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The Rising Costs of Education 
As the cost of education continues to skyrocket each year, families must make 
investing for educational expenses part of their financial plan. It’s important to begin 
saving early—and often—to meet the challenging goals of paying for education. 
After all, next to retirement planning, funding a primary, secondary, or college 
education could be one of the largest financial commitments a family makes. 

Based on data from the College Board, the cost of a four-year college education 
at a public college is expected (20 years from now) to be more than $97,000. 
And at a private college, costs are projected to be more than $349,000.1 

coverdell education savings accounts:  

helping you reach your education savings goals 

The Coverdell Education Savings Accounts (or ESAs) provide many advantages 
to investors wishing to save for a child’s education: 

•	 A tax-deferred investment of up to $2,000 per child per year can be made 
for children under age 18, or for Special Needs Students, regardless of age.2 

•	 Distributions used for qualified education expenses are tax-free.  
(Please see page 4 for more information on qualified expenses.)3 

•	 ESAs can be used for education expenses for grades K through 12 and for 
postsecondary education expenses. 

•	 ESAs offer a wide choice of investment options. 

NOT FDIC INSURED–NO BANK GUARANTEE–MAY LOSE VALUE
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Average Total Cost of College

1  Based on average costs as stated in the College Board’s “Trends in College Pricing” report in 2010. Projected costs assume a 
4.5% inflation rate per year. 

2  A “Special Needs Student” is a student who, because of a physical, mental, or emotional condition (including a demonstrable 
learning disability), requires additional time to complete his or her education. Any requirements for a “Special Needs Student” 
specified in IRS regulations or rulings (if any) defining this term also must be satisfied. 

3  Tax-free status of withdrawals assumes student is under the age of 30 or is a Special Needs Student regardless of age and funds 
are used for qualified education expenses. 
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Eligibility Requirements for 
Education Savings Accounts 

The following requirements must be met by the beneficiary and the donor in 
order to be eligible to participate in an ESA. 

beneficiary eligibility requirements 

The beneficiary (the child for whom the contribution is being made) must be 
under the age of 18 when the contribution is made, unless the beneficiary is a 
Special Needs Student (see footnote 2, page 2). 

donor eligibility requirements 

•	 The donor (the individual making the contribution) must meet certain 
income requirements in order to be eligible to make a full or partial  
contribution to an ESA. Please see the table below for reference and contact 
your tax advisor for more information. 

•	 Anyone, including the beneficiary, may open and contribute to an ESA 
established on the beneficiary’s behalf, as long as the beneficiary is younger 
than age 18 at the time of the contribution, or is a Special Needs Student, 
regardless of age (see footnote 2, page 2). 

•	 The donor does not have to be related to the beneficiary. 

•	 Corporations and other entities (including tax-exempt organizations) may 
contribute to an ESA, regardless of income. 

ESA Income Limits

Tax Filing Status
If your modified adjusted 

gross income is:
You are eligible 

to make a:

Joint filers $190,000 or less Full contribution

$190,001–220,000 Partial contribution

More than $220,000 No contribution

Single filers $95,000 or less Full contribution

$95,001–110,000 Partial contribution

More than $110,000 No contribution
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Flexible Uses for
Education Savings

Accounts

Contributions to an Education Savings Account are not tax-
deductible by the donor or the beneficiary. However, upon 
distribution from the account, all earnings are exempt from 
federal income tax, provided the funds are used for “qualified 
education expenses.”4

Qualified education expenses include the following and apply 
to expenses incurred in connection with the student’s enrollment 
or attendance throughout grades K through 12, at a public, 
private, or religious school:

•	 Tuition, fees, and tutoring;

•	 Special needs services for a Special Needs Student;

•	 Books, supplies, and equipment;

•	 Room and board, uniforms, transportation, and other supple-
mentary items required or provided by the school; and

•	 Purchase of any computer, technology, equipment, Internet access, 
or related services (all software must be educational in nature).

Qualified education expenses for postsecondary education at 
an eligible Educational Institution5 include:

•	 Tuition and fees;

•	 Special needs services for a Special Needs Student;

•	 Books, supplies, and equipment; and

•	 Amounts contributed to a qualified state tuition program.

If the student is attending the institution at least half-time, 
qualified expenses will also include reasonable costs for room and 
board (subject to certain limits).

4  Tax-free status of withdrawals assumes student is under the age of 30 or is a Special Needs Student 
regardless of age and funds are used for qualified education expenses.

5  An Eligible Educational Institution includes most colleges, universities, vocational schools, or other 
postsecondary educational institutions. You should check with the school to verify that it is an Eligible 
Educational Institution as described in Section 481 of the Higher Education Act of 1965.

•	 Each beneficiary’s account may receive contributions totaling 
$2,000 annually regardless of how many donors contribute 
to the account.

•	 A donor may contribute to an ESA for more than one  
beneficiary.

Contribution Limits for
Education Savings

Accounts
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It’s important to note the following contribution deadlines 
for ESAs:

•	 Contributions to an ESA (for a new account or an existing 
account) must be made by the tax filing deadline for the year 
in which the donor wishes to make the contribution. This is 
normally April 15 of the following year.

•	 Excess contributions made to an account will be returned 
to the beneficiary (student). The deadline to remove excess  
contributions from the account without incurring a 10% 
penalty on earnings is June 1 of the tax year following the year 
in which the contribution was made.

