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Helping a grandchild pay for school can be a meaningful way to support their future while 
also giving grandparents an opportunity to pass on wealth in a tax-efficient way. 
Grandparents can contribute to education costs in several ways, including outright gifts, 
loans, or establishing a 529 plan. Choosing the right approach depends on a variety of 
factors, such as the type of educational expenses involved, the child’s age, and the 
grandparents’ overall financial situation. In this article, we’ll explore three options that 
offer both tax and estate planning advantages: making direct tuition payments, opening 
a 529 plan, and utilizing a minor’s trust. 

Direct Payments to Qualified Educational Organizations 
Tuition payments made directly to an accredited institution are not considered gifts for 
tax purposes. This allows you to fund a grandchild’s education without impacting your 
annual gift tax exclusion of $19,000 ($38,000 for married couples) per recipient in 2026. 
It also avoids any estate and gift tax or generation-skipping tax consequences.  

Takeaways   
• Paying tuition directly might be the simplest 

option and can reduce education costs without 
using your annual gift exclusion. 

• A 529 plan can be a smart choice if you want 
tax-advantaged savings for education. 

• A minor’s trust may be worth considering if 
flexibility is your top priority. 
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Under Section 2503(e) of the Internal Revenue Code, there is an unlimited gift tax 
exclusion for tuition payments made directly to an educational organization. These 
organizations include primary, secondary, preparatory, and high schools, as well as public 
and private colleges, universities, and qualified apprenticeship programs, provided they 
maintain a regular faculty, curriculum, and a regularly enrolled student body; tuition 
must be for full-time or part-time students. Non-tuition related expenses such as books 
and room and board are not permitted. 

With college tuition costs sometimes exceeding $70,000 per year, direct tuition payments 
allow you to contribute large amounts annually to a grandchild’s education. This strategy 
also allows you to transfer substantial assets out of your estate without triggering gift 
tax consequences. 

Minor’s Trust 
A minor’s trust is another option to help pay for a grandchild’s education. A pros and 
cons comparison of a 529 plan and a minor’s trust is provided in the chart below. With 
these trusts, grandparents can make yearly gifts of $19,000 (or $38,000 for a married 
couple).   

One major benefit of a minor’s trust is that the assets can be used for many purposes.  
This can include education, buying a home, or starting a business. Because of the trust 
structure, use of a minor’s trust will involve some administration, including filing tax 
returns. 

529 Plans 
529 plans are specialized investment accounts intended to help families save for college 
by allowing for tax-free growth of funds within the account and tax-free withdrawals for 
qualified education expenses. With 529 accounts, grandparents can make annual 
exclusion gifts ($19,000 per person; $38,000 for a married couple). Distributions from 
529 accounts for qualified education expenses are not subject to federal income tax (see 
the chart for examples of qualified expenses). However, distributions for nonqualified 
expenses are subject to a 10% penalty as well as federal and state income tax.   

Grandparent-owned 529 plans are not included as a countable asset on a student’s Free 
Application for Federal Student Aid (FAFSA). However, 529 plans may still be considered 
countable assets under the CSS system used by many private colleges to determine 
financial aid. 

 



  3 

 

Comparison of Minor’s Trust and 529 Plan 
 
 

Minor's Trust 529 Plan 

Why should I consider 
setting one up? 

This is a type of trust that can 
accept $19,000 ($38,000 for 
married couples) annual 
exclusion gifts and is a flexible 
vehicle that can be used for 
any of the child's needs, e.g. 
medical, education, house 
purchase, etc.  You choose the 
circumstances in which the 
child may receive distributions. 
The trust may extend beyond 
the child's becoming an adult. 

This is essentially a tax-
advantaged investment account 
that is not subject to federal 
income tax but may only be used 
for qualified education expenses.  
There is a 10% penalty for any 
other withdrawals, even if the 
beneficiary has completed 
his/her education.  You may only 
use the investment advisor 
chosen by the state in which you 
set up your 529 Plan.  State 
income tax treatment varies by 
state. 

How much can I 
contribute to it? 

Generally, a maximum equal to 
the annual exclusion amount, 
now $19,000 per donor and 
$38,000 for married couples.  

Same as Minor's Trust, but see 
gift tax considerations below. 

Are there any 
penalties for 
withdrawals? 

