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Alaska Education Trust Fund

Invostmont Management Expenses

5t of column 2, assuming 5» participation by dividend recipients; initial participation in a similar Florida program was .37%

Column 1 + (7.5/12)§Co|umn 3) assuming transfer to trust fund occurs on average on November 15; also assumes no payouts during

($ Millions)
Permanent
llnning ~ Fund o Average . Ending
Year ilance’ Dividends Contributions Balance Earnings Balance
«

FY90 0 460 23 14 1 24
FY91 24 477 U 39 3 51
FY92 51 471 24 66 5 80
FY93 80 466 23 95 8 111
Notes: _

1. Column 6, prior year

2. From 'Revenue Sources,* pall 1988, Department of Revenue

3

of the population
4
first four years of the program

5. 8t x Column 4

6. Column 1+ column 3+ Column 5

7. Column 4x5.25//81000 per contract _

8. Column 4x 311 percontract x 501 asset allocation to common stocks

9. Per contract ] ¥

10. Treasury Division estimate

11, Columns 7+8+9.

Securities
Safekeeping Management
Fees

1
2
3
5

Common
Stock

Fees

22
60
102
147

Performance
Measurement
Pee3

Audit

Total
Fees

45
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Original sponsors: Kerttula and Kelly

IN THE SENATE BY THE FINANCE COMMITTEE

CS FOR SENATE BILL NO. 136 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act establishing the Alaska education trust fund

BE

and authorizing advance tuition payment contracts;

and providing for an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*

Section 1. AS 14.40 is amended by adding new sections to read:
ARTICLE 5. ALASKA EDUCATION TRUST FUND.
Sec. 14.40.731. ALASKA EDUCATION TRUST FUND ESTABLISHED. ()
The Alaska education trust fund is established as an endo"iTment trust
fund separate from the general fund. The fund may be divided into
separate accounts for accounting purposes.
(b) The fund consists of
(Dpermanent fund dividend and cash contributions made
under AS 14.40.735 wunder the terms of an advance tuition payment
contract;
(2) gifts, bequests, and contributions of cash or other
assets from a person; and
3) income and earnings of the fund.
(c) Assets of the fund shall be expended in the following order
of priority:
(D) to make payments to the university on behalf
fied beneficiaries;
(2) to make refunds upon termination of an advance tuition

payment contract;
) to pay the costs of administration of the fund.

-1- CSSB 136(Fin)
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Sec. 14.40.733. POWERS AND DUTIES OF THE COMMISSIONER OF REVE —
NUE. The commissioner of revenue 1is the treasurer of the fund and has
the following powers and duties under this section:

€D to act as official custodian of the cash and 1invest—
ments belonging to the fund by securing adequate and safe custodial
facilities;

(2) to receive all items of cash and investments belonging
to the fund;

3) to collect the principal and 1income from investments
owned or acquired by the state treasury and deposit the amounts 1in
separate principal and income accounts for the fund;

©)) to invest and reinvest the assetsofthefund as pro—
vided in this section and as provided for the investment of retirement
funds under AS 14.25.180;

(5) to exercise the powers of an owner with respect to the
assets of the fund;

(6) to do all acts, whether or not expressly authorized,
that the commissioner of revenue considers necessary or proper in
administering the assets of the fund;

) to maintain accounting records ofthefundin accor—
dance with investment accounting principles and with distinction
between the principal and income accounts of the fund;

(8) to engage an independent firm of certified public
accountants to annually audit the financial condition of the fund®s

investments and investment transactions;
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Sec. 14.40.735. CONTRIBUTION TO THE ALASKA EDUCATION TRUST FUND,
(a) Contributions to the fund under the terms of an advance payment
contract may be made by direct cash payments or by contributions from
the permanent fund dividend. The Department of Revenue shall prepare
the permanent fund dividend application to allow an applicant to
contribute all or part of a dividend to the func under the terms of an
advance tuition payment contract.

(b) The Department of Revenue shall pay contributions directly
to the fund.

