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Gary Anderson ‘ enrollment to over 14,500.
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State Department of *

The new Mississippi Affordable College Savings (MACS) Plan was launched
during fiscal year 2001 as a companion to MPACT. Under MACS, Mississippi

Finance & Administration

s mj:iﬁt‘;':die;““e‘: families can save for books, dorms, meal plans and other college costs with
. SRoeE market rates of return. As of December 31, 2001 850 MACS accounts had been
Roosevelt W, Daniels, 1T opened with an invested balance of $2.9 million.
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Second Congessional Dl 3%  Parents and grandparents were given the opportunity to provide for the future
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I #*  As of December 31, 2001, the invested balance of the MPACT Trust Fund totaled
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COLLEGE SAVINGS PLANS OF MISSISSIPPI
ANNUAL FINANCIAL AND ACTUARIAL REPORT
AS OF JUNE 30, 2001

EXECUTIVE SUMMARY

Program Description and Activities

The College Savings Plans of Mississippi includes

two college savings plans. Both plans are
administered within the State Treasury Department
under policies established by the College Savings
Plans of Mississippi Board of Directors.

The Mississippi Prepaid Affordable Coliege Tuition

(MPACT) Program is a state program, begun in-

1997, under which Mississippians may pay college
tuition in advance for their children and
grandchildren and receive a guarantee from the State
as to the payment of tuition and fees at State-

Governor Ronnie Musgrove (left) and State Treasurer.
Bennett (right) launch the 2001 MPACT Enroliment
Campaign

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. During FY 2001 the program
conducted its fifth enrollment period, invested the
funds received from MPACT participants, managed
the accounts for MPACT purchasers and paid
tuition totaling $995,185 on behalf of approximately

State leaders held news conference announcing the MACS
Program. From left: College Savings Board Member Paul
Newton, Governor Ronnie Musgrove, State Auditor Phit
Bryant, State Treasurer Marshall Bennett, Secretary of
State Eric Clark, and College Savings Board Chairman Ron
Allen.

499 students at Mississippi and out-of-state colleges
and universities.

The new Mississippi Affordable College Savings
(MACS) Program was launched during FY 2001.
The MACS Program was created by the Mississippi
Legislature to assist families in financing costs of
higher education, to encourage timely financial
planning for higher education, provide a savings
program for those persons who wish to save to
meet post secondary cducational needs beyond the
traditional baccalaureate curriculum; and to provide
a choice of programs to persons who determine that
the overall educational needs of their families are
best provided by a savings trust agreement under
the MACS Program or a prepaid tuition contract
under the previously existing MPACT Program.



College Savings Divsion Staff:

flows and investments to cover contract liabilities
until the investment markets recover. It is the
intention of the MPACT Board of Directors to
continue a sound long-term investment program to
ensure future actuarial soundness. A copy of the
actuary’s réport is enclosed,

Enrollment Results

MPACT held its fifth enrollment period from
September 1, 2000 until November 30, 2000.
During this period over 1,000 prepaid tuition
contracts were sold. A sixth enrollment period was
held from September 1 until November 30, 2001.
During this period almost 2,000 additional contract
applications were received, bringing total enrollment
to over 14,500. Results from the fall 2001

- enrollment period are not reflected in the MPACT

financial statements as of June 30, 2001. The Board
has established a policy to hold future MPACT
enrollment periods annually in the fall of each year.

MACS was [aunched in March, 2001, The MACS

Under its statutory authority to appoint investment
managers, adopt resolutions for the administration
of the program and establish investment policies for
the program., the Board contracted with TIAA-
CREF Tuition Financing, Inc., an indirect subsidiary
of Teachers Insurance and Annuity Association of
America, to serve as MACS Program Manager.
TIAA-CREF also manages 529 Plans for 13 other
states.

Independent Auditor’s Reports

The financial statements of the MPACT Program
and the MACS Program as of the fiscal year ended

June 30, 2001 were andited by the Jackson office of.

Deloitte & Touche, LLP, Our auditors issued each
program an unqualified audit opinion that “such
financial statements present fairly, in all material
respects, the financial position of the -.. Program as
of June 30,2001, and the results of its operations
and its cash flows for the year then ended in
conformity with accounting principles generally
accepted in the United Staes of America,” Complete
copies of the auditors’ report, the financial
statements and accompanying notes are enclosed.

Independent Actuaries Report
An actuarial evaluation of the MPACT Program as

of June 30, 2001 was performmed by Emst & Young,
LLP. This evaluation concluded that the MPACT

Trust Fund had an unfunded lability of $16.3 -

million. However, the Program has sufficient cash

Programn does not have a limited enrollment period.
As of June 30, 2001 249 MACS accounts had been
opened. By December 31, 2001 that number had
grown to 850,

Financial Results

As of June 30, 2001 the MPACT Trust Fund had
received tuition contract payments totaling over
$69.6 million. This amount, plus future payments
due from participants under current contracts and
investment earnings from the MPACT Trust Fund,
will fund future tuition payments of approximately
$538 million.

