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“Ismsnpl December 31, 2004

The Honorable Haley Barbour

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

n compliance with Sections 37-155-9(cc) and 37-155-117(3), Mississippi Code
Annotated, I am honored on behalf of the Board of Directors of the College Savings
Plans of Mississippi to submit to you this annual report of the College Savings Plans
of Mississippi.

Some achievements of the program during this year include the following:
¥ 1,900 additional applications to the Mississippi Prepaid Affordable College

Tuition (MPACT) Program were received on behalf Mississippi’s children
during fiscal year 2004, increasing the total enroliment to 19,410.

¥ As of June 30, 2004, the invested balance of the MPACT Trust Fund totaled
over $129 million in funds, net of tuition payouts since inception of $11.4 million,

% The Mississippi Affordable College Savings (MACS) Plan continued to grow.
Under MACS, Mississippi families can save for books, dorms, meal plans and
other college costs with market rates of return. As of June 30, 2004, 5,027

'MACS accounts had been opened with an invested balance of $32.8 million.

% The MPACT and MACS Programs received unqualified financial audit
opinions. ,

The College Savings Plans Board is pleased with the results in fiscal year 2004 and
remains committed to the long term success of this ouistanding opportunity for the
peopie of Mississippi.

Tate Neeves
State Treasnrer of Mississippi Sincerely,

Barty G. Simmons
- CZPA, Dinertor of

College Savings Plans f

Post Office Box 120

Jackson, MS 39205 Tate Reeves
. State Treasurer and
Suite B-30 Woolfolk Ex-Officio Member of the B

State Office Building
501 N, West Street
Jackson, MS 39201

MPACT Board of Directors

601.359.5255

1-800-987-4450
Fax: 601.359.5234
www.collegesavingsmississippl.com




COLLEGE SAVINGS PLANS OF MISSISSIPPI
ANNUAL FINANCIAL AND ACTUARIAL REPORT
AS OF JUNE 30, 2004

EXECUTIVE SUMMARY

Program Description and Activities

The College Savings Plans of Mississippi includes
two Section 529 qualified 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 Affordéble College
Tuition (MPACT) Program is a state program,

begunin 1997, under which Mississippians may

pay college tuition in advance fortheir children

prepaid tuition contract under the previously
existing MPACT Program. '

Under its statutory authority to appoint

investment managers, adopt resolutions forthe
administration of the program and establish
investment policies for the program., the Board
has 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 10 other
states.

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. During FY 2004 the program
conducted its eighth enroliment period, invested
the funds received from MPACT participants,
managed the accounts for MPACT purchasers
and paid tuition totaling $4.6 million on behalf of

MPACT students at Mississippi and out-of-state.

colleges and universities.

. The Mississippi Affordable College Savings
(MACS) Program was Jaunched during 'Y 2001
and continued to grow during FY 2004. 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 saveto

© . 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 2 savings trust
agreement under the MACS Program or a

. Affordable College Tuition Program

During FYY 2003 the MACS Advisor Program
was added so that financial planners and
investment advisors could market Mississippi’s
Section 529 savings program to their clients.

Independent Auditor’s Reports

The financial statements of the MP ACT Program
and the MACS Program as of the fiscal year
ended June 30, 2004 were audited by Carr,
Riggs & Ingram, LL.C, of Jackson, Mississippi.
Our auditors issued each program an ungualified
audit opinion. '

The MPACT opinion states that “such financial -

30,2004 and 2003, and the results
operations and its cash flows forthe y
ended in conformity with accounting;
generally accepted in the U

America.” -

The MACS opinion states
statements present fairly, i
the fiduciary net ass



Affordable College Savings Program as of June
30, 2004 and 2003, and the changes in fiduciary
net assets for the years then ended 1n conformity
with accounting principles generally accepted in
the United States of America.”

Complete copies of the auditors® report, the
financial statements and accompanying notes are
enclosed.

Independent Actuaries Report

An actuarial evatuation of the MPACT Program
as of June 30, 2004 was performed by Richard
M. Kaye & Associates in conjunction with
PriceWaterhouseCoopers, LLP. Thisevaluation
concluded that the MPACT Trust Fund had a
- future unfunded liability of $25.2 million, down
from $32.4 million last year. However, the

from the fall 2004 enrollment period are not
reflected in the MPACT financial statements as of
June 30, 2004. The Board has established a
policy to hold future MPACT enrollment periods

" annually in the fall of each year.

MACS was launched in March, 2001, The
MACS Program does not have a limited
enroliment period. As of June 30, 2004, 5,027
MACS accounts had been opened.

Financial Results

As of June 30, 2004 the MPACT Trust Fund
had received net tuition contract payments since
program inception totaling over $129 million. This
amount, plus future payments due from
participants under current contracts and
investment earnings from the MPACT Trust

actuaries projected that the Program has a
projected positive cash flow from existing
contracts for at least one year as of June 30,
2004, and the Board believes that cash flow plus
program investments are sufficient to cover
contract liabilities as the investment markets
recover. If the program meets its investment
income assumption for the next five years, it
would generate enough cash flow to operate until
2014 without using any of the invested balance as
of June 30,2004, It is the intention of the Board
of Directors to continue a sound long-term
investment program to ensure future actuarial
soundness. A copy of the actuary’s report is
enclosed.

Enroliment Results

MPACT held its eighth enrollment period from
September 1, 2003 until December 5, 2003.

