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RECOMMENDATION

Over the last ten years, the constantly rising costs of higher education have outpaced inflation, the
rate of increase in assistance to students, and the growth in family income, posing a serious threat
to the ability of parents to ensure their children’s access to postsecondary education. It has also
become apparent that families must prepare themselves to assume a greater share of the costs of
educating their children.

The focus of the state’s efforts should be the promotion of an education savings program or
legislation to encourage families to save early for their children’s education. The crux of the
matter is that the only program that fits the bill for Mississippi is the Mississippi Prepaid
Affordable College Tuition Program. This program has been selected for the following reasons:

1.

It offers a greater rate of return than bond programs.
It provides a program through which many of the costs associated with
postsecondary attendance may be paid in advance and fixed at a guaranteed

level for the duration of the undergraduate enrollment.

The monies are designated for educational expenses and are paid directly to
the school.

It makes a postsecondary education affordable for a greater population.

It encourages more families to save in advance for future costs of higher
education.

It encourages attendance at Mississippi institutions of higher education.
It encourages recipients to stay in the state.

The full faith and credit of the state stands behind this plan.

STATE LIABILITY SAFEGUARDS

l.

The program is designed to conserve funds. Most refunds do not include
interest earned on the principal. Similarly, the amount that may be
transferred to private and out-of-state postsecondary institutions is limited.

Any program surplus funds are maintained for contingency purposes. The
contingency funds are the first funds to be used if the program experiences
a shortfall.



3. Annual monitoring prevents the program from getting out of hand without
the knowledge of policy makers. The Board must undergo an annual
financial audit and an analysis of actuarial adequacy. These reports enable
policy makers to make decisions regarding the program in a timely manner.

4. The Board is authorized to limit the number of participants in the program.
This limitation automatically limits the extent to which the state is liable.

ECONOMIC IMPACT

Based on the proposed legislation and the historical data relating to tuition and
fees in Mississippi, Coopers and Lybrand, L.L.P. developed a pricing study. The
actuarial conclusions are based on various assumptions regarding the number of
contracts that are projected to be sold, the projected rate of increase in tuition over
time, the projected rate of return on investments in the trust fund, the age of the
beneficiary at the time of the purchase of the contract, and the length of the
payment period. Different scenarios have been created to show the differences in
price that result from using different assumptions. For example, Enclosure 1 of
this section shows that one year of Senior College tuition could be bought for a
newborn for a lump sum of $2,105.00, and four years could be bought for a lump
sum of $8,420.00 ($2,105.00 X 4). These figures are based on the assumption
that 11,000 contracts will be sold in the first year and 4,400 contracts will be sold
each year thereafter. These figures are also based on the assumptions that tuition
will grow at 7.00% and that the yield from the trust fund will average 8.10% per
year.

If the same set of assumptions are maintained and a parent wants to buy a year’s
tuition for a newborn on a three-year installment plan, the monthly payment would
be $66.36. (See Enclosure 3 of this section.) If the parent wishes to buy all four
years of Senior College tuition over the three-year period, the monthly payment
would be $265.44 ($66.36 X 4). If the same set of assumptions are maintained and
a parent wants to buy a year’s tuition for a newborn on a nine-year installment
plan, the monthly payment would be $28.03. (See Enclosure 5 of this section.) If
the parent wishes to buy all four years of Senior College tuition over the nine-year
period, the monthly payment would be $112.12 ($28.03 X 4).

If the same set of assumptions are maintained for Junior College costs and the
parent wishes to pay a lump sum amount for one year of college education for a
newborn, the cost would be $972.00. (See Enclosure 2 of this section.) For two
years of Junior College, the lump sum cost would be $1,944.00 ($972.00 X 2). If
the same set of assumptions are maintained and a parent wants to buy a year’s
tuition for a newborn on a three-year installment plan, the monthly payment would
be $31.18. (See Enclosure 9 of this section.) If the parent wishes to buy two years
of Junior College tuition over a three-year period, the monthly payment would be



$62.36 ($31.18 X 2). If the same set of assumptions are maintained and a parent
wants to buy a year’s tuition for a newborn on a nine-year installment plan, the
monthly payment would be $13.48. (See Enclosure 11 of this section.) If the
parent wishes to buy two years of Junior College tuition over a nine-year period,
the monthly payment would be $26.96 ($13.48 X 2).

