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Coverdell Education Savings Account Agreement

ARTICLE |
General information

1.01 DESIGNATION UNDER CODE SECTION
530. The Coverdell Education Savings Account
(“Coverdell ESA”) established hereunder shall be
a custodial account within the meaning of section
530 of the Code. The Coverdell ESA is created
exclusively for the purpose of paying the qualified
elementary, secondary and higher education
expenses [within the meaning of section 530(b)
(2) of the Code] of the Beneficiary.

1.02 ESTABLISHMENT OF THE COVERDELL
ESA. Any person may apply to establish

a Coverdell ESA sponsored by the Custodian.
By accepting such Application, the Custodian
accepts custodianship of the Fund. The
Coverdell ESA shall be effective as of the date
custodianship is accepted by the Custodian
and shall be subject to the terms and conditions
of this Agreement.

1.03 IDENTITY OF THE RESPONSIBLE
INDIVIDUAL. (a) For purposes of this Agreement,
the “Responsible Individual” shall be the person
who establishes the Coverdell ESA, provided
that if such person is neither the parent nor legal
guardian of the Beneficiary, the Responsible
Individual shall be the parent or legal guardian
of the Beneficiary, as specified by the person
establishing the Coverdell ESA in a form and
manner acceptable to the Custodian. The
Responsible Individual may elect in a form and
manner acceptable to the Custodian that the
Beneficiary shall be substituted for the existing
Responsible Individual upon the Beneficiary’s
attainment of the age of majority in accordance
with the laws of the State governing this
Agreement or at any later date before the
Beneficiary’s attainment of age 30. (b) If the
Responsible Individual becomes incapacitated
or dies, the Responsible Individual shall be (i)
the Beneficiary, if the Beneficiary is not
incapacitated and has reached the age of
majority in accordance with the laws of the State
governing this Agreement, (i) if the incapacitated
or deceased Responsible Individual is the
Beneficiary’s Parent and clause (i) does not
apply, the Beneficiary’s other parent, if any, or
otherwise (iii) the Beneficiary’s legal guardian.

1.04 BENEFICIARY DESIGNATIONS. The person
who establishes the Coverdell ESA shall
designate a Beneficiary in a form and manner
acceptable to the Custodian and may, in a form
and manner acceptable to the Custodian,
designate a Contingent Beneficiary to whom,

if so permitted under section 530 of the Code,
the Coverdell ESA shall be transferred if the
Beneficiary should die before attaining age 30.
At any time before the Beneficiary attains age 30,
the Responsible Individual may designate a new
Beneficiary in a form and manner acceptable to
the Custodian, provided that any new Beneficiary
shall be an eligible member of the family [within
the meaning of section 529(e)(2) of the Code] of
the Beneficiary. A change of Beneficiary shall
revoke any Contingent Beneficiary designation
previously made, unless otherwise indicated in
writing by the Responsible Individual.

Questions? Contact your financial professional, visit franklintempleton.com or call us at (800) 527-2020.

Notwithstanding any designation of a Contingent
Beneficiary, in the case of the death or divorce of
the Beneficiary, the Responsible Individual shall
take any action reasonably required to effect the
intent of section 530(d)(7) of the Code.

1.05 DEFINITIONS. For purposes of the
Agreement, unless a different meaning is plainly
required by the context or is expressly provided,
the following words and phrases, when used in
capitalized form in the Agreement, shall be
defined as follows:

Article shall mean an article of this Agreement.

Beneficiary shall mean the individual for whose
benefit the Coverdell ESA is maintained, as
designated pursuant to Section 1.04.

Code shall mean the Internal Revenue Code of
1986, as amended from time to time.

Coverdell ESA shall mean the education savings
account (within the meaning of section 530 of
the Code) established by this Agreement.

Custodian shall mean Fiduciary Trust
International of the South (“FTIOS”), which
qualifies as a custodian under section 530(g)
of the Code.