Long-term investments of the MPACT Trust Fund
totaled $67 million as of June 30, 2001, with an
additional 2.6 million in cash and short term
instruments for a total invested balance of $69.6
million. During fiscal year 2001 the fund eamed a
-0.3% rate of return as calculated by Merrill Lynch,
The Board’s Investment Evaluation Consultant.
National investment markets with similar
imvestments were down 9.3% during the same
period. Since inception the fund has an average
annual return of 5.1%. As of December 31, 2001,
the invested balance of the MPACT Trust Fund
exceeded $73 million.

As of June 30, 2001, after less than four months of
operations, MACS had and invested balance of
$917,266. AtDecember 31,2001 MACS had assets
of over $2.9 million.



Mississippi Prepaid Affordable College Tuition Program
Thru 2001 enrollment period
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BOARD OF DIRECTORS
COLLEGE SAVINGS PLANS OF MISSISSIPPI
(MPACT & MACS PROGRAMYS)

AS OF JUNE 30, 2001 '

Mr. Ron Allen
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3rd Congressional District

. Mr. Gary Anderson
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State Treasurer

Mr. Roosevelt Daniels, 1T
2nd Congressional District
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Financial Statements and
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INDEPENDENT AUDITORS’ REPORT

To the College Savings Plans of Mississippi Board of Directors
Mississippi Affordable College Savings Program
Jackson, Mississippi

We have andited the accompanying balance sheet of Mississippi Affordable College Savings
Program (the “Program™) as of and for the year ended June 30, 2001. These ﬁnanc:a] statements

are the responsibility of the Program’s management. Our responsibility i§ to express an opinion
on these financial statemnents based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in 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 statemenis 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 andit
provides a reasonable basis for our opinion.-

In our opinion, such financial statements present fairly, in all material respects, the financiat
position of Mlssms:ppl Affordable College Savings Program as of June 30, 2001, and the results
of its operations and its cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated
September 27, 2001, 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. That report is an integral part of an aundit performed in accordance with Government
Auditing Standards and should be read in conjunction with this report in considering the results
of our audit.

‘@-‘f“‘ﬁ rCenid. '(Lz'

September 27, 2001

Deloitte
Touche
Tohmatsu



MISSISSIPPI AFFORDABLE COLLEGE SAVINGS PROGRAM

BALANCE SHEET
AT JUNE 30, 2001

Trust Administrative Endowment Total
Fund Fund Fund
ASSETS
CURRENT ASSETS
Cash and cash equivalents “$3,004 $107,584 $1,000 $111,678
Dividend receivable 2,779 2,779
Due from transfer agent 25 25
Receivable from securities transaction 14,509 14,509
Total current assets ’ 20,407 107,584 1,000 - 128,991
NONCURRENT ASSETS )
Investment securities - 917,634 917,634
Total noncurrent assets 917,634 -0- (- 917,634
Total assets $938,041 $107,584 $1,000 $1 ,046,625
LIABILITIES AND TRUST EQUITY
CURRENT LIABILITIES
Accounts payable $488 $488
Warrants payable 8,214 . 8,214
Due to custodian $14,347 14,347
Accrued investment management fee 1,017 1,017
Payable for investments purchased 3,497 3,497
Total current liabilities 18,861 8,702 -0- 27,563
LONG-TERM LIABILITIES
Due to other funds 154,000 154,000
Total iong-term liabilities -0- 154,000 -0- 154,000
. —Total liabilities 18,861 162,702 -0- 181,563
TRUST EQUITY
Fund balance 919,180 {55,118) $1,000 865,062
Total liabilities and
trust equity $938,041 $107.584 $1,000 $1,046,625

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




MISSISSIPPI AFFORDABLE COLLEGE SAVINGS PROGRAM

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES iN FUND BALANCE

FOR THE PERIOD FEERUARY 9, 2601 (COMMENCEMENT OF
OPERATIONS) TO JUNE 30, 2001

Trust Adrministraiive Endowment Total
Fund Fund Fund
INVESTMENT INCOME
income
Interest $127 $127
Dividends 5,404 5,404
Total Income 5,531 5,531
Expenses
Management fee 1,017 1,017
NET INVESTMENT INCOME 4,514 -0- -0- 4,514
REALIZED AND UNREALIZED LOSS
ON INVESTMENTS _
Net realized foss on investments (13) (13}
Net change in unrealized loss
on investments {7,183) {7,183}
NET REALIZED AND UNREALIZED
LOSS ON INVESTMENTS (7,196} -0- -0- {7,196}
OTHER RECEIPTS
Daonations $1,000 _ 1,000
TOTAL OTHER RECEIPTS -D- -0 1,000 1,000
ADMINISTRATIVE EXPENSES
Salaries and travel $33,817 33,817
Contractual services 17,109 17,109
Commodities and supplies 1,692 1,692 ‘
Capital outlay 2,500 2,500
-0-
TOTAL ADMINISTRATIVE EXPENSES -0- 55,118 -0- 55,118
EXCESS OF REVENUES OVER
EXPENDITURES (2.682) (55,118) 1,000 (56,800}
FUND BALANCE AT COMMENCEMENT
OF OPERATIONS -0- -0- -0- -0-
CHANGES IN EQUITY FROM ACCOUNT
OWNER TRANSACTIONS
Customer subscriptions 936,933 936,933
Redemptions (15,071) {15,071)
NET ACCOUNT OWNER TRANSACTIONS 921,862 -0- -0- 921,862
FUND BALANCE AT END OF YEAR $919. 180 ($55,118) $1,000 $865,062