Sec. 14.40.737. POWERS AND DUTIES OF THE UNIVERSITY OF ALASKA,
(a) The Board of Regents of the University of Alaska may contract
with a purchaser for the advance payment of tuition by the purchaser
for a qualified beneficiary to attend a branch of the university to
which the qualified beneficiary is admitted, without further tuition
cost to the qualified beneficiary.

(b) The board shall

D) make appropriate arrangements as necessary to fulfill
the board®"s obligations under an advance tuition payment contract;

(2) establish standard payment plans to be wused wunder
advance tuition payment contracts;

) establish the circumstances under which an advance
tuition payment contract may be terminated and the amount of the
refund the person entitled to terminate the contract may receive.

Sec. 14.40.739. ADVANCE TUITION PAYMENT CONTRACTS. (a) An
advance tuition payment contract must include

D) the amount of payments required from the purchaser on
behalf of the qualified beneficiary;

(2) the terms and conditions for making the payments;

(3) provisions for late payment charges and for default

-3- CSSB 136(Fin)



(4) the name and age of the qualified beneficiary under the
contract and astatement that the purchaser, with the approval of the
board, may substitute another person for the qualified beneficiary
originally named in the contract;

(5) the number of credit hours to be provided to the quali—
fied beneficiary under the contract;

(6) the name of the persons entitled to terminate the
contract, the terms and conditions under which the contract may be
terminated, and the amount of the refund to which the person terminat—
ing the contract is entitled;

(7) the assumption of a contractual obligation by the board
to provide for credit hours of higher education at the university;

(8) the number of credit hours the qualified beneficiary
may receive if the qualified beneficiary is not entitled to in-state
tuition at the time of enrollment at the university;

(9) the period of time during which the qualified benefi—
ciary may receive the benefits of the contract; and

(10) other terms and conditions the board determines to be
appropriate.
(b) An advance tuition payment contract may be terminated

(1) if the qualified beneficiary dies;

(2) if the qualified beneficiary 1is not admitted to a
branch of the university after making a proper application;

(3) if the qualified beneficiary certifies to the board
that the qualified beneficiary has been accepted by a degree granting
institution of postsecondary education other than the university;

4) if the qualified beneficiary certifies to the board,

after the qualified beneficiary has received a high school diploma or

of majority, that the qualified beneficiary has
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decided not to attend the university;

(5) if the board determines that the number of purchasers
is insufficient to maintain the fund on an actuarily sound basis; or

(6) under other circumstances determined by the board and
set out in the advance tuition payment contract.

Sec. 14.40.741. DEFINITIONS. In AS 14.40.731 - 14.40.741

(@H) Tdvance tuition payment contract™ means a contract
entered into by the board and a purchaser to provide for the higher
education of a qualified beneficiary;

(2)"board” means the Board of Regents of the university;

3) "fund™ means the Alaska education trust fund estab-—
lished under AS 14.40.731;

(4) "purchaser™ means a person who makes or is obligated to
make advance tuition payments under an advance tuition payment con—
tract;

(5) "qualified beneficiary"” means a resident who has rights
under an advance tuition payment contract;

(6) "university" means the University of Alaska, 1including
a community college affiliated with the university.

* Sec. 2. TAX DETERMINATION. The Department of Revenue shall request
that the Internal Revenue Service determine if the 1income earned by the
Alaska education trust fund established in sec. 1 of this Act is taxable
income under federal law. The Board of Regents of the University of Alaska
may not contract with a purchaser for the advanced payment of tuition under
AS 14.40.737, added by sec. 1 of this Act, until the Department of Revenue
has received a determination from the Internal Revenue Service regarding

the applicability of federal 1income taxes to the Alaska education trust

fund.
* Sec. 3. This
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SECTIONAL ANALYSIS
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section 2 Provides that the Commission w ill not enter

any contracts until an IRS ruling 1is received.
section 3 Effective date of July 1, 1989.
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AFFILIATED WITH THE NATIONAL EDUCATION ASSOCIATION

ANCHORAGE REGIONAL OFFICE JUNEAU OFFICE FAIRBANKS REGIONAL OFFICE
1411 W. 33RD AVENUE .05 MUNICIPAL WAY. SUITE 302 2118 CUSHMAN STREET
ANCHORAGE ALASKA 99503 JUNEAU ALASKA 99801 FAIRBANKS. ALASKA 99701
007) 274-0536 m§07) 586-3090 9071 456-4435

