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lew College Saving

Pirn Cailing

By Joseph F. Hurley, CPA

T he process of saving for college is being revolution-
ized by the new tax-advantaged programs beln%

_established these days by many of the states under
Section 527 of the Internal Revenue
Code. These programs, technically
known as qualified state tuition pro-
grams, have been attracting a lot of
attention in recent months with
articles in Time, Newsweek, The
Wall Street Journal, Kiplinger®s
Personal Finance Magazine and
other national publications. Some
of the newest programs, such
as those in New York and
New Hampshire, have been
swamped with new account
applications, It is imperative
that we as financial planners
become familiar with qualified
state tuition programs because
our clients are going to be com-
ing to us with a lot of questions
about them, _ ,

For families saving for college, Section 529 allows
qualified state tuition programs to offer a host of tax
advantages that, in many cases, make them superior to
the Education IRA, taxable funds and other investment
alternatives. In addition to the income tax advantages,
there are some distinct estate and %Ift tax advantages. For
middle- to high-income families who face many obstacles
in the tax law, the qualified state tuition program can be
a clear winner, o .

The income tax benefits include deferral of earnings
until distributions are made from the Plan and taxation
of the earnings to the student at (usually) the lowest tax
bracket. The estate and gift tax benefits include treatment
of a contribution into the plan as a comFIeted gift el|?|ble
for the $10,000 annual exclusion, despite the fact tha
the donor maintains full control and can later switch
beneficiaries or have the account refunded. A donor can
contribute $50,000 at once without gift tax conscqt ences
because an election is available to treat the gift as made
over a five-year period. . B

There are two hasic kinds of qualified state tuition
grograms - prepaid tuition plans and savings-typc plans.

ome of the prepaid tuition plans, such as Florida’s, have
actually been around for several years and do not have a
great reputation as a savings vehicle (deservedly so). They
are desl?.ned to provide a return that merely keeps up
with tuition increases and will olten provide a lower
return if the child attends a private college or out-of-state
institution. Most prepaid tuition plans arc restricted to

Popularity

residents of the state, can only be used for tuition and not
the other costs of attendlln% college, and are treated as a
financial “resource,” which reduces federal financial aid
on a dollar-for-dollar basis. .
~ The newer savings-type quali-
fied state tuition programs are a
whole different ballgame. Most of the
states offering these programs make
them available to residents and non-
residents alike, and the choice of col
Ie?e makes no difference. In the tgpl-
ca Pr_ogram, over $100,000 can be
contributed for a sm?Ie benefmarty) .
and isinvested on a tax-deferred Dasis
in an age-handed portfolio of mutual
funds, which provides a more aggres-
sive asset allocation foi younger Dene-
ficiaries and then becomes mare con-
servatively invested as the bengficiary
nears college age. The state will con-
_tract with an investment manager
&suc,h as Fidelity, TLAA or Vanguard) to structure
the portfolios and administer the program. Many states
offer tax deductions, income exemption or scholarships
for residents making contributions to their programs. For
federal financial aid” purposes, the account Is generally
considered to be an asset of the parent despité being
taxed to the child. _

Why should the financial planner be excited about
these programs, particularly since none of them (with the
exception of Montana) offer commissions to investment
advisers? It is because they can be great for your clients,
and youi clients will definitely need help in Sifting
throu?_h all the special programs now available for higher
education (Education IRA, withdrawals from regular and
Roth IRA, Series EE honds). They also need help in
developing a strategy for using qualified state tuition pro-
grams. There are many different state pro%rams to
choose from and each pro?_ram is different. And because
the investment of contributions is directed by the state,
not the account owner, your client will need help in prop-
er.IY balanc ing the asset allocation imposed by the state
with his or her othci investments.

Note: Joseph F. Hurley CPA, isa tax partner at Bonadio &
Co. LLP inRochester, N.Y. He has appeared before the IRS
and Treasury in hearings on the regulations being developed
under IRC Sec. 529 and has written a book, 1Nne Best Way To
Save For College - A Comprehensive Guide to State-Spon-
sored College Savings Plans and Prepaid Tuition Contracts.
For more information, send e-mail to jhurley@bonadio.com
orgo toww.savingforcollege.com.
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E?ght Great Ways to Save for College

»The newest state savings plans go to the head of the class. By Kristin Davis

s tiles have been busy since we lasi
reviewed stale-sponsored col-
lege-savings Blans. Six states will

of Ter new plans by September, and

two more have improved their invest-

ment options. The best news: All the
new plans earn as on the scale we

used to qrade 32 plans in the Febru-

ary 1999 issue

("How to Ace Sav-

Ing_for Colle?e").
These states

earned top marks

by adopting fea- |~

tires we applaud-

ed in our Febru-

ary survey, such as

providing invest-

ment options sult-

ed to fong-term

investors and al-

lowing proceeds

to be used without penaltg at any ac-

credited college in the US.
Investments in the plans shift from

an aggressive blend of stocks and

bonds when children are youn% to a

conservative mix as they mature.

Mone¥ grows tax-deferred until it’s

used for college; earnings are then

taxed in d e student’s bracket. Some

states add tax benefits for residents.
All plans levy a penalty on with-

drawals not used for college expens-

es. Unless noted otherwise, any U.S.
resident can open an account.

pArizona's Family College Savings
Program is our favorite among the
new plans because it gives you some
choices about how your money is

invested. No plan gives you total con-

trol of your investments, but Arizona
lets you predesig-
nate up to two
switches—say, from
SM&R Growth
fund (three-Year
annualized return,
17.57¢) to SM&R
Balanced fund
(12.97¢c) on your
child’s 13th birth-
day; and from that
fund to a bond or
money-market
_ fund at’ 16.
Arizona also offers the CoIIe%e
Savings Bank's CollegeSure CD,
which Pa}/_s a rate pegged to college-
cost infla _
antee of 47. Whichever you choose,
earnings are exempt from Arizona
state tax. For more information, call
the College Savings Bank (SOU-888-
2723) or Securities Management and
Research (888-667-32392.
»California’s Golden State Scholar-
share Trust (877-728-4338; www

ion with a minimum guar-

.scholarshare.com) invests in three
TJAA-CREF funds, mcIudmt}; the
Growth Equng (12-month return,
26.57), Bond Plus and money-mar-
ket Rinds. For children ug to'age 2,
the mix is 757 stocks and 237 bonds.
»Kentucky has ofleretl only a fixed-
rate return in its Educational Savings
Plan Trust (800-333-0318). with-a
minimum guarantee of 47." Starting
this fall, accounts will be invested in
the TIAA-CREF funds named above
and only earlier contributions will
retain the 47c guarantee. Earnings
are 1Vee from Kentucky state income
tax. Participants must have ties to
Kentucky, such as living or working
in the state or having a family mem-
ber who lives there. ,
»Maine’s NextGen College Investing
Plan .(1877-463-9843) Invests in nine
Merrill Lynch funds, starting with
907 slocks and 107 bonds for chil-
dren up to age 3. Earnings are free
from Maine income tax.
»Massachusetts’s U. Fund (800-544-
2776) suP_pIements the state’s pre-
pnid-tuition %Ian_. Your maney is
Invested in eight Fldellt\g portfoligs.
»Minnesota’s College Savings Pro-
ram (800-657-3366) is a TIAA-

REF plan similar to California’s and
Kentucky's, Minnesota residents who
meet certain income criteria can get
a matching grant. N
»Missouri’s Saving for Tuition (Most)
program (888-414-6678) is yet anoth-
er TIAA-CREF plan that will eventu-
ally include a fixed-rate option with a
g_uaranteed minimum return. The

Ig boost for Missouri residents: a
state-tax deduction of up to S8,000
per contributor per year. Earnings
are free from Missour tax.
»Vermont's Higher Education Sav-
ings Plan (800-b37-5860; www.vsac
nig) will mirror Missouri’s plan, with
TIAA-CREF funds\ﬁ!us aguaran-
tecd-rctui n option. Withdrawals will
lie lice from Vermont tax. The con-
tributor or beneficiary must have a
"Vermont connection.

For reviews of plans in other

Males, see www.Kiplingeia oilikics.


http://www.vsac
http://www.kiplingeia
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since June, according to Kentucky-based College Saving Plan
Network. Nearly 1.2 million people use the plans to save for college.