--During FY 2004 (including the open enrollment -

period and newborn applications received
- throughout the year) 1,900 prepaid tuition
contracts were sold increasing total enrollment
since program inception to 19,410 contracts. An

additional enrollment period was held from -

September 1 until November 30, 2004. Results

Fund, will fund future tuition payments for

" contract beneficiaries. As of June 30, 2004,

MPACT has paid out $11.4 million in tuition
benefits since program inception.

Long-term investments of the MPACT Trust
Fund totaled $129.9 million as of June 30, 2004,
with an additional $8.5 million in cash and short
term instruments for a total invested balance of
$138 million. During fiscal year2004 the fund
earned a 17.9% rate of return as calculated by
Merrill Lynch, The Board's Investment
Evaluation Consultant. Since inception the
MPACT find has an average annualized return of
4.8%.

As of June 30, 2004 MACS had an invested
balance of $32.8 million.
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JDEPENDENT AUDITORS’ REPORT

To the College Savings Plans of Mississippi Board of Directors
Mississippi Affordabie Coliege Savings Program

+ Jackson, Mississippi

We have audited the accompanying statements of fiduciary net assets of Mississippi
Affordable Coliege Savings Program (the “Program”) as of June 30, 2004 and 2003,
and the related statements of changes in fiduciary net assets for the years then
ended. These financial statements are the responsibility of the Program's
management. Our responsibiiity is to express an opinion on these financial
statements based on our audits.

We conducted our audits 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. 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 audits provide a reasonabie basis for our opinion.

in our opinion, such financial statements present fairly, in ali material respects, the

" fiduciary net assets of Mississippi Affordable College. Savings Program as of June

30, 2004-and 2003, and the changes in fiduciary net assets for the years then ended
in conformrty with accounting principies generaily accepted in the United States of
America. :

in accordance with Government Audifing Standards, we have also issued a report
dated September 17, 2004, on our consideration of the Program's internal control
over financial reporfing and our tests of its compllance with certain provisions of
laws, reguiations, contracts, and grants. That report is an integral part of an audit
performed in accordance with Govermment Audifing Standards and should be read

. in conjunction with this report in considering the resuilts of our audit.

Cou, B #frgpom

Ridgetand, Mississippi
September 17, 2004




MISSISSIPPI AFFORDABLE COLLEGE SAVINGS PROGRAM
STATEMENTS OF FIDUCIARY NET ASSETS
AT JUNE 30,2004 AND 2003

2004 2003
T Trust  Administrative Endowment Total Total
Fund Fund Fund
ASSETS
Cash and cash equivalents $633,471 $8,620  $1,000  $643,001 $28,813
Dividend & interest receivable 859 C ' 659 60,584
Due from transfer agent 15,769 15,769 27,224
Receivable from securities transaction S 250
investment securities 32,819,696 32,819,696 18,478,501
Due from other funds - 34,981
'- “Total assets $33,469,595 ] 3,479,215 $18,630,353
LIABILITIES AND NET ASSETS

Warrants payable $607 . 8607 $2,346
Due to custodian / transfer agent $862 862 17,208
‘Accrued investment management fee 15,665 15,665 8,686
‘Payable for securities transactions 20,844 20,844 2,962
‘Compensated absences 7.710 7,710 5,848
§D_ue to other funds - 79,000
. Total liabilities 37,371 8317 . 45,688 116,050
Net assets held in trust 33,432,224 303 $1,000 33,433,527 18,514,303
" Total liabilities and net assets $33,469,595 $8,620 $1.000 $33,479,215  $18,630,353

The accompanying notes are an integral part of these financial statements.
9



MISSISSIPPI AFFORDABLE COLLEGE SAVINGS PROGRAM

. STATEMENTS OF CHANGES IN FIDUCIARY NET ASSETS
EOR THE YEARS ENDED JUNE 30, 2004 AND 2003

2004 : 2003
T Trust _ Administrative Endowment Total Total
Fund Fund Fund
ADDITIONS
investment earnings
interest $115,923 $761 $116,684 $25,778
Dividends 7 894,405 ‘ 894,405 284,192
Net realized gain (loss) on investments 1,120,618 1,120,618 (495,094)
Net change in unrealized gain
on invesiments 1,018,117 1,018,117 1,001,009
Total investment eamings 3,148,063 761 3,149,824 905,885
Less invesiment expenses ‘
Management fees 152,545 , 152,545 78,337
Net investment earnings 2,996,518 761 - 2,997,279 827,548
Other Receipts : .
Customer subscriptions 13,161,732 13,161,732 10,880,584
Program manager transfers 175,000 . 175,000 175,000
Total other receipts 13,161,732 175,000 - 13,336,732 11,055,584
TOTAL ADDITIONS 16,158,250 175,761 - 16,334,011 11,883,132
DEDUCTIONS
Customer redemptions 1,283,561 1,283,561 668,971
Salaries and travel '1_05.1’57 105,157 97,673
Contractual services 22,205 22,205 96,899
Commodities and supplies - 3,864 3,864 13,742
TOTAL DEDUCTIONS . 1,283,561 131,226 - 1,414,787 877,285
CHANGE IN NET ASSETS ‘14.874,689 44 535 - 14,919,224 11,005,847
NET ASSETS AT BEGINNING - |
OF YEAR 18557536 . (44,232)  §1,000 18,514,303 7,508,456
NET ASSETS AT END OF YEAR $33,432,224 $303 $1,000 $33,433,527 $18,514,303