No. Yes, a penalty of 10% of earnings 
for withdrawing assets not used 
for qualified educational 
purposes, including assets left in 
account after beneficiary 
completes education.  Qualified 
withdrawals include: elementary, 
secondary, and post-secondary 
tuition; fees for standardized and 
college admission exams; books 
and other instructional or online 
educational materials; 
postsecondary credentialing 
programs; academic tutoring and 
educational therapies, such as 
behavioral or speech-language 
therapies; higher education dual 
enrollment fees; and up to 
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$10,000 in student loan 
repayment.  In addition, accounts 
that are at least 15 years old and 
the funds have been in the 
account for at least 5 years may 
be rolled over to a Roth IRA 
owned by the beneficiary 
(capped at the annual Roth IRA 
contribution limit, with a lifetime 
limit of $35,000). 

What are the 
investment choices? 

There are no restrictions on 
investments beyond a trustee's 
duty to invest prudently. 

Generally, the account must 
invest with an investment 
manager chosen by the state, 
and investments are limited to 
funds offered by that investment 
manager, e.g. Fidelity. 

Who controls the 
assets? 

The Trustee controls 
investments and distributions. 

The account owner controls 
distributions but investment 
choices are typically limited.  
(See Investment Choices, above.) 

Are there limitations 
on how the money 
can be used? 

There are no required 
limitations but you may write 
those into the trust, if you wish. 

Funds may be used only for 
qualified education expenses. 
Beneficiary of account can be 
changed at any time by account 
owner, which may have gift tax 
consequence if new beneficiary is 
in a lower generation than 
original beneficiary. 

Is there a minimum 
that I must 
contribute? 

No minimum required but fee 
efficiency and portfolio 
diversification increase with 
larger funding. 

Varies by provider.  Generally 
either no minimum, a low 
minimum one-time contribution 
(e.g., $25), or a low minimum 
monthly deposit (e.g., $15). 

How much does it 
cost? 

Legal fees to establish trust.  
Potential fees for 
trustee/investment services. 

General account maintenance 
and investment fees. Fees vary 
by plan.* 
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What are the gift tax 
considerations? 

Annual gifts of $19,000 or less 
($38,000 for married couples) 
are not subject to gift tax due 
to annual exclusion.  Does not 
affect donor's lifetime 
exemption, currently $15 
million. 

Same as Minor's Trust but also 
has the ability to "front-load" 
gifts by making 5 years' worth of 
annual exclusion gifts at one 
time, in which case no other 
annual exclusion gifts to same 
recipient are allowed during that 
five year period.  If donor dies 
during the five years, there is a 
pro-rata recapture of annual 
exclusion. 

Is it subject to income 
tax? 

Yes, subject to fiduciary income 
tax.  Account can be invested 
for growth with low turnover to 
minimize income tax.     

Not subject to federal income tax 
unless funds are withdrawn for 
non-qualified expenses, in which 
case 10% penalty applies as do 
state and federal income tax.  
State income tax treatment varies 
by state. Many (but not all) states 
allow for income tax deductions 
for a portion of funds contributed 
to an in-state 529 plan, although 
a recapture tax applies should 
funds be withdrawn for non-
qualified expenses or, in some 
cases, if account is moved to 
another state.  There is no 
federal deduction for 
contributions to a 529 Plan. 

Can account be 
moved to a different 
state? 

Yes -- typically by changing to a 
trustee located in a different 
state.  In some cases, doing so 
may produce tax savings.         

Yes by rolling over the account to 
a different state, but no more 
than once a year or the 10% 
penalty will apply.  Some 
providers charge a rollover fee 
and there may be a state income 
recapture tax if contributions 
were deducted. 

* Reference www.savingsforcollege.com for state-by-state comparison, including performance and fee comparison. 

http://www.savingsforcollege.com/
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Questions? 
There is no one-size-fits-all approach to helping a 
grandchild with education costs. For some 
families, paying tuition directly may offer the 
simplest path; for others, a 529 plan or minor’s 
trust may provide greater flexibility or long-term 
planning benefits. Please contact your Hemenway 
& Barnes advisor or the authors of this alert to 
discuss your options.   

Learn more: hembar.com 
Contact: info@hembar.com 

 

 
This advisory is provided solely for information purposes and 
should not be construed as legal advice with respect to any 
particular situation. This advisory is not intended to create a 
lawyer client relationship. You should consult your legal 
counsel regarding your situation and any specific legal 
questions you may have. ©2026 Hemenway & Barnes LLP 

https://www.hembar.com/people/coakley-jessica-w
https://www.hembar.com/people/coakley-jessica-w
mailto:info@hembar.com
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