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



MISSISSIPPI AFFORDABLE COLLEGE SAVINGS PROGRAM
STATEMENT OF CASH FLOWS

FOR THE PERIOD FEBRUARY 9, 2001 (COMMENCEMENT OF
OFERATIONS) TO JUNE 30, 2001

Trust Administrative Endowment Total
Fund Fund Fund
OPERATING ACTIVITIES
Donations 1,000 1,000
Cash payments to suppliers for
goods and services (16,275) (16,275)
Income received on contract payments 6,049 6,049
Cash payments to employees
for services (27,641) {27,641)
Net cash from (used for)
operating activities 6,049 (43,916) 1,000 {36,867)
NONCAPITAL FINANCING ACTIVITIES
Subscriptions $936,933 $936,933
“"Redemiptionis {(15,071) (15,071)
Loans from other funds 154,000 154,000
Net cash from (used for)
noncapital financing activities 921,862 154,000 0 1,075,862
CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition of capital assets (2,500) (2,500}
Net cash from (used for)
capital and related financing activities ] {2,500) 0 {2,500)
INVESTING ACTIVITIES
Purchase of investments (924,817) {924,817}
Net cash from (used for)
investing activities (824,817) 0 0 (924,817)
INCREASE IN CASH AND
CASH EQUIVALENTS 3,094 107,584 1,000 111,678
CASH AND CASH EQUIVALENTS AT
COMMENCEMENT OF OPERATIONS 0 .0 0 0
CASH AND CASH EQUIVALENTS AT
END OF YEAR $3,094 $107,584 $1,000 $111,678

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



MISSISSIPPI AFFORDABLE COLLEGE SAVINGS PROGRAM
NOTES TO FINANCIAL STATEMENTS
FOR THE PERIOD FEBRUARY 9, 2001 (COMMENCEMENT OF OPERATIONS)
" TO JUNE 30, 2001

NOTE 1 - ORGANIZATION

The Mississippi Affordable College Savings (MACS) Program was created by the 2000 Session of the
Mississippi Législature to assist qualified students in financing costs of attending institutions of higher
education, to encourage timely financial planning for higher education, provide a savin gs program for
those persons who wish to save to meet post secondary educational needs beyond the traditional
baccalaureate curriculum; and to provide a choice of programs to persons who determine that the
overall educational needs of their families are best provided by a savings trust agreement under the
MACS Program or a prepaid tuition contract under the previously existing Missiésippi Prepaid
Affordable College Tuition (MPACT) Program. MACS is governed by the Board of Directors of the
College Savings Plans of Mississippi, with administration functions delegated to the Mississippi
Treasury Department. The Board has authority to appoint investment managers, adopt resolutions for

‘the administration of the program and establish investment policies for the program. TIAA-CREF _
Tuition Financing, Inc. (“TFI), an indirect subsidiary of Teachers Insurance and Annuity Association of
America (“TIAA™), and the Board entered into a Management Agreement under which TFI serves as
Program Manager. MACS is operated in a manner such that it is exempt from registration as an
investment company under the Investment Company Act of 1940. The MACS Program commenced
operations on February 9, 2001 and began accepting subscriptions on March 20, 2001.

An individual participating in the Program establishes an Account in the name of a Beneficiary,
Contributions can be made among three investment options: the Managed Allocation Option, the 100%
Equity Option and the Money Market Option. Contributions in the Managed Allocation Option ate
allocated among ten age bands, based on the age of the beneficiary. Each age band invests in varying
percentages in the International Equity, Growth and Income, Bond and Money Market Funds of the ;
‘TIAA-CREF Institutional Mutual Funds. The 100% Equity Option invests in varying percentages in the =
Growth and Income and International Equity Funds of the TIAA-CREF Institutional Mutual Funds.
All allocation percentages are determined by the Board and are subject to change. The Money Market
Option invests in the Money Market Fund of the TIAA-CREF Institutional Mutual Funds.

Teachers Advisors, Inc., an affiliate of TFL, is registered with the Securities and Exchange Commission
(“Commission™) as an investment advisor, and provides investment advisory services to the TIAA-
CREF Institutional Mutual Funds. Teachers Personal Investor Services, Inc., an affiliate of TFI, and
TIAA-CREF Individual & Institutional Services, Inc., also an affiliate of TFL, both of which are
registered with the Commission as broker-dealers and are members of the National Association of
Securities Dealers, Inc., provide the telephone counseling, marketing and information services required
of TFL



NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES

The preparation of financial statements may require management to make estimates and assumptions

that affect the reported amounts of assets, liabilities, income, expenses and related disclosures. Actual
results may differ from those estimates. The following is a summary of the significant accounting policies
followed by the MACS Program, which are in conformity with accounting principles generally accépted
in the United States of America.