March 13. 1989

Senate B ill No. 1367 "An Act establishing the
Alaska education trust fund and authorizing .
advance tuition payment contracts; and providing
for an effective date."

encourages your

SB 136 effectively serves the public interest in Alaska in
at least three ways in addition to the creation of the
Alaska Education Trust Fund itself,

[t provides an incentive for an individual to save mong
toward the cost of attending the University of Alaska, |
focuses on the |m rtance 0f pIannlng for. the financial
needs attendant to |g er ed uca| n, “and it elevates the
significance of h niversity Alaska as a qumm ate
option as the y and their parents and friends make plans for
post seconday d c | on.

Additionally, it will bring reater emphasis to the
importance of the oI of the University in meeting the
future needs of the St te through meaningful program’s and
services for its stu dens

Planning for higher education is _essential, financjal
planni n% even mofe sg. SB 136 ﬁrowd S an Incentive for
studentS to aspire and to attend the University of Alaska,

Thank you for your consideration of our position,
Respectfully submitted,
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The save-now.,pa%/-later tuition plans of-
fered by some private colleges are spread-
ing to public umversities-with legislators
aiming to overcome parents' and educa-
torg’ ob{egt_lons to the current programs.

The tuition plans, designed to help par-
ents prepare for future college costs, are
"hot items on many 1957 stale legislative
agendas,” says Aims McGuinness. assis-
tant executive director for higher educa-
tion at the Education Commission of the
States, a research group with 48 states as
members. Ac_cordm([} to the commission. 42
states, including California. Massachusetts
and New Jersey, are considering tuition-fi-
nancing plans."Most are patterned ofter a
program set to begin in Michigan.

nder the MICh_I%an Educafion Trust,

garents deposit with the state $3,000 to
4.500, def)endmg on the age of the child
and the plan chosen, either’in_a lump sum
or through a payment plan. The state in-
vests the money, expecting that it will
g{[ow enough to"cover undérgraduate .
ition at any of Michigan's 13 universities
and 29 community colleges.

Freedom From Worry

For Anne Burke, a Lansm% mother of
g'rls ages two and five, the Trust repre-
Sents @ way “fo assure our children of a
coIIe%e education and not have to worry
about how much we'd have to save." Four-
year tuition at state schools, in Michigan
now averages $8,000 for residents. |n" 18
Years, the State calculates that would jum
0 (?22,835 if tuition increases average 6
and_to $37,737 if increases averape 9%.
The Michigan program can't sart until
the Internal Revenue Service grants it fax-
exempt status. But officials expect the first
trust contract to be signed by early sum-
mer. So far the state has received more
than 24,000 |n?u|(|es about the plan.
Michigan officials say a major advan-
tagze of the trust over many private plans
is that the state tuition payment is Euaran-
teed. even if the investments don't keep up
with increased costs. Moreover, the ?,ro-
Pram provides a moderate-cost alternative
or families who can't afford similar pro-
grams at private colleges.

missions standards and academic pro-
?rams, than the pnvate plans. And the
rust is more flexible than_ private pro-
grams about students entering a colle%e
0iHf."ie the plan, In such a case, the Michi-
gan proHram will pay up to the average of
State-school tuitions: the student must fund
any difference. Many pnvate plans allow a
student to take their mone* elsewhere only
if he transfers from the college in question
and meets certain grade requirements.

But the Michigan™trust has some draw-
backs similar to"those in the pnvate-col-
lege plans. Under one Michigan plan, if the
student dies or doesn't attend college, only
the  principal-minus  administrative
costs-would be refunded, regardless of
the amount of interest earned over many
Year,s._wnh an alternative Michigan plari,
the initial investment is higher, but some
interest earnings are_included in the re-
fund if the contract is terminated.

Not for Everyone

Even the wider choice of schools under
programs like Michigan's may not he
enough for everyone, Says Sharon Hart, a
research assistant at thé Education Com-
mission. "People who move often will have
problems with it." she says, because some-
one who moves out of state would face
higher tuition at the schools in the plan.

