529 plan

CONTRIBUTIONS

1. After-tax; no federal deduction. CT deducts up to $10K/yr
(joint)

2. No earned income required; anyone can contribute

TAX TREATMENT

3. Growth tax-free for qualified education expenses

4. Non-qualified withdrawals: income tax + 10% penalty on
earnings  penalty risk

5. No FICA consideration

FAFSA IMPACT

6. Parental asset — assessed at max 5.64%  favorable

FLEXIBILITY

7. Can change beneficiary to another family member

8. Unused funds: up to $35K lifetime rollover to Roth (15-yr
account rule, starts 2024)

9. No age restrictions on use of funds

ADMINISTRATION

10. Simple to set up; no payroll required easy

11. Investment limited to plan's fund menu

BOTTOM LINE

12. Purpose-built for education. Simpler, higher capacity,
better FAFSA treatment. Best when college use is likely.

Roth IRA (hire child)

1. After-tax; limited to child's earned income, max $7,000/yr
(2026)

2. Child must perform real, documented work for parent's

business  IRS scrutiny risk

3. Growth always tax-free; principal withdrawable anytime
flexible

4. Earnings subject to 5-year rule and 592 rule if withdrawn
early

5. If child under 18 and parent is sole proprietor/partnership:
wages exempt from FICA  bonus benefit

6. Child asset — assessed at up to 20% less favorable

7. If not used for college, funds remain as child's retirement

savings long-term upside

8. Roth gives child massive compounding head start on
retirement

9. Earnings restricted until 592 (or 5-yr rule met) without
penalty

10. Requires payroll, tax filings, wage documentation
complex

11. Full Roth IRA investment flexibility

12. More powerful long-term if college not needed. Dual
benefit: education + retirement head start. Best layered on
top of a 529.



