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PLANNING FOR EDUCATION EXPENSES 
COST 

 
Over the past decade the cost of higher education, including tuition, fees, room and board, rose at average 
rates of 1.9% per year at public four-year and 1.8% per year at private nonprofit four-year institutionsi.  
Expenses vary substantially according to institution type. The most recent average cost estimatesii (shown 
below) as compiled by College Board reflects this. 
 

 
 

FINANCIAL AID 
 
Why You Should Not Plan to Rely on Financial Aid Alone 
Federal and state governments offer various means based financial aid programs in addition to loans. The 
most generous aid program is the Federal Pell Grant which is a grant that does not need to be repaid and is 
intended for families with exceptional need, e.g. annual income less than $30,000iii. For those who qualify, the 
maximum Federal Pell Grant award is only $6,195 for the 2019–20 award yeariv. 
 
The most generous Federal loan program, the Stafford loan, offers both need-based (subsidized) and non-
need based (unsubsidized) packages with interest rates that do not exceed 8.25 percentv. The program only 
offers loans up to $20,500 annually however, leaving a funding deficit for most four-year higher education 
programs. 
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EDUCATION SAVINGS ACCOUNTS 
 
Given our current government funding deficit, individuals should not rely solely upon government largesse. It is 
prudent to begin saving for higher education expenses as early as possible (i.e. before the intended recipient 
reaches the age of 5). Fortunately, there are several savings vehicles that can be used to plan for and deliver 
the necessary funds. Deciding which one, or combination thereof, is best for you will depend upon your 
individual situation and objectives. 
 
529 Savings Account 
529 savings accounts are funded with after-tax money (i.e. no tax deduction for contributions). Contributions 
are invested with the intent to grow the account balance over time to meet the required funding for a future 
educational expense. When 529 funds are used for qualified educational purposes, there is no federal income 
tax on investment gains. 
 
Pros: 

 No federal income tax on investment gains when funds used for qualified educational expenses. 
 Plan assets are considered parental assets (assuming they are the account owners) and they are 

factored into federal financial aid formulas at a maximum rate of about 5.6%, substantially lower than 
the maximum 20% rate that is assessed on student assets, such as assets in an UGMA/UTMA 
account. 

 Can be funded with a maximum of $75,000 ($150,000 if married) in any given year per beneficiary 
without gift tax consequences so long as further gifts to beneficiary are not made in subsequent 5 
years. Otherwise can be funded annually with $15,000 maximum contributions ($30,000 if married) 
without gift tax consequences. 

 Beneficiary can be changed to other member of immediate family or even grandchildren. This can be 
useful if the intended beneficiary does not end up using the funds. 

 Account owner (usually the parent) maintains control of the funds. 
 No income restrictions to make contributions. 
 No age restriction for beneficiary. Can be useful for those considering graduate school later in life. 
 Can withdraw up to $10,000 tax free per year to pay for K-12 tuition. 

Cons: 

 Investment risk. There is no guarantee that the underlying investments will perform well. Poor 
performance could erode principal which consists of after-tax money. Losses cannot be deducted from 
taxable income. 

 More limited investment choices than alternative financial accounts. 
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UGMA/UTMA 
Uniform Gift to Minors Act and Uniform Transfers to Minors Act accounts are custodial accounts invested in the 
child’s name. They are funded with after-tax money (i.e. no tax deduction for contributions). The funds from 
these accounts can be used for any expense for the benefit of the child, including education. 
 
Pros 

 Funds are only required to be used for the benefit of the child. There is no requirement that it is used 
exclusively for education expenses. 

 Can be funded annually with $15,000 maximum contributions ($30,000 if married) without gift tax 
consequences. 

Cons 

 Earnings are over $1,050 annually are taxable. 
 Beneficiary cannot be changed. 
 Child beneficiary gains complete control of the funds upon the age of majority. 
 Factored into federal financial aid formulas at a maximum rate of 20% rendering a more significant 

adverse effect on financial aid eligibility than 529s. 
 Investment risk. There is no guarantee that the underlying investments will perform well. Poor 

performance could erode principal which consists of after-tax money. Losses cannot be deducted from 
taxable income. 
 

Coverdell Education Savings Account 
A Coverdell education savings account (Coverdell ESA) is a trust or custodial account set up in the United 
States solely for paying qualified education expenses for the designated beneficiary of the account. This 
benefit applies not only to qualified higher education expenses, but also to qualified elementary and secondary 
education expenses. They are funded with after-tax money (i.e. no tax deduction for contributions).    
 
Pros 

 No federal income tax on investment gains when funds used for qualified educational expenses. 
 Plan assets are considered parental assets (assuming they are the account owners) and they are 

factored into federal financial aid formulas at a maximum rate of about 5.6%, substantially lower than 
the maximum 20% rate that is assessed on student assets, such as assets in an UGMA/UTMA 
account. 

 Beneficiary can be changed to other member of immediate family so long as they are under the age of 
30. 

 Account owner (usually the parent) maintains control of the funds. 
 Can be used to pay for K-12 education expenses including but not limited to tuition (unlike 529s). 
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Cons 

 $2,000 annual contribution limit. 
 Income restrictions: cannot contribute if AGI is over $110,000 (single) or $220,000 (married). 
 Funds must be distributed by the time the beneficiary reaches age 30 otherwise penalties and taxes 

may apply. 
 Investment risk. There is no guarantee that the underlying investments will perform well. Poor 

performance could erode principal which consists of after-tax money. Losses cannot be deducted from 
taxable income. 

 

i https://research.collegeboard.org/trends/college-pricing/figures-tables/growth-in-published-charges 
ii https://research.collegeboard.org/trends/college-pricing/figures-tables/average-published-charges-2018-19-and-2019-20 
iii https://blog.prepscholar.com/pell-grant-eligibility-and-requirements-do-you-qualify 
iv https://studentaid.gov/understand-aid/types/grants/pell 
v https://www.govloans.gov/loans/loan-details/4370 

 


