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Governor of the State of Mississippi
Members of the Mississippi Legislature

| Members of the Board of Trustees of State Institutions of Higher Learning

Members of the State Board for Community and Junior Colleges
Members of the State Board of Education
Citizens of Mississippi

In compliance with Section 37-155-9(cc), Mississippi Code Annotated, T am honored
on behalf of the Board of Directors of the Mississippi Prepaid Affordable College
Tuition (MPACT) Program to submit to you this first annual report of the MPACT
Program.

MPACT was created by Senate Bill 2237 during the 1996 Mississippi Legislature.
The MPACT Board belicves this significant action to be one of the most pro-family
pieces of legislation in many years.

Major goals of the legislation were to provide a way for advance payment of college
tuition as both a means and an incentive for the citizens of Mississippi to provide for
the future college expenses of their children, and to encourage timely planning for
higher education costs by the creation of prepaid tuition contracts. The MPACT
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Apponted by Governor
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Legisiabive Adwsors:

Sen. Terry Burton

Sent Bily Hewes, Il

Rep. Norma Bourdeaux
Aep. Aifred L. Walker, Jr

Board believes that a strong beginning was accomplished in fiscal year 1997 toward
the accomplishment of these purposes. Some significant achievements of the
program during its first year include the following:

# Over 8,000 applications to the program were received on behalf Mississippi’s
children;

¥* Through the distribution throughout the state of over 50,000 enrollment
booklets plus an additional 100,000 brochures, parents and grandparents were
given the opportunity to provide for the future college educations of their
children;

sk The Program received an unqualified financial audit opinion and a sound
actuarial evaluation.

¥* As of November 30, 1997, over $24 million in funds were received from
contracts sold during fiscal year 1997, representing over $57 million in future
tuition payments.

The MPACT Board of Directors is very pleased with the results of our first year of
operations and remains commitied to the long term success of this outstanding
opportunity for the people of Mississippi.

Sincerely,

Marshall Bennett

State Treasurer and
Ex-Officio Member of the
MPACT Board of Directors

Guaranteed by the State of Mississippi :




MISSISSIPPI PREPAID AFFORDABLE COLLEGE TUITION (MPACT) PROGRAM
ANNUAI FINANCIAL AND ACTUARIAL REPORT
AS OF JUNE 30, 1997

EXECUTIVE SUMMARY

-

Program Description and Activities

MPACT is a new program, begun in FY 1997,
under which Mississippians may pay in advance
for some of the costs associated with higher
education for their children and grandchildren
and receive a guarantee from the State as to the
payment of tuition and fees at State-supported
institutions at the time of college enrollment. It
was authorized under S.B. 2237, Laws of 1996,
Mississippi Code Annotated §37-155-1 et seq.
The MPACT Program is administered within

the State Treasury Department under policies’

established by the MPACT Board of Directors.
During FY 1997 MPACT produced Rules &

Lybrand, LLLLP. This evaluation concluded that
the MPACT Trust Fund was actuarially sound,
with an actuarial surplus of approximately
$340,000. It is the intention of the MPACT
Board of Directors to treat accumulated actuarial
surpluses as a contingency fund and apply such
surpluses against any possible future actuarial
losses as needed. A copy of the actuary’s report
is enclosed. A separate actuarial evaluation
will be conducted for FY 1998.

Enrollment Resnlts
MPACT held its first enrollment period from

February 1, 1997 till April 30, 1997. During this
period over 7,000 prepaid tuition contracts were

Regulations for its —operation, - hired -staff;
contracted for outside professional services
(Records Administrator, Actuaries, Marketing
Consultants, Legal Counsel, Custodial Banks

etc.), developed marketing plans and literature,

and performed other start-up tasks necessary
before full operations conld commence. Prepaid
tuition contracts were offered for sale to the
public during a successful initial enrollment
period.

Independent Auditor’s Report

The financial statements of the MPACT Program
as of the fiscal year ended June 30, 1997 were
audited by the Jackson office of Deloifte &
Touche, LLP. Qur auditors issued an unqualified
audit opinion that “such financial statements
present fairly, in ail material respects, the
financial position of the Mississippi Prepaid
Affordable College Tuition Program as of June
30,1997, and the results of its operations and the
cash flows of its component unit for the year
then ended in conformity with generally accepted
accounting principles.” Complete copies of the
auditors’ report, the financial statements and
accompanying notes are enclosed. A separate
audit will be conducted for FY 1998, which runs
from July 1, 1997 to June 30, 1998.

