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STRATEGIC EDUCATIONAL 
FUNDING FOR THE NEXT 
GENERATION

529 Plans

A 529 p lan is an educ a tion savings p lan in whic h the 

investment g rows tax-deferred  and  d istributions used  

for q ua lified  post-sec ondary educ a tion a re free of 

federa l tax. This type of savings p lan a llows the owner 

to often c hange the benefic ia ry and  investments as 

they c hoose and  p rovides a  va riety of fund ing 

options. In add ition, 35 sta tes g ive the 529 owner a t 

least a  pa rtia l tax deduc tion for a ll c ontributions 

made to the p lan. The owner c an c ontribute to a  529 

p lan as a  g ift w ithout inc urring  pena lties by taking 

advantage of annua l federa l g ifting  limits. One of the 

advantages of these p lans inc ludes the fac t tha t 529s 

c an be funded  with 5 years? worth of future 

nontaxab le g ifts. While c ontributions to a  529 a re a  

c omp leted  g ift (and  henc e remove the funds from 

your esta te), the owner has ac c ess to the funds. Any 

withd rawa ls, however, will be sub jec t to a  tax and  a  

10% pena lty on earnings if the money is not used  to 

pay for educ a tion. Those who c onsider these p lans 

should  a lso be aware tha t many p lans tend  to have 

high fees and  limited  investment options. 

As the c ost of educ ation grows, so does the importanc e of putting a p lan into ac tion. 

For anyone who hopes to ma inta in a t least a  

midd le-c lass lifestyle, a  deg ree from a  higher 

educ a tion institution has bec ome a  must. As 

pa rents and  g randparents, we want to see 

c hild ren suc c eed  but may worry how the 

educ a tion will be funded  and  by whom. It is 

espec ia lly nic e tha t as the c ost of c ollege keeps 

g rowing, those who have the means take the initia tive to help  pay for educ a tion. 

Whether it?s pa rents or g randparents, there a re many ways to help  save and  pay for 

educ a tion and  those thinking about it should  be aware of the d ifferent options 

ava ilab le. The most c ommon approac hes inc lude 529 p lans, c ustod ia l ac c ounts, 

d irec t g ifting  to the ind ividua l, and  d irec t payments to an educ a tiona l institution. 
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Custodia l Ac c ounts
Another way to save for future educ a tion is through a  

c ustod ia l ac c ount often known as a   UTMA or UGMA 

ac c ount. This ac c ount is simila r to an ind ividua l 

investment ac c ount but g ifts made to it a re held  in 

trust until the c hild  reac hes the age of trust 

determina tion (age 18 or 21 depend ing on the sta te 

in whic h it is opened). While these a re very easy to 

open and  manage, there a re severa l d rawbac ks 

assoc ia ted  with this type of ac c ount. The assets in a  

c ustod ia l ac c ount belong to the student and  may 

c ount aga inst them if they app ly for c ollege financ ia l 

a id . Investment inc ome genera ted  by the c ustod ia l 

ac c ount must be reported  on the c hild?s tax return 

and  is taxed  a t the pa rents? ra te. And  fina lly, it?s very 

important to c onsider tha t the funds in a  c ustod ia l 

ac c ount a re irrevoc ab le and  onc e the c hild  reac hes 

adulthood , they a re free to ac c ess the funds as they 

c hoose. 

Direc t Payments 
Federa l g ifting  rules c urrently a llow a  pa rent or 

g randparent to make a  d irec t g ift of up  to $19,000 per 

year to anyone without reporting  it separa tely.  Also, 

this amount will not be deduc ted  from your lifetime 

federa l g ift and  esta te tax exemption, and  you c an 

make g ifts of up  to $19,000 to as many peop le as you 

c hoose. Married  c oup les c an g ive $38,000 per 

rec ip ient without any g ift tax ramific a tions, though 

they must report to the IRS tha t they have c omb ined  

g ifts. 

If funds a re pa id  d irec tly to a  q ua lified  educ a tiona l 

institution, however, there is NO limit to the amount 

you c an g ive. This type of d irec t payment will inc ur no 

g ift tax, and  nothing will be deduc ted  from your 

lifetime exemption amount. This app lies only for the 

payments made d irec tly to the institution. If you a lso 

wish to c over other c osts, suc h as books or off-c ampus 

room and  board , tha t may need  to be pa id  

separa tely. This educ a tiona l expense tax exemption 

may be very desirab le for suc c essful families. Those 

tha t a re looking for ways to reduc e the potentia l va lue 

of an esta te may apprec ia te the opportunity to make 

unlimited  d irec t payments to educ a tions institutions.

Choosing Strategies 

Savings stra teg ies must fit the family and  the financ es. 

The downside to c ontributing  money to a  c ustod ia l 

ac c ount is tha t a  g rown c hild  may dec ide not to go 

to c ollege. For this reason, a  separa te jo int investment 

ac c ount in the parents' names or a  529 ac c ount may 

be the best c hoic e to sta rt for a  young c hild?s 

educ a tiona l savings p lan. Fund ing a  jo int ac c ount 

doesn't put the funds in the c hild 's name, but it avoids 

any g ift c onsidera tions and  still c an earmark the 

savings.   

