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Funding the Grandkids’ Education

By Carla C. Wigen and Monica Padineant

Education is a top priority for many of our clients, including ones who are
grandparents and see education as the ultimate gift to the younger
generations in the family. While paying for the grandkids’ education can be
extremely fulfilling in and of itself, it is also a gift that can play a role in
effective estate planning. So we thought we would run through the pros and
cons of the major funding options. Keep in mind that you can do some or all
these things; they are not mutually exclusive.

Paying for tuition directly. The easiest thing to do is to pay tuition directly, on
behalf of your grandchild. As long as you make payments straight to a
Middlebury or a University of Washington — and you pay only for tuition —
none of your payments are counted in terms of gift or estate taxes.

What about room-and-board and any other non-tuition expenses? Parents
can pay all types of education costs for dependent children without tax
consequences. But the tax situation is a bit different if you're a grandparent.
That's because non-tuition payments are considered a gift (not a necessity).
Gifts up to $16,000 annually per recipient (indexed for inflation) are not
reportable to the IRS. But if you exceed that amount, the IRS wants to know
about it (see box bottom of page).

Tax-Advantaged 529 Savings Plans

If you have time to plan ahead — when the grandkids are in diapers or in K-12
— you have more options. Section 529 Savings Plans, for example, allow you
to front-load up to five years’ worth of education funding — so $80,000 total
($16,000 x 5) or $160,000 if both you and your spouse are giving — without
gift-tax consequences. And you can do this every five years.

FOR EXAMPLE: If you have four grandchildren and front-load 529 Plans for
each of them over a decade, a total of $1.280 million will not be counted as
part of your estate and can be used to fund education.

What's a Reportable Gift?

The IRS wants to know about gifts you make that are more than $16,000
annually to each recipient ($32,000 if you and your spouse are both giving). The
only two things not considered gifts: tuition payments directly to the institution
and medical cost payments to the provider. What happens if you go over the
annual gift cutoff? You are then required to report the gift to the IRS (Form 709),
and the overage is deducted from your lifetime estate tax exclusion, which is
currently $12.06 million per person (indexed for inflation).
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Note that many 529 plans have $500,000 funding limits per beneficiary, but some cap at around
$200,000.

What if the 529 Plan money isn't used for education? On the
withdrawal amount that is income and capital gains (not principal Two Types of 529s

invested) you'll pay a 10% penalty in addition to the regular taxes.

In certain circumstances, the 10% penalty can be waived: If the 529 College Savings Plans:
beneficiary attends a US military academy or receives one or more Tax-advantaged investment
tax-free scholarships (you can withdraw up to the scholarship accounts with limited investment
amount for non-education expenses) or if the beneficiary options (usually balanced index

funds) and not guaranteed to
cover tuition. Withdrawals can
be used to pay for a variety of
e They can fund most types of education, not just college educ.a.tion expenses in a.ddition

or graduate school. For K-12 tuition, up to $10,000 ORIl and contribution

. limits often exceed $300,000.
annually can be withdrawn tax-free. Expenses at a . .
. . . . You can invest in the 529
registered apprenticeship program qualify. And up to

= S Savings Plan sponsored by any
$10,000 total over the recipient’s lifetime can be used to state, so it pays to compare

becomes disabled or dies. Beyond that, 529 Savings Plans allow
for a great deal of flexibility:

pay off student loans. fees, investment offerings, and
.. . erformance. A great resource
¢ You can change the beneficiary at any time as many E)r that is s
times as necessary. The beneficiary can even be you, the www.coll vinas.com.

account holder. If kids are not able to go to college or
defer college, assets in the 529 Plan can be transferred to 529 Pre-P.ai.d Tuition PIan.s:
siblings, parents, or anyone else who is a family member, Allow participants to lock in the

: L . . price of tuition and fees at
including in-laws, aunts, uncles, cousins, nieces, nephews.
current rates (usually not room

e Money in 529 Savings Plans can be rolled into a 529 and board). Pre-paid plans
ABLE Plan (up to $16,000 annually). This is important for usually limit you to certain
beneficiaries with special needs who might also have schools and there's often a
assets in a Special Needs Trust. A 529 ABLE account can conversion formula if you go
be funded with up to $100,000 total and not disqualify the outside the network.
recipient from government assistance; withdrawals can be
used to pay for living expenses, healthcare and other needs.