A. Valuation of Investments: The market value of the investments in mutual funds is based on
the net asset values of the funds as of the close of business on the valuation date.

B. Accounting for Investments: Securities transactions are accounted for as of the date the
securities are purchased or sold (trade date). Interest income is recorded as earned. Dividend
income is recorded on the ex-dividend date. Realized gains and losses are based upon the
specific identification method.

C. Penalty Fees: Penalty fees on non-qualified withdrawals are retained by the Program and may
be applied to the payment, or reimbursement, of the direct or indirect expenses of the Program.

D. Federal Income Tax: No provision for federal income tax has been made. 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 exempt from all federal income taxation except that
relating to 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 beneficiary of the account. To the extent necessary and applicable,
the MACS Program documents include the qualification criteria required by Section 529. The
Program expects to be a qualified state tuition program under Section 529 of the Internal
Revenue Code, which is exempt from federal income tax, and does not expect to have any
unrelated business income subject to tax.

E. Reporting Entity: The MACS Program is part of the State of Mississippi’s reporting entity
and is reported as an expendable trust fund in the State of Mississippi Comprehensive Anmual
Financial Report (CAFR). These financial statements and the accompanying notes relate
directly to the Mississippi Affordable College Savings (MACS) Program. The Mississippi
Prepaid Affordable College Tuition (MPACT) Program issues separate financial statements.

F. Basis of Accounting: The financial statements contained in this report are prepared on the
modified accrual basis of accounting. Under the modified acerual basis of accounting, revenues
‘are recognized when susceptible to accrual, that is, when they are “measurable and available”.
“Measurable” means the amount of the transaction can be determined and “available” means



collectible within the current period or soon enough thereafter to pay liabilities of the current
period. Expenditures are recorded when the related fund Lability is incurred.

G. Due to Other Funds: Due to other funds represents an interest-free loan appropriated from
another fund within the State Treasury and is classified as long term based on the repayment
date stipulated in the appropriation.

H. Recent Pronouncements: The Governmental Accounting Standards Board (GASB) recently
issued Statement No. 34, “Basic Financial Statements - Management’s Discussion and Analysis
- for State and Local Governments”. This Statement establishes accounting and financial
reporting standards for external financial reporting, and also establishes specific standards for
the basic financial statements, management discussion and analysis and certain other required
supplementary information. The State of Mississippi and MACS will adopt GASB Statement
34 for the fiscal year ending June 30, 2002. After adoption of GASB 34, the MACS Program
funds will be reported as Private Purpose Trust Funds. MACS has not determined any other

- effect, if any, the adoption of Statement 34 will have on its financial position or results of

opcratlons

NOTE 3 - MANAGEMENT AGREEMENT

For its services as Program Manager, TFI is paid an annual fee of 0.70% of the average daily net
assets of the Program. Total fees accrued for the period from commencement of operations to June
30, 2001 were $1,017.

NOTE 4 - ADMINISTRATIVE FUNDING

Expenditures from the Administrative Fund for fiscal year 2001 were funded by the loan described in
Note 2 above. Expenditures in future years will be funded through payments to the State Treasury by
TFI from the fees charged to MACS account owners as specified by the Management Agreement.
NOTE 5 - INVESTMENTS

At June 30, 2001, gross unrealized loss on portfolio investments was $7,183.

Purchases and sales of portfolio securities for the period from commencement of operations to June 30,
2001 were $939,752 and $14,924 , respectively.

As of June 30, 2001, the Program’s investments consist of the following:



COST FAIR VALUE

TIAA-CREF Institutional Mutual Funds

International Equity Fund $ 94,474 $ 89,338
Growth and Income Fund 384,171 383,844
Bond Fund ' 255,367 253,647
Money Market Fund 190,805 190,805

-$ 924817 - § 917,634
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INDEPENDENT AUDITORS* REPORT ON COMPLIANCE AND ON INTERNAL

'CONTROL OVER FINANCIAL REPORTING BASED UPON THE AUDIT .
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Coliege Savings Plans of Mississippi Board of Directors
Mississippi Affordable College Savings Program
Jackson, Mississippi

We have audited the financial statements of Mississippi Affordable College Savings Program
(*"MACS” or the “Program™) as of and for the year ended June 30, 2001, and have issued our
report thereon dated September 27, 2001, We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptrolier General
of the United States.

Compliance

As part of obtaining reasonable assurance about whether MACS’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, noncompliance with which could have a direct and material
effect on the determination of financial statement amonnts. However, providing an opinion on
compliance with these provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance that
are required to be reported under Government Auditing Standards.