“These plans arc a tremendous breakthrough, ”*says Marshall Bennett,
Mississippi 3state treasurer and chairman of the national network.

The plans offer professional money management, and state and
federal taxes on earnings are deferred until withdrawn. Many plans
offer additional state tax incentives.

State tuition plans aic either prepaid or savings plans.

Prepaid plans ket an investor - typically a parent or grandparent —
lock in public university tuition rates by paying now for a future
education.

Savings plans are state-sponsored, tax-deferred investments. If the
money isn Tspent for education, the investor loses the tax benefits
and incurs a penally.

Most recent growth has been in savings plans. Among the reasons for
their popularity:

»More plans. Arizona, Califomia, Colorado, Maine, Missouri and
Virginia — have launched savings plans just since August. Fourteen
more are set to launch soon.

“Stales have embraced these plans mainly because they Te so cheap to

run when they contract (with an investment company), and because

1/25/00 1:15 Pr*
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ttiey re great puoncny tui me governor, me siaie treasurer anu
everybody else,”says Joseph Hurley, author of The Best Way to Save

for College.

» Competition. Many states accept investments nationwide, and
some offer enhancements beyond tax concessions. North Carolina
makes education loans to parents who have depleted their account.

» Aggressive marketing. State officials pitch the programs to
residents in TV ads. And investment companies who manage state
funds put their marketing muscle behind the plans. Merrill Lynch, for
example, markets Maine 3 program to investors nationally.

Michigan was first with a tuition plan in 1988. Itwas the subject of a
five-year court fight with the Intermal Revenue Service, which argued
itdidn Tserve a state government purpose. A federal court ruled for
Michigan in 1994, and the slate stampede began after Congress, in
1996 and 1997, adopted favorable tax rules.

Making,saving,spending money

Front page. Nows. Sports. Money. Lite. Weather. Marketplace

© Copyright 2000 USA TODAY, a division of Gannett Co. Inc.
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Here's how state tuition plans rate

»Savings plans take off
»Prepaid most popular

College savers are not limited to their own slate in selecting a state tuition plan, so
they face an array of choices. Here is a listing of the plans that are now operating.
More are on the way. The chart includes the rating given each plan by Joseph
Hurley, a certified public accountant who has written a guide to funds called The Best Way to Save for
College. A rating of 5 is best; a 1is worst. More information can be found on Hurley’s Web site,
www.savingforcollege.eom. and on the Web site of the College Savings Plan Network,
vvvvw.college.savings.org.

Available to
non-residents?
_ Hurley’s  Type of (Hurle Enrollment  Investments/

State  Name (phone) ~ Web site rating  program ratmg{ period comments

Ala.  Prepaid agencies, state, al. us/ 2 Prepaid No Sept.  Tracks Ala.
Affordable treasurer tuition and fee
College Tuition Increases; no
PAC gPro ram interest if
800-252-7228) canceled

Alaska Advance College www.alaska.edu/ 1 Combined No Open  Money market
Tuition (ACT) ™ swaet interest rates
in Alaska,

00-478-0003;
outside Alaska,
907-474-5671)

Arix.  Arix.onaFamily  www.aepc.asu.edu 3 Savings Yes (3) Open  CD rates, 4%
College Savings minimum or
Plan four SM&R
(602-229-2591) mutual funds

Ark.  Arkansas www.thczliplan.com 5 Savings Yes (4) Open  Ning age-hased
Tax-deferred portfolios
Tuition Savings
Program
(877-442-6553)

Calif. ~ Golden State www.scholarshare.com 4 Savings Yes (3) Open  Age-based
Scholarshare Trust portfolios
College Savings managed b
Program TIAA-CREF
(877-728-4338)

Colo. ~ Scholars Choice  www.scholars Savings: 5 Both Savings: Open  Savings:
College Savings ~ -Choice.com Yes (%) age-based
Program gortfollos using
(888-572-4652) Prepaid: Banmon S{mtlh

- Prepaid; 2 Yes (1) Fall drriey mutua
Colorado Prepaid it funds
Tuition Fundp www.prepaidtuition.org
(800-478-5651)

Conn. Connecticut ~ www.ahoutchcl.com 3 Savings Yes (3) Open  Age-based
Higher Education portfolios;
Trust (CHET) various money

1rfd

1/25/00 1:14 M1
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Del.

=

Fla.

Ind.

lowa

Ky.

La.

Maine

Md.

Mass.

Mich.

Miss.

Mo.

(888-799-2438)

Delaware College
[nvestment Plan
(800-544-1655)
Florida Prepaid
Tuition Program
(800-552-4723)

CoIIe%e [llinois
(877-877-3724)

Indiana Family
College Savings
Plan
(888-814-6800)

College Savings

lowa
(888-446-6696)
Kentucky

Education Savings

Plan Trust
(877-598-7878)

Louisiana Student

www.fidelitv.com/
delawarc

www.fsha.Maic.l.us/
prepaid

www.collegcillinois.com

www.che.staic.in.us/
ifcsp

www.collcgesavines
iowa.com

www.kentuckvirusl.orc

www.osfa.slate.la.us/

Tuition Assistance start.htm

and Revenue Trust
Program (START)

(800-259-5626)

NcxtGen College
Investln% Plan
(877-463-9843)

Maryland Prepaid
College Trust
(888-463-4723)

U. Fund
(800-544-2776)

U. Plan
(800-449-6332)
Mlch|(11_an
Education Trust
(800-638-4543)
Mississippi
Prepaid
Affordable
College Tuition
Program
MPACT)
800-987-4450)
Missouri Saving
for Tuition
Program (MOST)
(888-414-6678)

www.nextcenplan.com

www.prepaid.usmd.edu

www.mefa.orc

www.treas.statc.mi.us/
collepe/met/metindex.htm

www.Ireasurv.statc.ms.us

WWW.missourimost.orc

Savings: 4

Prepaid: 2

1

Savings

Prepaid

Prepaid

Savings

Savings

Savings

Savings

Savings

Prepaid

Both

Prepaid

Prepaid

Savings

http://wmw.usaioday .con/iiioney/wcal th/saving/nisw138. htm

Yes (4)

No

No

Yes (4)

Yes (3)

No

No

Yes (4)

No

Yes (4)

Prepaid:

Yes (1)
No

No

Yes (4)

Savin(gs:

Open

Ocl.-Jan.

Oct. 18-
Fch. 18

Open

Open

Open

Open;
Nov. |
deadline for
matching
grant

Open

Feb. 10-
Junc 10

Savings:
Open
Prepaid:

May 2000
Fall/winter

Sept. 1-
Nov. 30

Open

fmanagers

Age-based

|g_ortfollos using
idelity funds

Tracks Fla.
tuition increases;
no interest if
canceled

Tracks 111
tuition and fee
increases; heavy
cancellation
penalties

Many One
Group mutual
fund options;
Vanguard hond
un

One of four
Van?uard
portfolios
Age-based
portfolios
managed bEy
TIAA-CREF

Government
bonds and other
fixcd-income
Investments

Age-based
ortfolios using
errill Lynch

mutual funds

Tracks Md. avg.
tuition and fees;
cannot cancel
first three years
Savings:
age-based
P_Qrtfollos usmP
idelity mutua
funds
Tracks Mich,

tuition and fees;
no cancellations

Tracks Miss,
tuition and fees

Age-based
?,ortfo_llos or
Ixed-income,
hoth
TIAA-CREF
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"Mont. 'Montana Family  monlana.collcce

Nev.

N.H.

N.J.

N.Y.

N.C.

Ohio

Pa.

Rl

SC.

Tenn.

Texas

Utah

Va.