This is an espec ia lly good  stra tegy if g randparents one 

day help  financ e a  future educ a tion. Then when the 

time c omes for g randparents to help  financ ia lly, the 

money saved  is ava ilab le for other p riorities. Any d irec t 

g ifting  to the c hild  c an be used  to financ e other 

c ollege expenses, suc h as books or room and  board .

Try Not to Make Promises

Regard less of the method  you c hoose, there a re 

non-financ ia l issues to c onsider. Is c ollege right for the 

c hild? Will g iving  a  g ift to a  c hild  10-15 years from now 

still be desirab le as well? While it is admirab le to g ive 

the g ift of educ a tion to g randc hild ren, one should  

a lso c onsider the unintended  c onseq uenc es of 

p romising to pay for g randc hild ren?s educ a tion. If a  

p romise has been made to pay for educ a tion, is this 

The owner of a  529 c an take 
advantage of annua l federa l 
g ifting  limits without inc urring  g ift 
taxes. 



g iving  a  signa l to the parents tha t they don?t need  to 

save for their c hild ren?s educ a tion? Sinc e they know 

this ma jor expense will be c overed , will this be c rea ting  

a  sense of entitlement or inhib iting  their motiva tion to 

suc c eed? 

Rec ent reports have found  tha t 80% of milliona ires a re 

first genera tion (not inheritors), and  tha t many tend  to 

live benea th their means while their inheriting  c hild ren 

a re more likely to spend  more than they earn and  not 

save. Ra ther than a llowing young parents to believe 

they don?t have to save for their c hild?s c ollege 

expenses due to an expec ted  educ a tiona l g ift, it is 

highly rec ommended  to avoid  making future 

p romises. Instead , set aside money and  pay it d irec tly 

to the institution when the g randc hild  reac hes c ollege 

age. This way, there a re no expec ta tions by the 

parents and  they have time to put their own savings 

p lan into ac tion for their c hild ren's future. 

Here are a few ways a grandparent might approac h 

paying for their g randc hildren?s educ ation without 

making promises that c an have detrimental effec ts.

1. Don?t make spec ific  p romises to your adult 

c hild ren regard ing fund ing your 

g randc hild ren?s c ollege educ a tion. Instead , 

perhaps tell them you hope to help  when the 

time c omes. 

2. Offer to matc h c ollege savings tha t your 

c hild ren set aside. 

3. Share wha t your stra tegy for saving and  

paying for c ollege was when your c hild ren 

were young. 

4. Ta lk to your g randc hild ren about why you 

have c hosen to pay for sc hool. Disc uss both 

the financ ia l and  educ a tiona l va lue reasons. 

Any payment made d irec tly 
to an educ a tiona l institution 
doesn't c ount as a  g ift.
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FOLLOW US: 

Please remember tha t past performanc e may not be ind ic a tive of future results. Different types of investments 
involve va rying deg rees of risk, and  there c an be no assuranc e tha t the future performanc e of any spec ific  
investment, investment stra tegy, or p roduc t (inc lud ing the investments and / or investment stra teg ies 
rec ommended  or undertaken by Summit Plac e Financ ia l Advisors, LLC (?SPFA?), or any non-investment rela ted  
c ontent, made referenc e to d irec tly or ind irec tly in this newsletter will be p rofitab le, eq ua l any c orrespond ing 
ind ic a ted  historic a l performanc e level(s), be suitab le for your portfo lio or ind ividua l situa tion, or p rove suc c essful. 
Due to va rious fac tors, inc lud ing c hang ing market c ond itions and / or app lic ab le laws, the c ontent may no longer 
be reflec tive of c urrent op inions or positions. Moreover, you should  not assume tha t any d isc ussion or information 
c onta ined  in this newsletter serves as the rec eipt of, or as a  substitute for, persona lized  investment advic e from 
SPFA. To the extent tha t a  reader has any q uestions regard ing the app lic ab ility of any spec ific  issue d isc ussed  
above to his/ her ind ividua l situa tion, he/ she is enc ouraged  to c onsult with the p rofessiona l advisor of his/ her 
c hoosing. SPFA is neither a  law firm nor a  c ertified  pub lic  ac c ounting  firm and  no portion of the newsletter 
c ontent should  be c onstrued  as lega l or ac c ounting  advic e. A c opy of the SPFA?s c urrent written d isc losure 
Broc hure d isc ussing our advisory servic es and  fees is ava ilab le upon req uest. Please Note: If you a re a  SPFA c lient, 
p lease remember to c ontac t SPFA, in writing , if there a re any c hanges in your persona l/ financ ia l situa tion or 
investment ob jec tives for the purpose of reviewing/ eva lua ting / revising  our p revious rec ommendations and / or 
servic es, or if you would  like to impose, add , or to mod ify any reasonab le restric tions to our investment advisory 
servic es. SPFA sha ll c ontinue to rely on the ac c urac y of information tha t you have p rovided .

18 BANK STREET -  SUITE 202 -  SUMMIT, NJ 07901 -  908.517.5880 -  advisors@summitplac efinanc ia l.c om
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