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For years, parents and grandparents relied upon 
custodial accounts to save for future college costs. 
Learn more about the advantages and 
disadvantages of an UTMA or UGMA Account in 
comparison to a 529 Account. 

June 2020 

UNIFORM GIFTS VS. UNIFORM TRANSFERS 

The Uniform Gifts to Minors Act (UGMA) was adopted in 1956. The primary focus then was to provide a convenient way 
to make gifts of money and securities to minors. Later, it became clear that a more flexible law was desirable. The 
Uniform Transfers to Minors Act (UTMA) was adopted in 1986 to expand the types of property you can transfer to a 
minor, and provides that you can make other types of transfers besides gifts. 

Nearly all states adopted UTMA legislation decades years ago, but sometimes people still refer to the accounts as 
UGMAs (Uniform Gifts to Minors Act) because they're use to that name. (Only 1 state and 2 territories restrict accounts 
to UTMAs: South Carolina, Guam, Virgin Islands) 

ADVANTAGES OF CUSTODIAL ACCOUNTS 

• No income limitations – Regardless of your income, you are eligible to contribute to a custodial account. 

• No contribution ceilings – Unlike Coverdell ESAs and 529 College Savings Plans, custodial accounts 
have no ceiling on the amount you contribute. 

• Flexibility for withdrawals – Withdrawals from a custodial account are not restricted to higher-education 
uses.  The money is available as needed for other purposes that benefit the child. 

• Estate-planning tool – Anyone can transfer $15,000 a year to a custodial account without federal gift tax 
consequences.  Married couples who file jointly can transfer $30,000 without gift tax consequences. 

• Offer a wide variety of investment choices – Cash and/or securities may be transferred into an UTMA or 
UGMA. 

• Custodian retains control over the assets until age of termination – A custodial account lets you give 
money to a child and retain control over it as long as the child is a minor.   

DISADVANTAGES OF CUSTODIAL ACCOUNTS 

• Irrevocable gift to your child – You can’t take the money back. 

• The child controls the assets at age of termination – When the child turns 18 or 21 (depending on the 
state) they can use the money for anything they want—college, a new car or a European vacation. 

• Reduces financial aid eligibility – The money in a custodial account is your child’s asset and not yours, 
financial aid formulas consider 20% of the child’s assets to be available to pay for college. 

Education Planning 
 

Jeannette Haen 
VP, Education Planning Consultant 
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• Taxed based on the income earned and age of the child – If the child is under age 18 (or full time 
student under the age of 24) and has unearned income above the annual threshold ($2,100 in 2018) that 
income will be taxed at the trust tax rates – not the child’s. 

• One child only – A custodial account belongs to only one child.  You aren’t allowed to transfer money from 
one child’s custodial account to an account owned by a different child. 

• Estate tax consequences – If you are the custodian on the account and die before the account terminates, 
the account will be included in your estate.  This is true even though the transfers to the account are 
completed gifts. 

FAQS: SETTING UP A CUSTODIAL ACCOUNT 

Question Answer 

Can more than one adult be 
named as the Custodian on 
the Account? 

No. Only one adult can be named as the Custodian. 

What State is the Custodial 
Account to be set up under? 

An “Enacting State needs to be designated at the time of establishing an UTMA custodial account. 
There are 4 choices. The state of residence of one of the following: 

1. Transferor (person making the initial funding) 
2. Minor 
3. Custodian (doesn’t need to be the same as the transferor)  
4. The State where the custodial property is located 

If the Custodian or UTMA 
beneficiary move, does the 
“Enacting State” get 
changed? 

No. The “Enacting State” remains the same for the life of the account. 

Is the Age of Termination 
the same as age of 
majority? 

No. The age of termination is not necessarily the same as the age of majority in the state. The 
age of majority is the age at which an individual can sign contracts. The age of termination is when 
the custodianship terminates. In most cases the age of termination comes later. 

Can I change the Age of 
Termination? 

No. The laws of the Enacting State, which is designated at the time the account is established, 
determine the age of termination. Some states, “exception states”, provide an age range from 
which the custodian will designate the age of termination for the account at the time the account is 
established. The age of termination remains the same for the life of the account except in the case 
that the state laws are changed and allow a retroactive change of age of termination. 

What happens in the event 
that the UTMA beneficiary 
dies? 

Regardless of who contributed to the UTMA account, the assets of the account would pass to the 
parents of the decedent child-beneficiary. This conclusion is based on: 1) the gift to the custodian 
account is a completed gift once made and belongs to the child-beneficiary, and 2) because a 
minor does not possess the capacity to make a Will, his/her estate will be distributed according to 
state intestacy laws.   

Here is Wisconsin's intestacy distribution law (most states are similar): 
Takers beyond spouse use the “look down, look up, look down, look up” principle. 
First, look down for descendants.  Follow each child’s line down and stop when you hit a survivor. 
(This means living descendants of the beneficiary get it)  
If no descendants, look up to parents. 
If no parents, look down to siblings and to nieces / nephews 
If no sibs / sib’s kids, look up to grandparents. 
If no grandparents, look down to aunts, uncles, cousins 
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Continue: FAQS: SETTING UP A CUSTODIAL ACCOUNT 

Question Answer 

What Expenditures Are 
Proper? 

