennifer Gartenberg

529 accounts are great vehicles to use to save for college.  The money grows tax-free, and there is no tax on distributions from
the account — as long as it is used for qualifying education expenses like tuition, books, or room and board. Additionally, many
states, including Illinois, allow for some state tax deductions.  

Leftover 529 assets?

Money left over in 529s can always be transferred to another family member’s 529, or it could be withdrawn from the account —
which would incur a 10% penalty on investment earnings plus you would have to pay taxes on the earnings as well.  Beginning
in 2024, there is a new alternative — as part of the Secure 2.0 Act, leftover funds in a 529 account can be converted to a Roth
IRA with no penalties or taxes. 

Following are the rules around this new provision:

There is a $35,000 lifetime cap on transfers to a Roth IRA from a 529 account.
Rollovers are subject to the annual Roth IRA contribution limit.  In 2024, the limit is $7,000.  Therefore, to roll over the full
$35,000, it would take six years at a minimum.
The rollover can only be made to the 529 beneficiary’s Roth IRA — not the account owner’s Roth who contributed the
funds.
The 529 account must be open for at least 15 years.  If you wanted to start the rollover process in 2024, your 529 would
need to have been open since at least 2009.
Contributions or earnings on those contributions made in the last five years can’t be rolled over.

Many families have been reluctant to fund 529s given their concern over the amount of funds their child may ultimately need.
Roth 529 conversions are a great alternative that doesn’t punish account owners with taxes or penalties in the future and still
allows them to gift assets to the beneficiary — whether for education in the 529 or retirement in the Roth IRA.

About Roth IRAs

Roth IRAs are very desirable accounts. They too grow tax-free and there is no tax on distributions from the accounts. Generally,
it has been hard to accumulate large balances in Roth IRAs because contributions are limited to certain income thresholds, and
rollovers from Traditional IRAs to Roth IRAs can be costly from a tax perspective.  The provision to enable rollovers of leftover
funds from a Traditional 529 account now makes converting an appealing option for many investors.

The above referenced rules are applicable whether there is money leftover in a 529 or if your child doesn’t end up in college. To
determine if a Roth 529 conversion is an option for you, consult your financial advisor and/or tax professional.
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