The accomnanvina notes are an intearal part of these financial statements.
10



MISSISSIPPI AFF ORDABLE COLLEGE SAVINGS PROGRAM
' NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 36, 2004 AND 2003

NOTE 1 - ORGANIZATION

The Mississippi Affordable College Savings (MACS) Program was created by the 2000 Session
of the Mississippi Legislature to assist qualified students in financing costs of attending
institutions 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
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 Mississippi 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 consists of two investment programs: (1) the Mississippi Affordable
College Savings Program (the “Direct Program™) and (2) the Mississippi Affordable College
Savings Advisor Program (the “Advisor Program™). These financial statements include both
programs. The Direct Program commenced operations on February 9, 2001 and began accepting
subscriptions on March 20, 2001. The Advisor Program commenced operations on October 15,
2002.

An individual participating in the Program establishes an Account in the name of a Beneficiary.
Contributions to the Direct Program can be made among three investment options: the Managed
Allocation Option, the 100% Equity Option and the Guaranteed Option. Contributions in the
Managed Allocation Option are allocated among eleven age bands, based on the age of the
beneficiary. Each age band invests in varying percentages in the International Equity, Growth ‘
and Income, Inflation-linked Bond, Equity Index, Real Estate Securities, Large-Cap Value Index,
Small-Cap Blend Index, and Money Market Funds of the TIAA-CREF Institutional Mutual
Funds. The 100% Equity Option invests in varying percentages in the Growth and Income,
Equity Index, Real Estate Securities, Large-Cap Value Index, Smali-Cap Blend Index and
International Equity Funds of the TIAA-CREF Institutional Mutual Funds. All allocation
percentages are determined by the Board and are subject to change. Beginning on April 1, 2003,
the Guaranteed Option for the Direct Program invested in 2 Fund Agreement issued by TIAA-
CREF Life Insurance Company, a subsidiary of TIAA, which guarantees principal and a
minimum return of 3% per annum. Prior to April 1, 2003, Trust assets currently in the
Guaranteed Option were invested in the Money Market Fund of the TIAA-CREF Institutional
Mutual Funds through a Money Market Option. ' '

11



Contributions to the Direct Program can be made among eight investment options, whickh are
subject to a sales charge imposed at time of purchase and paid prior to investment of
contributions in the Trust. The Advisor program investment options are the Growth and Income
option, Equity Index Option, Large-Cap Value Index option, Small-Cap Blend Index option,
Bond Option, Balanced Option, International Bquity Option, and Guaranteed Option.

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 accepted in the United States of America.

A Valuation of Investments: The market value of the investments n mutoal fumds 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 fransactions 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 methed.

C. Penalty Fees: The Program does not retain penalty fees on non-qualified withdrawals;
however, the Account Owner may be subject to additional federal income taxes relating
to any earnings on non-qualified withdrawals. ~ '

D. Federal Income Tax: No provision for federal income tax has been made. In 1996,
Congress passed the Small Business Job Protection Act 0f 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 525. The Program expects to be a qualified
state tuition program under Section 52 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. '

12



E. Reporting Entity: The MACS Program is part of the State of Mississippi’s reporting
entity and is reported as a private purpose trust fund (fiduciary fund) in the State of
Mississippi Comprehensive Annual Financial Report (CAFR). These financial
statements and the accompanying notes relate directly to the Mississippi Affordable
College Savings (MACS) Program, including both the Direct Program and the Advisor
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 accrual basis of accounting whereby revenues are recognized when earned and
expenses are recognized when services or benefits are received.

G. Due to Other Funds: Substanﬁally all of the due to other funds liability represented an
interest-free loan appropriated from another fund within the State Treasury.

NOTE 3 - MANAGEMENT AGREEMENT

For its services as Program Manager, TF1, and related entities, are paid an annual fee of of

0.70% of the average daily net assets of the Program, plus the specific investment management

. fees for the underlying investments in the TIAA-CREF Institutional Mutual Funds. Total fees
earned by TF], and related entities, for the years ended June 30, 2004 and 2003 were $179,146
and $94,388 respectively, which included $152,545 (2004) and $78,337 (2003) of fees on

- average daily net assets of the Program and $26,601 (2004) and $16,051 (2003) of fees on
underlying Program investments in the TIAA-CREF Institutional Mutual Funds.

NOTE 4 - ADMINISTRATIVE FUNDING

Expenditures from the Administrative Fund for ﬁscal years 2004 and 2003 were ﬁmded through
payments to the State Treasury by TFI from the fees charped to MACS account Owners as
specified by the Management Agreement.

NOTE 5 - INVESTMENTS

At June 30, 2004, the net unrealized appreciation of portfolio assets was $1,657,470, consisting
of gross unrealized appreciation of $1,811,640 and gross unrealized depreciation of $154,170.
At June 30, 2003, the gross unrealized appreciation of portfolio investments was $639,353.

- There were no gross losses at June 30, 2003,

Purchases and sales of portfolio securities for the year ended June 30, 2004 were $26,799,350

and $16,415,214, respectively. Purchases and sales of portfolio securities for the year ended
June 30, 2003, were $15,924,390 and $8,458.480, respectively.