Any use for the benefit of the minor other than food and shelter. 
The Basic Rule: The starting point is section 14(a) of the Uniform Transfers to Minors Act, which 
says: A custodian may deliver or pay to the minor or expend for the minor's benefit so much of the 
custodial property as the custodian considers advisable for the use and benefit of the minor, 
without court order and without regard to (i) the duty or ability of the custodian personally or of any 
other person to support the minor, or (ii) any other income or property of the minor which may be 
applicable or available for that purpose. 
Note: As custodian, you're supposed to be able to account for where the money went. If you pulled 
money from the account to buy a computer for your child, make a permanent record of this fact. 

 

SHOULD YOU TRANSFER AN UTMA/UGMA INTO A 529 ACCOUNT? 

529 plans offer definite benefits compared to UTMA/UGMA accounts—the biggest being tax-deferred potential growth 
and federal tax-free withdrawals.  However, you need to consider the total financial picture before making the change:  
 

What’s your total tax bill once you cash out?  You may decide you can’t foot the tax bill at this time. On the 
other hand, if there is little or no gain (or losses) then income taxes shouldn't be a barrier.  
 
How long until college?  If you have only a year or two until college, there may not be enough time for the tax 
advantages to make an impact.  
 
Are you hoping to receive financial aid?  Transferring custodial assets to an UTMA/UGMA 529 may increase 
the child’s eligibility for financial aid.  As a result of the Deficit Reduction Omnibus Reconciliation Act of 2005, 
UTMA/UGMA 529 accounts will not be considered when calculating federal financial aid eligibility at all.  This will 
allow students in need to qualify for much more financial aid.  

Depending on your situation, you may decide that transferring your child’s UTMA/UGMA into a 529 plan is a smart 
financial move. 
 

FAQS: FUNDING AN UTMA529 

Question Answer 

Can a 529 be opened with 
UTMA proceeds? 

Yes. But, 529s can only be funded with cash.  Therefore, the assets in the UTMA account will have 
to be liquidated. This will be a taxable event.  

Can I change the 
beneficiary on an 
UTMA529? 

No. The rules of the UTMA remain in place. The UTMA529 is the asset of the minor and cannot be 
transferred to or used by another individual.  At age of termination the minor will gain control of the 
UTMA529 assets. 

Can new contributions to 
the UTMA529 be made? 

UTMA and non-UTMA money should not be comingled. If additional non-UTMA contributions are 
going to be made for the same beneficiary of the UTMA529, a separate 529 account must be 
opened. If this is not done then all new funds will become UTMA funds (i.e. you will not be able to 
change the beneficiary.) 
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COMPARISON OF CUSTODIAL ACCOUNTS AND 529 ACCOUNTS 

Feature Custodial Account (UGMA/UTMA) 529 College Savings Plan 

Contribution Eligibility 
Income Limits None None 

Contribution Limits  
Restricted only by impact of gift tax. The annual 
exemption is $15,000 ($30,000 for married couples 
filing jointly) 

Program specific, but most are over $400,000. Gifting 
rules apply. 

$15,000 annual exemption or a lump sum up to 
$75,000 via 5-year gift averaging 

Control of Assets Custodian (until the beneficiary reaches the age of 
termination) Owner of account. 

Change of Beneficiary No (except in the case of death or disability). Yes. The new beneficiary must be a relative of the 
current beneficiary. 

Requirement to Deplete 
Account 

No depletion requirement. At age of termination, the 
child becomes owner of the account. None 

Qualified Distribution Can be used for any expenses benefiting the 
beneficiary. 

K-12 tuition up to $10,000. Higher education expenses 
including tuition, room & board, fees, books, 
computers, supplies & equipment. Student loan debt 
up to $10,000. Fees, books & supplies required for an 
apprenticeship program. (Check with your state for any 
state tax implications)1   

Taxation of Withdrawals 

Subject to mix of ordinary income and capital gains 
taxes. Any previously unrealized capital gains taxed 
at parent’s or minor’s rate, depending on beneficiary’s 
age at time of use. 

Federally tax-free and penalty-free if the money is 
used for qualified education expenses. 

Non-qualified distributions will be taxed at recipient's 
rate2. 

Effect on Federal 
Financial Aid 

MOST: This is the child’s assets, which is assessed 
at 20% for financial aid. 

LESS: This is the account owner’s asset, and may be 
considered available. At the most it may be assessed 
at 5.6% for financial aid.   

Compatible with other 
Savings Vehicles Yes 

Contributions may be made to both a Coverdell ESA 
and a qualified tuition program (529 plan) during the 
same year. 

 
1Your state of residence may not conform to this federal change. Check with the 529 Program Manager or your tax advisor prior to taking a distribution.  
 

2The earnings portion of any withdrawal not used for qualified higher education expenses (or not made on account of death, disability or receipt of 
college scholarship of the beneficiary) is subject to a 10% penalty and the earnings portion will be treated as ordinary income. 

 

Investors should consider the investment objectives, risks, charges and expenses associated with a 529 Plan 
before investing. This and other information is available in a Plan’s official statement. The official statement 
should be read carefully before investing. 

Depending on your state of residence, there may be an in-state plan that provides tax and other benefits such as 
financial aid, scholarships and creditor protection that are not available through an out-of-state plan. Before investing in 
any state’s 529 plan, you should consult your tax advisor. 