Under the M|ch|?an program, as in
most private plans, students will still have
to pay for room and board and other fees
not covered by tuition. But programs in
some ether states are bem%set up to in-
clude such costs. A new Wyoming plan
covers room and board as well as tuition.
And if a child in the Wyoming plan chooses
not to use the fund, the prmmFaI and 4%
mttaregt, compounded annually, is re-

nde

Richard Anderson, a financing special-

ist at Columbia UniversityVfeachers Col-

lege, says the tiition plans are so poRuIar
that politicians ire "s umblln% over t

selves” lo get fnem passed, he says. But
he worries that it is "much too easy for

legislators to overpromise what can be de-

livered" by underestimating the amount
that should be invested today for tuition
nearly two decades away.

Thiese concerns aren't primary to par-
ents such as Mrs. Burke in Michigan. “We
don’t think there are loo many ways you
could necessarily lose." she” says. ™It
would be easier to take the chancethan to
Prolect how much you'd have to save for 13
0 15 years down ‘the road."
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Senate B ill 136, Alaska Education Trust Fund
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Bill 136 has been modeled on a
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r;adopted its plan in 86, 44

urin two. month period.. In Florida
ersons applied for a similar program.

While the option always exists for parents to place their
money in qther types 0f savings and investments, the
guardnteed tuition plan offers low cost tuition and _
gssurances for the future: in other words, there is a high
degree of peace of mind.
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STATE OF ALASKA BILL VERSON S BB (S
, 1989 LEGSLATIVE SESSCN FUBLISH DATE
HSCAL NOE
REQUEST
Revision Date: Agency Affected:  Revenue o
Title: An Act establishing the Alaska BRU  Permanent Fund Dividend Division
education trust fund N
Sponsor:  Kecttula and Kelly Components:  Permanent Fund Dividend
Requestor: Division
EXENDTURESREVENLES  (Thousands of Dollars
| Fy 8 lF\)SI) 1Rl Y2 1FYB 1A
I CHERATING 1 | I |
| FERSONAL SFHRACES | -0- | 265 1 143 1 143 1 143 1 143
| TRAVE | -o- | -0- 1-0- 1-0- 1-0- 1-0-
|  CONTRACTUAL -0- | 110 1 11.0 1 11.0 1 11.0 1 11.0
| SUPRLUES -0- Il 02 1 02 1 02 1 02 1 02
| AVENT -0- | -O- 1-C- 1 -0- -0- 1-0-
| & SIRLCIURES | -0- | -0- 1-0- 1-0- 1-0- 1-0-
| CGRANIS AANS | -0- | -0- 1-0- 1-0- 1-0- 1 -0-
| MSCHLANEOUS | -0- -0- 1 -0- 1-0- 1-0- 1-0-
| TOTAL GFERATING 1-0~ I 377 1 255 1 255 1 255 1 255
1 CAPITAL 1-0- | -0- | -O- <t > | -0-
1 FRBVBENLE 1-0- | -0- | -O- <t - | -O-
FUNDING  (Thousands of Dollars)
| GE\ERA RND | -O- 1 | -0- -0- 1-0- -0-
j HFLCHERAL ANB j -0-" -0- -0- -0- -0- -0-
| OHR | -O- 37.7 1 255 255 255 25.5
1 TOTAL 1-0- j 377 | 265 | 255 25.5 255
| FULTIVE 0 0
| TART-TIME | -0- '_@é XX Oé '_Oé 2
/1 1-0- ToNE - & |0
ANALYSIS  See Attfefieyil/
Trepared Bv:  EvvTx?JokEk " o Phone: 465-2323
Division: Permanent Fund Divvdend/division Date:  April 21. 1989
Approved by Commissione Date
Agency:. Revenue
Distribution (by preparer):
Legislative Finance
Iﬁeglsftltlve Sponsor
uestor
O?ﬂce of Management and Budget APR 26 1969
Impacted Agency(ies) page 0f
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Summary of Data BPrlogcge:Q]&asg)Re uirements
y ?\prll 21, 188q9 \