13



As of June 30, 2004 and 2003, the Program’s investments consisted of the following:

2004 , 2003
Cost Fair Value Cost Fair Value
TIAA-CREF Institutional Mutual Funds
" International Equity Fund $ 1,457,224 $ 1,838,263 $ 1,995,908 $2,034,684
Growth and Income Fund 2,145,555 2,497,732 2,403,425 2,601,438
Inflation Linked Bond Fund 1,772,202 1,771,038 2,911,539 2,945,899
Equity Index Fund 5,921,935 6,503,632 3,351,645 3,534,792
_Real Estate Securities Fund 1,614,805 1,737,810 041,307 088,201
- Larpe Cap Value Index Fund 1,403,817 1,538,146 639,646 680,246
Small Cap Blend Index Fund 1,210,583 1,398,907 540,635 591,062
Bond Fund 5,912,554 5,759,548 1,394,051 1441,187
Money Market Fund 814,757 814,757 770,654 770,654
International Equity Index Fund 1,900,123 1,931,079
S&P 500 Fund 2,298,375 2,318,488
TIAA-CREF Life Insurance Company ~ ~
Funding Agreement : 4,710,295 4,710,295 2,890,338 2,890,338
Custodial Credit Risk

For an investment, custodial credit risk is the risk that, in the event of the failure of the
counterparty, MACS will not be able to recover the value of its investments oOr collateral
securities that are in the possession of an outside party. Investment securities are exposed to
custodial credit risk if the securities are not registered in the name of the government and are
held by either the counterparty or the counterparty’s trust department or agent but not in the
government’s name. Investments of the Program are entirely uninsured and are held by third
parties in the name of MACS for the benefit of account owners. For deposits, custodial credit
risk is the risk that in the event of a bank failure, the government’s deposits may not be returned
to it. Deposits of the program are entirely insured or collateralized with securities.

Interest Rate and Credit Risk

Market or interest rate risk is the greatest risk faed by an investor in the fixed income market.

The price of a fixed income security typically moves in the opposite direction of the change in
interest rates.

Debt securities are investments in mutual funds holding U.S. Government securities and
corporate bonds. The Bond Fund is invested in at least 80% investment grade bonds and other
fixed-income securities. The Inflation Linked Bond Fund is invested in at least 95% mvestment
grade fixed-income securities with a maximum maturity of at least one year. Money market

_funds have a maximum maturity of one year.

MACS does not have a formal investment policy that limits investent maturities as a means of

managing its exposure to potential fair value losses arising from future changes in interest rates.

14



Foreign Currency Risk

All foreign currency-denominated investments are in equities and foreign cash. The
International Fund has a policy of maintaining investments of equity securities of foreign issuers
located in at least three different countries other than the United States.

15
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON INTERNAL CONTROL

OVER FINANCIAL REPORTING BASED UPON THE AUDIT PERFORMED IN ACCORDANCE

WVITH GOVERNMENT AUDITING STANDARDS

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

We have audited the financial statements of Mississippi Affordabie College Savings Program
(“MACS” or the “Program") as of and for the years ended June 30, 2004 and 2003, and have
issued our report thereon dated September 17, 2004. We conducted our audits 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 reasonable assurance about whether MACS’ 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 matenal

effect on the determination of financial statement amounts. However, providing an opinion on

. compliance with those provisions was not an objective of our audits, 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.

internal Contro! Over Financial Reporting

in planning and performing our audits, we considered MACS' 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 to provide assurance on the intemal control over financial
reporting. Our consideration of the intemal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be material
weaknesses. A material weakness is a condition in which the design or operation of one or more
of the internal conirol components does not reduce to a reiatively 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 normai 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 informafion and use of the audit committee, management
and the Mississippi State Legistature and is not intended to be and should not be used by anyone
other than these specified parties.

~ Yoo ¥ |
Lo, RS Flagrom, s
‘Ridgeland, Mississippi | '
Septemnber 17, 2004

17
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bEE’ENDENT AUDITORS’ REPORT
To the College Savings Plans of Mississippi Board of Directors
Mississippi Prepaid Affordable Coliege Tuition Program
Jackson, Mississippi ,

We have audited the accompanying balance sheets of Mississippi Prepaid

- Affordabie Coliege Tuition Program (the “Program”) as of June 30, 2004 and 2003,

and the related statements of revenues, expenses and changes in retained earnings
and cash. flows for the years then ended. 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 audits.

We conducted our audits in accordance with auditing standards generally accepted
in the United States of America and the standards applicabie to financial audits

_ contained in Govermnment Auditing Standards, issued by the Compigoller 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 audits provide a reasonabie 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, 2004 and 2003, and the results of its operations and its cash flows for the
years then ended in conformity with accounting principles generally accepted in the
United States of America.

in accordance with Gove;hmenf Auditing Standards, we have also issued a report

dated September 17, 2004, on our consideration of the Program's intermal 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 Govemnment Auditing Standards and should be read
in conjunction with this report in considering the results of our audits.