Independent Actuaries Report

An actuarial evaluation of the MPACT Program
as of June 30, 1997 was performed by Coopers &

sold.” The majority of contracts sold were for a
full four years of college, with 61% for four year
universities and another 23% for two years ata
community college followed by two years at a
university.  Contracts were fairly evenly
distributed across expected matriculation years
(1997 through 2015), the exception being a
relatively few contracts with matriculation years
of 1999 and earlier.

A second enrollment period was held from
September 1 till October 31,1997. During this
period approximately 1,000 additional contract
applications were received. Results from the fall
enrollment period are not reflected in the
financial statements as of June 30, 1997. The
MPACT Board of Directors has established a
policy to hold future enrollment periods annually
in the fall of each year.

Financizal Resulis

Contract payments. from the first enrollment
period were not due until July, 1997. As of June
30, 1997 the MPACT Trust Fund had received
early tuition contract payments totaling
$11,681,986, By November 30, 1997 the fund
had received over $24 million in payments under
contracts sold during the first enrollment period.
This amount, plus future payments due from
participants under current contracts ,will fund
future tuition payments with an actuarial present
value of approximately $57 million.
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INDEPENDENT AUDITORS' REPORT -

To the Board of Directors
Mississippi Prepaid Affordable College Tuition Program
Jackson, Mississippi

We have audited the accompanying financial statements of the Mississippi Prepaid Affordable College
Tuition Program (the “Program™) as of and for the year ended June 30, 1997, These financial
statements are the responsibility of the Program’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

As described more fully in Note 1, the financial statements present only the Mississippi Prepaid
Affordable College Tuition Program, and are not intended to present fairly the financial position and
results of operations of the State of Mississippi, in conformity with generally accepted accounting
principles.

In our opinion, such financial statements presents fairly, in all material respects, the financial position
of the Mississippi Prepaid Affordable College Tuition Program as of June 30, 1997, and the results of
its operations and the cash flows of its component unit for the year then ended in conformity with
generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued a report dated October 3,
1997 on our consideration of the Program’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants.

October 3, 1997

Deloitte Teuche
Tohmatsu
International




MISSISSIPPI PREPAID AFFORDABLE COLLEGE TUITION PROGRAM

BALANCE SHEET
AT JUNE 30, 1997

N Trust Administrative Total
' Fund Fund
ASSETS
CURRENT ASSETS
Cash and cash equivalents $2,019,372 $206,578 $2,225,950
Short-term investments 9,910,000 9,910,000
Due from other funds 461 . 461
Total current assets 11,929,833 208,578 12,136,411
NONCURRENT ASSETS
Fixed assets, net of
accumulated depreciation -0- 1,173 1,173
Total assets $11,929,833 $207,751  $12,187,584
LIABILITIES AND TRUST EQUITY
CURRENT LIABILITIES
Warrants payable $61,579 $61,579
Vouchers payable 55,416 55,416
Due to other funds 78 78
Tuition benefits and
expense payable $516,408 516,408
Total current liabilities 516,408 117,073 633,481
LONG-TERM LIABILITIES
Tuition benefits and
expense payable 10,825,085 10,825,085
Due to other funds 500,000 500,000
Compensated absences 7,530 7,530
Total long-term liabilities 10,825,085 507,530 11,332,615
Total liabilities 11,341,493 624,603 11,966,096
TRUST EQUITY
Retained earnings 588,340 (416,852) 171,488
Total liabilities and
frust equity $11,929,833 $207,751  $12,137,584

Deloitte &
Touche LLp
FAY

The accompanying notes are an integral part of these financial statements.




MISSISSIPPI PREPAID AFFORDABLE COLLEGE TUITION PROGRAM
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 1997

Trust Administrative Total
. Fund Fund
OPERATING ACTIVITIES
Contract payments received $12,115,366 $12,115,366
Cash payments to suppliers for
goods and services ’ (422,226) {422,226)
Cash payments to employees
for services (69,941) (69,941)
Net cash from (used for)
operating activities 12,115,366 (492,167) 11,623,199
NONCAPITAL FINANCING ACTIVITIES -
Operating transfers {200,000) 200,000 -0-
Loans from other funds 500,000 500,000
Net cash from (used for)
noncapital financing activities {200,000) 700,000 500,000
CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition and construction of
capital assets (1,255) (1,265)
Net cash from (used for)
capital and related financing activities -0- (1,255) {1,255)
INVESTING ACTIVITIES
Purchase of investments (9,910,000) (9,916,000)
interest on investments 14,006 14,006
Net cash from (used for)
investing activities (9.895,994) -0- (9,895,994)
INCREASE IN CASH AND
CASH EQUIVALENTS 2,019,372 206,578 2,225,950
CASH AND CASH EQUIVALENTS AT
INCEPTION OF PROGRAM -0- -0- -0-
CASH AND CASH EQUIVALENTS AT
END OF YEAR $2,019,372 $206,578 $2,225 950

Deloitte &
__Toucherrp

A

The accompanying notes are an integral part of these financial statements.