Intermal Control Over Financia) Reporting

In planning and performing: our audit, we considered MACS’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing an opinion
on the financial statements and not to provide assurance on the internal control over financial
reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal contro} over financial reporting that might be
material weaknesses. A material weakness is a condition in which the design or cperation of one
or more of the internal control components does not reduce to a relatively low level the risk that
misstatements in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course
of performing their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses. »

This report is intended solely for the information and use of the audit committee, management
and the Mississippi State Legislature and is not intended to be and should not be used by anyone

other than these specified parties.

Debare o Foud 14/

September 27, 2001
Touchs

T o gt
Hsnimatss
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INDEPENDENT AUDITORS’ REPORT

To the College Savings Plans of Mississippi Board of Directors
Mississippi Prepaid Affordabie College Tuition Program
Jackson, Mississippi

We have audited the accompanying balance sheet of Mississippi Prepaid Affordable College
Tuition Program (the “Program”) as of and for the year ended June 30, 2001. 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 auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in 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 misstatemnent. 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 beli€éve that our audit
provides a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial
position of Mississippi Prepaid Affordable College Tuition Program as of June 30, 2001, and the
results of its operations and its cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated
September 27, 2001, 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. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with this report in considering the results
of our audit.

@.&lﬁm rConde Lo

September 27, 2001

Deloitte
Touche
Tohmatsu



MISSISSIPPI PREPAID AFFORDABLE COLLEGE TUITION PROGRAM
BALANCE SHEET
AT JUNE 30, 2001

Trust Administrative Total
Fund Fund
ASSETS
CURRENT ASSETS
Cash and cash equivalents $2.696,807 $361,984 $3,058,791
Short-term investments 3,242,025 3,242,025
Interest receivable 425,503 425 503
. -0-
Total current assets 6,364,335 361,984 6,726,319
NONCURRENT ASSETS .
Investment securities 67,079,950 67,079,950
Total nencurrent asseis 67,079,950 -{- 67,079,950
Total assets $73,444.285 $361,984 $73,806.269
LIABILITIES AND TRUST EQUITY {DEFICIT)
CURRENT LIABILITIES
Warrants payable $93,210 $34,264 $127.474
Accounts payable 137,047 137,047
Tuition benefits and
expense payable $4,475,694 4,475,694
Total current liabilities 4,568,904 171,311 4,740,215
LONG-TERM LIABILITIES
Tuition benefits and
expense payable 85,304,512 85,304,512
Compensated absences 23,493 23,493
Total long-term liabilities 85,304,512 23,493 85,328,005
Total liabilities 89,8?3,41 6 194,804 90,068,220
TRUST EQUITY (DEFICIT) _
Retained eamings {deficit) (16,429,131) 167,180 {16,261,951)
Total liabilities and
trust equity (deficit) $73,444 285 $361,984 $73,806,269

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



MISSISSIPP1 PREPAID AFFORDABLE COLLEGE TUITION PROGRAM
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
FOR THE YEAR ENDED JUNE 30, 2001

Trust Administrative Total
Fund Fund
Operating Revenues
Investment income $2,300,464 $2,300,464
Administrative fees 293,615 293,615
Net decrease in fair value of investments (2,349,730) (2,349,730)
Total operating revenues 244 349 -0- 244,349
OPERATING EXPENSES
Salaries and travel 247 369 247,369
Contractual services 1,032,065 1,032,065
Commodities and supplies 54,459 54,459
Capital outiay 8,062 8,062
Tuition payments 995,185 995,185
Excess of present value of benefits _
payable over related tuition receipts 14,406,689 14,406,689
Total operating expenses 15,401,874 1,341,955 16,743,829
Operating income (15,157,525) (1,341,955) (16,4989,480)
OPERATING TRANSFERS (1,452,327} 1,452,327 -0-
NET INCOME (16,609,852) 110,372 {16,499,480)
RETAINED EARNINGS AT
BEGINNING OF YEAR (Note 8) 180,721 56,808 237,529
RETAINED EARNINGS (DEFICIT) AT
END OF YEAR (316,429.131) $167,180 {$16,261,951)

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, 2001

. OPERATING ACTIVITIES
Contract payments received
Administrative fees received
Cash payments for tuition
Cash payments to suppliers for
goods and services
Income received on contract payments
Cash payments to employees
for services

Net cash from {used for)
operating activities

NONCAPITAL FINANCING ACTIVITIES
Operating transfers

Net cash from (used for}

noncapital financing activities

CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition of capital assets

Net cash from (used for)
eapital and related financing activities

INVESTING ACTIVITIES
Purchase of investments

Net cash from (used for)
investing activities

INCREASE IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT
END OF YEAR

Trust Administrative Total
Fund Fund
$12,607,205 $12,607,205
293,615 293,615
(995,1885) (995,185)
(1,091,154  (1,091,154)
3,256,522 3,256,522
{230,838) (230,838)
15,162,157 (1,321,992) 13,840,165
(1,452,327) 1,452,327 -0-
(1,452,327) 1,452,327 a0~
(4,334) {4,334)
{4,334)

-0- (4,334)

' (12,705,025)

(12,705,025)

(12,705,025) 0- (12,705,025)
1 ,004,805 126,001 1,130,806
1,692,002 235,983 1,927,985

$2,696,807 $361,984 $3,058,791

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



MISSISSIPPI PREPAID AFFORDABLE COLLEGE TUITION PROGRAM
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2001

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

A,

General Description of the Mississippi Prepaid Affordable College Tuition Program (MPACT).

