
“Helping people pursue life goals through good financial decisions.” 1 

 

 

Learn how virtual classes, gap years, K-12 expenses and refunds may impact your educa�on 
savings. 

The COVID-19 outbreak has upended normal life across the world, and higher educa�on 

has been no excep�on. As many college students responded to the pandemic by taking a 

gap year (i.e., a year-long break from school) or op�ng for reduced course loads, you may 

be wondering what these and other changes could mean for your 529 plan. Fortunately, 

we’ve got answers. 

My college student is enrolled in virtual classes this semester. What 

expenses are covered under my 529 plans? 

Higher educa�on expenses that would normally be covered under a 529 plan also apply 

to virtual classes. These expenses include tui�on, books, school supplies, fees, computer 

equipment and peripherals. Room and board will also be covered if your student is 

enrolled at least half �me. To explore es�mated expenses for an academic year, visit the 

respec�ve college or university’s cost of a�endance page.  

If my college student takes a gap year or enrolls in fewer classes this 

semester, how would if affect my educa�on savings? 

ANSWERING FOUR COMMON QUESTIONS ABOUT COVID-19 
AND 529 PLANS 
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An introduc�on to the ABLE Act and ABLE accounts – how they work and why they’re important. 

Key Takeaways 

 The ABLE Act creates state-sponsored, tax-free savings accounts for disability-related expenses. 

 The state-sponsored programs enable individuals with disabili�es, as defined under IRC Sec�on 529A, to 

save without affec�ng their eligibility for Social Security, Medicaid or other important public benefits. 

 Each state is responsible for establishing and opera�ng an ABLE program. Approximately 42 states have 

passed legisla�on to support ABLE programs. 

What is the ABLE Act? 

The ABLE Act – formally, the Stephen Beck Jr. Achieving a Be�er Life Experience Act of 2014 – was created to 
give individuals with disabili�es and their families the opportunity to save for the future without limi�ng 
access to cri�cal income, healthcare, food or housing assistance programs. 

Before the bill was introduced, eligibility for these programs was limited to individuals who reported no more 

than $2,000 in cash savings, re�rement funds or other substan�al items of value. This was a s�pula�on of 

Sec�on 529 of the Internal Revenue Code of 1986 that people with disabili�es and their advocates have long 

viewed as unfair and have worked to amend. With the ABLE Act, they’ve made great strides. 

The ABLE Act expanded disability program eligibility beyond those with less than $2,000 in 

savings. 

The act amends Sec�on 529 to create a tax-free savings account, similar to 529 college savings plans, that 

enables individuals to save without affec�ng their eligibility for Social Security Income, Medicare or similar 

programs.1 Contribu�ons to the account are not tax deduc�ble, but funds can grow tax-deferred inside the 

account and distribu�ons made to cover “qualified disability expenses” – including medical and dental care, 

educa�on and training, housing and transporta�on – are tax-free.  

Individuals are eligible for ABLE accounts if they: 

 Are en�tled to Social Security Act benefits based on blindness or disability that occurred prior to age 26, 

or 

 File a disability cer�ficate with the IRS for the tax year. The cer�fica�on must state that the individual 

is blind or has a physical or mental impairment that results in severe func�onal limita�ons. This 

impairment must have occurred before the age of 26 and must have lasted or be expected to last for at 

least 12 months2 or can be expected to result in death. 

The ABLE account owner must be the qualified individual and the account beneficiary. Each eligible 

individual can only have one account. 

Who contributes? 

Anyone can contribute to an ABLE account. Generally, contribu�ons may not exceed the amount of the 
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SHOBE CURRENT NEWS 

Shobe is on the recrui�ng trail! 

Last month, Shobe visited the University of Louisiana Lafaye�e Career Fair to 

meet some young, aspiring financial professionals. 

annual gi� tax exclusion for that tax year. For 2021, that amount is $15,000 and may be adjusted annually for 

infla�on.3 However, each plan has a maximum contribu�on or limit,2 and regula�ons specify that any amount 

contributed in excess of the annual gi� tax exclusion must be returned to the contributor. As with 529 college 

plans, some states may offer a state income tax benefit for using the individual’s home state plan. 

