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My parents used a UTMA account to save money for my college expenses when I was growing
up. It was really the only way back then to save for a child’s education. Today, the popular
option is the 529 plan. You might have heard of both types of accounts, but don’t know the
differences between the two. I will break down each account below and go over the benefits and
drawbacks to better help you decide which option is right for your situation.
UTMA
A Uniform Transfer to Minors Act account (UTMA account) is a way for children to have
ownership of assets-because minors are not legally allowed to own money or property. Because
of this, each state has developed this type of account to allow a child to have ownership of assets.
A UTMA account is a custodial account. The account is the child’s- reported under the child’s
social security number; however, the custodian, usually the parent, has a fiduciary responsibility
to manage the account for the benefit of the child. The custodian acts on the account (by making
deposits, withdrawals and trading) until the child reaches the age specified by your given state.
For UTMA accounts, the child gains full ownership of the account when they turn 18 or 21 years
old, depending on which state they live in.
Income Tax Considerations
Since the account is opened using the child’s Social Security number and the interest on the
account is taxed to the child and possibly to the parents.
Cons – UTMA Accounts
The main drawback is the child has full ownership of the account once they reach the majority
age. This may not seem like a big deal; however, once it is their money they can do anything
they want with it. For example if the account has a $100,000 balance when little Jimmy or Sally
reaches 18 years old they can buy a car, take a trip to Europe or pay for college. It’s an
irrevocable gift to the child that you can’t take back. We all think that we are raising little angels,
believe it or not, may not always be the case.
Also, when applying for financial aid, the financial aid assistance is typically reduced by 20-25%
of the UTMA balance. The UTMA is used before college for the benefit of the child.
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Pros – UTMA Accounts
A benefit to an UTMA account is the reduced taxes. The first $1,000 (2014) of unearned income
(dividends and interest) is not taxed. The next $1,000 (2014) will be taxed at the child’s tax rate.
Everything above $2,000 (2014) is unearned income and will be taxed at the parent’s tax rate;
this is called the Kiddie Tax Rule. This means if a child’s interest plus dividends plus other
investment income total more than $2,000 (2014), part of the child’s unearned income will be
taxed at the parent’s tax rate instead of the child’s tax rate. It does not include income the child
earned from a job or self-employment. Once you hit the $2,000 (2014) mark, the benefit of an
UTMA account in terms of tax savings goes away.
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529 Plans
A 529 Plan is a way for parents to save for their child’s college education. There are two main
types of 529 plans, a prepaid program and a savings account. For this post I will break down the
529 savings account.
For a 529 plan, when you make contributions your money grows tax-free. When the money is
withdrawn from the account, assuming the money was used for qualified educational expenses
there will be no taxes paid. Qualified educational expenses include tuition, fees, books, supplies
and equipment, and reasonable costs for room and board – for those enrolled at least half-time.
Non-qualified education expenses include insurance, sports or club activity fees, computer
(unless the school requires it), transportation costs, repayment of student loans, and room and
board in excess of the amount the school includes in “cost of attendance.”
You can contribute as much as you want to a 529 Plan up to the state maximum (usually around
$250,000); however, any contributions that total more than $14,000 in a given year may be
subject to the gift tax. Section 529 plans offer a special gifting feature. Specifically, you can
make a lump-sum contribution to a 529 plan of up to $70,000, elect to spread the gift evenly over
five years, and completely avoid federal gift tax. This is provided no other gifts are made to the
same beneficiary during the five-year period. A married couple can gift up to $140,000.
When to withdraw
Take withdrawals in the same calendar year that the qualified expenses were paid. This ensures
the qualified withdrawal matches up with the qualified expense, per the IRS rules.
Cons – 529 Plans
If the profit is withdrawn for non-qualified educational expenses, it will be taxed as ordinary
income and is subject to a 10% penalty. You can find a list of the exceptions to this penalty on
the IRS website.
Each state has its own 529 Plan, some are better than others. This can make it confusing when
picking out which state’s plan is the best one for you. Contacting a financial adviser is the
easiest way to figure out which plan will work for you.
If you have a chance to qualify for financial aid, the 529 assets owned by the parents are
included in the federal financial aid calculation. The assessment rate on the parent’s assets is
currently a maximum rate of 5.34% of total assessable assets.
Pros – 529 Plans
The primary benefit is the child is a beneficiary of the plan and not the owner. The benefit is the
assets in the account are not the child’s; therefore the parent has full authority over the account.
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Another benefit is that you can change the beneficiary of the plan. For example you have an
account for little Jimmy and for whatever reason he decides not to go to college. All you simply
have to do is change the beneficiary from Jimmy to Sally and she can now use the money for
college. Additionally, you can even change the beneficiary to your niece or nephew.
Each state has its own 529 plan and you can choose to open whichever state plan you want. For
example if you live in Texas you don’t have to open up the Texas 529 Plan. Also, if you live in
Texas and use a Texas 529 Plan, your child does not have to enroll in a school in Texas. They are
allowed to go to any college they want to.
Also, a major benefit is you retain control of the 529 account but it is not counted in your estate
tax calculation.
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About HighMark Wealth Management
HighMark Wealth Management specializes in providing customized wealth management solutions for public and
private companies, high-net worth clients and their families. The firm bases its client relations on collaboration, the
extensive experience of its principals and creative thinking. Every member of the team at HighMark Wealth
Management is an accomplished professional, able to perform in a results-driven atmosphere and provide clients
with consistent service of the highest quality. You can learn more about our firm by visiting our website, reading our
blog and by subscribing to our newsletter.
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Past performance does not guarantee future results.
Diversification does not guarantee investment returns and does not eliminate the risk of loss.
Opinions offered constitute our judgment and are subject to change without notice, as are statements of financial market trends, which are based
on current market conditions. We believe the information provided here is reliable, but do not warrant its accuracy or completeness. This material
is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The views and strategies described may not be
suitable for all investors. This material has been prepared for informational purposes only, and is not intended to provide, and should not be relied
on for, accounting, legal or tax advice.
© HighMark Wealth Management July 2014
Tax Advice Disclaimer
The information on this website should not be used in any actual transaction without the advice and guidance of a professional Tax Adviser who
is familiar with all the relevant facts.
Although the information contained here is presented in good faith and believed to be correct, it is General in nature and is not intended as tax
advice. Furthermore, the information contained herein may not be applicable to or suitable for the individuals' specific circumstances or needs
and may require consideration of other matters.
HighMark Wealth Management LLC assumes no obligation to inform any person of any changes in the tax law or other factors that could affect
the information contained herein.
IRS Circular 230 Disclosure
Pursuant to the requirements of the Internal Revenue Service Circular 230, we inform you that, to the extent any advice relating to a Federal tax
issue is contained in this communication, including in any attachments, it was not written or intended to be used, and cannot be used, for the
purpose of (a) avoiding any tax related penalties that may be imposed on you or any other person under the Internal Revenue Code, or (b)
promoting, marketing or recommending to another person any transaction or matter addressed in this communication.
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