MPACT 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 to, 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 arefund of principal
paid into the Program, plus an amount of interest not less than the prevailing rates of interest -

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 the nine-member College Savings Plans of Mississippi 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 pongi‘essional
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 reporting entity
and is reported as an enterprise fund in the State of Mississippi Comprehensive Annual
Financial Report (CAFR). These financial statements and the accompanying notes relate
directly to the Mississippi Prepaid Affordable College Tuition Program. The Mississippi
Affordable College Savings Program issues separate financial statements.

Basis of Accounting - The financial statements contained in this report are prepared on the
accrual basis of accounting, whereby revenues are recognized when earned 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 follows GASB Standard No. 31, “Accounting and Reporting
for Certain Investments and for External Investment Pools”, which requires that investments in
equity securities with readily determinable fair values, all investments m 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.

Determination Of Fair Values Of Financial Investments - Fair value for cash and cash
equivalents, 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 instraments.

Furniture and Fixtures - Furniture and fixtures with original cost in excess of $5,000 are
reported at cost less allowances for depreciation. Depreciation is recorded by the straight-line
method over the estimated useful lives of the assets. '

Tuition Benefits and Expenses Payable - Tuition benefits and expenses payable represents the
cutrent and long-term portions of the actuanally 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 transaction is recorded as a transfer or a receivable. All
administrative expenses are recorded in the Administrative Fund. These expenses are funded
by operating transfers from the Trust Fund, since the Administrative Fund has no source of

revenue.

 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 accounting
principles generally accepted in the United States of America 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.

Recent Pronouncements - The Governmental Accounting Standards Board (GASB) recently
issued Statement No. 34, “Basic Financial Statements - Management’s Discussion and Analysis




- for State and Local Governments”, This Statement establishes accounting and financial
reporting standards for external financial reportmg, and also establishes specific standards for
the basic financial statements, management discussion and analysis and certain other required
supplementary information. The State of Mississippi and MPACT will adopt GASB Statement
34 for the fiscal year ending June 30, 2002. MPACT does not believe the adoption of
Statement 34 will have a material effect on its financial position or results of operations.

NOTE 2 - CASH AND CASH EQUIVALENTS AND SHORT-TERM 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,

At fiscal year end the carrying amount of the Program’s deposits was $6,300,816 and the bank balance
was $6,300,816, including all bank accounts, funds in the State Treasury, and short-term investments.
Deposits of the Program are entirely insured or collateralized with securities.

NOTE 3 - INVESTMENT SECURITIES

MPACT funds are invested according to the relevant statutes and the investment policies adopted by
‘the Board of Directors. 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 Baok 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 terms 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 descnptlon of allowable investments, see Mississippi

Code Ann., §37-155-9(v).

Investments consisted of the following at June 30, 2001:

_Cost _Fair Value

U.S. Treasuries and Agencies $ 10,081,707 $ 10,211,661
. Municipal Bonds 3,657,793 3,712,620
Mortgage and Other Asset Backed Securities 5,180,370 5,279,949
Corporate Debt Securities 2,446,290 2,467,798

Mutual Funds 12,622,535 13,337,125



Corporate Equity Securities

Domestic 7 : 22,087,485 20,529,039
Foreign 12.312.808 11.541,758
Total $ 68,388,988 $67.079.950

Tnvestments of the Program are entirely uninsured and unregistered and are held by third parties in
MPACT’s name.

NOTE 4 - TUITION BENEFITS AND EXPENSE PAYABLE - NET

Tuition benefits and expense payable, net, represents the current and long-term 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 installment contract
purchasers, Recording future tuition obligations at the actuarially determined present valie results in the
recognition of tuition benefit expense and a corresponding increase in tuition benefits payable.

Actuarially Determined Funding Status - Presented below is the total tuition benefits obligation of the
Program. The standardized measurcment 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 actuarial valuation: June 30, 2001
Assumptions: ,
Rate of return on investments : 7.8%
Future tuition increases 6.5%
Payment of tuition and ' 128 credit hours utilization; payments will
mandatory fees occur twice annually
Results:
A.P.V. of future benefits and expense payable
Current $ 4,475,694
Long-term 85,304,512

Total $ 89,780,206



Net assets available for benefits at market
value $ 73.518.256

Net tuition benefits and expenses payable

in excess of assets $ (16.261,950)

Total assets as percentage of total tuition benefits
and expenses payable : 86.37 %

Tuition benefits and expenses payable, net
includes the following as of June 30, 2001:

Actuarial present value of future payments
to be made for tuition, fees, expenses and
contract cancellations for all confracts sold  $ 119,301,835

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

purchasers (29.521.629)

