
 

 

 

EDUCATION SAVINGS STRATEGIES 

Saving for a child or grandchild can be a great benefit for both you and the beneficiary. The cost of education, however, is 
increasing at a dramatic pace. There are several options to consider when establishing an education savings strategy and 
it is essential to determine an appropriate savings rate. This will allow you to achieve your savings goals without potentially 
overfunding or underfunding for education expenses in the future.  

COST OF EDUCATION 

According to the College Board, the average cost for tuition and fees at four-year public institutions has increased almost 
40% over the last decade. We expect these costs to continue to increase at an annual rate of at least 6%. Based on this 
assumption, projected costs in 10 and 15 years are as follows:   

 

Expenses for Four-Year Institution  

Institution 
Current Average  

Annual Costs 
Projected Annual  
Cost in 10 Years 

Projected Annual  
Cost in 15 years 

Public In-State $26,820 $48,031 $64,276 

Public Out-of-State $43,280 $77,508 $103,723 

Private $54,880 $98,282 $131,523 

Average $41,660 $74,607 $99,841 

 Assumes 6% annual inflation 

529 SAVINGS PLANS 

The most widely used education savings vehicle is the 529 Savings Plan. Each state offers at least one plan, and there is no 
requirement for attending an institution within that state. The plan is funded with after-tax dollars, the earnings are tax-
deferred, and withdrawals used for qualified education expenses are tax-free. These qualifying expenses include tuition 
and fees, books and supplies, computers and computer equipment. Additionally, room and board is considered a qualified 
expenses as long as the student is enrolled at least half-time.  

As the account owner, you remain in control of the assets at all times, and these funds are not includable in your gross 
estate. You also have the flexibility to change the beneficiary to a qualifying family member at any time without tax 
consequences. If the beneficiary receives a scholarship, you can withdraw that amount from the 529 Plan, penalty-free. 
Income tax still applies to the earnings, but there is no penalty. However, withdrawals that are not used for scholarship 
reimbursements or qualified education expenses are taxed as ordinary income and assessed a 10% penalty on the earnings 
portion. Keep in mind that 529 plan withdrawals must be taken during the same calendar year  in which the qualifying 
expenses are paid otherwise the distribution may be a non-qualified distribution. In order to simplify record keeping and 
ensure accurate matching, you may wish to elect to make payments directly from your 529 plan to your student’s 
institution.   
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Depending on the plan you select and your state of residency, you may also receive a tax deduction or tax credit for a 
portion of your contributions. As of January 1st, 2020 the Oregon College Savings Plan replaced the state tax deduction 
with a refundable state tax credit. The credit is based on your filing status and adjusted gross income. The credit is the 
lesser of $150 for single filers and $300 for joint filers or a percentage of the amount contributed based on your adjusted 
gross income. Contributions made in 2019 and prior can also still be carried forward up to four years.  

Currently, the federal law also allows you to withdraw up to $10,000 in K-12 tuition expenses for each beneficiary each year. 
However, it is important to keep in mind that a number of states (including California and Oregon) do not conform to the 
federal tax law. If states do not follow the federal law, the distributions taken out for K-12 tuition expenses may be subject 
to state tax and a penalty. In addition, if you previously claimed a state tax deduction, it may be subject to recapture.  

The SECURE Act also recently expanded the definition of qualified education expenses to include costs associated with 
registered apprenticeship programs and repayment of student loans. The act now allows you to take a qualified distribution 
of up to $10,000 for the repayment of student loans. The $10,000 amount is a lifetime limit that applies to the 529 plan 
beneficiary and each of their siblings. Bear in mind that this is also a federal law so you should check your state’s definition 
of qualified education expenses before making a distribution for student loans.  Furthermore, any portion of the student 
loan interest that is paid for with the 529 plan will not be eligible for the student loan interest deduction. 