IBM Update nobs 30.0 hours
Includes: Ed|tﬁ
Batch listings
Log sheets
DMS Online programs for lookup and chances 37.5 hours
Nightly_.Update of .Changes 22.5 hours
Warran Jobs o 90.0 hours
Includes Printing warrants with different
amounts. Include heck stub me s&ges
P/Iodby warrant regil sters as nee
or aIancmg
Create ogram sg for transferrln
acg Iatedd cisionS to trust accoun
3n to account for the reserv necessary
ue to returned an d cancelled PFD Warrants
ceIIaneous 45.0 hour
ncludes ettin % test files on IBM >0 hours
t t| g
m| t ative” fun !)oni\
P per Q re ud dm|n E
add files and programs to tables
TOTAL HOURS 300.0 hours
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REQUESXI.
Revision Date:

Title: Alaska education frust fund

Sponsor: Kerttula
Requestor: Senate HESS

Bill Version: B 136
Publish Date:

4/6/89

%}C}F Affected: Department of Revenue

EAPENDTURESREVENLES (Thousands of Dollars)

1FY 88

OPERATING
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANDS & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING

CAPITAL
. FRBVENLE

FUNDONG  (Thousands of Dollars)
E\ERAL AND

HCEHRA. RNCS
OHR
TOTAL

PR "R RRRRRR

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY 1

_ e

ceololoNeoNoNoNolNe

OO Oo

© 0o

ANALYSS attach a separate page for analys t .

Prepared B¥ Hilt Barkerj £ i
re

D|V|S|on asury

oved Commissioner:
gncy. Dgypartment of Reverue

Distribution (\épreparer):

Legislative Hnance
Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agency(ies)

FISCAL NOTE
reasury
Components..
1FY 89 1FY 9
1
i o] 1 o]
1 0o 1 ©
1 0 | 450
1 0 1 o
i o] 1 o]
1 o ! (0]
1 (o} ! (0)
1 o ! 0
1 0/ | 45.0
0 0
0 0
0 45.0
0 45.0
| o 1 o
[ o ! 0
| o 1 o
MAR 15 1989

LEGISLATIVE FINANCE

I FY 91 1 FY 92
1 1
0 o
0 1 0
| 84.0 1 127.0
i o 1 o
i o ! o
i 0 1 o
1 0 1 0
1 0 1 0
| 84.0 | 127.0
0 0
0 0
84.0 127.0
84.0 127.0
1 o 1 0
! 0 1 0
; 0 1 o
Phone: 465-2350
Date
Date:
page

of



- |
Alaska Education Trust Fund
investment Management Expenses

(H) @ (©) (O ®) ®) ) ® €)) (10) (11)
($ Millions) ($000)
Common
Permanent Securities Stock Performance
Piscal Beginning Fund Average Ending Safekeeping Management Measurement Audit Total
Year Balance Dividends Contributions Balance Earnings Balance Fees Fees Fees Fees
FY90 0 460 23 14 1 24 1 22 12 10 45
FYo1 24 477 24 39 3 51 2 60 12 10 84
FY92 51 471 24 66 5 80 3 102 12 10 127
FY93 80 466 23 95 8 111 5 147 12 10 174
Notes:
1. Column 6, prior year
2. From "Revenue Sources," Fall 1988, Department of Revenue
3. 5% of Column 2, assuming 5% participation by dividend recipients; initial participation in a similar Florida program was .37%
of the population
4. Column 1 + (7.5/12)(column 3) assumingtransferto trust fund occurs on average on November 15; also assumes no payouts during
first four years of the program
8% x Column 4
Column 1 +column 3 + Column 5
7. Column 4 x5.25//$1000 per contract
8. Column 4 x .31% per contract x 50% assetallocation tocommon stocks

Per contract
Treasury Division estimate
Columns 7 +8+9 .



