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Minnesota’s Tax Credit and Deduction for 529 Contributions
What federal and
state tax advantages
are available to
Minnesotans with
529 plans?

Investment income on 529 accounts is exempt from both federal and Minnesota
income taxes, if the income is used for qualifying higher education expenses.
Qualifying expenses include tuition, fees, room and board, books, and some other
education expenses. Investment income on the accounts that is used for
nonqualifying purposes is taxed as ordinary income, plus a 10 percent penalty. 529
plans also provide special estate and gift tax benefits. Beginning in tax year 2017,
Minnesota will allow both a nonrefundable income tax credit and an income tax
subtraction for contributions to any state’s 529 plan.
Minnesota’s Section 529 Plan Credit

How does
Minnesota’s 529
Plan Credit work?

Minnesota’s Section 529 Plan Credit is a nonrefundable credit for contributions to
a college savings account established by any state under section 529 of the Internal
Revenue Code. The credit equals 50 percent of contributions, up to a maximum
of $500. The maximum credit is phased out as income increases with varying
thresholds for individuals and married joint filers.

What is a
nonrefundable
credit?

A nonrefundable credit may be used only to offset Minnesota income tax liability;
an individual benefits only to the extent of his or her tax liability. An individual
with no state income tax liability does not benefit from the credit.

How is the
maximum credit
phased out?

For individual filers, the maximum credit is phased out by 2 percent of federal
adjusted gross income (FAGI) in excess of $75,000. The credit is fully phased out
for individual filers at $100,000 of FAGI.
FAGI is a broad definition of income that includes most kinds of income. FAGI is
calculated after allowance of business expenses and retirement contributions, but
before reductions for itemized or standard subtractions and dependent and personal
exemptions.
Income Range (FAGI)
Up to $75,000
$75,001 to $100,000
$100,001 and above

Maximum Credit (Single Filers)
$500
$500 minus 2 percent of AGI in excess of $75,000
0

For married couples filing joint returns, the maximum credit is phased out in two
stages and is fully phased out when AGI reaches $160,000.
Income Range (FAGI)
Up to $75,000
$75,001 to $100,000
$100,001 to $135,000
$135,001 to $160,000
$160,001 and above

Maximum Credit
(Married Couples Filing Joint Returns)
$500
$500 minus 1 percent of AGI in excess of $75,000
$250
$250 minus 1 percent of AGI in excess of $135,000
$0

Minnesota’s Section 529 Plan Subtraction
How does
Minnesota’s 529
Plan subtraction
work?

Minnesota additionally offers a subtraction for contributions to any state’s section
529 Plan. A taxpayer may subtract up to $1,500 ($3,000 for married joint filers) of
contributions to any state’s section 529 college savings plan or prepaid tuition plan.
The subtraction excludes any amounts that are rolled-over from other college
savings plans. Taxpayers who claim the credit cannot take the subtraction.

Who can claim the
credit or
subtraction?

Any Minnesota resident who makes a contribution to a 529 plan or prepaid tuition
plan may claim the credit or subtraction, as long as the individual is not claimed as
a dependent. An individual does not need to be the account owner to be eligible to
claim the credit or subtraction.

What are the policy
differences between
the credit and the
subtraction?

(1) For the same contribution amount, the credit will typically provide a
larger tax benefit than the subtraction. A credit reduces tax liability dollar-fordollar, while the value of a subtraction depends upon the taxpayer’s marginal tax
rate. The maximum benefit of the subtraction for a married joint filer is $295.50
(top tax rate of 9.85% * $3,000 maximum contribution) compared with $500 under
the credit for a smaller contribution ($1,000). Individuals in the credit phase-out
range will need to compute the tax benefits under both the credit and subtraction to
determine which is higher. Typically it will be the credit, but not always.
(2) Income limits apply to the credit, but not the subtraction. Single filers who
earn more than $100,000—and married couples filing jointly who earn more than
$160,000—are not eligible for the credit. Any taxpayer who makes a qualifying
contribution may claim the subtraction, without regard to their income.
(3) The credit can result in a marriage penalty or bonus, while the subtraction
can only provide a bonus. (For more information, see the House Research
Information Brief, The Minnesota Income Tax Marriage Credit.)

What tax benefits
do other states offer
for 529 plan
contributions?

What are the
revenue reductions
due to the credit
and subtraction?

•

29 states other than Minnesota and the District of Columbia allowed tax
deductions in tax year 2016.

•

Three states other than Minnesota (Indiana, Vermont, and Utah) offered
credits for 529 plan contributions.

•

Eight states with income taxes don’t offer 529 plan deductions or credits.

•

Most states limit deductions to contributions to the state’s own plan, but
seven states (including Minnesota) provide deductions for contributions
to any state plan.

The Minnesota Department of Revenue estimates that the credit and subtraction
result in revenue reductions of the following amounts (in millions):
Fiscal Year
2018
2019
2020
2021

Credit
$7.5
7.8
8.0
8.3

Subtraction
$2.5
2.6
2.6
2.7

Total
$10.0
10.4
10.6
11.0
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