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New ABLE Account Advantages
Three helpful changes in the rules affecting ABLE accounts were made by the recent Tax Cuts and Jobs Act (TCJA). These 
changes will take effect in 2018. 

What is an ABLE account? An ABLE account is a tax-advantaged savings vehicle that can be established for a designated 
beneficiary who is disabled or blind. Only one account is allowed per beneficiary. 

Contributions to an ABLE account aren’t deductible, but amounts in the account grow on a tax-deferred basis. Distributions 
are tax-free up to the amount of the designated beneficiary’s qualified disability expenses, a term that is broadly defined to 
include basic living expenses, such as housing, transportation, and education, as well as medical necessities. 

In addition to the tax advantages of an ABLE account, there’s a major non-tax advantage. The balance in an ABLE account 
and distributions used to pay qualified disability expenses are generally disregarded in determining eligibility for federal 
means-tested programs. This allows the beneficiary to save for the future without sacrificing current benefits. 

HERE ARE THE THREE CHANGES MADE BY THE TAX CUTS AND JOBS ACT: 

1.  Additional ABLE contributions are allowed. Contributions to an ABLE account can be made by the designated 
beneficiary or any other person. But until now, the total annual contributions by all persons couldn’t exceed the amount of 
the gift tax exclusion for that year. For 2018, that figure is $15,000. 

The TCJA allows the designated beneficiary (but no other person) to make additional contributions in excess of this limit. 
To be eligible to make these contributions, the designated beneficiary must be employed or self-employed and must not be 
covered by an employer’s retirement saving plan. 

The additional contributions are limited to the lesser of (1) the previous year’s poverty line for a one-person household or 
(2) the designated beneficiary’s taxable compensation for the current year. 

For 2017, the federal poverty line for a one-person household was $12,060 for the 48 contiguous states and the District 
of Columbia. So, the additional contributions for 2018 can’t exceed that amount. 

A designated beneficiary can contribute the full $12,060 for 2018 if the beneficiary’s 2018 taxable compensation is at 
least that much. When added to the original $15,000, that allows a total of $27,060 in contributions. 

If the beneficiary’s compensation is less than $12,060, the additional contributions are limited to the amount of the 
compensation. 
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2.  Saver’s credit allowed for designated beneficiary’s ABLE contributions. An eligible lower-income taxpayer can claim 
a nonrefundable saver’s credit for a percentage of up to $2,000 of retirement savings contributions. The applicable 
percentage (50%, 20%, or 10%) depends on filing status and adjusted gross income. The maximum saver’s credit is 
$1,000 ($2,000 contribution x 50% credit percentage). 

The saver’s credit is available for contributions to 401(k) plans, traditional or Roth IRAs, and certain other retirement plans. 
Until now, it wasn’t available for contributions to an ABLE account.
 
The TCJA changed this by making ABLE account contributions by the designated beneficiary eligible for the saver’s credit. 
A beneficiary who qualifies for this credit can have the ABLE contributions partly subsidized through a tax credit. 

3.  Tax-free rollovers from 529 accounts to ABLE accounts. In addition to ABLE accounts, the tax law also provides for 
qualified tuition programs, also known as 529 plans. These have tax features similar to ABLE accounts, but are used to pay 
for the education expenses of a designated beneficiary, who needn’t be disabled. 

It sometimes happens that the beneficiary of a 529 account has finished with school but still has funds remaining in the 
account. If the beneficiary takes a distribution of the balance, there will be a tax bill to pay that includes a 10% penalty tax. 

One possible solution is to take a distribution from the 529 account and roll it over within 60 days to a 529 account for the 
benefit of a member of the designated beneficiary’s family. The tax deferral will continue in the family member’s account. 

Until now, a distribution from a 529 account couldn’t be rolled over to an ABLE account. The TCJA changes this rule, 
allowing a 60-day rollover from a designated beneficiary’s 529 account to that same beneficiary’s ABLE account. But this 
would only work if the beneficiary is disabled or blind and has an ABLE account. 

Alternatively, a 60-day rollover is possible from a 529 account to the ABLE account of a member of the family of the 529 
account’s beneficiary. A family member is defined broadly for this purpose. It includes the designated beneficiary’s spouse; 
child or descendant of a child; brother, sister, stepbrother, or stepsister; father, mother, or ancestor of either; stepfather or 
stepmother; niece or nephew; aunt or uncle; in-law; or the spouse of any of the above. It also includes a first cousin, but 
not a first cousin’s spouse. 

So, for example, a beneficiary who has no use for the balance in a 529 account can take a distribution from the account 
and roll it over within 60 days to an ABLE account for the beneficiary’s niece who is disabled or blind. No tax is due on the 
distribution, and the tax deferral continues in the niece’s ABLE account. 

There’s a dollar limit on the amount that can be rolled over in this way. The rollover amount, when added to other contributions 
to the ABLE account for the year, can’t exceed the gift tax exclusion amount for the year, which is $15,000 for 2018.

QUESTIONS?  If you wish to discuss any of these provisions, please contact a member of the Bowles Rice Tax Team.
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Disclaimer
These materials are presented with the understanding that the information provided is not legal advice.  Due to the rapidly changing nature of the law, information contained in this publication 
may become outdated.  Anyone using these materials should always research original sources of authority and update this information to ensure accuracy when dealing with a specific matter.  
No person should act or rely upon the information contained in this publication without seeking the advice of an attorney. 

Circular 230 Notice
With respect to federal tax issues, no advice, statement or information contained in this communication is intended to be, or written for the purpose of being, (a) relied upon by a taxpayer as 
the exclusive basis to avoid penalties under the Internal Revenue Code, or (b) used in connection with the promotion, marketing or recommendation of any tax shelter product or tax shelter 
transaction.
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