Financial professional shall mean the
Financial Professional named in the Application
orin any other form and manner acceptable to
the Custodian.

Fund shall mean the assets of the Coverdell ESA
held by the Custodian.

Regular contribution shall mean a contribution
to the Coverdell ESA pursuant to Section 2.01.

Responsible individual shall mean the person
described in Section 1.03.

Rollover contribution shall mean a contribution
to the Coverdell ESA pursuant to Section 2.02.

Section shall mean a section of this Agreement.

Special needs beneficiary shall mean an
individual who, because of a physical, mental or
emotional condition (including learning disability)
requires additional time to complete his or her
education, as determined by Department of
Treasury Regulations.

ARTICLE I
Contributions

2.01 REGULAR CONTRIBUTIONS. Subject to
the limitations imposed by Article llI, any person
shall be permitted to make a contribution to
the Coverdell ESA. A contribution pursuant to
this Section 2.01 may be made anytime up to
and including the tax filing deadline (not
including extensions).

2.02 ROLLOVER CONTRIBUTIONS. Subject to
the limitations imposed by section 530(d)(5) of
the Code and Article Ill, any person may
contribute to the Coverdell ESA some portion or
all of any amount that was distributed from an
education savings account (within the meaning
of section 530 of the Code) established for the

Beneficiary or a member of the family [within the
meaning of section 529(e)(2) of the Code]

of the Beneficiary who had not attained age

30 at the time of such distribution. Such
contribution, however, must be made no

later than the 60th day after the date of such
distribution. (The age 30 limitation does not
apply to a Special Needs Beneficiary.)

ARTICLE Il
Limitations on contributions

3.01 AGGREGATE ANNUAL LIMIT. No Regular
Contribution shall be made to the Coverdell
ESA for any calendar year to the extent the
contribution will cause the sum of all Regular
Contributions to any Coverdell ESA for the
Beneficiary to exceed the limit set forth in
section 530(b)(1)(A)(iii) of the Code.

3.02 FORM OF CONTRIBUTION. All Regular
Contributions to the Coverdell ESA shall be made
exclusively in cash. All Rollover Contributions
shall be made in cash or in such other form as is
acceptable to the Custodian.

3.03 AGE OF BENEFICIARY. No Regular
Contributions to the Coverdell ESA shall be
permitted after the date on which the Beneficiary
attains age 18. This age restriction does not apply
to a Special Needs Beneficiary.

3.04 REGULAR CONTRIBUTION PHASE-OUT.
The annual limit on Regular Contributions set
forth in Section 3.01 shall be reduced to the
extent required by section 530(c) of the Code.

ARTICLE IV
Investments

4.01 INVESTMENT INSTRUCTIONS.

The Custodian shall invest all contributions

to the Coverdell ESA in accordance with the
Responsible Individual's directions in the
Application and in accordance with any
subsequent directions given in a form and
manner acceptable to the Custodian by the
Responsible Individual or the Financial
Professional. If any investment instructions are
unclear in the opinion of the Custodian, or if any
contribution exceeds the contribution limit set
forth in section 408A(c)(2)(A) of the Code and

is not identified as a Rollover Contribution, the
Custodian may hold or return all or a portion of
the contribution invested without liability for loss
of income or depreciation and without liability for
interest, pending receipt of proper instructions
or clarification.

4.02 INVESTMENT FUNDS. The Custodian
shall invest each contribution to the Coverdell
ESA as directed by the Responsible Individual
or the Financial Professional. The amount

of each contribution to be invested in
Franklin Templeton Funds shall be applied

to the purchase of full and fractional shares
issued by the Franklin Templeton Fund(s)
selected by the Responsible Individual or the
Financial Professional.
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4.03 LIMITATION ON INVESTMENTS. No part
of the Fund shall be invested in life insurance
contracts or commingled with other property
except in a common trust fund or common
investment fund.