STATE OF ALASKA BILLVERSIO N s 1361

1989 LEGISLATIVE SESSION PUBLISH DATE:  A/6/89
REQUEST FISCAL NOTE

Revision Dale: : “grtirii A

T|t|e: Alaska Education Trust Fund BA%eDC;yAﬁsgiegsecggzagrvt (Education
Sponsori Kerttula Components General Administration

Requestor:  senate HEss

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY 89 FY 90 FY 91 FY 92 FY 93 FY 94
PERSONAL SERVICES

!\ﬁEhCTUAL

E”g&bl\ﬁém
LAND A STRUCTURES
GRANTS CLATM

MISCELLANEOQOUS

TOTAL OPERATING 81.2 77.6 81.6
CAPITAL

REVENUE *
FUNDING:  (Thousands of Dollars)

GENERALFUND

FEDERAL FUNDS --)

OTHER 81.2 g 75.6 / 71.6 79.6 HI.6
1T7TAL 1 ™

POSITIONS:

fULL-UME 1.5 1.5 1.5 1.5 1.5
PART-TIME
TEMPORARY

ANALYSIS :  (Attacha separate page if necessary)

Personal services include one professional at Range 16 and one half-time
support personnel at Range 9.

e*rro  ded by the department of Revenue.

Preparedby;  Ronald 5-2854
DiViSion Alaska Co ission 989

rovedl
ﬁg%ncy:

Distribution (b?_g_preparer):
Legislative Finance
LeQislative Sponsor
Reuestor
Qffice of anage ntand Budget
Impacted Agency(ies)



STATE OF ALASKA
1989 LEGISLATIVE SESSION
REQUEST: FISCAL NOTE
Revision Date;  4/11/89 Aen cy Affected: M ver3|t of Alaska
Title: "An Act Establishing the Alaska BRU:™ SPSy UAA U

AL e HAUTR M
ontracts anngrow rﬁ)g lor an P gBmH%nemSKerttula Kellv

Effective Date." Requestor: Fischer
EXPENDITURES/REVENUES:  (Thousandsof Dollars)

OPERATING FY 89 FY 90 FY 91 FY 92 FY 93 FY %4
ER SERVICES -0- -0- -0- -0- -0- -0-

IPVENT

ISCELL -0- -0- -0- -0- -0- -0-
TOTAL OPERATING

CAPITAL

REVENUE -0- -0- -0- e -
FUNDING:  (Thousands of Dollars)
GENERALFUND

FUNDS

TAL -0- .Q. ——=0=__ -N_ -=0=
POSITIONS: -
FULL-11ME
PART-TIME
TEMPORARY

ANe lfYS|S IS gAtf s oartte|%agelgﬂad es%a%ld cost the University of Alaska nothing.

Some ad m|n|strat|ve time will be required in setting up the fund, this
should be accommodated through current staffing levels.

Prep™*y.  Marsha Hubbard’ Ptay: Eit£2°.

Division: * Date: T™1/MQ__
Approved by Commissioner: 4/11/89
Agency. Iridvprgity or Alaska
Dlstr|but|on b&/preparer

Legislative Finance

Le |sIat|veS onsor

fflce of ana emeswtand Budget

mpectedAgericies page  of



BILL VERSION

STATE
1989 LEGISLATIVE SESSION PUBLISHDATE ~ 1/23/89
REQUEST FISCAL NOTE
Revision Dale: — AgencyAﬁected: Universityof Alaska
Tide: "An Act Establishing theAlaska. BRU: __ SPS, UAA, UAF, UAS

Education Trust-Prepaid Tuition Fund,

and Authorizing AdvanceTuition Payment Components:

Pnnt-rart'; « ,ind Providing for an

Effective Date Sponsor:Kerttula
EXPENDITURES/REVENUES:  (Thousands of DoTan)
OPERATING
PERSONAL SERVICES
TRAVEL

%IES
KTUCTIRES

GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING
CAPTTAL

REVENUE
FUNDING:  (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS

T6HER
POSITIONS

b IV

TEMPORARY
ANALYSIS :  (Attacha separate page if necessary)

The fund is self-supporting and should cost the University of Alaska nothing

Some administrative time will be required in setting up the fund, this
should be accommodated through current staffing levels.

474-65 56

Prepared b Ph
D|\E)|asnony Statewide F ie ate

roved by Commissioner: .vice Hresi
Apgfency d University
Dlstnbudon gb Rre arer) .

Legisiadve Fi ]

Le |sIat|ve Sponsor |

J)

Rﬁlce of xlanagy[nent and Budlget
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