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income tax return in the same taxable year that a tax-free distribution from a 
Coverdell ESA is claimed, as long as the distribution(s) does not cover the 
same expenses claimed for the Hope Credit or Lifetime Learning Credit. 

D. ROLLOVERS - Coverdell ESA amounts may be rolled over to another 
Coverdell ESA of the same Designated Beneficiary or that of a qualified 
family member, provided that all of the applicable rollover rules are followed.  
Rollover is a term used to describe a tax-free movement of cash to a Coverdell 
ESA from another Coverdell ESA.  The rollover rules are generally 
summarized below.  These transactions are often complex.  If you have any 
questions regarding a rollover, please see a competent tax advisor. 

1. ESA to ESA Rollovers - Funds distributed from a Coverdell ESA may be 
rolled over to another Coverdell ESA of the same Designated Beneficiary 
or that of a qualifying family member if the requirements of IRC Sec. 
530(d)(5) are met.  A proper Coverdell ESA to Coverdell ESA rollover is 
completed if all or part of a distribution is rolled over not later than 60 
days after the distribution is received.  The Responsible Individual may 
not have completed another rollover from the distributing Coverdell ESA 
during the 12 months preceding the date the distribution was received.  
Further, the Responsible Individual may roll the same dollars or assets 
only once every 12 months. 

2. Qualified Family Member - A Coverdell ESA may be rolled to another 
Coverdell ESA of the same Designated Beneficiary or to a Coverdell ESA 
maintained for the benefit of a qualified family member of the Designated 
Beneficiary, who is under the age of 30.  The age 30 limitation does not 
apply to qualified family members who are special needs beneficiaries. 
Qualified family members of the Designated Beneficiary include the 
Designated Beneficiary’s spouse, child, grandchild, sister, brother, parent, 
niece or nephew, son-in-law, daughter-in-law, father-in-law, mother-in-
law, brother-in-law or sister-in-law and the spouse of any such individual.  
A first cousin of the Designated Beneficiary, but not his or her spouse is 
also considered a qualified family member.   

E. CARRYBACK CONTRIBUTIONS - A contribution is deemed to have been made 
on the last day of the preceding taxable year if it is made by the deadline for filing 
the Depositor’s income tax return (not including extensions), and the Depositor 
designates that contribution as a contribution for the preceding taxable year.  For 
example, if the Depositor is a calendar year filer and makes a Coverdell ESA 
contribution on or before April 15, the contribution is considered to have been 
made for the previous tax year if the Depositor designates it as such. 

LIMITATIONS AND RESTRICTIONS 

A. PROHIBITED TRANSACTIONS - If the Responsible Individual engages in a 
prohibited transaction with the Coverdell ESA as described in IRC Sec. 4975, the 
Coverdell ESA will lose its tax-exempt status and the Designated Beneficiary 
must generally include the value of the earnings in his or her account in his or her 
gross income for the year. 

B. PLEDGING - If the Responsible Individual pledges any portion of the Coverdell 
ESA as collateral for a loan, the amount so pledged will be treated as a distribution 
and may be included in the Designated Beneficiary’s gross income for that year to 
the extent that it represents earnings. 

C. ESTATE AND GIFT TAX - Transfers of Coverdell ESA assets to a death 
designated beneficiary made during the Designated Beneficiary’s life and at his or 
her request or because of the Designated Beneficiary’s failure to instruct 
otherwise, may be subject to federal gift tax under IRC Sec. 2501 if made after 
October 22, 1986. 

D. INCOME TAX TREATMENT - Any withdrawal from the Coverdell ESA is not 
subject to federal income tax withholding. 

FEDERAL TAX PENALTIES 

A. EXCESS CONTRIBUTION PENALTY - An excise tax of 6 percent is imposed 
upon any excess contribution made to a Coverdell ESA.  This tax will apply each 
year in which an excess remains in the Coverdell ESA.  An excess contribution is 
any contribution amount which exceeds the contribution limit, excluding rollover 
and direct transfer amounts.  The contribution limit is $2,000 per Designated 
Beneficiary per year.  The contribution limit may be further limited by the 
Depositor’s MAGI as discussed previously.  The excess contribution should be 
removed by the Responsible Individual and made payable to the Designated 
Beneficiary. 

B. PENALTY REPORTING - The Designated Beneficiary must file form 5329 with 
the Internal Revenue Service to report and remit any penalties for excise taxes. 

OTHER 

A. IRS PLAN APPROVAL - The agreement used to establish this Coverdell ESA has 
been approved by the IRS.  The IRS approval is a determination only as to form.  
It is not an endorsement of the plan in operation or of the investments offered. 

B. ADDITIONAL INFORMATION - You may obtain further information on 
Coverdell ESAs from your District Office of the IRS.  In particular, you may wish 
to obtain IRS Publication 970, Tax Benefits For Higher Education, by calling 
1-800-TAX-FORM, or by visiting www.irs.gov on the Internet. 

C. IMPORTANT INFORMATION ABOUT PROCEDURES FOR OPENING A NEW 
ACCOUNT – To help the government fight the funding of terrorism and money 
laundering activities, Federal law requires all financial organizations to obtain, 
verify, and record information that identifies each person who opens an account.  
What this means for you:  When you open an account, you are required to provide 
your name, residential address, date of birth, and identification number.  We may 
require other information that will allow us to identify you. 

D. FINANCIAL DISCLOSURE - The value of your Coverdell ESA will be solely 
dependent upon the performance of any investment chosen by you to fund your 
Coverdell ESA.  Therefore, no projection of the growth of your Coverdell ESA 
can reasonably be shown or guaranteed.  The method for computing and allocating 
annual earnings (interest, dividends, etc.) on your investments will vary with the 
nature of the investment chosen.  Please refer to the prospectus of the 
investment(s) of your choice for the method(s) used for computing and allocating 
annual earnings. 

 You may be charged an annual service fee or other fees in connection with your 
Coverdell ESA.  If we do not charge these fees now, we may do so in the future 
after giving you notice.  If you do not pay these fees separately, they may be paid 
from the assets of your Coverdell ESA.  There may be additional fees or charges 
associated with your Coverdell ESA, to find out what fees apply, please refer to 
the prospectus, which will describe the terms of the investment you choose. 

 

 