MISSISSIPPi PREPAID AFFORDABLE COLLEGE TUITION PROGRAM
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
FOR THE YEAR ENDED JUNE 30, 1997

Trust Administrative Total
B Fund Fund
Operating Revenuss
Interest on investments ) $14,467 $14,467
Administrative fees - 433,380 433,380
Excess of tuition receipts over
present value of related benefits payable 340,493 340,493
Total operating revenues 788,340 788,340 .
OPERATING EXPENSES
Salaries and travel o $91,412 91,412
Contractual services 502,993 502,993
Commaodities and supplies , 22,365 22,365
Depreciation : 82 82
Total operating expenses -0- 616,852 616,852
Operating income (loss) 788,340 (616,852) 171,488
OPERATING TRANSFERS _ (200,000) 200,000 -0-
NET INCOME (LOSS) : 588,340 (416,852) 171,488
RETAINED EARNINGS AT
INCEPTION OF PROGRAM -0- -0- . -0-
RETAINED EARNINGS AT
END OF YEAR . $588,340 ($416,852) $171,488
Deloitte &
The accompanying notes are an integral part of these financial statements. Tﬂllﬂhe LLP

A




MISSISSIPPI PREPAID AFFORDABLE COLLEGE TUITION PROGRAM
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 1997

NOTE 1 - SUMMARY OF.SIGNIFICANT ACCOUNTING POLICIES:

* 1y . A

CTIETA ription_of the Mississippi Prepaid Affordab ollege Tuition Program
{MPACT). ACT operates a prepaid college tuition program. The program enters into
a contract with a purchaser which provides that, in return for a specified actuarially
determined payment, MPACT will provide the contract beneficiary’s undergraduate
tuition and mandatory fees (up to 128 semester hours) at any Mississippi public
university or community college. If the contract beneficiary attends an out-of-state or
private accredited institution, MPACT will pay to that school an amount up fo, but not in
excess of, the average tuition and mandatory fees at Mississippi’s public universities or
community colleges. The purchase amount is based on several factors, including tuition
costs, the beneficiary’s age and grade in school, anticipated investment earnings, and
anticipated tuition rate increases. The MPACT Program’s obligations to Contract
Purchasers, beneficiaries or others are backed by the full faith and credit of the State of
Mississippi. In the event of cancellation, purchasers will receive a refund of principal

paid into the program, plus an amount of interest not less than the prevailing rates of
nterest paid by bank savings accounts.

The MPACT Program operates under the provisions of Mississippi Code Ann., §37-155-
1 through §37-155-27. The effective date of the enabling legislation was July 1, 1996.
MPACT is administratively located within the Mississippi Treasury Department. The
program is governed by a nine-member board of directors consisting of the following
members: the State Treasurer, the Commissioner of Higher Education, the Executive
Director of the Community and Junior College Board, the Department of Finance and
Administration Executive Director and one (1) member from each congressional district
as appointed by the Governor with the advice and consent of the Senate.

Reporting Entity - The MPACT Program is a part of the State of Mississippi’s reposting
entity and is reported as an enterprise fund in the State of Mississippi Comprehensive
Annual Financial Report (CAFR). The notes accompanying these financial statements
relate directly to the Mississippi Prepaid Affordable College Tuition Program.

Basis of Accounting - The financial statements contained in this report are prepared on
the accrual basis of accounting, whereby revenues are recognized when eamed and
expenses are recognized when services or benefits are received.

Cash and Cash Equivalents - For purposes of the statement of cash flows, MPACT
defines cash equivalents as demand deposit accounts and cash in the State Treasury.

Investment Securities - MPACT elecied early implementation of GASB Standard Ne. 31,
“Accounting and Reporting for Certain Investments and for External Investment Pools”,

Deloitte &
Touche tip

A



which requires that investments in equity securities with readily determinable fair values,
all investments in debt securities and open-end mutual funds, and certain investments in
interest-earning investment contracts be reported at fair value with gains and losses
included as a component of revenues and expenses. There were no unrealized gains or
losses on investments at June 30, 1997.

Determination Of Fair Values Of Financial Investments - Fair value for cash, short-term
investments, receivables and payables approximates carrying value. Fair values for
‘investment securities are based on quoted market prices, where available. Otherwise, fair
values are based on quoted market prices of comparable instruments.