4.04 REINVESTMENT OF EARNINGS.

All dividends and capital gains distributions
received on shares of a Franklin Templeton
Fund held in the Coverdell ESA shall be
reinvested in additional shares of the same
Fund unless the Responsible Individual
affirmatively elects otherwise.

4.05 REGISTRATION OF ASSETS. The assets
of the Fund shall be registered in the name of
the Custodian for the benefit of the Beneficiary.
The Custodian shall deliver, or cause to be
delivered, to the Responsible Individual all
notices, prospectuses, financial statements,
proxies and proxy solicitation materials relating
to the investment funds held under the Coverdell
ESA. The Custodian shall not vote any interest in
any investment fund held under the Coverdell
ESA except in accordance with written
instructions received from the Responsible
Individual, provided that the Custodian may
without written direction from the Responsible
Individual vote shares “present” solely for
purposes of establishing a quorum.

4.06 RESPONSIBILITY OF THE CUSTODIAN.
The Responsible Individual acknowledges that
the Custodian does not undertake to render any
investment advice and that the Custodian is not
responsible for any loss, depreciation, or tax effect
that results from the Responsible Individual’s
exercise of (or failure to exercise) investment
control of the Fund.

ARTICLEV
Distributions

5.01 DISTRIBUTIONS. The Responsible Individual
may elect in a form and manner acceptable to the
Custodian to have all or any part of the Fund
distributed to any person or entity designated by
the Responsible Individual. Except to the extent
otherwise required by applicable law or this
Agreement, distributions from the Coverdell ESA
shall be reported under the Beneficiary’s Social
Security number.

5.02 RETURN OF EXCESS CONTRIBUTIONS.
Upon request of the Responsible Individual in

a form and manner acceptable to the Custodian,
the Custodian shall pay as soon as practicable
any excess contribution [within the meaning of
section 4973(e) of the Code], and any net income
attributable to such excess contribution, as
directed by the Responsible Individual.

5.03 RESPONSIBILITY OF THE CUSTODIAN.
Except to the extent otherwise required by
applicable law or this Agreement, the Custodian
shall make distributions from the Coverdell ESA
only at the direction of the Responsible Individual.
The Custodian shall have no duty or obligation to
question the Responsible Individual’s authority to
accept the tax consequences of any distribution
on behalf of the Beneficiary. The Custodian shall
have no responsibility for the tax consequences of
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any distribution, or the failure to elect any
distribution, from the Coverdell ESA. Such
responsibility shall be solely that of the
Responsible Individual, Beneficiary, or
distributee, as the case may be.

ARTICLE VI
Administration

6.01 CUSTODIAN REPORTS. The Custodian
shall submit to the Internal Revenue Service and
to the Beneficiary reports that contain information
prescribed by the Internal Revenue Service.

Such reports shall be filed at such time and in
such manner and furnished to such individuals at
such time and in such manner as prescribed by
the Internal Revenue Service. Within 30 days
after the close of each calendar year, or the
Custodian’s resignation or removal pursuant to
Section 8.01, the Custodian shall send to the
Responsible Individual a written report reflecting
the transactions made during such period and
the market value of the Fund at the close of the
period. If, within 30 days after receiving such
report, the Responsible Individual does not object
in writing to any specific item in such report, the
accounting in such report shall be deemed final
and the Custodian shall, to the extent permitted
by applicable law, be forever released and
discharged from all liability and accountability
with respect to items set forth in or omitted from
such report. Any report provided by the Custodian
pursuant to this Section 6.01 shall be deemed
given to the Beneficiary when mailed to the
Responsible Individual at the address of the
Beneficiary on record with the Custodian.