Education Savings savinus.com
Proaram
(800-888-2723)
Nevada Prepaid
Tuition Program
(888-477-2667)
UNIQUE College personal400.lidelitv.com/
InvestmgPIan planning/college
(800-544-1722)

prepaid-tuition.staic.nv.us

New Jersey Better www.state.ni.us/
Education Savings treasurv/osa

Trust }NJBEST)

(877-465-2368)

New York’s, WWW.NVSaves.com
College Savings

Program

(877-697-2837)

College Vision  www.colleuevision
Fun fund.ore
(800-600-3453)

Ohio Prepaid vvww.ohiocollege
Tuition Program savincs.org
(800-233-6734)

Pennsylvania

WWW.patap.org

Tuition Account
Program (TAP%
(800-440-4000

Rhode Island
Education Savings
Trust (RIHEST)

www.rihest.com

(877-474-4378)

Prepaid www.stalc.sc.us/

Affordable 1D

Collcce Education

PACE}

888-712-4723)

Tennessee Www.treasurv.state.tn.us/

Baccalaureate best.him

Education System

Trust L{BES ;

(888-486-2378)

Texas Tomorrow — www.texaslomorrow
fund.com

Fund
(800-445-4723)
Utah Educational ~ www.uesp.org
Savmgs Plan Trust

EUES )
800-418-2551)

Virginia Education www.vpcp.slate.vn.us
Savings Trust

Savings

Prepaid

Savings

Savings

Savings

Savings
Both

Prepaid

Savings

Prepaid

Prepaid

Prepaid

Savings

Both

liitp/Aww . usnioday . coin/money/wcal th/saving/nisw138.htm

Yes (3)

No

Yes (4)

No

Yes (4)

No
No

No

Yes (3)

No

No

No

Yes (4)

Savings:

Yes (4)

Open

Aug. 30-
Nov. 16

Open

Open

Open

Open
Open

Open

Open

Oct. 1-
Jan. 21

Open

Nov. 1-
March 28

Open

Savings:
Open

CDs hased on
avg. college
costs, 4%
minimum

Tracks Nevada
tuition increases

Age-based
Eprtfollos usmP
idelity mutua

funds

Invested by
slate; minimum
60% in bonds

Age-based
portfolios
managed b
TIAA-CREF

Fixed-income
securities

Tracks Ohio
tuition increases

Tracks Pa.
tuition increases;
no interest if
canceled
Age-hased
portfolios with
various money
managers

Tracks S.C.
tuition and fee
increases; no
interest if
canceled

Tracks Tenn.
tuition and fee
increases

Tracks Texas
tuition and fee
increases

Four options,
with state-run
fixed-income
fund and
Van%uard stock
and bond index
funds

Prepaid; tracks
Va. tuition and
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(VEST)

Virginia Prepaid
Education

Program (VPEP)
(888-567-0540)

Guaranteed
Education Tuition
of Washington
}GET)
877-438-8848)
West Virginia
Prepaid College
Plan
(800-307-4701)

Wash. Www.eet.wa.sov

W.Vn. www.wvlrcasurv.com

Wis.  Edvest Wisconsin cdvcst. state, wi. us
(888-338-3789)

Source: Saving for College, www.savinprorcollegc.com

e Making, saving, spending money

e Monevline
e Go to Money front page

Prepaid: 3
2 Prepaid
2 Prepaid
1 Savings

hnp://Aww . usnioduy . cnr .moncy/wcal Ih/saving/msw 138.htm

Prepaid:
o
No
No

No

ES O AP R

annett Co. Inc.

Prepaid:
Dec. I
Fcb. 29

Sept. I
Jan. 15

Oct.-Jan.

Open

fee increases;
savings: seven
age-hascd
portfolios

Tracks Wash.
tuition increases

Tracks W.Va.
tuition and fee
increases; no
interest if
canceled

Tuition units
similar to U.S.
Savings Bonds,
now 6% interest
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New Developments

Type of Program:
Name of program:

Initial Year of Operation:

Telephone:

Intemet:

Residency requirements:

Age/time requirements:

Basic program description:

Max imum contribution:

Minimum contribution:

Investment information:

Enrollment period:

Program fee:

What we like most:
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{(Section 529 Plans f

http://ww.saving forcol lcge.con/sialcs/nodr20Lianipshire. lilnn

Messtiee Board

Newsletter Information
Products and Services
Site Map

thjwth i

New Hampshire
Savings
UNTQUE College Investing Plan

1998
1-800-544-1722

ww. Fidelitv.com/unique

None

None

Accounts can be used to pay for all higher education
expenses allowed under Section 529.

$109,825 to increase on January 1, 2000

$1,000 lump sum or $50/month automatic deposit.

Age-based portfolios using a blend of Fidelity mutual
funds

Open

$30 annual maintenance fee (waived for account with
automatic deposit or exceeding $25,000 in value).
Program investment fee of 0.3% charged against net
assets of the portfolio. Portfolio expenses range from
.65% to .75%. Earnings are exempt from New
Hampshire interest and dividends tax.

Strong and experience program manager Fidelity
Investments.

Book Information and Updates
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Account owner and beneficiary may not be the same
person.

What we dislike most:

New Developments: Click here for new developments.

Copyright © 1999 by Joseph F. Hurley
For problems or questions regarding
thisweb site contact the webmaster.
Last updated: January 13, 2000.

Disclaimer Site Map
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Maine Nex1Gcn College Investing Plan

_ Home .
milae Comparisoiis A 5-Cap Ratines
Investment Results
Articles and Links
New Developments

Type of Program:
Name of program:

Initial Year of Operation:

Telephone:

Intemet:

Residency requirements:

Age/time requirements:

Basic program description:

Maximum contribution:

Minimum contribution:

Investment information:

EnrolIment period:

Program fee:

What we like most:

17

http://ww.siivinglarcol legc.coni/staies/maine. 1iim

Mcssattc Board
Book Information and Updates
Newsletter Information
Products and Services
Site Map

Maine
Savings
NextGen College Investing Plan

1999
1-877-463-9843

www . nextgenplan.com

None

None

Accounts may be used to pay for all higher education
expenses allowed under Section 529. Earnings are
exempt from Maine income tax ifused for college.

$145,000

$250 lump sum or $50 month with automatic deposit

Age-based portfolios using a blend of existing Merrill
Lynch Asset Management mutual funds. Options exist to
invest 100% inequity funds, 75/25 in equity/fTixed
income funds, and 100% in fixed income.

Open

$50 annual maintenance fee, waived for Maine residents
and for accounts with at least $2,500 in contributions for
the year and for accounts that reach $20,000 in value.
Annual program management fees totaling 0.6% of net
asset value and expense ratios in the portfolios ranging
from 0.76% to 0.98%.

Strong program manager with Merrill Lynch.
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The program will be sold through sales reps from Merrill j
Lynch, other investment companies inMaine, and Maine
What we dislike most: banking institutionswho may not have full knowledge of
the intrieatws of 529 Plans (although specialists will be
available by telephone).

New developments: Click here for new developments!

Copyright © 1999 by Joseph F. Hurley
For problems or questions regarding
thisweb site contact the webmaster.

Last updated: January 13, 2000.

Disclaimer Site Map
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CS FOR HOUSE BILL NO. 268( )
INTHE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FIRST LEGISLATURE -SECOND SESSION

BY

Offered:
Referred:

Sponsor(s): REPRESENTATIVES MURKOWSKI , Tberriault
A BILL

FOR AN ACT ENTITLED
"An Act relating to a University of Alaska postsecondary education savings
program, to the Alaska Higher Education Savings Trust, and to the Alaska

advance college tuition savings fund; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 09.25.120(a)(7) is amended to read:

(7) names, addresses, and other information identifying a person as a
participant in the Alaska Higher Education Savings Trust under AS 14.40.802 or
the advance college tuition savings [PAYMENT] program under AS 14.40.803 -
14.40.817;

* Sec. 2. AS 09.38.015(a)(9) is amended to read:
(9) tition credit or savings accounts [CREDITS] under a higher

education savings account established under AS 14.40.802 or an advance college
tuition savings [PAYMENT] contract authorized under AS 14.40.809(a);
* Sec. 3. AS 14.40.170(a) is amended by adding a new paragraph to read:

CSHB 268( )
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(10) administer, manage, market, and promote a postsecondar
education savings program; the program must include the Alaska Higher Education
Savings Trust under AS 14.40.802 and the Alaska advance college tuition savings fund
under AS 14.40.803 - 14.40.817.