_6,,,,[} R{%@ ?(/}4)7’1/!4?4 e

Ridgeland, Mississippi
September 17, 2004
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MISSISSIPP| PREPAID AEFORDABLE COLLEGE TUITION PROGRAM
BALANCE SHEETS
AT JUNE 30, 2004 AND 2003

2004 2003
. Trust Adeministrative
T Fund Fund Total Total
ASSETS
CURRENT ASSETS
Cash and cash equivalents $4,798,514 $346,547 $5,145,061 $3,980,767
- Short-term investments 3,730,000 3,730,000 2,345,000
- Due from other fund - 71,040
Interest receivable 470,477 470,177 500,104
Totat current assets 8,998,691 346,547 9,345,238 £,896,911
NONCURRENT ASSETS
Investment securities 120,913,384 129,913,384 98,165,178
Total noncurrent assets 129,913,384 - 129,913,384, 98,165,178
" Total assets $138,912,075 $346,547  $139,258,622 _$1 05,062,089
LIABILITIES AND TRUST EQUITY {DEFICIT) '
CURRENT LIABILITIES
Warranis payabie $64,639 $44.771 $109,410 $91,905
Accounts payable 261,800 261,800 155,764
Due to other fund ‘ ) - 36,481
Tuition benefits and _
expense payabie 3,468,257 3,468,257 4,613,249
Total current liablfiities 3,532,806 306,571 3,839,467 . 4,897,399
LONG-TERM LIABILITIES
Tuition benefits and
expense payable 160 572,478 160,572,479 132,546,555
. Compensated absences 20,083 20,083 22,098
Total long-term liabilities 160,572,479 20,083 160,592,562 132,568,653
Total fiabilities 164,105,375 326,854 164,432,029 137,466,052
TRUST EQUITY (DEFICIT)
Retained earnings (geficit) (25,193,300) 49,883 (25,173,407) (32,403,963}
Total liabilities and
trust equity (deficit) $138,812,075 $346,547  $139,258,622. $105,062,089

The accompanying

notes are an integral ggrt of these financial statements.



MISSISSIPPI PREPAID AFFORDABLE COLLEGE TUITION PROGRAM
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
FOR THE YEARS ENDED JUNE 30, 2004 AND 2003

< 2004 2003
Trust Administrative
Fund Fund Total Total
PERATING REVENUES
Net investment income _ $18,932,299 $18,032,299 $6,014,912
Net increase in present value of tuition :
- receipts over related benefits payabie - 1,344,490
Administrative fees 551,233 551,233 504,118
Total operating revenues '19,483,532 - 19,483,532 7,953,520
YPERATING EXPENSES
Salaries and travel $241,603 241,603 259,388
Contractual services 1,633,944 1,633 ,94} 1,323 317
Commodities and supplies 30,183 . 30,183 28,342
Capital outay 6,002 6,002 . 3.759
Tuition payments - 4827,370 4,627,370 3,163,259
Net increase in present vaiue of benefits
payable over related tuition receipts 5,713,784 5713,784 .
Total operating expenses - 10,341,154 1,911,822 12,252,976 4,778,065
Operating income 9,142,378  (1,811,822) 7,230,556 3,175,455
OPERATING TRANSFERS (1,801,348) 1,001,348 - ]
NET INCOME - 7,241,030 (10,474} 7,230,556 3,175,455
RETAINED EARNINGS (DEFICIT) AT
BEGINNING OF YEAR {32,434,330) 30,367 (32,403,963) (35,579,418)
RETAINED EARN!NGS (DEFICIT) AT : _
END OF YEAR ($25,193,300) $19.893  (§25,173,407) ($32,403,963)

Tl AeAAmARamsinA nntac ars an inteqra

| 55“1 of these financial staternents.




MISSISSIPPI PREP

AID AFFORDABLE COLLEGE TUITION PR_OGRAM
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30,2004 AND 2003

2004 2003
Trust Administrative
i Fund Fund Total Total
OPERATING ACTIVITIES
Contract payments received $21,245,126 $21,245,126 $21,320,317
Administrative fees received 551,233 551,233 594,118
Cash payments for tuition (4,827,370} (4,627,370) (3,163,259}
Cash payments to suppliers for '
goods and services ($1.610,661) (1,610,661) (1,293,774}
Net investment incorme (loss) 10,003,942 10,003,942 (3,415,197}
Cash payments to employees
for services (223,054) {223,054) (239,625)
Net cash provided from operating -
activities 27,172,931 (1,833,715) 25,335,219 6', 13,802,580
NONCAPITAL FINANCING ACTIVITIES . _
Operating transfers ~ {1,801,348) 1,901,348 - .
Net cash provided from (used for)
noncapital financing activities (1,901,348) 1,901,348 - .
INVESTING ACTWITIES _
purchase of investments (24,174,822) (24,174,922} {12,525,280)
Net cash used for
investing activities (24,174,922) - (24,174,922) (12,525,260}
NET INCREASE IN CASH AND CASH |
EQUIVALENTS 1,096,661 67,633 1,164,294 1,277,320
CASH AND CASH EQUIVALENTS AT :
BEGINNING OF YEAR 3,701,853 278,914 3,980,767 2,703,447
CASH AND CASH EQUIVALENTS AT
END OF YEAR $4,798,514 $346,547 $5,145,061 $3,980,767

The accompanying note

s are an integral part of these financial statements.
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MISSISSIPPI PREPAID AFFORDABLE COLLEGE TUITION PROGRAM
RECONCILIATIONS OF NET INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
FOR THE YEARS ENDED JUNE 30, 2004 AND 2003

2003

7 2004
N Trust  Administrative
Fund Fund Total Total
f:-: NET INCOME FROM OPERATI.ONS : . $9,142,378 ($1,911,822) $7,230,556 $3,175,455
- Adjustments to reconcile net income from operations
© .o cash provided by operating activities
Unrealized gain on investments o (8,958,284} (8,958,284) {9,363,292)
Net increase in present value of tuition
. receipts over related benefits payabie - (1,344,490)
Net increase in present value of benefits ‘
payable over related tuition receipts 5,713,784 - 5,713,784 A
Increase in benefits payable 721,'167,148' _ 21,167,148 21,440,101
5 (Increase) decrease in other cumrent assets 100,967 S 100,967 (136,600}
increase in other liabilities ‘ 6,938 78,107 85,045 31,406
. NET CASH PROVIDED BY OPERATING ACTIVITIES $27,172,931 531,833,7152 $25,339,216 $13,802,580

The accompanying notes aré an integral §5art of these financial statements.