Fixed Assets - Fixed Assets are reported at cost less allowances for depreciation.
- Depreciation is recorded on the straight-line method over the estimated useful lives of the
assets.

Tuition Benefits and Expenses Payable - Tuition benefits and expenses payable

represents the current and long-term portions of the actuarially determined present value
of future tuition obligations and program expenses.

Interfund Transactions - During the course of normal operations, the MPACT funds show

numerous transactions between funds. These transactions are reflected as operating
transfers or as interfund receivables and payables. Management’s intent to reimburse
determines whether or not the interfund transactions is recorded as a transfer or a
receivable.

Accounting and Reporting - Under Governmental Accounting Standards Board (GASB)
Statement No. 20, Accounting and Financial Reporting for Proprietary Fund Accounting,
The MPACT Program has elected to apply all applicable GASB pronouncements as well
as Financial Accounting Standards Board pronouncements and Accounting Principles
Board opinions, issued on or before November 30, 1989, unless those pronouncements
conflict with or contradict GASB pronouncements.

Use of Estimates - The financial statements are prepared in conformity with generally
accepted accounting principles which require management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could
differ from these estimates.

NOTE 2 - DEPOSITS AND INVESTMENTS

Governmental Accounting Standards Board (GASB) Statement No. 3 requires certain disclosures
regarding policies and practices with respect to deposits and investments and the credit risk
associated with them. '

Heloitte &
A



Deposits - At fiscal year end the carrying amount of the Program’s deposits was $12,135,950 and
the bank balance was $12,135,950, including all bank accounts, funds in the State Treasury, and
short-term investments. Deposits of the program are entirely insured or collateralized with
securities.

Tnvestments - Mississippi law authorizes the MPACT Trust Fund to invest in bonds or other
general obligations of the State of Mississippi and its political subdivisions, obligations of the
U.S. Treasury, Federal Land Bank bonds, Federal Home Loan Bank notes and bonds, Federal
National Mortgage Association notes, debentures or obligations guaranteed by the U.S.
Government, Bonds of the Tennessee Valley Authority, bonds of other states, corporate bonds of
investment grade, and other fixed income investments. Additionally, the Trust Fund is permitted
to invest in equity securities, including covered call or put options on securities traded on a
regulated exchange, that are determined by the Board of Directors to be consistent with the
investment statutes and policies. The statute sets limits in terins of the percentage of the total
investments of the Trust Fund that may be placed in any one category or type of investment. For
a complete description of allowable investments, see Mississippi Code Ann., §37-155-9(v).

NOTE 3 - INVESTMENT SECURITIES

As of June 30, 1997, all investments of the Trust Fund were in overnight repurchase agreements
of UU.S. Treasury obligations, fully collaieralized. During the year beginning July 1, 1997, the
fund will be invested according to the relevant statutes and the investment policies adopted by
the Board of Directors.

NOTE 4 - TUITION BENEFITS AND EXPENSES PAYABLE - NET

Tuition benefits and expenses payable, net, represents the current and long-tetm portions of the
actuarially determined present value of future tuition obligations and program expenses, net of
the present value of future payments expected to be made to the Trust Fund by instaliment
contract purchasers Recording future tuition obligations at the actuarially determined present
value results in the recognition of tuition benefit expense and a corresponding increase in tuition
benefits payable.

e Status - Presented below is the total tuition benefits obligation
of the Program The standardxzed mcasurement is the actuarial present value (A.P.V.) of the
future tuition obligation. This valuation method reflects the present value of estimated tuition
benefits that will be paid in future years and is adjusted for the effects of projected tuition
increases. The tuition benefits obligation was determined as part of the latest available actuarial
valuation. Significant actuarial assumptions used and results from the most recent valuation are
as follows:

Date of latest acfuarial valuation: June 30, 1997
Assumptions:
Rate of return on investments 8.1%
Future tuition increases : 7%
feloitte &
__Touche Lip



Payment of tuition and
mandatory fees 128 credit hours utilization; payments
will occur twice annually

A.P.V. of future benefits and expense payable
Current $ 516,408
Long-term : _10,825,685
Total $ 11,341,493

Net assets available for benefits : :
At market value ¢ _11.681986

Assets in excess of tuifion _
benefits and expenses payable. 3 340,493

Assets as percentage of tuition

benefits and expenses payable 103.0%

Tuition benefits and expenses payable, net is
made up of the following as of June 30, 1997:

- Actuarial present value of future payments
to be made for tuition, fees, expenses
and contract cancellations for all
contracts sold: $ 57,305,166

Actuarial present value of future payments
to be received from installment coniract

purchasers $  {45963.673)

Tuition benefits and expenses payable,
Net at end of year 5 11,341,493

NOTE 5 - TAX STATUS

The Board of the Trust Fund has, based on the opinion of tax counsel, held the view that the
Trust Fund is exerpt from federal income taxation. The basis upon which the Board has taken
the position that the Trust Fund is fax-exempt is its relationship and position as an agency and
instrumentality of the State of Mississippi. The Mississippi statutes which establish the Trust
Fund (§§37-155-1-27) specify that it is a state “agency and instrumentality” as confirmed by an
official Attorney General’s opinion. State agencies are not subject io income taxation under
general principles of federal tax law.