* Sec. 4. AS 14.40 is amended by adding a new section to article 6 to read:

Sec. 14.40.802. Alaska Higher Education Savings Trust, (a) The Alaska
Higher Education Savings Trust is established in the University of Alaska. The
purpose of this trust is to secure obligations to participants and beneficiaries under a
postsecondary education savings program operated by the University of Alaska and to
provide participants a convenient method of saving for college or other postsecondary
education. The Board of Regents of the University of Alaska shall

(1) adopt policies that provide for the administration, management,
promotion, and marketing of the trust;

(2) maintain the trust in compliance with requirements of 26 U.S.C.
(Intemal Revenue Code) for a qualified state tuition program as defined in
26 U.S.C. 529;

(3 coordinate savings options established under the trust and the
administration of the trust with the Alaska advance college tuition savings fund (AS
14.40.803), including the creation of common administrative and record-keeping
systems, marketing programs, and operating reserves;

(4) establish participation agreements, including application, savings
options, and withdrawal procedures;

(®) enter into participation agreements with participants for the

(A) accumulation, investment, and distribution of funds;

(B) payment or reimbursement of qualified higher education
expenses; and

(C) benefit of a beneficiary;

(6) enter into contracts with one or more contractors, including
investment managers; in determining the persons to act as investment managers,
consideration must be given to the qualifications of the contractor, including the

contractor”s ability to

CSHB 268( )
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(A) administer financial programs with individual account
maintenance and reporting;

(B) develop, market, and administer investment options
appropriate for the trust; and

(C) augment the savings program with other beneficial products
and services;

(7) allow both residents and nonresidents to participate in the trust;

(8 allow the transfer or rollover of funds from the Alaska advance
college tuition savings fund and other qualified state tuition programs under 26 U.S.C.
529 and the participation agreement;

(@ allow withdrawals from the trust to be used for qualified higher
education expenses, including room and board as allowed by 26 U.S.C. 529;

(10) establish penalties for withdrawals from the trust for nonqualified
expenses and other distributions as required under 26 U.S.C. 529 or as provided in the
participation agreement;

(11) engage an independent firm of certified public accountants to audit
the financial position of the trust.

(b) The board may
(1) divide the trust into multiple investment portfoliocs;
(2 commingle amounts credited to some or all accounts for investment

purposes;

(3) establish trusts and accounts as the board considers appropriate
under 26 U.S.C. 529;

(4 require trust participants to pay administrative fees;

(5) establish earnings reserves as provided in the participation
agreement, including reserves for the payment of administrative costs.

(©) The University of Alaska, the board, the state, or an agency of the state is
not liable for a loss of funds that are invested under a participation agreement or for
the denial of a perceived tax or other benefit. The board shall provide written notice
to each applicant that there is no guarantee of any rate of retum or benefit and that any

risk of loss in account value or other benefit rests exclusively with the participant and

CSHB 2F8( )
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the beneficiary.

(d) Notwithstanding any other provision of law, earnings on funds deposited
with the trust are not subject to taxation by the state or a municipality.

() Funds on deposit with the trust may not be considered by the University
of Alaska or an agency of the state to limit eligibility for a state-funded scholarship.

() A participant has the right, as provided in the participation agreement, to

(1) change trie beneficiary of an account to another individual who is
amember of the family of the former beneficiary; or

(2 direct that all or a portion of an account be transferred to an
account with a new beneficiary if the new beneficiary isa member of the family of
the former beneficiary.

(@ The right to change the beneficiary or to transfer between accounts
described in () of this section may be denied or limited as provided in the
participation agreement, including transfers that would result in contributions or
account balances in excess of allowable limits under the participation agreement.

(h) An account established under this section

(D) is exempt from a claim by the creditors of a participant or of a

beneficiary:

(@ isconclusively presumed to be a spendthrift trust;

(3 is not an asset or property of either the participant or the
beneficiary;

(4) may not be assigned, pledged, or otherwise used to secure a loan

or other advancement;

(5) s not subject to involuntarily transfer or alienation.

0] Except as permitted in 26 U.S.C. 529, a participant or beneficiary may not

directly or indirectly direct the investment of an account or earnings on the account.
() A participant may, as provided in the participation agreement, designate a
person other than the participant as a successor participant. The designation of a
successor participant does not take effect until the participant dies or is declared legally
incompetent. If a participant dies or is declared legally incompetent without having

effectively designated a successor participant, the beneficiary may designate a
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successor participant in the manner prescribed above if the beneficiary is not the same

person as the successor participant.
(k) The trust, a participation agreement, and this section are intended to
comply with the requirements of 26 U.S.C. 529 and shall be interpreted in that manner

to the extent permitted by law.

(@) The trust and participation agreements may be modified or amended on a

retroactive basis in order to maintain compliance with 26 U.S.C. (Intermal Revenue
Code) and to maintain efficient operation of the trust as determined by the board.

(m) A name, address, or other information identifying a person as a participant
or beneficiary in the trust is confidential.

(n) In this section,

(1) "account™ means an individual trust account established under this
section;

(@ beneficiary” means any person designated by a participation
agreement, or by another method of designation authorized in this section, to benefit
from payments for qualified higher education expenses at an eligible educational
institution;

(3 "board" means the Board of Regents of the University of Alaska;

@ "member of the family" has the meaning given in 26 U.S.C. 529(e);

(5) "participant” means a person who has entered into a participation
agreement or has been appointed as a participant as provided in this section and in the
participation agreement;

(6) "participation agreement” means an agreement between a participant
and the board providing for the establishment by the participant of one or more
accounts under this section and for the administration of those accounts for the benefit
of the participant and the beneficiary;

(7)) "qualified higher education expenses"” has the meaning given in

26 U.S.C. 529(e);
(8 "trust" means the Alaska Higher Education Savings Trust.

* Sec. 5. AS 14.40.803 is amended to read:

Sec. 14.40.803. Alaska advance college tuition savings [PAYMENT] fund

CSHB 268( )
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[ESTABLISHED], (a) The Alaska advance college tuition savings [PAYMENT]
fund is established as a nonlapsing fund of the University of Alaska. The [FUND IS
ESTABLISHED FOR THE] purpose of the fund is to secure obligations to
participants under a postsecondarv education savings program operated bv the
University of Alaska and to enhance [ENHANCING] the ability of the university to
provide (1) higher education for the people of the state; (2) wide and affordable access
to higher education for residents and their children; (3) an incentive for residents to
achieve higher academic standards in grades 7-12; and (4) an incentive for residents
to continue and complete secondary and postsecondary education. The fund may be
divided into separate accounts for accounting purposes.

() The fund consists of

(1) permanent fund dividend and cash contributions made under
AS 14.40.807 under the terms of an advance college tuition savings [PAYMENT]
contract;

(2 appropriations, gifts, bequests, and contributions; and

(3) income and earnings of the fund.

(©) Assets of the fund shall be expended to make payments to the university
and other eligible educational institutions, including payments for refunds, redemptions,
and awards under a savings [AN ADVANCE TUITION PAYMENT] contract or
scholarships, [A PREPAID TUITION SCHOLARSHIP, AND] costs of administrations

and other obligations of the fund.

* Sec. 6. AS 14.40.807(a) is amended to read;

@ Contributions to the fund under the terms of an advance college tuition

savings [PAYMENT] contract may be made by direct cash payments or by
contributions from the permanent fund dividend. The Department of Revenue shall
(1) prepare the permanent fund dividend application to allow an
applicant or a parent, legal guardian, or other authorized representative of an applicant
who 1is an unemancipated minor to contribute 50 percent of a dividend to the fund
[UNDER THE TERMS OF AN ADVANCE TUITION PAYMENT CONTRACT]; and
(@ include with each application for a permanent fund dividend an

explanation of the advance college [ADVANCED] tuition savings [PAYMENT]

CSHB 268( ) l\ENTeXt Underllned [mmm
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program, including the right to receive a refund, a disclosure of the potential tax
liability of the fund, and disclosure of the possible general effect of the tax liability on

the advance college tuition savings [PAYMENT] program.

*Sec. 7. AS 14.40.809 is amended to read:

Sec. 14.40.809. Powers and duties of the University of Alaska, (@ The
Board of Regents of the University of Alaska may contract with a purchaser for the
purchase of advance college tuition credits for the payment of tuition and other
qualified higher education expenses [BY THE PURCHASER] for a beneficiary of any
age to attend a branch of the university or other eligible educational institution to
which the beneficiary is admitted. A purchaser and a beneficiary may be the same
person.