6.02 DUTIES OF THE RESPONSIBLE
INDIVIDUAL. In addition to any other duties
imposed upon the Responsible Individual under
this Agreement, the Responsible Individual shall
have sole responsibility for determining whether
any contribution to or distribution from the
Coverdell ESA shall be permitted, including (but
not limited to) the amount, deductibility, and tax
effect of any contribution to or distribution from
the Coverdell ESA. The responsibility to instruct
the Custodian to make distributions pursuant to
Section 5.02 and the responsibility to determine
whether a distribution from the Coverdell ESA is
for the purpose of paying the qualified education
expenses [within the meaning of section 530(b)
(2)(A) of the Code] of the Beneficiary shall rest
solely with the Responsible Individual. The
Responsible Individual also shall be responsible
for ensuring that any Beneficiary designations
hereunder comply with the requirements of
Section 1.04. The Responsible Individual agrees to
provide in a form and manner acceptable to the
Custodian any information that may be necessary
or helpful for the Custodian to fulfill its duties
hereunder, including (but not limited to) the
preparation of reports required by the Internal
Revenue Service.

6.03 CUSTODIAN FEES AND EXPENSES.

The Custodian shall be entitled to such fees for
maintaining and administering the Coverdell ESA.
The Custodian may change its fees hereunder

at any time upon 30 days written notice to the

Questions? Contact your financial professional, visit franklintempleton.com or call us at (800) 527-2020.

Responsible Individual. All such fees and all
other expenses incurred in maintaining the
Coverdell ESA shall be charged to the Fund
unless, with the consent of the Custodian, all
or part of such fees and expenses are paid by
the Responsible Individual.

6.04 DUTIES OF THE CUSTODIAN. The parties
do not intend to confer any fiduciary duties on
the Custodian, and none shall be implied.

The Custodian may rely conclusively upon and
shall be protected in acting upon any written
instruction or any other notice, request, consent,
or certificate reasonably believed by it to be
genuine from the Responsible Individual or
Financial Professional, as the case may be.

The Custodian shall have no obligation to verify
the allowability, amount, deductibility, or tax effect
of any contribution to or distribution from the
Coverdell ESA and the Custodian shall be
entitled to rely completely on any instructions
furnished to it by the Responsible Individual or
Financial Professional and shall have no duty or
obligation to question such instructions.

6.05 DELEGATION OF AUTHORITY.

The Custodian may delegate to any other
person or entity the authority to carry out any
of the responsibilities of the Custodian
hereunder, except that assets of the Fund must
be registered as set forth in Section 4.05.

6.06 INDEMNIFICATION. To the extent
permitted by applicable law, the Responsible
Individual shall fully indemnify the Custodian
and hold it harmless from any and all liability
whatsoever that may arise in connection with this
Agreement and matters that it contemplates,
except those that arise due to the Custodian’s
gross negligence or willful misconduct. The
Custodian shall not be obligated or expected

to commence or defend any legal action or
proceeding in connection with this Agreement
unless agreed upon by the Custodian and the
Responsible Individual and unless the Custodian
is fully indemnified to the Custodian’s satisfaction
for so doing. This Section 6.06 shall survive the
termination of the Coverdell ESA.

ARTICLE VII
Amendment

7.01 RIGHT TO AMEND. The Custodian reserves
the right to amend this Agreement at any time in
any manner that will not cause the Coverdell ESA
to fail to satisfy the requirements of section 530
of the Code. Any amendment by the Custodian
shall be effective upon communication, in
writing, to the Responsible Individual, and the
Responsible Individual shall be deemed to have
consented thereto unless, within 30 days after
such communication to the Responsible
Individual is mailed, the Responsible Individual
gives the Custodian an instruction in a form

and manner acceptable to the Custodian for

a total distribution of the fund pursuant to Section
5.01 or for a transfer of the Coverdell ESA to

a successor custodian pursuant to Section 8.01.
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ARTICLE VIII
Resignation or removal of custodian

