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How do custodial accounts work? 

Have you considered how you’ll start building wealth for the younger 

people in your family? Custodial accounts can be a wonderful solution, 

allowing you to transfer cash, stocks, bonds or other assets to minors.  

While the child technically owns the assets, they stay under the adult's 

thoughtful management until the child reaches 18 or 21, at which point 

control of the account smoothly passes to the young adult. 

Types of Custodial Accounts   

• Uniform Gifts to Minors Act (UGMA) account. The UGMA allows 

adults to open custodial accounts for minors to facilitate the 

transfer of cash, stocks and bonds. 

• Uniform Transfers to Minors Act (UTMA) account. The UTMA 

allows adults more options for passing assets to minors. In addition 

to cash, you can place physical assets like real estate in a UTMA 

account.  

Custodial Account Considerations 
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It is important to understand the rules regarding custodial accounts, as 

well as their potential benefits and drawbacks: 

• Flexibility: Custodial accounts do not impose any contribution 

limits. You can place any amount of cash or other assets in the 

account for your child or grandchild. Plus, the assets can be used in 

any way that benefits the minor beneficiary. 

• Cost: Opening a custodial account is a less expensive alternative to 

establishing a trust. 

• Taxes: Any income, such as interest, generated by assets in the 

account is subject to taxes. Plus, you will need to consider the gift 

tax that applies to anything over the lifetime limit. 

• Irrevocability: Once assets are placed in a custodial account, they 

are irrevocable. They belong to the minor beneficiary. Once they 

reach adulthood, they can do whatever they want with the assets in 

the account. 

• Financial Aid: Custodial accounts may impact a child’s ability to 

qualify for financial aid. 

It is never too early to start thinking about your children or 

grandchildren’s futures. Reach out if you have any questions about 

financial planning for you and your loved ones. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.irs.gov/faqs/interest-dividends-other-types-of-income/gifts-inheritances/gifts-inheritances-1
https://www.irs.gov/faqs/interest-dividends-other-types-of-income/gifts-inheritances/gifts-inheritances-1


Financial Planning may help your dreams come true! 
Simple, Smart, and Effective financial planning may help you build wealth. Our strategies and hands-on 
approach may help you increase savings, lower taxes, provide customized investment advice, help you 
secure your retirement and more. Together, we will help you build a plan toward making your dreams 

come true. 
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DISCLAIMER 

Content provided by subscription to Outbound Engine, an entity unrelated to ROI Financial Advisors, LLC. ROI Financial Advisors, LLC (dba 

ROI Financial) is an SEC registered investment advisor. This publication is in no way a solicitation or offer to sell securities or investment 

advisory services. Some articles discuss products or services that may not be available through ROI Financial and are informational only. 

This information should not be construed as investment advice or constitute a recommendation that any particular transaction or 

investment strategy is suitable for any specific person. Statistical information, quotes, charts, references to articles or any other quoted 

statement or statements regarding markets or other financial information is obtained from sources which we believe reliable, but we do 

not warrant or guarantee the timeliness or accuracy of this information. This material does not constitute a complete description of our 

investment services and is for informational purposes only. ROI Financial does not provide tax or legal advice, however an affiliate firm 

ROI Tax LLC (ROI Tax) which is a separate entity may provide tax preparation and CPA services. Please see our Client Relationship 

Summary and form ADV Part 2A at https://adviserinfo.sec.gov/firm/summary/160100 or visit our website at www.roi-fa.com to request 

a complete description of our services and fees. Please be advised to consult your investment adviser, attorney, or tax professional 

before making any investment decisions. 
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