() The board shall

(1) make appropriate arrangements as necessary to fulfill the board"s
obligations under an advance college tuition savings [PAYMENT] contract;

(2) establish and adopt a formal plan for administration of the advance
college tuition savings [PAYMENT PROGRAM AND PREPAID TUITION
SCHOLARSHIP] program; the terms and conditions of the plan shall be considered
a part of an advance college tuition savings [PAYMENT] contract;

(3) establish investment objectives, criteria, and asset allocation
guidelines for the fund based on prudent institutional investor guidelines and actuarial

analysis of the earnings requirements for the advance college tuition savings

[PAYMENT] plan; and

(4) enter into contracts or agreements considered necessary for the
investment of the fund, including contracts or agreements with investment
managers, consultants, and other custodians of the fund;

(®) engage a financial advisor to annually report on the investment

performance of the fund:

(6) engage an independent firm of certified public accountants to

audit the financial position of the fund;

(7) do all acts, whether or not exnresslv authorized, that the hoard

considers necessary or proper in administering the assets of the fund:

CSHB 268( )
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(8 enter into reciprocal agreements with Sheldon Jackson College,
Alaska Pacific University, and other eligible educational institutions or state tuition
programs that the board determines to be beneficial to the advance college tuition
savings [PAYMENT] program!

(9@ coordinate savings options established under the Alaska advance
college tuition savings program and the administration of the fund with the
Alaska Higher Education Savings Trust (AS 14.40.802) including the creation of
common administrative and record-keeping systems, marketing programs, and

operating reserves.

* Sec. 8. AS 14.40.811 is amended to read:

Sec. 14.40.811. Advance college tuition savings [PAYMENT] contracts, (@)

An advance college tuition savings [PAYMENT] contract must set out or include by

reference to the plan
(1) the name and date of birth of the purchaser and the beneficiary

under the contract;
(2 the number of advance college [PREPAID] tuition credits

purchased under the contract;

(3) the terms and conditions under which the contract may be

terminated and refunds made;

(4) the assumption of a contractual obligation by the board to provide

funding for specified education benefits for [TO] the beneficiary in accordance with

the terms of the plan;
(5) the period of time during which the beneficiary may receive the

benefits of the contract; and

(6) other terms and conditions the board determines to be appropriate

or that are required under 26 U.S.C. [BY THE UNITED STATES] (Intermal Revenue

Code}.

()] An advance college tuition savings [PAYMENT] contract may be

terminated

€)) if the board determines that the number of purchasers is insufficien

to maintain the fund on an actuarially sound basis; or
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&) under other circumstances determined by the board and set out

the advance tuition savings [PAYMENT] contract or in the plan.
*Sec. 9. AS 14.40.817(1) is amended to read:

() "advance college tuition savings [PAYMENT] contract" or
"contract” means a contract entered into by the board and a purchaser to provide for
the qualified higher education expenses of a beneficiary;

* Sec. 10. AS 14.40.817(5) is amended to read:

©) "fund” means the Alaska advance college tuition savings

[PAYMENT] fund established under AS 14.40.803;
*Sec. 11. AS 14.40.817(6) is amended to read:

() "plan" means the formal plan for administration of an advance
college tuition savings [PAYMENT] program [AND PREPAID TUITION
SCHOLARSHIP PROGRAM] adopted by the board under AS 14.40.809(b);

* Sec. 12. AS 14.40.817(7) is amended to read:

(7) "purchaser" means the person who isnamed in the contract and has the
rights conferred upon a purchaser under an advance college tuition savings
[PAYMENT] contract;

* Sec. 13. AS 45.55.990(32) is amended to read:

(32) ‘'security" means a note; stock; treasury stock; bond; debenture;
evidence of indebtedness; certificate of interest or participation in any profit-sharing
agreement; limited liability company inteiest under AS 10.50, notwithstanding the
limitations of AS 45.08.103(c); collateral-trust certificate; preorganization certificate
or subscription; transferable share; investment contract; voting-trust certificate;
certificate of deposit for a security; certificate of interest or participation in an oil, gas,
or mining title or lease or in payments out of production under the title or lease or in
any sale of or indenture or bond or contract for the conveyance of land or any interest
in land; an option on a contract for the future delivery of agricultural or mineral
commodities or any other commodity offered or sold to the public and not regulated
by the Commodity Futures Trading Commission; however, the contract or option is not
subject to the provisions of AS 45.55.070 if it is sold or purchased on the floor of a

bona fide exchange or board of trade and offered or sold to the public by a broker-

CSHB 268( )
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dealer or agent registered under this chapter; investment of money or money®s worth
including goods furnished or services performed in the risk capital of a venture with
the expectation of some benefit to the investor where the investor has no direct control
over the investment or policy decision of the venture; or, in general, any interest or
instrument commonly known as a "security,” or any certificate of interest or
participation in, temporary or interim certificate for, receipt for, guarantee of, or
warrant or right to subscribe to or purchase, any of the foregoing; "security” does not
include a participation agreement entered into under AS 14.40.802 or an insurance
or endowment policy or annuity contract under which an insurance company promises
to pay a fixed or variable sum of money either in a lump sum or periodically for life
or for some other specified period;

* Sec. 14. AS 14.40.805 is repealed.

* Sec. 15. This Act takes effect immediately under AS 01.10.070(c).
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Alaska State Legislature

Representative Lisa M uricowski

Government Hill = Elmendorf < East Anchorage

House Bill 268 - Higher Education Savings Trust

Sponsor 3 Statement

Session:
Alaska State Caitiol
Juneau, AK 99801-i 182
Phone; (907) hos-3'S.i
fax: (907! 410-2: 9?

TOLL FREE: (S77) Adi)-

Interim:
716 W est 4th Avenue

Anchorage, AK 99501-2133
PHONE: (907) 269-0 P4
Fax: (907) 269-OP™"

Alaska, through its student loan program and the Advance College Tuidon progranm

has traditionally offered its residents seeking a higher education, solid financial options,

HB

268 continues this trend and will allow residents and non-residents alike the ability to put

money into a trust fund that may be used for higher education expenses. HB 268 will ensure

that Alaskans will continue to have flexible and powerful financial options to utilize for their

higher education.

Under IRS code 26 USC 529 commonly known as “Section 529, ””states are allowed
to create ““qualified State tuition programs.”” Section 529 defines “qualified State tuition
program”’as aprogram established and maintained by a State or an agency under which a
person may either purchase tuition credits or certificates on behalfof a designated
beneficiary which entitle the beneficiary to the waiver or payment of qualified higher
education expense of the beneficiary; or, may make contributions to an account which is

established for the purpose of meeting the qualified higher education expenses of the

designated beneficiary.

Under Section 529, individuals are permitted to front load large sums of money, in
some states in excess of S100,000, gift-tax free either inone lump sum or over a 5 -year
period. Quite a contrast to the $500 annual limit on the Education IRA. Furthermore, the
participant may change the beneficiary atany time and may even choose him or herself to be

the beneficiary. Section 529 provides unprecedented flexibilityand savings power.

As approximately fort) Pother states have done, House Bill 268 establishes a qualified
State tuition program. The program will be administered by the University of Alaska and
will be known as the “Alaska Higher Education Savings Trust.““ The bill also changes the
structure of the current Advance College Tuition program by updating its structure to
conform tonew IRS codes and changing the name of the program to the Advance College

Tuition Savings Fund. In order to keep the overhead, record keeping and marketing costs to

aminimum, HB 268 places both programs under one administrative head.

It is vital that this education savings program be flexible and designed to maximize

returns for the investor with minimal tax consequences. Not only is this important so that

Alaskans arc able to have meaningful savings options for their higher education, but, with a

strong program, itshould entice non-residents as well to invest their savings dollars in

Alaska.

I urge your supportof HB 268. Thank you for your consideration.

SPONSOR STATEMENT
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-CITE-

26 VSC Sec. 529 01/26/98
-EXPCITE-

TITLE 26 - INTERNAL REVENUE CODE

Subtitle A - Income Taxes

CHAPTER 1 - NORMAL TAXES AND SURTAXES

Subchapter F - Exempt Organizations
PART VIIl - HIGHER EDUCATION SAVINGS ENTITIES
HEAD-

Sec. 529. Qualified State tuition programs

STATUTE-
(a) General rule

A qualified State tuition program shall be exempt from taxation

under this subtitle. Notwithstanding the preceding sentence, such

program shall be subject to the taxes imposed by section 511

(relating to imposition of tax on unrelated business income of

charitable organizations).
(b) Qualified State tuition program
For purposes of this section -

(1) In general

The term 1"qualified State tuition program®™" means a progranm
established and maintained by a State or agency or

instrumentality thereof -

(A) under which a person -

(i) may purchase tuition credits or certificates on behalf
of a designated beneficiary which entitle the beneficiary to
the waiver or payment of qualified higher education expenses
of the beneficiary, or

(ii) may make contributions to an account which is

established for the purpose of meeting the qualified higher

lof 12 Referenced Statutes/ Regs
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education expenses of the designated beneficiary of the

account, and
(B) which meets the other requirements of this subsection.
(2) Cash contributions
A program shall not be treated as a qualified State tuition
program unless it provides that purchases or contributions may
only be made 1in cash.