Tuition benefits and expenses payable,
net at end of year $ 89,780,206

NOTE 5 - FAIR VALUE DISCLOSURES

The carrying values and estimated fair values of MPACT’s financial instruments as
of June 30, 2001 were as follows:

Carrying. Estimated

Value Fair Value
Cash and cash equivalents $ 3,058,791 $ 3,058,791
Short-term investments 3,242,025 3,242,025
Receivables 425,503 425,503
Investment securities 67,079,950 67,079,950
Current liabilities 4,752,245 - 4,752,245
Long-term liabilities 85,512,813 85,512,813

The carrying amounts for cash and cash equivalents, receivables, short-term
investments and current labilities are considered a reasonable estimate of fair value.
The fair value of investment securities (including foreign currency exchange
contracts) is determined by quoted market prices. Both the carrying value and



market value of long-term liabilities are determined based on the discounted value of
contractual cash flows.

The estimated fair values are significantly affected by assumptions used, principally
the timing of future cash flows, the discount rate, judgements regarding current
economic conditions, risk characteristics of various financial instruments and other
factors. Because assumptions are inherently subjective in nature, the estimated fair
values cannot be substantiated by comparison to independent quotes and, in many
cases, the estimated fair values could not necessarily be realized in an immediate sale

or settlement of the investment.
NOTE 6 - CURRENCY RATE MANAGEMENT

Certain investments of MPACT are exposed to continuing fluctuations in currency
rates, which are recorded as an adjustment of realized and unrealized gains and
losses. MPACT addresses this risk through a controlled Program of risk -
management that includes the use of foreign currency exchange contracts. Such
contracts are initiated within the guidelines of investment statutes and policies and do

not create risk because resulting gains and losses offset gains and losses on the
investment being hedged. MPACT does not hold or issue financial instruments for
trading purposes. Foreign currency exchange contracts outstanding at June 30,
2001 aggregated approximately $401,000 at cost and market value, with market
value determined based on quoted market prices.

NOTE 7 - TAX STATUS

The Board of the Trust Fund has, based on the opinion of tax counsel, held the view

that the Trust Fund is exempt from federal income taxation. The basis upon which

the Board has taken the position that the Trust Fund is tax-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 to income taxation under general principles

of federal tax law.

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 exempt from all
federal income taxation except that 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 include unrelated business

income). In March of 1998 the Board received an official ruling from the Internal
Revenue Service that the MPACT Program qualifies under Section 529 and is thus



exempt from federal taxation. Accordingly, no provision has been made in these
financial statements for accrual of income taxcs for the year ended June 30, 2001,

NOTE 8 - ACCOUNTING CHANGE

MPACT changed its capitalization policy for furniture and fixtures purchased after
July 1, 2000 to mirror a similar change made by the State of Mississippi. MPACT
implemented a policy whereby all furniture and fixtures less than $5,000 are
expensed when purchased. Previously all such purchases less than $500 were
expensed. To effect the change, MPACT restated the June 30, 2000 retained

-earnings balances. The reclassification of retained earnings is summarized as
follows.

Trust Administrative Total
Fund Fund
Retained earnings at June 30, 2000
as previously reported $180,721 $78.336 $259,057
Change in accounting policy -0- (21.528) (21.528)

Retained earmings at June 30, 2000 '
as restated $180.721 56.808 $237.529




‘Deloitte & Touche LLP

Suite 800

Lamar Life Building

317 tast Capitol Street

P.0.Box 3807

Jackson, Mississippi 39207-3807
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL

CONTROL OVER FINANCIAL REPORTING BASED UPON THE AUDIT
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the College Savings Plans of Mississippi Board of Directors
Mississippi Prepaid Affordable College Tuition Program
Tackson, Mississippi o '

We have audited the financial statements of Mississippi Prepaid Affordable College Tuition
Program (“MPACT” or the “Program™) as of and for the year ended June 30, 2001, and have
issued-our report thereon dated September 27, 2001. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. :

Compliance

As part of obtaining reasoniable assurance about whether MPACT"s financial statements are free
of material misstatement, we performed tests of its compliance with cenain provisions of laws,
regulations, contracts, and grants, noncompliance with which couid have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance that
are required to be reported wnder Government Auditing Standards. '

Internal Control Over Financial Reporting

In planning and performing ‘our audit, we considered MPACTs intemal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing an opinion
on the financial statements and not 1o provide assurance on the internal control over financial
reponting. Our consideration of the intemal control over financial reporting would not
necessarily disclose all matters in the internal control over financial seporting that might be
material weaknesses. A material weakness is a condition in which the design or operation of one
or more of the internal control components does not reduce 1o a relatively low level the risk that
misstaiements in amounts that would.be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course
of performing their assigned functions. We noted no matters involving the intenal control over
financial reporting and its operation that we consider to be material weaknesses. '

This report is intended solely for the information and use of the audit comnmittee, management
and the Mississippi State Legislature and is not intended to be and should not be used by anyone

other than these specified parties.