8.01 GENERAL.The Custodian may resign and

a successor custodian may be appointed at any
time upon at least 30 days prior written notice to
the Responsible Individual. The Responsible
Individual may remove the Custodian and appoint
a successor custodian at any time upon 30 days
prior written notice to the Custodian. Upon such
resignation or removal, and upon receipt by

the Custodian of written acceptance of its
appointment by the successor custodian, which
must be a bank or other person qualified to serve
as a custodian under section 530(b)(1)(B) of the
Code, the Custodian shall transfer the Fund to
such successor custodian. The Custodian is
authorized, however, to reserve such portion of
the Fund as it may deem advisable for payment
for all its fees, compensation, costs and expenses,
or for payment of any other liabilities constituting
a charge on or against the Fund or on or against
the Custodian, with any balance of such reserve
remaining after the payment of all such items to
be paid over to the successor custodian. If, within
30 days after the Custodian’s resignation or
removal, or such longer time as the Custodian
may agree to, the Responsible Individual or
Custodian has not appointed a successor
custodian that has accepted such appointment,
the Custodian shall terminate the Coverdell ESA
in accordance with the provisions of Article IX.

8.02 RESPONSIBILITY OF THE CUSTODIAN.
After the Custodian has transferred the Fund
(including any reserve balance) to the successor
custodian pursuant to Section 8.01, the Custodian
shall be relieved of all further liability with respect
to this Agreement, the Coverdell ESA, and the
Fund, including (but not limited to) any acts or
omissions of the successor custodian.

8.03 RESPONSIBILITY OF SUCCESSOR
CUSTODIAN. No successor custodian appointed
pursuant to Section 8.01 shall be liable or
responsible for any act or default of any
predecessor custodian, nor shall any successor
custodian be required to inquire into or take

any notice of the prior administration of the
Coverdell ESA.

ARTICLE IX
Termination of the Coverdell ESA

9.01 TIME OF TERMINATION. The Responsible
Individual may terminate the Coverdell ESA at any
time upon prior written notice to the Custodian.
The Custodian shall terminate the Coverdell ESA
if, within the time specified in Section 8.01 after
the Custodian’s resignation or removal, neither
the Responsible Individual nor the Custodian has
appointed a successor custodian that accepted
such appointment. Unless earlier terminated in
accordance with the foregoing provision of this
Section 9.01, the Coverdell ESA shall terminate on
the earliest of (a) the date assets of the Fund have
been distributed, (b) the date the Beneficiary
attains age 30, except in the case of a Special
Needs Beneficiary, or (c) the date of the
Beneficiary’s death.

(continued)

9.02 OTHER TERMINATIONS. If the Coverdell
ESA is terminated on account of any reason other
than the death of the Beneficiary (including but
not limited to on account of the Beneficiary’s
attaining age 30, but does not apply to a Special
Needs Beneficiary), termination shall be effected
by distributing the Fund upon the Responsible
Individual's instruction. Such instruction shall

be in a form and manner acceptable to the
Custodian. If no such instruction is given in

a case where no successor custodian has been
appointed (or where no successor custodian

has accepted appointment) in accordance

with Section 8.01, termination shall be effected
by distributing the Fund to the Responsible
Individual for the benefit of the Beneficiary.

Any distribution pursuant to this Section 9.02
shall be subject to the Custodian’s right to
reserve funds as provided in Section 8.01.

9.03 RESPONSIBILITY OF THE CUSTODIAN.
Upon termination of the Coverdell ESA, this
Agreement shall terminate and, except for the
continued applicability of Section 6.06, shall have
no further force and effect, and the Custodian
shall be relieved from all further liability with
respect to this Agreement, the Coverdell ESA,
and the Fund.

ARTICLE X
Miscellaneous

10.01 CONSTRUCTION. Unless the contrary is
plainly required by the context, wherever any
words are used herein in the singular form, they
shall be construed as though they were also used
in the plural form, and vice versa; and wherever
the words “herein,” “hereof,” “hereunder,” and
words of similar import are used, they shall be
construed to refer to this Agreement in its entirety
and not only to the portion of the Agreement in
which they appear.

