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Depending upon your individual circumstances, a 529 plan or an UTMA account could be a 
valuable college savings and/or gifting tool for a minor. Below, we provide an overview of both.

529 PLANS: AN OVERVIEW
A 529 plan (legally known as a “qualified tuition  
plan”) is a tax-advantaged program used to fund  
a beneficiary’s future education costs. There are  
two types of 529 plans: a prepaid tuition plan  
and a savings plan. Here we discuss the latter.
To avoid incurring a tax penalty, the funds in a 
529 plan must be used toward what are known as 
“qualified education expenses.” These include:

• Tuition and fees

• Room and board

• Meal plans

• Books and supplies

• Computer technology, equipment, and software

• Student loans (up to a lifetime limit of $10,000) 

BENEFITS OF 529 PLANS
Offer Multiple Tax Advantages 
A significant advantage of a 529 plan is that 
contributions grow tax-free. Distributions are also tax-
free if the funds are used toward qualified education 

expenses. While there are no federal tax deductions 
for contributions made to a 529 plan, many states 
offer state tax deductions. For example, New York 
state taxpayers who contribute to a 529 plan may be 
eligible to deduct up to $10,000 on their state tax 
return. We encourage you to consult with your tax 
advisor regarding your particular situation.

Provide Lump-Sum Gifting Advantages 
*In most cases, annual gifts that exceed $18,000 are 
subject to gift tax rules. However, with a 529 plan, 
individuals may contribute up to five years’ worth of 
gifts, or $90,000 ($170,000 for married couples), in a 
single year without having it count toward the lifetime 
exemption ($13.61 million). There are also lifetime 
limits on contributions to 529 plans, but each state 
has its own limit. 

Allow for Beneficiary Changes 
If the original beneficiary of a 529 plan doesn’t 
use some (or all) of the funds, the plan owner may 
transfer the remaining funds to a different beneficiary 
without incurring any penalty or cost. 

Are Not Limited to Higher Education Costs 
While 529 plans are most often used to pay for costs 
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associated with higher education, they may also be 
used toward tuition for vocational or trade school. In 
addition, the 2017 Tax Cuts and Jobs Act expanded 
the definition of qualified education expenses to 
include the ability to use up to $10,000 toward annual 
tuition for K-12 public, private, and religious schooling 
per beneficiary. (Note: eligibility to do so will vary by 
state, as not all states recognize K-12 schooling as a 
qualified expense).

529 PLANS: WHAT TO CONSIDER
Must Be Used for Qualified Education Expenses 
If the funds in a 529 plan are not used for qualified 
education expenses, withdrawals may be subject 
to federal and state income taxes as well as a 10% 
penalty on the plan’s earnings.

Have Tax and Investment Benefits That Vary by State 
All states and the District of Columbia sponsor at 
least one 529 plan, but individuals are not required 
to open a plan in their state of residence. The tax and 
investment benefits of each state-sponsored 529 
plan can vary, so it may be worth considering other 
states’ offerings. Each state that offers a 529 savings 
plan will limit the maximum account balance for the 
same designated beneficiary. However, although that 
maximum account balance varies from state to state, 
it is generally a high amount. A list of the various plan 
offerings can be viewed here.

Have Fees and Expenses 
As is the case with mutual funds and ETFs, there are 
expense ratios on the funds within the plan. However, 
these are comparable to index and passive expense 
ratios in the market.

UTMA ACCOUNTS: AN OVERVIEW
Established by each state’s Uniform Transfers to Minors 
Act, an UTMA is a type of custodial account that 
allows individuals to gift assets to minors without a 
guardian or trustee in place. A custodian is appointed 

to manage the assets, which are then turned over 
to a minor when he or she reaches a certain age of 
majority. This age can vary both by state and type of 
custodial account. For example, in New York the age 
of majority for an UTMA account is 21 unless the age 
of 18 is specified at the time of the transfer.

BENEFITS OF UTMA ACCOUNTS
Provide Significant Flexibility 
GIFT TYPE: A donor can gift both cash and physical 
assets, including real estate, fine art, patents, and 
royalties.

INVESTMENT OPTIONS: While a 529 plan is limited 
by the plan sponsor’s predetermined selections, an 
UTMA account has both public and private investment 
options.

USE CASES: There are no limitations to what an UTMA 
account can be used for (as long as it benefits the 
minor). This can make it an attractive option for donors 
looking to help a minor pay for expenses not related 
to education, such as a first car or a future home. If 
the minor later chooses to use an UTMA account 
for educational expenses, the funds can be moved 
into a 529 plan to leverage its education-related tax 
advantages. (Note, however, that funds from a 529 
plan cannot be moved into an UTMA account).

Offer Gift Tax Benefits 
Just like 529 plans, annual contributions made to 
UTMA accounts of up to $18,000* are not subject to 
the gift tax. If a donor is interested in gifting more than 
these amounts, transferring the funds to another type 
of account may be possible.

UTMA ACCOUNTS: WHAT TO 
CONSIDER
Offer Fewer Tax Advantages 
UTMA accounts can trigger the kiddie tax rule, which 
taxes a child’s investments and other unearned 
income. According to 2024 rules, while the first 
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$1,300 of unearned income will not be taxed, the next 
$1,300 is taxed at the child’s rate. Unearned income 
above $2,600 is taxed at the parents’ rate.

Limit Control Until Age of Majority 
Once a minor reaches his or her state’s age of majority, 
the donor no longer has control over the assets in the 
UTMA account. The minor is free to use the assets  
however he or she wishes, which may go against the 
donor’s intentions.

Can Affect Financial Aid Eligibility 
If a minor plans to apply for financial aid by filling 
out the Free Application for Federal Student Aid 
(FAFSA) form, UTMA accounts are considered student 
assets, which are weighted much more heavily when 
calculating eligibility. 529 plan assets typically fall 
under the parental asset category.

Founded in 1964, First Manhattan is a $31B+ AUM investment advisory firm that seeks to 
deliver strong financial returns through an investment approach aligned with clients’ goals and 
driven by in-house, proprietary research; customized wealth planning advice; and personalized 
client service. For more than six decades, the Firm has been a trusted partner to individuals, 
families, and fiduciaries, as well as partnerships and charitable trusts and foundations. For more 
information, please visit firstmanhattan.com.

Through various operating subsidiaries, FMC Group Holdings LP (“First Manhattan”) provides a 
range of brokerage and investment advisory services. First Manhattan Securities LLC (Member 
SIPC, FINRA, NYSE, and MSRB), a wholly owned subsidiary of First Manhattan, is a registered 
broker-dealer. First Manhattan Co. LLC, a wholly owned subsidiary of First Manhattan, is an 
investment adviser registered with the SEC. None of First Manhattan, its affiliates, and its or their 
personnel provide banking services or legal, tax, or accounting advice.

First Manhattan – Stay in the Know

The best way to determine if a 529 plan or an UTMA account is the right college savings and/or 
gifting tool for you is to speak with your First Manhattan team. Please contact us if we can be helpful 
to you in any way.
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AT-A-GLANCE: 529S AND UTMAS

529s UTMAs

Use case? Qualified education expenses May be used for any purpose

Control? Custodian maintains control Minor gains control at age of majority

Contribution limits? Generous limits exist None

Tax benefits? Yes Limited

Investment Options? Limited Flexible

Transferable among beneficiaries? Yes No

Negative impact on financial aid eligibility? Lesser Greater

http://firstmanhattan.com