CONCLUSION

An investment in education savings programs will be an investment in the state’s
future by contributing to the development of an educated citizenry and a state
prepared to prevail over the challenge of international competition which will
characterize the twenty-first century.



Actuarial Tables

Wednesday, January 17, 1996

These actuarial conclusions are based on various assumptions
regarding the number of contracts that are projected to be sold,
the projected rate of increase in tuition over time,
the projected rate of return on investments in the trust fund,
the age of the beneficiary at the time of the purchase of the contract,
and the length of the payment period.
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Enclosure 17

Mississippi
Public Community and Junior Colleges

Average Tuition and Fees FY 1984 through FY 1995

Average Percentage

iscal year Tuition Increase Ingrease

1984 454
1985 502 48 10.6%
1986 522 20 4 0%
1987 6l4 92 17.6%
1988 622 8 13%
1989 646 24 3.9%
1990 686 40 6.2%
1991 728 42 6.1%
1992 818 90 12.4%
1993 942 124 15 2%
1994 938 4 -0.4%
1995 038 0 00%
Percentage Increase FY95 over FY8S 86.9%
Percentage Increase Annually FY84 1o FY95 6 8%

Percentage Increase Annually FY8S 10 FY95 6 5%
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STATE TUITION PREPAYMENT PROGRAMS
By William Modtjoy
Executive Director, Florida Prepaid College Program

Background

The first state level programs to assist families to save for college began to emerge in 1986-87
as a response to the fast-rising rates of state university tuition increases. For example, during
the 1980’s tuition and required fees for state universities averaged a 8.9 percent per annum

increase nationally while inflation averaged 5.6 percent. Two approaches developed to deal with

this problem: tuition prepayment plans and college savings bond issuances.

The tuition prepayment plans were simply a "pay now—learn later® approach to saving for future
_ college expenses. Contract purchasers would Pay a price today giving their children the right
10 use the tuition benefit purchased at the time of their future college enrollment. College
savings plans, on the other hand, are zero-coupon bonds issued by the state and marketed at a
retail level to low and middle-income families as a tool to encourage financial planning and
college savings. As with all zero-coupon bonds, these bonds were sold at a deep discount,

usually with a face value of $5,000 earning 6 to 8 percent interest per annum with maturities

ranging from 5 to 20 years.

The first state with a prepayment plan was Wyoming which began accepting prepaid college

contracts in August of 1987. Since then five other states have offered similar plans. Illinois was



the first state to establish the college savings bond program in December of 1987, and twenty-

four states have since sold college savings bonds.

Although 12 or 13 states have passed prepayment program legislation, only six have actually
implemented this program. This is primarily due to what is perceived to be an adverse IRS
ruling issued to the Michigan Education Trust. However, since a rather modest beginning in
1987 with Wyoming, tuition prepayment plans have enjoyed tremendous popularity in the few
states to implement the program. As of March of 19—92, over 250,000 prepaid contracts have

been sold and over $650 million collected by the six operational states. A brief synopsis of each

state’s program follows.

Alabama

The Wallace-Folsom Prepaid College Tuition Trust Fund is marketed as the Alabama P.A.C.T.
for Prepaid Affordable College Tuition. The Alabama legislation unanimously passed both
houses of the state Legislature in 1989. An Alabama P.A.C.T. contract guarantees the payment
of up to four years of undergraduate tuition and mandatory fees at any of Alabama's 50 public
two-year and four-year colleges and universities. P.A.C.T. is administered by State T@sum
George C. Wallace Jr.'s office under the guidance of a ten-member board of trustees. The
program is open for enrollment during the month of May of each year. During its first two

_ enrollment periods in 1990 and 1991, over 20,000 P.A.C.T. contracts were purchased. As of



September 30, 1991, the market value of the assets held in the P.A.C.T. trust fund was

approximately $59 million.