(3) Refunds

A program shall not be treated as a qualified State tuition
program unless it imposes a more than de minimis penalty on any
refund of earnings from the account which are not -

(A) used for qualified higher education expenses of the
designated beneficiary,

(B) made on account of the death or disability of the
designated beneficiary, or

(C) made on account of a scholarship (or allowance or payment
described in section 135(d)(1)(B) or (C)) received by the
designated beneficiary to the extent the amount of the refund
does not exceed the amount of the scholarship, allowance, or
payment.

(4) Separate accounting

A program shall not be treated as a qualified State tuition
program unless it provides separate accounting for each
designated beneficiary.

(5) No investment direction

A program shall not be treated as a qualified State tuition
program unless it provides that any contributor to, or designated
beneficiary under, such program may not directly or indirectly
direct the investment of any contributions to the program (or any
earnings thereon).

(6) No pledging of interest as security

A program shall not be treated as a qualified State tuition

20f 12 1/7/00 1:13 PM
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program if it allows any interest in the program or any portion
thereof to be used as security for a loan.
(7) Prohibition on excess contributions
A program shall not be treated as a qualified State tuition
program unless it provides adequate safeguards to prevent
contributions on behalf of a designated beneficiary in excess of
those necessary to provide for the qualified higher education
expenses of the beneficiary.
(c) Tax treatment of designated beneficiaries and contributors
(1) In general
Except as otherwise provided in this subsection, no amount
shall be includible in gross income of -
(A) a designated beneficiary under a qualified State tuition
program, or
(B) a contributor to such program on behalf of a designated
beneficiary,
with respect to any distribution or earnings under such program.
(2) Gift tax treatment of contributions
For purposes of chapters 12 and 13 -
(A) In general
Any contribution to a qualified tuition program on behalf of
any designated beneficiary -
(i) shall be treated as a completed gift to such
beneficiary which is not a future interest in property, and
(ii) shall not be treated as a qualified transfer under
section 2503(e).
(B) Treatment of excess contributions
If the aggregate amount of contributions described 1in
subparagraph (A) during the calendar year by a donor exceeds
the limitation for such year under section 2503(b), such
aggregate amount shall, at the election of the donor, be.taken
into account for purposes of such section ratably over the

5-year period beginning with such calendar year.

3of 12 1/7/00 1:13 PM
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(3) Distributions

(A) In general

Any distribution under a qualified State tuition program
shall be includible in the gross income of the distributee 1in
the manner as provided under section 72(b) to the extent not
excluded from gross income under any other provision of this
chapter.
(B) In-kind distributions

Any benefit furnished to a designated beneficiary under a
qualified State tuition program shall be treated as a
distribution to the beneficiary.
(C) Change 1in beneficiaries

(i) Rollovers

Subparagraph (A) shall not apply to that portion of any
distribution which, within 60 days of such distribution, 1is
transferred to the credit of another designated beneficiary
under a qualified State tuition program who is a member of
the family of the designated beneficiary with respect to
which the distribution was made.

(ii) Change in designated beneficiaries

Any change in the designated beneficiary of an interest in
a qualified State tuition program shall not be treated as a
distribution for purposes of subparagraph (A) if the new
beneficiary is a member of the family of the old beneficiary.

(D) Operating rules
For purposes of applying section 72 -

(i) to the extent provided by the Secretary, all qualified
State tuition programs of which an individual is a designated
beneficiary shall be treated as one program,

(ii) all distributions during a taxable year shall be
treated as one distribution, and

(iii) the value of the contract, income on the contract,

4 of 12
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and investment in the contract shall be computed as of the

close of the calendar year in which the taxable year begins.

(4) Estate tax treatment

(A) In general

No amount shall be includible in the gross estate of any
individual for purposes of chapter 11 by reason of an interest
in a qualified tuition progranm.
(B) Amounts includible in estate of designated beneficiary in

certain cases

Subparagraph (A) shall not apply to amounts distributed on
account of the death of a beneficiary.
(©) Amounts includible in estate of donor making excess

contributions

In the case of a donor who makes the election described in
paragraph (2)(B) and who dies before the close of the 5-year
period referred to in such paragraph, notwithstanding
subparagraph (A), the gross estate of the donor shall include
the portion of such contributions properly allocable to periods
after the date of death of the donor.

(5) Other gift tax rules

For purposes of chapters 12 and 13 -
(A) Treatment of distributions

Except as provided in subparagraph (B) , in no event shall a
distribution from a qualified tuition program be treated as a
taxable gift.
(B) Treatment of designation of new beneficiary

The taxes imposed by chapters 12 and 13 shall apply to a
transfer by reason of a change in the designated beneficiary
under the program (or a rollover to the account of a new
beneficiary) only if the new beneficiary is a generation below
the generation of the old beneficiary (determined in accordance
with section 2651).

(d) Reports

50fl2 1/7/00 1:13 PM
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Each officer or employee having control of the qualified State
tuition program or their designee shall make such reports regarding
such program to the Secretary and to designated beneficiaries with
respect to contributions, distributions, and such other matters as
the Secretary may require. The reports required by this subsection
shall be filed at such time and in such manner and furnished to
such individuals at such time and in such manner as may be required
by the Secretary.

(e) Other definitions and special rules
For purposes of this section -
(1) Designated beneficiary
The term <“Tesignated beneficiaryl®” means -

(A) the individual designated at the commencement of
participation in the qualified State tuition program as the
beneficiary of amounts paid (or to be paid) to the progranm,

(B) in the case of a change in beneficiaries described 1in
subsection (c¢) (3) (C) , the individual v/ho is the new
beneficiary, and

(C©) in the case of an interest in a qualified State tuition
program purchased by a State or local government (or agency or
instrumentality thereof) or an organization described 1in
section 501(c)(3) and exempt from taxation under section 501(a)
as part of a scholarship program operated by such government or
organization, the individual receiving such interest as a
scholarship.

(2 Member of family

The term ""member of the family®™" means -

(A) an individual who bears a relationship to another
individual which is a relationship described in paragraphs (1)
through (8) of section 152(a), and

(B) the spouse of any individual described in subparagraph

®» .
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(3) Qualified higher education expenses
(A) In general
The term 1 Yualified higher education expenses *”means
tuition, fees, books, supplies, and equipment required for the
enrollment or attendance of a designated beneficiary at an
eligible educational institution.
(B) Room and board included for students under guaranteed plans
who are at least half-time
(i) In general
In the case of an individual who is an eligible student (as
defined in section 25A(b)(3)) for any academic period, such
term shall also include reasonable costs for such period (as
determined under the qualified State tuition program)
incurred by the designated beneficiary for room and board
while attending such institution. For purposes of subsection
(b)(7), a designated beneficiary shall be treated as meeting
the requirements of this clause.
(if) Limitation
The amount treated as qualified higher education expenses
by reason of the preceding sentence shall not exceed the
minimum am unt (applicable to the student) 1included for room
and board for such period in the cost of attendance (as
defined in section 472 of the Higher Education Act of 1965,
20 U.S.C. 108711, as in effect on the date of the enactment
of this paragraph) for the eligible educational institution
for such period.
(4) Application of section 514
An interest in a qualified State tuition program shall not be
treated as debt for purposes of section 514.
(5) Eligible educational institution
The term ~%®ligible educational institutionl *means an
institution -

(A) which is described in section 481 of the Higher Education

7 of 12
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Act of 1965 (20 U.S.C. 1088), as in effect on the date of the
enactment of this paragraph, and

() which is eligible to participate in a program under title
IV of such Act.

