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For starters there are many different

types of college/educational savings
plans. In this Ebook we are only going to

cover the 3 main types. 
 
 
 

UGMA
 

Coverdell
 

529
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UGMA

Can also be UTMA accounts, or Uniform Transfer to
Minors Act accounts
Assets given are owned by the child and since the
assets are owned by the child, they can impact the
child’s ability to receive financial aid in the future
Beneficial to the giver for tax and estate reasons
(avoiding the estate tax and income on the assets are
paid at the child’s tax rate)
No distribution restrictions: the custodian can sell the
assets for the child’s benefit at any time and for
any reason, and the child can once he reaches 18 or
21, depending on the state
Funds can be used to buy stocks, bonds, mutual
funds, and other securities on behalf of the minor
Limited to these sorts of publicly traded financial
assets; they cannot invest in speculative instruments,
like derivatives, or buy on margin
Deposits are irrevocable—they become permanent
transfers to the minor and his/her account.

      Uniform Gifts to Minors Act; UGMA accounts are
technically not educational accounts but a type of
custodial investment account used to gift assets to
minors. There are no rules on how the assets can be
used and are great for children in high school and
investing in stocks for kids. 
 
 

 



      UGMA assets are most often used to fund a child’s
education, but the donor can make withdrawals for just
about any expense that benefits the minor since there
are no withdrawal penalties. However, because UGMA
assets are technically owned by the minor, they do
count as assets if they apply for federal financial aid
which may possibly decreasing their eligibility. Once minor
reaches the age of majority in their state, they are
granted full access to their UGMA account and at that
point, they may use the funds as they please.

 



     3

 
      Contributions to UGMA accounts are made with after-
tax dollars, the donor doesn't receive an tax deduction for
making them. However, up to $15,000 per individual ($30,000
for a married couple) can be contributed free of gift tax.
obligations. For federal tax purposes, the minor or
beneficiary is considered the owner of all of the assets in
a UGMA account and the income they generate. Earnings on
these accounts can be taxed either to the child or the
parent. Reporting requirements depend on the amount of
income the account generates and the beneficiary’s age.
Under certain circumstances, parents can elect to report
their children’s UGMA accounts on their own tax returns,
thereby taking advantage of the “kiddie tax” or Tax on a
Child's Investment and Other Unearned Income. This means
that if the child’s unearned income, including UGMA earnings,
was less than $2,100 in 2019 and he or she was no older than
19 (or 24 if a full-time student) at the end of the
corresponding tax year, parents can elect to report their
child’s income on their own tax return. In this case, the first
$1,050 of the child’s unearned income is tax-free. The next
$1,050 is taxed at the child’s tax rate. Anything exceeding
$2,100 is taxed at the parents’ tax rate. If such an election is
not made or if the child’s unearned income exceeded $2,100
at the end of the tax year, the minor would have to file a
tax return subject to “kiddie tax” rules. 
 
     A UGMA affects a donor’s lifetime gifting limits. Should
a donor acting as the custodian die before the custodial
property is transferred to the minor, the entire custodial
property is included in the donor's taxable estate.
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 Coverdell

Funds can be used to pay a wide variety of expenses for
young people (grades K-12) attending eligible schools 
Funds must be used by the time a student is age 30 or taxes,
fees, and penalties will accompany withdrawals 
The cut-off amount for family member contributions to a ESA
is $2,000 a year
Income Restriction on Contributor
Flexible investment choices and can reallocate the portfolio as
desired

     Coverdell Education Savings Account (ESA) is a tax-deferred
trust account created by the U.S. government to assist families in
funding educational expenses for beneficiaries 18 or younger. The
age restriction may be waived for special needs beneficiaries.
While more than one ESA can be set up for a single beneficiary,
the total maximum contribution per year for any
single beneficiary is $2,000.

 

 
     When the contributions are distributed, they are tax-free
assuming they are less than the account holder's annual adjusted
qualified education expenses, including tuition, books, equipment,
special needs services, and even academic tutoring. ESA account
funds can be used for primary and secondary schools (grades K-
12) as well as higher education.



