Q:  I’d like to help fund my young grandchildren’s college educations.  Any suggestions?

A:  My favorite suggestion is to open 529 plans for the grandkids.  You may fund up to five years forward on these accounts for gift tax purposes, so that you and your spouse could potentially fund $130,000 per grandchild with no gift tax consequences.  Look for a plan with low fees and no brokerage affiliations (Florida has a good plan).  Note that the money is not considered part of your estate if you die, yet you have the right to pull the money back (or change beneficiaries) at any time.  The consequences of pulling money back is tax and a 10% penalty on any earnings in the plan.  Also, 529 plans owned by grandparents are not factored into financial aid forms.

Another type of 529 plan is the “prepaid tuition plan”, in which you purchase a guaranteed future year(s) of tuition at the present time.  The same gift tax rules as above apply, but you cannot pull the money back into your own ownership.

Direct gifts also work just fine, especially if the child is close to or already in college.  Note that gifts from grandparents do not affect the financial aid application as long as they are made after the application.  

If the tuition gifted if a large sum (more than 13,000 dollars per grandparent per year),  then there are two other options.  First, is a direct gift to the educational institution in advance (this applies to private school before college also) with the understanding that it will be used for tuition if the child attends.  The gift is not reversible if the child does not attend or leaves early.  Second, a low interest loan can be made to the child or child’s parents, with the principal “forgiven” at a rate of $13,000/grandparent/year.
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