Example: Two separate donors contribute $1,100 each on 
behalf of a student during 2010. As long as $200, plus any  
additional earnings (all amounts exceeding the $2,000 per year 
contribution limit), is returned to the student by June 1, 2011, 
there is no 10% penalty tax on the withdrawn earnings.

•	 Excess contributions that are not withdrawn timely will 
also be subject to a 6% excise tax.

Once you are ready to withdraw money from an ESA, the  
following distribution rules will apply:

•	 Distributions for qualified expenses must be made before the 
beneficiary attains age 30, unless the beneficiary is a Special 
Needs Student (see footnote 2, page 2).

•	 Any unused funds in the account may be transferred to another 
family member of the beneficiary who has not yet reached age 
30 or who is a Special Needs Student, regardless of age. (Please 
see next page for a definition of “family member.”)

•	 Any unused funds in the account that are not transferred to 
another family member must be paid to the beneficiary before 
the beneficiary reaches age 30, unless the beneficiary is a 
Special Needs Student (see footnote 2, page 2). Earnings will 
be considered taxable income and will also be subject to a 10% 
penalty tax.

•	 ESAs cannot be rolled over to any other type of IRA, such as 
Traditional, Roth, SEP, or SIMPLE.

Contribution Deadlines for
Education Savings

Accounts

Distributions from
Education Savings

Accounts
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A “family member,” for purposes of an ESA, includes the beneficiary and any  
of the following who are under age 30, or who are Special Needs Students,  
regardless of age: the beneficiary’s spouse, the beneficiary’s children and their 
descendants, the beneficiary’s stepchildren, the beneficiary’s siblings and  
their children, the beneficiary’s step-siblings, parents, and grandparents, the  
beneficiary’s nieces, nephews, aunts, and uncles, the beneficiary’s stepparents, 
sons- and daughters-in-law, parents-in-law, and brothers- or sisters-in-law, and 
spouses of all the foregoing, and first cousins (but not the spouse of a first cousin).

An Education Savings Account can be used in coordination with other  
education programs.

•	 An individual can take a distribution for qualified expenses from an ESA and 
claim a HOPE Scholarship or Lifetime Learning Credit in the same year, 
provided the amounts are used for different educational purposes.

•	 A contribution can be made to an ESA and an IRC Section 529 college savings 
plan without causing the ESA contribution to be subject to the 6% excise tax 
on excess contributions.

A child’s custodian, usually a parent or guardian, is the owner of the beneficiary’s 
ESA until the child reaches the age of majority (as governed by state law). The  
custodian may combine ESA assets of one investment institution with those of  
another, provided the ultimate account remains in the name of the original beneficiary.

Please note that the custodian and the donor are not necessarily the same individual.

Definition
of family
member

Custodians
of education

savings
accounts

Interaction
with other
education
programs
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•	 Lord Abbett will send you periodic statements, which will 
provide important information regarding the activity in  
your ESA.

•	 You will receive a written confirmation of all new contribu-
tions.

•	 For account and statement inquiries: call 800-842-0828, 
Monday through Friday, 8:30 a.m.–6:00 p.m. EST, to speak 
with a participant services representative.

•	 For 24-hour account access: view your account online at  
www.lordabbett.com or call our Automated Shareholder 
Services Line at 800-865-7582.

•	 To obtain complete information about any Lord  Abbett 
mutual fund, call your investment professional or Lord Abbett 
Distributor LLC at 888-522-2388 for a prospectus. You should 
read the prospectus carefully before investing.

Obtain a Coverdell Education 
Savings Account Application 

booklet and be sure to read the 
Disclosure Statement and 

Custodial Account Agreement 
before opening an account.

Complete the Coverdell Education 
Savings Account Application  

and Custodial Account Adoption 
Agreement.

Mail all forms in the business  
reply envelope.

To obtain an Application booklet, 
which includes the forms listed, 

please call the Lord Abbett Literature 
Department at 888-522-2388.

If you wish to transfer ESA assets 
from another institution to a 

Lord Abbett ESA, complete the 
Coverdell Education Savings  

Account Transfer Form.

The Lord Abbett
Education Savings

Account

1

2

3

4

next steps:
how to open your lord abbett

education savings account
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for more information

Lord Abbett mutual fund shares are distributed by LORD ABBETT DISTRIBUTOR LLC
90 Hudson Street, Jersey City, NJ 07302-3973

Lord Abbett Client Service
888-522-2388

Visit us at:
www.lordabbett.com

Investors should carefully consider the investment objectives, risks, charges, and 
expenses of the Lord Abbett funds. This and other important information is contained 
in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or 
summary prospectus on any Lord Abbett mutual fund, contact your investment 
professional or Lord Abbett Distributor LLC at 888-522-2388 or visit us at  
www.lordabbett.com. Read the prospectus carefully before you invest. 

NOT FDIC INSURED–NO BANK GUARANTEE–MAY LOSE VALUE

Bring an Unwavering

Commitment to

Your Retirement Plan

Founded in 1929, Lord Abbett is an independent, privately held firm with a singular focus 
on the management of money. We view our business as the practice of a craft and are 
driven by an unwavering commitment to the stewardship of our clients’ assets.  
We accept the responsibility entrusted to us and hold ourselves accountable for the 
results. This sense of responsibility and accountability is reflected in how we manage 
our firm and how we manage our clients’ money.

Lord Abbett currently manages more than $10.9 billion in defined contribution assets.* 
We support financial advisors and their plan sponsor clients with a dedicated team of 
retirement plan specialists, consultants, and innovative tools. Put our wealth of experience 
to work for you in developing your retirement plan.

*As of December 31, 2010.