-SOURCE-
(Added Pub. L. 104-188, title I, Sec. 1806(a), Aug. 20, 1996, 110

Stat. 1895; amended Pub. L. 105-34, title 1l, Sec. 211(a), (b),
(), (e)(2)(A), title XvVl, Sec. 1601(h)(1)(A), (B), Aug. 5, 1997,
Il Stat. 810, 812, 1092.)

-REFTEXT-
REFERENCES IN TEXT

The date of the enactment of this paragraph, referred to in
subsec. (e) (3 (B) (ii), (5), probably means the date of enactment of
Pub. L. 105-34, which amended subsec. (e)(3) generally and enacted
subsec. (e)() and which was approved Aug. 5, 1997.

The Higher Education Act of 1965, referred to in subsec. (e)(5),
is Pub. L. 89-329, Nov. 8, 1965, 79 Stat. 1219, as amended. Title
IV of the Act 1is classified generally to subchapter 1V (Sec. 1070
et seq.) of chapter 28 of Title 20, Education, and part C (Sec.

2751 et seq.) of subchapter 1 of chapter 34 of Title 42, The Public
Health and Welfare. For complete classification of this Act to the

Code, see Short Title note set out under section 1001 of Title 20

and Tables.

-MISC2-
AMENDMENTS
1997 - Subsec. (b)(5). Pub. L. 105-34, Sec. 211(b)(4), inserted
1*directly or indirectly"" after ""may not"".
Subsec. (c)(2). Pub. L. 105-34, Sec. 211(b)(3)(A)(1), amended
heading and text of par. (2) generally. Prior to amendment, text
read as follows: ""In no event shall a contribution to a qualified

State tuition program on behalf of a designated beneficiary be

treated as a taxable gift for purposes of chapter 12.°°

8of 12 1/7/00 1:13 PM
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Subsec. (c)(3)(A). Pub. L. 105-34, Sec. 211(d), substituted
"*section 72(b)" for "T"section 7211.

Subsec. (c)(4). Pub. L. 105-34, Sec. 211(b)(3)(B), amended
heading and text of par. (4) generally. Prior to amendment, text

read as Tfollows: 1 The value of any interest in any qualified State

tuition program which is attributable to contributions made by an

individual to such program on behalf of any designated beneficiary

shall be includible in the gross estate of the contributor for

purposes of chapter 11.11
Subsec. (c¢)(5). Pub. L. 105-34, Sec. 211(b)(3)(A)(ii), amended

heading and text of par*. (5) generally. Prior to amendment, text

read as follows: 11For purposes of section 2503(e), the waiver (or

payment to an educational institution) of qualified higher
education expenses of a designated beneficiary under a qualified

State tuition program shall be treated as a qualified transfer. 1l

Subsec. (d). Pub. L. 105-34, Sec. 211(e)(2)(A), amended subsec.

(d) generally. Prior to amendment, subsec. (d) read as follows:
”1(d) Reporting Requirements. -
*"(1) In general. - If there is a distribution to any
individual with respect toan interestin a qualified State

tuition program during any calendar year, each officer or

employee having control of the qualified State tuition program or

their designee shall make such reports as the Secretary may

require regarding such distribution to the Secretary and to the

designated beneficiary or the individual to whom the distribution

was made. Any such report shall include such information as the

Secretary may prescribe.
11(2) Timing of reports. - Any report required by this

subsection -

"1(A) shall be filed at such time and in such matter as the

Secretary prescribes, and

"e(B) shall be furnished to individuals not later than

January 31 of the calendar year following the calendar year to

9of 12 1/7/00 1:13 PM
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which such report relates.™"

Subsec. (e)(1)(B). Pub. L. 105-34, Sec. 1601(h)(1)(A),
substituted 1 Subsection (c)(3)(C)" for 1°"subsection (c)(2)(C)"".
Subsec. (e)(1)(C). Pub. L. 105-34, Sec. 1601(h)(1)(B), 1inserted
""(or agency or instrumentality thereof)™ after ""local

government"".

Subsec. (e)(2). Pub. L. 105-34, Sec. 211(b)(1l), amended heading
and text of par. (2) generally. Prior to amendment, text read as
follows: "*The term “member of the family®™ has the same meaning
given such term as section 2032A(e)(2)."°

Subsec. (e)(3). Pub. L. 105-34, Sec. 211(a), amended heading and
text of par. (3) generally. Prior to amendment, text read as
follows: “7The term “qualified higher education expenses® means
tuition, fees, books, supplies, and equipment required for the
enrollment or attendance of a designated beneficiary at an eligible
educational institution (as defined in section 135(c)(3)).1"

Subsec. (e)(5). Pub. L. 105-34, Sec. 211(b)(2), added par. (5).

EFFECTIVE DATE OF 1537 AMENDMENT

Section 211(f) of Pub. L. 105-34 provided that:

"*(1) In general. - Except as otherwise provided in this
subsection, the amendments made by this section (amending this
section and sections 135 and 6693 of this title) shall take effect
on January 1, 1998.

""(2) Expenses to include room and board. - The amendment made by
subsection (a) shall take effect as if included in the amendments
made by section 1806 of the Small Business Job Protection Act of
1996 (Pub. L. 104-188).

""(3) Eligible educational institution. - The amendment made by
subsection (b)(2) (amending this section) shall apply to
distributions after December 31, 1997, with respect to expenses
paid after such date (in taxable years ending after such date), for

education furnished in academic periods beginning after such date.

1/7/00 1:13 PM
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""(4) Coordination with education savings bonds. - The amendment
made by subsection (c¢) (amending section 135 of this title) shall
apply to taxable years beginning after December 31, 1997.

1°(5) Estate and gift tax changes. -

1"(A) Gift tax changes. - Paragraphs (2) and (5) of section
529(c) of the Internal Revenue Code of 1986, as amended by this
section, shall apply to transfers (including designations of new
beneficiaries) made after the date of the enactment of this Act
(Aug. 5, 1997) .

"1(B) Estate tax changes. - Paragraph (4) of such section
529(c) shall apply to estates of decedents dying after June 8,
1997.

11(6) Transition rule for pre-august 20, 1996 contracts. - In the
case of any contract issued prior to August 20, 1996, section
529(c)(3)(C) of the Internal Revenue Code of 1986 shall be applied
for taxable years ending after August 20, 1996, without regard to
the requirement that a distribution be transferred to a member of
the family or the requirement that a change in beneficiaries may be
made only to a member of the family.""

Amendment by section 1601(h)(1)(A), (B) of Pub. L. 105-34
effective as if included in the provisions of the Small Business
Job Protection Act of 1996, Pub. L. 104-188, to which it relates,
see section 1601(j) of Pub. L. 105-34, set out as a note under
section 23 of this title.

EFFECTIVE DATE

Section 1806(c) of Pub. L. 104-188, as amended by Pub. L. 105-34.
title XVI, Sec. 1601(h)(1)(C), Aug. 5, 1997, 111 Stat. 1092,
provided that:

""(1) In general. - The amendments made by this section (enacting
this section and amending section 135 of this title) shall apply to
taxable years ending after the date of the enactment of this Act
(Aug. 20, 1996).

1'(2) Transition rule. - If -

1/7/00 1:13 PM
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1*(A) a State or agency or instrumentality thereof maintains,
on the date of the enactment of this Act, a program under which
persons may purchase tuition credits or certificates on behalf
of, or make contributions for education expenses of, a designated
beneficiary, and

1"(B) such program meets the requirements of a qualified State
tuition program before the later of -

*e(1) the date which is 1 year after such date of enactment,
or
""(ii) the first day of the first calendar quarter after the
close of the first regular session of the State legislature
that begins after such date of enactment,
then such program (as in effect on August 20, 1996) shall be
treated as a qualified State tuition program with respect to
contributions (and earnings allocable thereto) pursuant to
contracts entered into under such program before the first date
on which such program meets such requirements (determined without
regard to this paragraph) and the provisions of such program (as
so in effect) shall apply in lieu of section 529(b) of the
Internal Revenue Code of 1986 with respect to such contributions
and earnings.
For purposes of subparagraph (B)(ii), if a State has a 2-year
legislative session, each year of such session shall be deemed to
be a separate regular session of the State legislature."*
-SECREF-
SECTION REFERRED TO IN OTHER SECTIONS

This section is referred to in sections 72, 135, 530, 6693 of

this title.

