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A Coverdell Education Savings Account (ESA) helps 
parents and students save for elementary, secondary 
and college education expenses. Annual contributions 
are limited to $2,000. Earnings grow tax-free and 
qualified distributions are tax free and penalty free. 
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Highlights & Description 

• Contributions grow tax-free and can be made up until April 15 of the following year. 
• Funds can be used for K-12 as well as post-secondary education expenses. 
• Withdrawals for qualified education expenses (QEE) are federal income tax-free. QEE include tuition, fees, 

books, supplies, room and board, transportation, computers and other technology, such as internet access as 
long as such equipment is to be used during any of the years the designated beneficiary is in school. 

• Coverdell ESAs have age restrictions. They can only be set up for individuals under the age of 18. Funds not 
used by the time the beneficiary reaches age 30 must be distributed and the earnings will be taxed at the 
beneficiary’s tax rate plus a 10% penalty. 

• The annual contribution limit is $2,000. You need to be careful that accounts established by different family 
members for the same child do not cause total contributions to exceed $2,000 or a penalty will be owed. 

• Coverdell ESAs have income restrictions. The ability to contribute phases out at $220,000 joint MAGI 
($110,000 single MAGI) making it unlikely that a high-income family will be able to use an ESA. 

• The relatively low contribution cap means that even a small annual maintenance fee charged by the financial 
institution holding your Coverdell ESA could significantly affect your overall investment return.  

• Your contribution goes into an account that will eventually go to your child if not used for college. You can’t 
simply refund the account back to yourself. This means you lose some degree of control. 

• Coverdell ESAs offer some flexibility. Investments are self-directed. And you can change the beneficiary to 
another member of the family of the original beneficiary. Age restrictions do apply. 

• Coverdell ESAs are treated as a parental asset rather than the student asset in the calculation of federal 
financial aid eligibility.  

• Distributions from Coverdell ESAs for qualified educational expenses are not counted as parent or student 
income and therefore don’t reduce federal financial aid eligibility. 

• Coordinating withdrawals with other tax benefits, such as the American Opportunity or Lifetime Learning 
credits, can be tricky. 

The rules and tax forms can be somewhat complicated.  Robert W. Baird & Co. does not provide tax advice. 
Please consult your tax advisor about any tax consequences of an investment in the Coverdell ESA. 
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