     Contributions put toward a Coverdell ESA must be made in
cash and are not deductible. Contributions can be made by
individuals with modified adjusted gross income that falls within an
annual limit. In addition to individuals, corporations and trusts may
make contributions to an ESA without the restriction on adjusted
gross income. Once beneficiary reaches age 30, any remaining
funds in the ESA must be disbursed, unlike a 529 plan. The
exception to this rule is if the beneficiary qualifies as a special
needs beneficiary. It is also possible to make certain transfers
from the account to members of the beneficiary’s family.



     
5
 
 
 

 

     529
 
 

 
 

Tax-advantaged accounts that can be used to cover
educational expenses from kindergarten through graduate
school. 
Two basic types of 529 plans: savings plans and prepaid
tuition plans.
State ran and therefore their rules differ
Contribution Limit per Year: Varies by state bu fall between
$100,000 to $350,000
No Income Restrictions
Stricter investment choices and can only re-balance the
portfolio twice per year
Parent is the permanent account holder, and remains in
control of the money for all time
Tax-free withdrawals are limited to $10,000 per year
Minimum contributions can be as little as $10

     529 plan also referred to as qualified tuition programs and
Section 529 plans, is a tax-advantaged savings plan designed to
help pay for education. Originally limited to post-secondary
education costs, it was expanded to cover K-12 education in 2017
and apprenticeship programs in 2019. The two major types of
529 plans are savings plans and prepaid tuition plans. 
 
   Savings plans grow tax-deferred, and withdrawals are tax-
free if they're used for qualified education expenses. Prepaid
tuition plans allow the account owner to pay in advance for
tuition at designated colleges and universities, locking in the cost
at today's rates.     
 
 

 



College Savings Plans VS Prepaid Tuition Plans
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Savings Plans
 
 

     The most common type, the account holder contributes money
to the plan, which is typically invested in a selection of mutual funds.
Account holders can choose the funds they want to invest in, and
how those funds perform will determine how the account grows pr
shrinks over time. Many 529 plans also offer target-date funds,
which adjust their holdings as the years go by, becoming more
conservative as the beneficiary gets closer to college age.
 
    Withdrawals can be used for both college and K-12 expenses. In
the case of a 529 savings plan, qualified expenses include tuition,
fees, room and board, and related costs. The SECURE Act (2019),
expanded tax-free 529 withdrawals to include registered
apprenticeship program expenses and up to $10,000 in student loan
debt repayment for both account beneficiaries and their siblings.



    Prepaid Tuition Plans 
 

     Offered by a limited number of states and some higher
education institutions. Vary in their specifics, but the general
principle is that they allow you to lock in tuition at current
rates for a student who may not be attending college for
years to come. (Prepaid plans are not available for K-12
education.) As with 529 savings plans, prepaid tuition plans grow
in value over time, and the money that eventually comes out of
the account to pay tuition is not taxable. Unlike savings plans,
prepaid tuition plans do not cover room and board. Prepaid
plans may have other restrictions, such as which particular
colleges they may be used for unlike the savings plan which can
be used at any institution. 
 
TIP: You are not restricted to investing in  your state's 529
plan, but doing so may get you a tax break.

 



    Advantages 
 

     Earnings in a 529 plan are exempt from federal and state
income taxes, provided the money is used for qualified
educational expenses. Any other withdrawals are subject to
taxes plus a 10% penalty, with exceptions for certain
circumstances, such as death or disability. The money you
contribute to a 529 plan isn't tax-deductible for federal income
tax purposes, However, more than 30 states provide tax
deductions or credits of varying amounts for contributions to
a 529 plan.  In general, you'll need to invest in your home state's
plan if you want a state tax deduction or credit. If you're willing
to forgo a tax break, some states will allow you to invest in
their plans as a nonresident.
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    As with other kinds of investing, the earlier you get started,
the better. With a 529 savings plan, your money will have more
time to grow and compound. With a prepaid tuition plan, you'll
most likely be able to lock in a lower tuition rate. If you have
money left over in a 529 plan—say the beneficiary gets a
substantial scholarship or decides not to go to college at all—
you'll have several options. One is to change the beneficiary on
the account to another relative, or keep the current
beneficiary in case they change their mind about attending
college or later go on to graduate school. If worse comes to
worse, you can always cash in the account and pay the taxes
and 10% penalty.
 
 
 
To Compare plans by state: 
 
https://plans.collegesavings.org/planComparisonState.aspx
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