10.02 AUTHORITY TO USE AGENTS.

The Custodian is authorized to perform all
acts necessary to carry out the terms of this
Agreement and to hire an agent to perform
certain of its duties hereunder, which agent
may be the Transfer Agent for the Fund (if such
Transfer Agent is other than the Custodian).

10.03 DISTRIBUTION REQUESTS.

Distribution requests that are received by the
Custodian in good order will be made to the
Responsible Individual, the Beneficiary (if
appropriate), or a successor custodian, normally
within five (5) business days. To be in good order,
distribution requests must meet the Coverdell
ESA distribution requirements of the Custodian.
The Custodian reserves the right to change these
requirements at any time without prior notice to
the Responsible Individual or the Beneficiary.

10.04 RELIANCE ON SUCCESSOR
CUSTODIAN. The Custodian may transfer
Coverdell ESA assets to a successor custodian
named by the Depositor in reliance on, and
without any duty of investigation, receipt of

a letter of acceptance signed by an individual
claiming to be an authorized officer or principal
of the successor custodian.

Questions? Contact your financial professional, visit franklintempleton.com or call us at (800) 527-2020.

10.05 NOTICES. Any notice, report, accounting,
or other communication that the Custodian may
give the Responsible Individual shall be deemed
given when mailed to the Responsible Individual
at the last known address of the Beneficiary on
record with the Custodian, and any notice given
to the Responsible Individual shall be deemed to
be given to the Beneficiary, as well. All notices that
the Responsible Individual is required to give to
the Custodian, pursuant to this Agreement, shall
be deemed given when received by the
Custodian at its principal office.

10.06 PROHIBITION AGAINST ASSIGNMENT.
Except as provided in Sections 4.02, 5.03, 7.01,
and 8.02, no interest, right, or claim in or to any
portion of the Fund or any payment therefrom
shall be assignable, transferable, or subject

to sale, mortgage, pledge, hypothecation,
commutation, anticipation, garnishment,
attachment, execution or levy of any kind.

The Custodian shall not recognize any attempt
to do any of the foregoing, except to the extent
required by law.

10.07 TITLES AND HEADINGS NOT TO
CONTROL. The titles to Articles and the headings
of Sections in this Agreement are placed herein
for convenience of reference only, and in the
event of any conflict, the text of the Agreement,
rather than such titles or headings, shall control.

10.08 SEVERABILITY. If any provision of this
Agreement should be held illegal or invalid for any
reason, such illegality or invalidity shall not affect
the remaining parts of the Agreement, and the
Agreement shall be construed and enforced as

if such illegal or invalid provision had never been
inserted herein.

10.09 COMMUNITY PROPERTY. The terms and
conditions of this Agreement shall be applicable
without regard to the community property laws of
any state.

10.10 GOVERNING LAW. This Agreement shall
be construed, administered, and enforced
according to federal law and, to the extent
applicable, according to the law of the State

of California, determined without regard to its
choice of law rules, and shall become effective
upon acceptance by the Custodian as evidenced
by receipt of a confirmation statement from

the Custodian.

10.11 ACCEPTANCE OF THE AGREEMENT.
IN WITNESS WHEREOF, the acceptance of this
Agreement by the Responsible Individual is
indicated by the Responsible Individual's
signature in the Custodian’s Application, and
the Custodian, to evidence acceptance of this
Agreement has signed the agreement as
written below.

Authorized signature
Fiduciary Trust International of the South

I

X

Craig Richards, President, CEO and
Chairman of the Board
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Coverdell Education Savings Account Disclosure Statement

The following information is provided to you in
accordance with the requirements of the Internal
Revenue Code (the “Code”) and should be
reviewed in conjunction with both the Custodial
Agreement and the Application for your Coverdell
Education Savings Account (“Coverdell ESA”). Your
Coverdell ESAis a tax-deferred custodial account,
created exclusively for the purpose of paying

a child’s qualified education expenses [within

the meaning of section 530(b)(2) of the Code].