Alaska

The Alaska Advance College Tuition (ACT) plan was effective on Aprl 1, 191. The

legislation creating the Advance College Tuition Payment Fund allowed the use of "permanent

fund dividends” or cash contributions to secure tuition credits at-today’s cost for use in the

future. The °permanent fund dividend® is a program that allows qualified Alaska residents to

share in the revenues the state receives from oil and gas royalties. The Alaska ACT permits a
check off of 50 percent on the permahent fund dividend application to purchase tuition credits.
The tuition credits go up in price each year which is different from the guaranteed prepayment
plan approach which offers a fixed price for the purchase of a set amount of credit hours. In
1991 approximately 1.29 percent of the residents of the state (6,800) elected to have half of their

permanent fund dividend (approximately 5500) paid into the Prepaid Tuition Program.

Florida

The Florida Prepaid College Program is the largest guaranteed prepayment plan in the United
States. Contracts were first accepted in September of 1988. During a total of four enrollment
periods (approximately three months each fall) over 175,000 prepaid college contracts have been

purchased. Over 122,000 prepaid tuition and 34,000 dormitory contracts are currently active,



representing a cancellation rate of less than ten percent. The market value of the trust fund is

approximately $280 million as of February 28, 1992. Total future benefit payments exceed one
billion dollars. The Florida Prepaid College Program offers three different tuition plans and five
dormitory options with three different payment methods. The payments are Buaranteed by the

State of Florida to be made at the time of matriculation of the beneficiary named in the Prepaid

College Contract.
Kentucky -

The Kentucky Educational Savings Plan Trust (KESPT) was created by the 1988 General

Assembly to inform parents and other benefactors of the expected future costs of postsecondary
education and to offer a savings plan to help families prepare for projected higher education

_expenses. The KESPT is administered by the Kentucky Higher Education Assistance Authority

(KHEAA), an agency of the Commonwealth of Kentucky. The KESPT is neither a prepaid

tuition credit nor a prepaid college plan, but rather, offers competitive savings rates; investment

eamings are free of Kentucky taxes; and monies to be applied toward tuition, fees, room, board,

books, supplies, and other educational €xpenses at any two or four-year public, regionally-

accredited private or nonprofit college or university, or vocational-technical school in the United

States. Additionally, beneficiaries attending Kentucky institutions will be entitled to 2 financial

bonus from the Endowment Trust. There are 983 participants and Program Fund savings have
exceeded $1,000,000.



ichi

The Michigan Education Trust (MET) first offered guaranteed prepayment contracts in
September of 1988. During this first enrollment period over 40,000 contracts were purchased.
An additional 10,000 contracts were purchased in the second enrollment period in the fall of
1989. In the fall of 1990, MET offered an installment payment option for the first time and
approximately 5,000 additional contracts were purchased. The MET trust fund has a current
market value in excess of $350 million. The contract covers tuition and mandatory fees at any
of the public postsecondary institutions. The MET Board challenged the adverse IRS ruling in

Federal District Court in 1990. Pending the outcome of the court case, the MET Board has
suspended the sale of MET contracts.

Ohio

Effective on October 2, 1989, the Ohio Tuition Trust Authority has been selling prepaid tuition
credits since December 15, 1989. Unlike the prepaid contract programs in Michigan, Florida
and Alabama, Ohio offers tuition credits. Alaska used this program as its model. The price of
a tuition credit is adjusted annually on November 30 of each year, with each tuition credit worth
approximately one percent of the weighted average of the annual cost of tuition for Ohio's public

universities and colleges. The plan allows parents or other benefactors to purchase up to 400

tuition credits for use by beneficiaries at the time of their future college enroliment.

Approximately 25,000 children have been enrolled in the program, with a trust fund market



value of approximately $45 million. The program is administered by the Ohio Tuition Trust

Authority Board of Directors and appointed staff,
Wyoming

Wyoming’s prepaid program was signed into law in February of 1987 and contracts went on sale

in August of 1987. A Wyoming Prepaid College Contract includes tuition, room and board in

one comprehensive package unlike other states’ programs. As the only university in the state

is the University of Wyoming, the plan is not transferrable to other universities. Benefits under
the Wyoming prepayment plan may be used no sooner than ten years after payment is first
received and may be begun no later than 17 years after receipt of first payment. The program
is administered by the Deputy Treasurer of the University of Wyoming Board of Trustees and

the funds are invested in a commingled pool with other University of Wyoming investments.

Less than 1,000 prepayment contracts have been purchased since inception of the program.
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