UTMA/UGMA ACCOUNTS 

UTMA/UGMA accounts are custodial accounts used to protect assets for a minor until the child reaches the age of majority 
(18 or 21, depending on the state). As the custodian, you can withdraw funds to be used for the “expenses of the child.” 
This can include expenses related to primary and secondary education expenses. All contributions to the account are 
considered a gift to the minor and will become the minor’s money at the age of majority. For 2022, contributions can be 
made up to the federal gift tax exclusion limit of $16,000 per donor per recipient without triggering any gift tax. The 
SECURE Act impacted the taxation of earnings inside UTMA/UGMA accounts. Under previous law, annual earnings in excess 
of $2,100 would have been taxed at the higher tax rates for estates and trusts. Starting in 2020, annual earnings in excess 
of $2,100 ($2,300 in 2022) will be taxed according to the parents’ marginal tax rate.  

TAXABLE INVESTMENT ACCOUNTS 

Another option is to set aside funds in a taxable investment account that you have earmarked for education. The 
investments remain in your name, allowing you to maintain complete control of the account. Earnings and gains are taxable 
to you in the year realized, and the account is includable in your gross estate. 

ABLE ACCOUNTS 

ABLE Accounts provide individuals with disabilities and their families the ability to fund a tax-advantaged account to pay 
for qualified disability expenses. Similar to 529 accounts, ABLE accounts are funded with after-tax dollars, the funds 
accumulate tax-deferred, and withdrawals are tax-free when used for qualified expenses. Examples of qualified expenses 
include living, education, housing, transportation, personal support services and health, prevention, and wellness expenses. 

Currently, you may contribute up to the annual gift tax exclusion ($16,000 in 2022). After the limit is reached, a designated 
beneficiary who works may also contribute his or her compensation up to the poverty line amount for a one-person 
household. However, a designated beneficiary is not eligible to contribute this additional amount if his or her employer has 
made a contribution to a 401(a) defined benefit contribution plan, 403(a) annuity contract, 403(b) annuity contract or 
457(b) deferred compensation plan. Families may also rollover funds from a 529 plan to another family member’s ABLE 
account up to the annual contribution limit. These provisions are scheduled to sunset on December 31, 2025.



 

 

Education Savings Plan Comparisons  

 529 Plan UTMA/UGMA Taxable Mutual Funds 

Contributions After-tax dollars After-tax dollars After-tax dollars 

Withdrawals Tax Free if used for qualified 
education expenses No tax on withdrawals No tax on withdrawals 

Taxation of Earnings Tax Free if used for qualified 
education expenses 

Earnings over $2,300 are taxed 
at the parents’ marginal tax 
rate 

Earnings and gains are taxed 
in the year realized 

Maximum Investment 
Depends on the state; many 
are in excess of $300,000 per 
beneficiary 

No limit No limit 

Gift Tax Treatment 

Subject to the annual gift tax 
exclusion; special provision 
allows for 5 years of funding at 
once 

Subject to annual gift tax 
exclusion 

Not considered a gift; direct 
payments of tuition to an 
institution are not considered 
gifts 

Estate Tax Treatment Value of the plan is removed 
from the owner’s estate 

Value of the plan is removed 
from the donors estate, unless 
the donor remains as 
custodian 

Value included in the owner’s 
estate 

Change Beneficiary? Yes No; contributions are an 
irrevocable gift 

No beneficiary designated; 
assets remain the account 
owner’s 

Age Restriction None. Funds can be used for 
qualified expenses at any age 

Custodianship terminates 
when child reaches age of 
majority (18 or 21, depending 
on the state). Funds are then 
solely owned by the child 

N/A. Assets remain the 
account owner’s 

Financial Aid 
Consideration 

Counted as assets of the 
owner 

Counted as the student’s 
assets 

Counted as assets of the 
owner 

Investment Options Menu of options provided by 
each state As permitted under state law No restrictions 

Potential Penalties 
10% penalty for withdrawals 
not used for qualified 
education expenses 

Funds must be used to benefit 
the minor; funds become the 
minor’s at age of majority 

No restrictions 

 

 

 

 

 

 

 

 

 

The information contained in this report is for informational purposes and is not intended as financial, tax or legal advice, and is accurate 
to the best of our knowledge. If you are interested in exploring these strategies to see if they are applicable to your specific situation, please 
contact us.  
 
Aldrich Wealth, LP is an investment adviser registered with the U.S. Securities and Exchange Commission. 


