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Guide to Education Savings Investment Accounts

As the cost of education continues to rise, planning for your child’s or loved one’s future education becomes increasingly
important. Several investment account options can help you save for education expenses in a tax-advantaged way. The
most popular choice is the 529 Plan, but there are also other options, each with its own set of benefits and limitations.
Let’s explore these education savings options. Please note that the figures below are based on 2025 limits.

529 College Savings Plans
The 529 Plan is a tax-advantaged savings plan designed to encourage saving for future education costs. It is named after
Section 529 of the Internal Revenue Code, which allows the plan to offer tax benefits.

Key Features of 529 Plans:
Tax Advantages: Earnings grow tax-free, and withdrawals are tax-free when used for qualified educational
expenses (tuition, fees, books, supplies, room, and board).
Qualified Expenses: In addition to traditional college expenses, the funds can now be used for K-12 tuition (up to
$10,000 per year) and even some apprenticeship programs.
Contribution Limits: 529 Plans typically have high contribution limits (often $300,000 or more, depending on the
state).
Ownership and Control: The account owner maintains control of the funds, even after the beneficiary reaches
adulthood. This allows you to decide if the funds are used for education or refunded.
State Tax Benefits: Many states offer state tax deductions or credits for contributions to a 529 Plan, although the
rules vary by state.
Flexibility: If the child doesn’t need the funds for education, you can change the beneficiary to another qualifying
family member without penalties.

Types of 529 Plans:
College Savings Plans: These are the most common type, where you choose from a variety of investment options
(e.g., mutual funds or ETFs) and grow your funds over time.
Prepaid Tuition Plans: These plans allow you to pay for tuition at today’s rates and lock in tuition costs at eligible
public and private colleges and universities.



Investment Advisory Services may be offered through Financial Gravity Asset Management, Inc. (FG
Asset Management), an SEC Registered Investment Adviser and/or Financial Gravity Family Office
Services, LLC. (FG Family Office Services), an SEC Registered Investment Adviser. Neither FG Asset
Management nor FG Family Office Services provides tax or legal advice and is not a certified public
accountant.

Coverdell Education Savings Accounts (ESA)
A Coverdell ESA is another tax-advantaged account designed to help families save for education expenses, including K-12
expenses and higher education costs.

Key Features of Coverdell ESAs:
Tax Benefits: Like the 529 Plan, the Coverdell ESA offers tax-free growth and tax-free withdrawals for qualified
education expenses.
Qualified Expenses: Funds can be used for both K-12 and post-secondary educational expenses, including tuition,
books, supplies, tutoring, and special needs services.
Contribution Limits: You can contribute up to $2,000 per year to a Coverdell ESA per beneficiary. However,
contributions are subject to income limits, meaning higher earners may not be eligible.
Age Limits: Contributions must be made before the beneficiary turns 18, and the funds must be used by the time
the beneficiary turns 30, unless they are a special-needs beneficiary.
Investment Options: Coverdell ESAs offer more investment flexibility than 529 Plans, as you can invest in
individual stocks, bonds, mutual funds, and other securities.

Custodial Accounts (UGMA/UTMA)
The Uniform Gifts to Minors Act (UGMA) and Uniform Transfers to Minors Act (UTMA) are custodial accounts that allow a
custodian (usually a parent or guardian) to manage assets for a minor.

Key Features of UGMA/UTMA Accounts:
Ownership: The child is the legal owner of the account once they reach the age of majority in their state (usually 18
or 21). Until then, the custodian controls the account.
Taxation: The first $1,150 of unearned income (such as dividends or interest) is tax-free, and the next $1,150 is
taxed at the child’s rate. Anything over $2,300 is taxed at the parent’s rate.
Flexibility: Unlike 529 Plans and Coverdell ESAs, UGMA/UTMA accounts can be used for any purpose, not just
education. This offers flexibility, but it may not provide the same tax advantages for educational expenses.
No Contribution Limits: There are no specific contribution limits, but gifts may be subject to federal gift tax rules.
No Tax Benefits: Unlike 529 Plans and Coverdell ESAs, there are no tax benefits for contributing to a UGMA/UTMA
account.

Roth IRA (for Education)
A Roth IRA is typically a retirement savings account, but it can also be used for education savings under certain
circumstances.

Key Features of Roth IRAs for Education:
Tax-Free Withdrawals: Contributions to a Roth IRA grow tax-free, and qualified withdrawals are also tax-free.
Though designed for retirement, Roth IRAs allow you to withdraw contributions (but not earnings) without
penalties at any time.
Education Expenses: You can withdraw up to $10,000 in earnings without penalties or taxes for qualified education
expenses if the account has been open for at least 5 years.
Contribution Limits: The annual contribution limit for a Roth IRA is $6,500 (for individuals under 50) or $7,500 (for
individuals 50 or older) as of 2023. Contributions are also subject to income limits.
Flexibility: Roth IRAs offer more flexibility than other education-specific accounts, as the funds can be used for
retirement, or education, and the account holder can always withdraw the contributions they’ve made.
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Final Thoughts
There are many education savings account options, each with unique advantages and features. Understanding how each
one works can help you make an informed decision that aligns with your goals. Whether you're saving for a child’s K-12
education, college, or other educational expenses, selecting the right account can ensure you make the most of your
savings while benefiting from tax advantages.