Rules for distribu�on 

As noted earlier, distribu�ons from an ABLE account are tax-free if the money is used to pay for qualified 

disability expenses. Any amounts distributed in excess of those used to cover qualified expenses must be 

included in the individual’s taxable income and will be subject to a 10% penalty. The 10% penalty will not 

apply if the distribu�on is on or a�er the death of the account beneficiary.  

Sales implementa�on 

While the ABLE Act has passed at the federal level, it is up to the states to pass their own ABLE bills. So far, 
approximately 42 states have passed legisla�on to sponsor ABLE programs for their residents. 

If it does not offer its own program, a state may choose to contract with another state to offer its eligible 

individuals the opportunity to open ABLE accounts. The Protec�ng Americans against Tax Hikes (PATH) Act 

passed in December 2015 allows consumers to select a plan sponsored by any state, making it possible for 

people to select a plan that is best suited to their needs. 

Keep in mind 

When it comes to addressing the long-term cost of living with a disability, ABLE accounts do have some 

limita�ons, including restric�ons on the size of contribu�ons and the Medicaid payback provision.4 So, ABLE 

accounts may be a good supplement, but not necessarily a replacement, to a special needs trust. 

For more informa�on on ABLE accounts and other ways to plan for a loved one’s long-term needs, contact 

your financial advisor. 

1 ABLE account balances over $100,000 

are counted in means or resource tests 

and may result in the suspension of eligi-

bility for Social Security Income benefits 

during any period in which the excess re-

mains in the ABLE account. 

 
2 Dependent on legisla�on of the state in 

which the account is established 

 
3 There is no opportunity for five-year for-

warding for gi� tax purposes. 

 
4 If the beneficiary’s resident state paid for 

the beneficiary’s Medicaid costs incurred 

a�er the account was opened, that state 

receives reimbursement of the balance of 

the account upon the beneficiary’s death. 
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Since 529 plans do not have an expira�on date, your funds will be ready when you need them. This means you 

can resume distribu�ons as you normally would once your student returns to school. If your student has opted 

for a reduced course load, then tui�on, supplies and fees will all be covered by your 529 plan. However, they 

will need to be enrolled at least half �me for room and board to qualify under your plan. If you have any 

ques�ons regarding your student’s level of enrollment (par�al, half �me or full �me), contact their educa�onal 

ins�tu�on.  

I have a K-12 student. Can I use my 529 plan to purchase a computer? What about tutoring 

services? 

The K-12 provision in 529 plans applies exclusively to tui�on expenses. You may use up to $10,000 each year to 

cover these costs. While K-12 distribu�ons are considered a qualified expense under federal law, not every 

state treats K-12 distribu�ons in the same manner. To determine how your state treats K-12 distribu�ons, 

consult with a local tax professional.  

I received a refund from my student’s school. What are my op�ons? 

You have several op�ons when it comes to managing amounts refunded by the school. The first is to use the 

refunded amount toward other qualified educa�on expenses that same calendar year. This will ensure that 

your 1099 matches the incurred expenses. The second op�on is to re-contribute the refunded amounts back 

into the 529 plan within 60 days of the day the school issued the check. This contribu�on will be counted as a 

current year contribu�on. Just remember to safely store documenta�on of the refund and re-contribu�on for 

your records.  

Earnings in 529 plans are not subject to federal tax and in most cases state tax, as long as you use withdrawals for eligible educa�on 
expenses. However, if you withdraw money from a 529 plan and do not use it on an eligible educa�on expense, you generally will be 
subject to income tax and an addi�onal 10% federal tax penalty on earnings. Investment products are: not deposits, not FDIC/NCUA 
insured, not insured by any government agency, not bank guaranteed, subject to risk and may lose value. 
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SHOBE TECH CORNER 

Download the Raymond James Client Access App 

Did you know you can access Client Access on your mobile device? With the Raymond 

James Client Access app, you can access financial informa�on on the go, whenever you 

need it. The app is available in both the Apple App Store and Google Play Store. 

Scan the QR code on the right with your mobile device to download the app. 


