
 

  

15 Things You Need to Know About ESAs 

 

Education is expensive. If you have children and you are concerned about how you will pay the school bills, 

you know that you cannot afford to overlook any possible option that may help you save. One savings tool 

that is frequently overlooked is the Education Savings Account (ESA). Here are 15 things you need to know 

about ESAs. 

1. You may establish an ESA with the custodian of your choice and the paperwork you complete is very 

similar to the paperwork necessary to establish an IRA. 

2. Contributions are made to the account to help save for education expenses of a designated beneficiary. 

The designated beneficiary is a child under the age of 18. Contributions may be made for designated 

beneficiaries older than 18 if they have special needs. 

3. When you establish the ESA, you will need to name a responsible individual. The responsible individual 

controls the ESA, including investment choices and when distributions are taken. Many custodians will 

allow you, as the contributor, to name yourself as the responsible individual. 

4. The maximum contribution amount is $2,000 per year for each designated beneficiary, but you may 

contribute that amount to ESAs for multiple beneficiaries. For example, if you have four grandchildren, you 

could contribute $2,000 each year to each of their ESAs. 

5. There is no earned income or taxable compensation requirement to contribute to an ESA. 

6. There are income limits for contributing to an ESA. If your income is above them, you might consider 

giving the funds to the child or another person with income under the limits and having them make the 

contribution to avoid those limits. 

7. There are no age limits for making an ESA contribution. 

8. The contribution deadline is generally the tax-filing deadline, April 15. 
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9. Your ESA contribution is not deductible but the earnings will be tax-free if the funds are used to pay 

for qualified education expenses. 

10. The definition of qualified education expenses is very broad for ESA purposes. Qualified education 

expenses include college tuition, room and board as well as required books and supplies. The student 

can be a full time or part time student. Vocational school or community college expenses are included as 

well. You are not limited to expenses after high school graduation. 

11. A student’s computer and internet expenses are also qualified education expenses. 

12. An important benefit of an ESA is that tax-free distributions may be taken for primary and 

secondary expenses. These include tuition, fees, tutoring and special needs services expenses incurred 

in connection with enrollment of the designated beneficiary at a public or private school. 

13. If the distribution is not used for education expenses, the earnings portion will be taxable to the 

designated beneficiary and may be subject to a 10% penalty unless an exception applies. 

14. Funds may also be rolled over from an ESA to an ESA for a member of the designated beneficiary’s 

family who is under the age of 30. 

15. If the child’s parents are already funding a qualified tuition plan or 529 plan, you can fund an ESA 

as well. ESA funds are even eligible to be rolled over to qualified tuition plans. 

  

By Sarah Brenner, JD 

IRA Analyst 

 

Follow Beth Blecker on Twitter: @EasternPlanning 

 

 

 

 

 

 “Ed Slott’s Elite IRA Advisor Group” is solely an indication that the financial advisor has attended training provided by Ed Slott and Company. Ed Slott is 

not affiliated with Royal Alliance Associates, Inc.  Securities and advisory services offered through Royal Alliance Associates, Inc. Member FINRA/SIPC. 
Additional advisory and financial planning offered through Affiliated Advisors, Inc. Insurance services offered through Eastern Planning Inc. Listed entities 

not affiliated with Royal Alliance. 

 
Reprinted from The Slott Report, 8/28/2017, with permission.  Ed Slott and Company, LLC takes no responsibility for the current accuracy of this article. 

 
Copyright © 2017 Ed Slott and Company, LLC 

 