MISSISSIPPI PREPAID AFFORDABLE COLLEGE TUITION PROGRAM
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2004 AND 2003

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 retm for a specified actuarially
determined payment, MPACT will provide the contract beneficiary’s undergraduate -
+uition and mandatory fees (up to 160 semester hours) at any Mississippi public
university or community college. If the contract beneficiary atiends 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 tujtion 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
interest paid by bank savings accounts. '

The MPACT Program operates under the provisions of Mississippi Code Ann., §37-153-
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 fhe 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 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 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
+he accrual basis of accounting, whereby revenues are recognized when earned and
expenses are recognized when services or benefits are received.

Cash and Cash Equivaients - For purposes of the statement of cash flows, MPACT
defines cash equivalents as demand deposit accounts and cash in the State Treasury.
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Investment Securities - MPACT follows Governmental Accounting Standards Board
(GASB) Statement No. 31, « A coounting and Reporting for Certain Investments and for
External Investment Pools”, which requires that investments in equity securities with
readily determinabie fair values, a1l 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 a2 component of revenues and expenses. The net
{nvestment income (loss) reported in the Statement of Revenues, Expenses and Changes

in Retained Earnings includes both realized and unrealized gains and losses.

Determination Of Fair Values Of Financial Instruments - 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

Tuition Benefits and E)_cgensés 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 Trapsactions - During the course of normal operations, the MPACT#funds show

umerous transactions between funds. These transactions are reflected as operating
sransfers or as interfund receivables and payables. Management's intent t0 reimburse
determnines whether or not the interfund transaction is recorded as a transfer or a
receivable, All administrative eXpenses ar¢ recorded in the Administrative Fund. These
expenses are fimded by operating transfers from the Trust Fund, since the Administrative
Fund has no souree of revenue.

Accounting and Reporting - Under GASB. Statement No. 20, Accounting and Financial
Reporting for Proprietary Fund Accounting, the MPACT Program has elected to apply all
applicable GASB pronounceme ts as well as Financial Accounting Standards Board

pronouncements and Accounting Principles Board opinions, issued on or before
November 30, 1989, uniess 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
staternents and the reported amounts of revenues and expenses during the reporting

period. Actual results could differ from these estimates.
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NOTE 2 - INVESTMENT SECURITIES AND DEPOSITS

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 Bank bonds, Federal Home Loan Bank notes and bonds,
Federal Natignal Mortgage Association notes, debentures or obligations guaranteed by the U.S.
Government, bonds of the Tennessee Vailey 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, inciuding 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 description of atlowable investments, see Mississippi Code Ann., §37-155-9(v).

Investments consisted of the following:

June 30, 2004 2003
Cost Fair Value Cost Fair Value

U.S. Treasuries and Agencies - $.18,130,188 _$ 18,278,463 '$16,861,378 $17,697,755
Municipal Bonds 1,192,964 1,224,945 778,060 857,124
Mortgage and Other Asset Backed Securities 8,135434 8,352,553 8,345,963 9037353
Corporate Debt Securities 7,920,393 8,084,033 7,633,256 8,298,544
Corporate Equity Securities T

Domestic 61,791,710 66,750,130 49 792,572 47,544,704

Foreign 24255346 _ 27.223.240 15224 885 14.729.688
Total $121.426035 £120913.384 §£98636114 §98165.178

Of MPACT’s $130 million in investments at June 30, 2004, $12.4 million was held by an
external investment pool for the benefit of MPACT and the State of Mississippi Health Care
Trust Fund. Fair values were obtained from the pool custodian. All of the municipal bonds as of
June 30, 2004, were State of Mississippi taxable bond issues.

Custodial Credit Risk

For an investment, custodial credit risk is the risk that, in the event of the failure of the
counterparty, MPACT will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party. Investment securities are exposed 1o

. custodial credit risk if the securities are not registered in the name of the government and are
held by either the counterparty or the counterparty’s trust department or agent but not in the
government’s name. The Mississippi Code of 1972, Section 37-155-9(v)(x) requires that all
investments be clearly marked to indicate ownership by MPACT and to the extent possibie be
registered in the name of MPACT. Investments are entirely uninsured and are held by third
parties in MPACT’s name.
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For deposits, custodial credit risk is the risk that in the event of a bank failure, the government’s
deposits may not be returned to it. Mississippi Code of 1972 Section 37-15 5-8(v)(ii1) requires
MPACT funds 16 be deposited in federally insured institutions domiciled in the State of
Mississippi or a custodial bank which appears on the State of Mississippi Treasury Department’s '
approved depository list and/or safekeeper list. Deposits of the Program are entirely insured or-
collateralized with securities.