Coverdell ESA contributions

Contributions. Up to $2,000 per year in
aggregate contributions may be made for the
benefit of any child. Any individual may contribute
up to $2,000 to a child’s Coverdell ESA if the
individual’s adjusted gross income (AGI) for the
taxable year is no more than $95,000 (for single
individuals) or $190,000 (for married individuals
filing jointly). A partial contribution can be made
if you are single and your AGl is between $95,000
and $110,000, or if you are married, file a joint
return, and your AGl is between $190,000 and
$220,000. For example, a single taxpayer with

an AGI of $96,500 in a taxable year could make

a maximum contribution per child of $1,800 for
that year.

Deductibility of Coverdell ESA contributions.
Contributions to a Coverdell ESA are
not deductible.

Timing of contributions. Contributions for

a given tax year must be made no later than the tax
filing deadline (excluding extensions) for a given
year. No contributions may be made on behalf of

a child (the Beneficiary) who has attained age 18,
except in the case of a Special Needs Beneficiary
as defined by Department of Treasury regulations.

Excess contributions. Aggregate contributions
for the benefit of a particular child in excess of
$2,000 for a calendar year are treated as excess
contributions. If the excess contributions (and

any earnings attributable to them) are not
withdrawn from the Coverdell ESA before June 1
of the following year, the excess contributions are
subject to a 6% excise tax for each year the excess
remains in the Coverdell ESA. Although the excess
contribution withdrawn is not taxable, the earnings
will be included as income for the tax year the
excess was made and may be subject to a 10%
premature penalty tax.

Coverdell ESA distributions

Tax-free distributions. In general, distributions
from a Coverdell ESA to pay for qualified education
expenses of the Beneficiary are tax-free to

the Beneficiary.

Qualified education expenses. Qualified
education expenses means (1) qualified higher
education expenses and (2) qualified elementary
and secondary education expenses. Qualified
higher education expenses include tuition, fees,
books, supplies, and equipment required for the
enroliment or attendance of the Beneficiary at

an eligible education institution. It also includes
amounts contributed to a qualified tuition program
as well as room and board expenses charged to

a Beneficiary if living in housing owned or operated
by an eligible educational institution for any
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academic period during which the Beneficiary is
at least a half-time student. Qualified elementary
and secondary education expenses include
expenses for (a) tuition, fees, academic tutoring,
special needs services in the case of a Special
Needs Beneficiary, books, supplies, and other
equipment which are incurred in connection with
the enrollment or attendance of the Beneficiary
at an eligible educational institution; (b) room
and board, uniforms, transportation, and
supplementary items or services (including
extended day programs) which are required or
provided at an eligible education institution in
connection with such enrollment or attendance;
and (c) expenses for the purchase of any
computer technology or equipment (as defined in
Code section 170(e)(6)(F)(i)) or Internet access
and related services, if such technology,
equipment, or services are to be used by the
Beneficiary and the Beneficiary’s family during
any of the years the Beneficiary is in school,
provided that such expenses for computer
software designed for sports, games, or hobbies
are predominantly educational in nature. An
eligible educational institution is generally any
college, university, or post-secondary vocational
school. It also includes any public, private, or
religious school which provides elementary or
secondary education (kindergarten through
grade 12) as determined under state law.

Taxable distributions. Where amounts
withdrawn exceed the Beneficiary’s qualified
education expenses, a portion of the distribution
(that which represents a pro-rata share of the
earnings in the account) will be taxable to the
Beneficiary and may also be subject to a possible
10% early withdrawal penalty.

Exceptions to 10% early withdrawal penalty.

