
Your Small-Town Doctor of Financial Planning Says: 
It’s Never Too Early to Start Saving for College 

Next to buying a home, paying for your child’s college education might be the biggest purchase 
you ever make. As the cost of higher education continues to rise, the earlier you begin saving 
the more time your money has to grow reduce the burden of college loans. 

According to the College Board, for 2023-2024, the average total cost of attendance at a four-
year public college for in-state students was $28,840 per year. The average cost at a four-year 
private college was $60,420 per year. But many private colleges cost substantially more.  

These college costs include: 
• Tuition
• Fees
• Housing
• Books
• Transportation
• Personal expenses

If history is any guide, these costs will continue to increase by at least 3-6% annually. There are 
several vehicles that can help you save for these substantial costs in a tax-advantaged manner.  

One of the most common vehicles for college savings is the 529 plan. There are two types: 
savings plans and prepaid tuition plans. The more popular option is the savings plan.  

Under the 529 savings plan, contributions accumulate tax-deferred, and withdrawals are tax-
free at the federal level if the money is used for qualified education expenses. For withdrawals 
not used for qualified expenses, the earnings are subject to income tax and a 10% penalty. 
Lifetime contribution limits vary by state; they usually range from $300,000 to $550,000. In 
Maryland, that limit is $500,000. There is no federal annual limit on contributions to a 529 plan. 

However, annual contributions above the annual gift tax exclusion ($17,000 per recipient per 
year for 2024) may count against the lifetime estate and gift tax exemption. But there is a 
special rule specifically for 529 plans that allows you to contribute up to $85,000 ($170,000 for 
married couples) in a single year and treat it as if it were made over five years for gift tax 
purposes.  



Under the recently passed SECURE 2.0 Act, starting in 2024, you are allowed to roll over unused 
529 funds into a Roth IRA for the benefit 529 beneficiary, without incurring taxable income or 
the 10% penalty for nonqualified withdrawals. This rollover is subject to a lifetime limit of 
$35,000. 
 
With the less common type of 529 plan, the prepaid tuition plan, you can purchase college 
tuition credits at today’s prices for use in the future. These credits can be used for the group of 
colleges that participate in the plan, typically in-state public colleges.  
 
Other options for college savings include: 
 

• Coverdell education savings account. This is a tax-advantaged education savings vehicle 
that allows annual contributions of up to $2,000 per year for a beneficiary’s qualified 
education expenses. Contributions grow tax- deferred and earnings are tax-free at the 
federal level if the money is used for qualified education expenses. The low annual 
contribution limit makes this vehicle less advantageous for college savings than a 529 
plan.  

• Custodial account (UTMA/UGMA). A custodial account allows a minor to hold 
investment assets in his or her own name with an adult as custodian. All contributions to 
the account are irrevocable gifts to the child, and assets in the account can be used to 
pay for any expenses, including college costs. When the child reaches the age of majority 
(18 in Maryland) he or she will gain control of the account. Earnings and capital gains 
generated by the account are taxed to the child each year under the “kiddie tax” rules. 
Under those rules, a child’s unearned income over a certain threshold ($2,600 in 2024) is 
taxed at parent income tax rates.  

 
By beginning to plan for college years in advance, you can minimize reliance on financial aid and 
borrowing. For more information about saving for college and other financial planning matters, 
contact The Kelly Group.  
 

 
 

The Kelly Group 
48 E. Gordon St., Bel Air, MD 21014 
Ph. 410-893-0560 | Fax: 410-838-3287 | www.kellyria.com 

http://www.kellyria.com/


 
Source: College costs provided by Broadridge. Freedom Federal Credit Union and The Kelly Group are not affiliated. 
Financial planning services, referenced by Freedom Federal Credit Union through The Kelly Group, are subject to a 
referral agreement. Freedom Federal Credit Union employees receive non-cash compensation, such as meals 
and/or beverages, from time to time. Due to such compensation, there is a material conflict of interest and 
incentive for Freedom Federal Credit Union to recommend The Kelly Group. For information about The Kelly Group’s 
financial planning and wealth management services, contact our office at 410-893-0560 or email us at 
info@kellyria.com. The Kelly Group is a trade name of Kelly Financial Group, LLC, a registered investment adviser 
with the Securities and Exchange Commission (“SEC”). Registration with the SEC does not imply any level of skill or 
training. For more information about our services, please see our Brochure and Relationship Summary, available on 
the SEC’s website at www.adviserinfo.sec.gov, and on The Kelly Group’s website at www.kellyria.com.  
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