«Saarch USC .About Database. Download USC .Classification Tables, Codification
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FISCAL NOTE

STA7Z Gj.a LASXA BILL NO. SB 166

200 LEGISLATIVE SESSION

Revision Dale (Note Ifcorrection) -
Title An Act relating to the Alaska Higher Education
Savings Tnjst and the Alaska Advance College Tuition Savings Fund
Sponsor Senator Tim K elly

[BDF\?[)} Affected University of Alaska

Statewide
Component

Requester Component Serial No.

OPERATING EXPENDITURES

Personal Services
10.0 5.0 5.0 5.0

FY 01 FY 02 FY 03 FY 04 FY 05
50.0 50.0 50.0 50.0 S0.0

5.0

Travel
Contractual 90.C 20.0 20.0 20.0 20.0
30.0 25.0 25.0 25.0 25.0

Supplies
Equipment

Land 4 Structures
Grants d Claims
Miscellaneous

20.0

TOTAL OPERATING

CAPITAL EXPENDITURES

|[CHANGE IN REVENUES'

FUND SOURCE

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

1048 University Receipts
TOTAL

Estimate of any current year (FYOO) cost: none

POSITIONS
FuR-dma
Part-time
Temporary

ANALYSIS: (AttaCh a separate page ifnacau ary)

At this time there are many uncertainties about how the program can be best implemented. However, many of these cost
will otherwise have to be incurred by the Advance College Tuition Program without regard to creation of the Alaska Higher
Education Trust in order to meet participants needs for higher earning options. The Advance College Tuition program
continues to have an important role in financing education, but changes in the federal tax and other laws currently favor

more aggressive savings programs.

Prepared by Jim Lynch, Intenm Vice President for Finance Phone

Oivtsion Statewide Finance Date’ 3: av /j QQ

Approved by Commission Jim Lynch. Interim Vice President far Finance Date

Agency Statewide Finance

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For Further distribution informauon, call tho Governors Legislative Office
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FISCAL NOTE

STATE OF ALASKA BILL NO. HB 268
2000 LEGISLATIVE SESSION
Revision Date (Note if correction) . Dept. Affected Univers_i(tjy of Alaska
Title An Act relating to the Alaska Higher Education  BRU Statewide
Savings Trust; and providing for an Component
effective date.

Sponsor Representative Lisa Murkowski
Requester Component Serial No.
Expenditures/Revenues
OPERATING EXPENDITURES FY 01 FY 02 FY 03 FY 04 FY 05
Personal Services 50.0 50.0 50.0 50.0 50.0
Travel 10.0 5.0 5.0 5.0 5.0
Contractual 90.0 20.0 20.0 20.0 200
Supplies 30.0 25.0 25.0 25.0 25.0
Equipment 20.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 200.0 100.0 100.0 100.0 100.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES ( n 60.0 70.0 80.0 90.0 100.0
FUND SOURCE
1002 Federal Receipts
1003 GF Match
1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

1048 University Receipts 200.0 100.0 100.0 100.0 i00.0
TOTAL 200.0 100.0 100.0 100.0 100.0

Estimate of any current year (FYOO) cost: none

POSITIONS

Full-time 1 1 1 1 1
Part-time

Temporary

[ANALYSIS: (Attach a separate page itnecessary)

At this time there are many uncertainties about how the program can be best implemented. However, many of
these cost will otherwise have to be incurred by the Advance College Tuition Program without regard to creation of
the Alaska Higher Education Trust inorder to meet participants needs for higher earning options. The Advance
College Tuition program continues t have an important role in financing education, but changes in the federal tax

and other laws currently favor more aggressive savings programs.
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«
OFFERED INTHE HOUSE BY REPRESENTATIVE MURKOWSKS3

TO: CSHB 268( ), Draft Version "H"
Page 4, line 16:

Delete "An"
Insert "Except as provided under AS 34.40.110, an"
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SecJR4&n0JRestrirting transfers of trust interests.

(@) A person who Inwriting transfers property in trust may provide that the interest of a
beneficiary of the trust may not be either vluntarily or involuntarily transferred before payment or
delivery of the interest to the bereficiary by the trustee. In this subsection,

(1) "property” includes real property, personal property, and interests in real or personal
property;

(2) "transfer” means any form of transfer, including deed, conveyance, or assignment.

(b) Ifa trust contains a transfer restriction allowed under (2) of this section, the transfer
restriction prevents a creditor existing when the trust iscreated, a person who subsequently becomes
a creditor, or another person from satisfying a claim out of the beneficiary™s interest in the trust, unless

the

(1) transfer was intended inwhole or in part to hinder, delay, or defraud creditors or other
persons under AS 34.40.010 ;

(2) trust provides that the settlor may revoke or terminate all or part of the trust without the
consent of a person who has a substantial bereficial interest in the trust and the interest would be
adversely affected by the exercise of the power held by the settlor to revoke or terminate all or part
of the trust; In this paragraph, "revoke or terminate™ does not include a power to veto a distribution
from the trust, a testamentary special power of appointment or similar power, or the right to receive
a distribution of income, corpus, or both inthe discretion of a person, including a trustee, other than

the settlor;

(3) trust requires that dl or a part of the trust™s income or principal, or both, must be distributed
to the settlor; or

(4) at the time of the transfer, the settlor is in default by 30 or more days of making a payment
due under a child support judgment or order.

(©) The satisfaction of a claim under (b)(1) - (4) of this section is limited to that part of the trust
towhich (b)(2) - (4) of this section applies.

(d) A cause of action or claim for reliefwith respect to a fraudulent transfer under (b)(2) of this
section, or under other law, isextinguished unless the action is brought as to a person who

(1) isa creditor when the trust iscreated, within the later of

(A) four years after the transfer ismade; or
(B) one year after the transfer isor reasonably could have been discovered by the person; or

(2) becomes a creditor subsequent to the transfer into trust, within four years after the transfer
made.

(e) Ifa trust contains a transfer restriction allowed under (a) of this section, the transfer
restriction prevents a creditor existing when the trust iscreated, a person who subsequently becomes
a creditor, or another person from asserting any cause of action or claim for reliefagainst a trustee of



the trust or against others involved in the preparation or funding of the trust for conspiracy to commit
fraudulent conveyance, aiding and abetting a fraudulent conveyance, or participation in the trust
transaction. The creditor and other person prevented from asserting a cause of action or claim for

relief is limited to recourse against the trust assets and the settlor to the extent allowed under AS
34.40.010 .

(®  Inthis section, "settlor'” means a person who transfers real property, personal property, or an
interest in real or personal property, in trust.



FISCAL NOTE
STATE OF ALASKA
2000 LEGISLATIVE SESSION

Revision Date (Note if correction) Dept. Affected Universig of Alaska
e

Title An Act relating to the Alaska Higher education  ~BRU Statewi
Savings Trust; and providing for an Component
effective date.

Sponsor Representative Lisa Murkowski _
Requester Component Serial No.

Expenditures/Revenues

OPERATING EXPENDITURES FY 0L FY 02 FY 03 FY 04 FY 05

Personal Services 50.0 50.0 50.0 50.0
Travel 100 50 5.0 50
Contractual 90.0 20.0 20.0 20.0
Supplies 30.0 25.0 25.0 25.0
Equipment 20.0

Land & Structures
Grants & Claims
Miscellaneous

CAPITAL EXPENDITURES

BILL NO. CSHB268) (HES)

50.0

5.0
20.0
25.0

TOTAL OPERATING 2000 100.0 100.C 100.0 100.0

CHANGE IN REVENUES ( N 60.0 10.0 80.0 90.0 100.0

FUND SOURCE

1002 Federal Receipts
1003 GF Match

1004 GF _
1005 GF/Program Receipts
1037 GF/Mental Health

1048 University Receipts 200.0 100.0 100.0 100.0 100.0
TOTAL 200.0 100.0 100.0 100.0 100.0

Estimate of any current year (FY00) cost: none

POSITIONS

Full-time 1 1 1 1
Part-time

Temporary
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At this time there are many uncertainties about how the program can be best implemented. However, many of

these cost will otherwise have to be incurred by the Advance College Tuition Program without regard to creation of

the Alaska Higher Education Trust in order to meet participants needs for higher earning options. The Advance

College Tuition program continues to have an important role in financing education, but changes in the federal tax

and other laws currently lor more aggressive savings programs.
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