If you are taking a distribution from the Coverdell
ESAthatis subject to the 10% early withdrawal
penalty tax, the following circumstances are the
exceptions to this penalty tax: (i) death of the
Beneficiary, (i) permanent disability of the
Beneficiary, (iii) distributions “rolled over” within
60 days of receipt, or (iv) timely removal of

an excess contribution.

Coordination of hope scholarship credit and
lifetime learning credit. The Hope Scholarship
Credit and Lifetime Learning Credit may be
claimed for a Beneficiary’s expenses in a taxable
year in which the Beneficiary takes a tax-free
withdrawal from a Coverdell ESA, as long as the
credit and withdrawal are used for different
education expenses.

Coordination with qualified tuition programs.
Contributions can be made to an education
savings account or to a qualified tuition program
for the same Beneficiary in the same tax year

as long as the amounts are used for different
educational purposes. If distributions from

a Coverdell ESA and qualified tuition programs
exceed the Beneficiary’s qualified education
expenses for the year (after reduction by amounts
used in claiming the Hope or Lifetime Learning
Credits), the Beneficiary is required to allocate the
expenses between the distributions to determine
the amount includible in income.

Coordination of Code Section 135 Exclusion and
Code Section 162 Deduction. An Exclusion of U.S.

Savings Bond redemption proceeds (under
Code Section 135) or a business expense
deduction (under Code Section 162) may not

be claimed for a Beneficiary’s qualified education
expenses in a taxable year, to the extent they are
taken into account for a tax-free distribution from
a Coverdell ESA.

Rollovers and changes of beneficiary.
Distributions from a Coverdell ESA may be rolled
over into another Coverdell ESA for the benefit of
the same Beneficiary or certain members of the
Beneficiary’s family (i.e., a change of beneficiary)
within 60 days of receipt of the distribution. Eligible
family members include the Beneficiary’s children,
grandchildren and stepchildren, siblings and

their children (including half brothers, half sisters,
stepbrothers or stepsisters) parents and
grandparents, stepparents, spouses of all of the
aforementioned members, and brothers or sisters
of the beneficiary’s father or mother. A change

of beneficiary may also be accomplished

through a transfer of the assets to a Coverdell

ESA established for benefit of the respective
Beneficiary’s family member.

Termination of the Coverdell ESA

The Coverdell ESA will terminate on the earliest
of (a) the date assets of the Fund have been
distributed, (b) the date the Beneficiary attains
age 30, except in the case of a Special Needs
Beneficiary, or (c) the date of the Beneficiary’s
death. In the case of (b) and (c), the assets of the
Coverdell ESA must be distributed no later than
30 days following the event. The assets will be
deemed distributed from the Coverdell ESA at
the end of the 30-day period even if distribution
instructions have not been received.

Duties of the responsible individual

The Responsible Individual, as named on the
Application, is responsible for determining the
allowability of any contribution to or distribution
from the Coverdell ESA. The responsibility for the
tax consequences of any distribution, or the failure
to correct an excess contribution or elect any
distribution, from the Coverdell ESA will be solely
that of the Responsible Individual, Beneficiary, or
distributee, as the case may be. The Responsible
Individual is also responsible for ensuring that any
beneficiary designation changes comply with the
requirements as set forth in the Agreement.

IRS reportings and approval

The Custodian will report contributions to

and distributions from the Coverdell ESA as
prescribed by the Internal Revenue Service.

The Coverdell ESA Agreement has not been
approved by the Internal Revenue Service.
Amendments to the Agreement and this Disclosure
Statement will be mailed to the Responsible
Individual. Additional information regarding the
Coverdell ESA is available in IRS Publication 970,
Tax Benefits for Education, available from any
District Office of the Internal Revenue Service; or
by calling the Internal Revenue Service Tax Forms
Distribution Center toll-free, (800) 829-3676; or by
visiting the IRS website at www.irs.gov.

Questions? Contact your financial professional, visit franklintempleton.com or call us at (800) 527-2020.
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