Radar, . Yool Lif

September 27, 2001

Deloitte
Touche
Tohmatsu
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i’] ERNST& YOUNG & Ernst & Young Lie m Phone: (404) 874-8300

Suite 2800 WWW. Y. COM
600 Peachtree Street
Atlanta, Georgia 30308-2215

October 15, 2001

Board of Directors

Mississippi Prepaid Affordable College Tuition Program
State Treasury Department

550 High Street

Suite 503

Jackson, MS 39205

To the Board:
We have completed our actuarial analysis of the Fund (“the Fund") for the Mississippi-
Prepaid Affordable College Tuition Program ("the Program") as of June 30, 2001. This

report presents our findings with respect to the Fund's expected cash flows and
adequacy of the Fund.

Based on assumptions approved by the Board in 2001, the expected value of

liabilities exceeded the expected value of assets by $16.3 million. At the request of
the Program, this year’s report contains additional analysis to quantify the window of
time current and future business cash flows have to experience a recovery.

In preparing this report we have relied on the asset and contract information provided
by the Program staff and by the Program’s records administrator for enrollments -

through June 30, 2001. We performed no independent audit or verification of these
data. '

We appreciate the opportunity to serve the Program. Any questions about the report
should be directed to Mark Walker at 404/817-4084.

Very truly yours,

. Sanet ¥ MLL?

Emst & Young LLP is a member of Ernst & Young International, Ltd.



Valuation Results

As of June 30, 2001 the Program has an unfunded liability of $16.3 million (the value
of expected liabilities of the trust exceed the value of assets, including the value of

~ future payments by contract purchasers, by that amount). The liability amounts are
based on actuarial assumptions chosen by the Board and reviewed by us. The
Program’s records administrator, InTuition Solutions, Inc., provided us with
information relating to contracts in place as of June 30, 2001, Program siaff provided
us with information relating to assets and investment returns,

The $16.3 rhil]ion unfunded liability compares to the $238,000 surplus as of June 30,
2000. Reasons for this change in surplus include:

1.

The difference in actual versus projected tuition in 2001. The inflation
assumptions in 2000 were 6.5% for university tuition and 6.0% for junior
college tuition. In 2001 the weighted average tuition increased by 15.2% for
universities and 18.1% for junior colleges. The greater than expected increase
in tuition means that future contract payouts will be greater than priced for

and expected. The differences in actual versus projected tuition representa -

- $6.4 million reduction in surplus.

The change in long term interest rate assumption. The interest rate
assumption for 2001 is 7.8%, compared to 8.1% in 2000. This assumption
difference represents a $2.3 million reduction is surplus.

The change in junior college inflation assumption. The inflation assumption
in 2001 is 5.0%, compared to 6.0% in 2000. This assumption difference
represents a $0.4 million reduction in surplus.

The under performance of assets. This represents a $7.2 million reduction in

surplus.

At the request of the Program, we reviewed the cash flows from the existing contracts
and additional cash flows from five years of sales at 750 contracts per year. This
analysis is intended to quantify the window of time current and future business cash
flows have to experience a recovery. We note the following from these projections:

1.

2.

The Program is projected to receive more in payments on existing contracts
than it is projected to pay out in benefits and expenses for the next two years;
Adding projected investment income to existing contracts at a rate of 7.8% to
the projected cash flows above, assets of the Program will begin to decrease in
fiscal year beginning July 1, 2007;

Assuming contract sales on 750 each for the next five years, the Program is
projected to receive more in payments on contracts than it is projected to pay
out in benefits and expenses for the next five years;

Adding another (sixth) year of contract sales will not make the sixth year
positive.



The impact of unanticipated events subsequent to the date of this analysis is beyond
the scope of this report. My conclusions regarding the period of positive cash flows
is based on various assumptions about future coniract experience, economic
conditions, and investment performance. The Program s future experience may not
follow all the assumptions used in the analysis and deviations of experience from
assumptions may be material.

Contract Sales

As of June 30, 2001 there were 10,823 participants enrolled in the Program. This
compares to 9,814 participants in the Program in 2000,

The majority of the contracts are for four-year of university (6,397 contracts or 59%).

There were 2,441 two-year junior college plus two-year university contracts (23% of
the total} and 800 two-year junior college contracts (7% of the total).

Weighted Average Tuition

The Weighted Average Tuttion (“WAT") is the average of tuition and fees for in-state
residency at Mississippi colleges and universities weighted in proportion to the
number of Mississippi resident students attending the schools.

WAT for four-year universities is $3,408 for the fall of 2001, an increase of 15.1%
over the WAT of $2,962 i the fall of 2000.

WAT for junior colleges is $1,278 for the fall of 2001, an increase of 18.2% over the
WAT of $1,081 in the fall of 2000.

Actuarial Assumpltions

Tuition increases are assurmned to be 6.5% per year for all futuré years at universities,
and 6.0% per year for all future years for junior colleges. Investments are assumed to
return 7.8% per year for all future years. These assumptions and our methodology are
described more fully in the body of this report.
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