Interest Rate Risk

Market or interest rate tisk is the greatest risk faced by an investor in the fixed income market,
The price of a fixed income security typically moves in the opposite direction of the change in
interest rates. ‘ :
Maturities of debt securities by type at June 30, 2004, are as follows:

Invesiment Maturities (in vears)

Debt Instrument Type : Fair Value Less than | 1-5 6-10 More than 10
U.S. Treasuries and Agencies § 18278463 $2,295493 § 1,880,646 § 4,532,632 $'9,569,692
Municipal Bonds : 1224945 406,652 613,598 125,434 79,261
Mortgage & Other Asset _ o
Backed Securities 8,352,553 0 1,646,779 2,773,711 3,932,063
Corporate Debt Securities " 8,084,053 563,259 1912837 2.162.888  3.445.069
Totals F 40,014

MPACT does not have a formal investment policy that limits investment maturities 2s a reans
© of managing its exposure to potential fair value losses arising from future changes in interest
rates. :

During fiscal years 2004 and 2003, the investments in derivatives by MPACT were exclusively
in covered call or put equity options, foreign currency exchange contracts (Note 5), and '
asset/liability based derivatives such as collateralized mortgage obligations, and asset backed
securities. MPACT reviews fair values of all securities on a monthiy basis and prices are

obtained from recognized pricjng sources. Derivative securities are held, in part, to maximize
yields.

Morigage and other asset backed securities, including collateralized mortgage obligations
(CMO’s), are bonds that are collateralized by whole loan mortgages, mortgage pass-through
securities or stripped mortgage-backed securities. Income is derived from payments and
prepayments of principal and interest generated from collateral morigages. Cash flows are
distributed to different investment classes or tranches in accordance with that CMO’s estabhished
payment order. Some CMO tranches have more stable cash flows relative to changes in interest
rates while others are more significantly sensitive to interest rate fluctuations. In a declining
interest rate environment, some CMO’s may be subject to 2 reduction in interest payments as a
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result of prepayments of mortgages which make up the collateral pool. Reduction in interest
payments cause a decline in cash flows and, thus a decline in fair value of the CMO security.

Rising interest rates may cause an INCTease in interest payments, thus an increase in the fair value
of the security. '

Other asset-backed securities are bonds or notes backed by banks, credit card companies, or
other credit providers. The originator of the loan or accounts receivables papersells it to a
specially created trust, which repackages it as securities. Similar to CMO’s, asset-backed
securities have been stractured as pass-throughs and as structures with multiple bond classes.

Credit Risk

2004 2003
Fair Value Fair Value
AAA $ 9,727,770 $ 9,860,657
AA , 949,898 569,133
AA- 257,212 265,147
A+ ' 2,273,255 2,536,511
A 1,642,172 1,624,833
A- . 1,043,047 1,034,478
BBB+ 442,373 791,945
BBB 824 848. 1,394,678
BBB- _ 500.376 115.649
Total $17.661.551 $ 18,193,031

The above-chart does not include obligations of the U. S. Treasury, U.S. Agencies or securities
guaranteed by the U.S. Government. State law requires 2 minimum quality rating of A-3 by
'Standard and Poor’s for corporate short-term obligations. This law also requires corporate and
taxable municipal bonds to be of investment grade as rated by Standard and Poor’s, with bonds
rated BAA/BBB not to exceed 5% of total fixed income. investments. -

Credit risk for derivatives held by MPACT results from the same considerations as other

. counterparty risk assumed by MPACT, which is the risk that a borrower will be unable to meet
its obligation.
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Foreipn Cutrency Risk

2004 2003

Currency %  Fair Value % Fair Value
Australian Dollars 4.0 $1,069,837 92 § 1,318,023
Canadian Dollars 2.2 597,938 2.6 367,298
Danish Kroners 1.2 309,055 0.6 85,715
Euro : 342 9,119,884 31.9 4.576,751
Hong Kong Dollars 54 1,430,255 - 2.0 292,716
Indian Rupee 0.2 50,516 0 0
‘Japanese Yen 18.5 4,938,744 11.4 1,634,654
Korean Won 1.6 414,428 0 0
Malaysian Ringgit - 2.6 696,434 2.4 343,950
‘New Zealand Dollars 0.0 0 - 0.3 44 534
Norweigen Kroners 1.3 355,716 0.2 29,941
Russian Rubles 1.3 351,458 0 0
Singapore Dollars 41 1,091,867 . 4.0 579,234
Swedish Kronors 1.3 356,786 0.7 101,054
Swiss Francs 2.0 532,544 13.8 1,975,151
Thailand Baht 24 628,744 2.4 350,561
Pound-Sterling 177 4732344 (185 2.654.105 =
Total International

Investment

Denominated

Foreign

Currencies

All foreign currency-denominated investments are in equities and foreign cash.
NOTE 3 - 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 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. ' '

Actuarially Determined Funding Status - Presented below is the total tuition benefits obligation
of the Program. The standardized measurement 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

Ay
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increases. The tuition benefits obligation was.determined as part of the latest available actuarial
vatuation. Significant actuzrial assumptions used and results from the most recent valuation are
as follows: - _

Date of latest actuarial valuation: June 30, 2004 June 30, 2003

Assumptions:

Rate of return on investments 7.8% : 7.8%
Future tuition increases 6.5% at 4 year 6.5 % at 4 year
universities universities
6.0% at 2 year 6.0% at 2 year
community colleges community colleges
Payment of tujtion and Up o160 credit hours Up to160 credit hours
mandatory fees (payments will utilization ' utilization
occur twice annually) '
Results:
A P.V. of future benefits and
expense payable
Current : §  3,468257 $ 4,613,249
Long-term ' 160,572.479 132,546,555

Net assets available for benefits at 7 _
market value _ $ 133,86 1329 ¢ 104,755,841

Net tuition benefits and expenses
payable In excess of assets $_(25.173.407) $ (32,403,963

Total assets as percentage of total :
tuition benefits and expenses payable §7.70% ' 81.65%

Tuition benefits and eXpenses payable,
net includes the following as of
June 30, 2004 and 2003:

Actuarial present vaive of future
payments 10 be made for tition,
fees, expenses and confract -
" cancellations for all contracts sold $ 204,585,589 ' $ 176,616,484

Actuarial present value of future
payments 10 be received from
installment contract purchasers { 4{).544.853) (39.456.880)

Tuition benefits and expenses payable,
net at end of year § 164,040,736 § 137,159,804
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NOTE 4 - FAIR VALUE DISCLOSURES

The carrying values and estimated fair values of MPACT’s financial instruments as of June 30,
2004 and 2003 were as follows:

R 2004 2003
Carrying Estimated Carrying Estimated

- Value Fair Value Value Fair Value
Cash and cash equivaients § 5,145,061 % 5,145,061 $ 3,980,767 $3 ,080,767
Short-term investments 3,730,000 3,730,000 2345000 2,345,000
Receivables 470,177 470,177 571,144 571,144
Investment securities 129,913,384 129,913,384 08,165,178 98,165,178
Current liabilities 3,839,467 3,839,467 4,897,359 4,897,399
Long-term liabilities 160,592,562 160,592,562 132,568,653 132,568,653

The carrying amounts for cash and cash equivalents, receivables, short-term investments and
current liabilities are considered a reasonable estimate of fair value. The fair vatue 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. '

‘L
W

The estimated fair values are significantly affected by assumptions used, pﬂncipally the timing
of future cash flows, the discount Tate, judgements regarding current cONO ic conditions, risk
characteristics of various financial instruments and other factors. Because assumptions are
inherently subjective in nature, the estimated fair vaiues 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 S - CURRENCY RATE MANAGEMENT

Certain investments of MPACT are exposed t0 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 confracts 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. The fair value of foreign currency exchange contracts held by MPACT
exceeded cost by approximately $3.000 at June 30, 2004, Market values are determined based
on quoted market prices.
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NOTE 6 - 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 taxes for the years ended June 30, 2004 and 2003.
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_ AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
ol EINANCIAL REPORTING BASED UPON THE AUDIT PERFORMED IN ACCORDANCE
JITH GOVERNMENT AUDITING STANDARDS

To the Coliege Savings Plans of Mississippi Board of Directors

~ Mississippi Prepaid Affordabie College Tuition Program

Jackson, Mississippi

We have audited the financial statements of Mississippi Prepaid Affordable College Tuition
Program (“MPACT" or the “Program”) as of and for the years ended June 30, 2004 and 2003, and
have issued our report thereon dated September 17, 2004. 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 MPACT's financial statements are free
of material misstatement, we performed tests of its comphiance with certain provisions of laws,
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regulations, contracts, and grants, noncompliance with which could haveé a direct and material
effect on the determination of financial statemient 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 under Government Auditing Standards.

Internal Conirol Over Financial Reporting -

in planning and performing our audit, we considered MPACT's intemal control over financial
reporting in order to determine our audifing procedures for the purpose of expressing an opinion
on the financial statements and not to provide assurance on the intemal control over financiat
reporting. Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting 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 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 invalving the intemnal 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 Legistature and is not infended to be and shouid not be used by anyone
other than these specified parties.

Com, Yo 7o,

Ridgeland, Mississippi
September 17, 2004
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THE MISSISSIPPI PREPAID AFFORDABLE
COLLEGE TUITION PROGRAM

Actuarial Valuation and
Independent Actuaries” Report

Year Ended June 30, 2004
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PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers LLP
One North Wacker
Chicago iL 60606

g e " Telephane {312) 298 2000
Septeniber 20, 2004 Facsimile (312) 298 2001

Board of Directors

Mississippi Prepaid Affordable College Tuition Program
State Treasury Department

501 North West Street, Suite 1101A

Jackson, MS 39201

To the Board:
- PricewaterhouseCoopers LLP (“PwC”) in conjunction with Richard M. Kaye &

Assoctates, has performed an actuarial valuation of the Mississippi Affordable College
Tuition Program-as-of June 30, 2004. - The valuation-compares the value of the-assets of

the prepaid program to the value of expected future tuition payments to beneficiaries.
The following pages summarize the actuarial valuation of the trust fund as of June 30,
2004.

A comparison of the assets and liabilities of the trust fund shows that as of June 30, 2004
there is an unfunded liability of about $25.2 million.

The actuarial valuation was performed based upon generally accepted actuanal
principles, and tests were performed as constdered 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 as chosen by the State of
Mississippi and stated herein.

Respectfully submitted,

Pﬁcewaterhouseéoopers LLP

TNkl b e

Martin Hill, FSA, MAAA Richard M. Kaye, FSA, CPA
PricewaterhouseCoopers LLP - Richard M. Kaye & Associates
Consultant to PwC
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