Deloitte &
_ Toucheiip
A



In 1996, Congress passed the Small Business Job Protection Act of 1996. Section 1806 of the
1996 Act added Section 529 to the Internal Revenue Code of 1986. Code Section 529 provides
that a “qualified state tuition program” is exernpt from all federal income taxation except that
imposed by Code Section 511 relating to unrelated business income (which is unlikely to apply
to the MPACT Program given its current investment policies because the Program’s sources of
revenue do not inélude unrelated business income). The term “qualified state tuition program” is
defined generally in Code Section 529 as a program established and maintained by a state or
agency and instrumentality thereof under which, among other things, a person may make cash
contributions to an account established solely for meeting the qualified higher education
expenses of the designated bencficiary of the account. To the extent nccessary and applicable, the
Trust Fund documents are being or have been amended to include the qualification criteria
required by Section 529. Accordingly, no provision for income taxes has been made in these
financial statements for accrual of income taxes for the year ended June 30, 1997.

Deloitte &
__Touche wp
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COO ers Coopers & Lybrand L.L.LE 1100 Campaniie Building telephone (404) 870-1100

&Lybrand

Atlanta, Georgia 30309-3630 facsimile (404) 870-1239

a professional services firm

October 29, 1897

Board of Directors

Mississippi Prepaid Affordable College
Tuition Program

State Treasury Department

Suite 210

625 North State Street

Jackson, Mississippi 39201

To the Board:

This report presents the results of the June 30, 1997 actuarial valuation of the program. The
valuation compares the value of the assets of the program to the value of expected future

_tuition payments to beneficiaries. The following pages summarize the actuarial evaluation of
the trust fund performed by Coopers & Lybrand as of June 30, 1997.

A comparison.of the assets and liabilities of the trust fund shows that as of June 30, 1997 there

is a reserve of approximately $340,000. It is our understanding that the Board intends to apply
the reserve against future actuarial losses as needed.

The actuarial valuation was performed based upon generally accepted actuarial principles, and
tests were performed as-considered necessary to ensure the accuracy of the results. We
certify that the amounts presented in the following pages have been appropriately determined
according to the actuarial assumptions stated herein.

Respectfully submitted,

COOPERS & LYBRAND

[Llad gt Vil | s

. Richard M. Kaye Kirk P. Braunius
Fellow of the Society of Actuaries Associate of the Society of Actuaries
Enrolled Actuary Number 96-1348 Enrolled Actuary Number 96-4939

Coopers & Lybrand LL.P. is a member of Coopers & Lybrand International, a limited liability essociation incorporaled in Switzerland.
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EXECUTIVE SUMMARY

Valuation Results

« As of June 30, 1997 the trust has a surplus of $340,493 (the vaiue of assets,
including the value of future payments by contract purchasers, exceeds the
expected liabilities of the trust by that amount). We understand that the intent of
the Board is to apply the surplus against future actuarial losses, if any, as needed.

Contract Sales

« The initial enroliment period for the Mississippi Prepaid Affordable College
Tuition Program (MPACT) resulted in the sale of approximately 7,000 contracts.

+ The majority of contracts sold were for a full four years of college, with 61% for
four year universities and another 23% for two years at junior or community
college followed by two years at a four year university.

+_Contracts were fairly evenly distributed across expected matriculation years

(1997 through 2015), the exception being a relatively few contracts with
matriculation years of 1999 and earlier.

Weighted Average Tuition

The Weighied Average Tuition (WAT) is the average of tuition and fees for in-state
schools weighted in proportion to the number of Mississippi resident students attending
the schools.

+ WAT for four-year universities increased from $2,501 for the Fall of 1996 to
$2.570 for the Fall of 1997, an increase of 2:8% compared to the assumed 7%
increase.

¢ The Junior College WAT increased from $954 for thé Fall of 1996 to $962 Fall of
1997, an increase of less than 1% compared to the assumed 7% increase.

Actuarial Assumptions

« Tuitions are assumed to increase at 7%, while investments are expected to earn
8.1% per annum. The actuarial assumptions and methods are fully described in
the following section of this report.

1-1
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