Custodial Accounts

Custodial accounts can work really well as teaching tools and to fund major goals. Technically known
as UTMAs and UGTAs (under the Uniform Transfers to Minors Act or the Uniform Gift to Minors Act),
they can be started when children are very young and used to teach them about money
management as they age. However, make sure you know what the rules are:

1) These are irrevocable custodial accounts in one child’s name, and this cannot be changed.

2) The account is subject to the “Kiddie Tax” on investment income. For income (dividends,
interest, and capital gains realized when selling at a profit), the first $1,150 is tax-free; $1,151
to $2,300 is taxed at the lowest income-tax bracket. Any income over $2,300, however, is
taxed at the parent or guardian's highest marginal tax rate.
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3) The money can be used for anything that benefits the child, not just college.

4) At a relatively young age — either 18 or 21 depending on state of primary residence — the
child will become legal owner of the account and can do with the assets as they please.

In their teens, children can start learning how their custodial account is invested, and how to save
and plan for long-term goals. Sometimes, clients will put money into a custodial account and have
their children or grandchildren work with us on managing it. This process can be educational and
empowering for the kids while creating opportunities for the different generations to talk about
money in relation to life goals and values.

When a Trust Makes Sense

If you have grandchildren and a large estate, and you want to control who will get money for
education, and when they'll get it, a trust can be the way to go. One example is what we call “
trusts, meaning money is put into a pot for a bunch of beneficiaries.

pOt"

In such a trust, for example, you can get really specific, such as: only grandchildren with at least a 3.2
high-school GPA qualify for college funding, and as long as they maintain a 3.2 in college. Also, to
ensure there will be enough money for the youngest grandkids, you could also specify no trust
payout unless the beneficiary has exhausted all other funding options, including working part-time.

There are many types of trusts. And that's why we work closely with clients to make sure they have
the right trust structure for their long-term needs.

Getting Started

Education is an asset with high long-term returns, financial and personal. To discuss how best to
fund education within your family or even in the community through philanthropy (a foundation,
Donor-Advised Fund or other types of giving), please reach out to your LNWM advisory team.
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comprehensive and integrated wealth planning to more than 1,200 individuals, families, business leaders, private
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Laird Norton Wealth Management is the business name of Laird Norton Trust Company, LLC, a State of Washington
chartered trust company. The Trust Company and its wholly owned subsidiary, Laird Norton Wealth Management, LLC, an
investment advisor registered with the Securities and Exchange Commission, together operate under that name. The Trust
Company also owns Weatherby Asset Management, LLC, an investment advisor registered with the Securities and
Exchange Commission. Such registrations do not imply any level of skill or expertise.

DISCLOSURE

All investments involve a level of risk, and past performance is not a guarantee of future investment results. The value of investments and
the income derived from them can go down as well as up. Future returns are not guaranteed, and a loss of principal may occur. All
investment performance can be affected by general economic conditions and the extent and timing of investor participation in both the
equity and fixed income markets. Asset allocation, due diligence, and diversification do not guarantee a profit or protect against a loss.
International investments may involve risk of capital loss from unfavorable fluctuation in currency values, from differences in generally
accepted accounting principles, or from economic or political instability in other nations.

This presentation is not intended as investment advice; we offer investment advice only on a personalized basis after understanding the
client’s individual needs, objectives, and circumstances. The information presented herein does not constitute and should not be
construed as legal advice or as an offer to buy or sell any investment product or service. Any accounting, business or tax advice contained
in this presentation is not intended as a thorough, in-depth analysis of specific issues, nor a substitute for a formal opinion, nor is it
sufficient to avoid tax-related penalties. Any opinions or investment planning solutions herein described may not be suitable for all
investors nor apply to all situations. All opinions expressed are those of Laird Norton Wealth Management and are current only as of the
date appearing on this material.

A benchmark or index is an unmanaged statistical combination of securities designed to be representative of the performance of an asset
class, sector or investment style. Indices are shown for informational purposes only and it is not possible to invest directly in an index.
Indices are not subject to management fees. Comparisons between a composite or a portfolio and an index or benchmark are unreliable
as performance indicators and should not be considered indicative of the performance that may be experienced in a particular managed
portfolio.

Certain information herein has been obtained from public third-party data sources, outside funds and investment managers. All data
presented is current only as of the date shown. Although we believe this information to be reliable, no representation or warranty,
expressed or implied, is made, and no liability is accepted by Laird Norton Wealth Management or any of its officers, agents or affiliates as
to the accuracy, completeness or correctness of the information herein contained.

The information contained in this document is the confidential and the proprietary property of Laird Norton Wealth Management. It is
intended only for those to whom it is presented by the company and may not be copied or otherwise distributed without its express
prior written permission.
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