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DISCLOSURE STATEMENT AND PROGRAM DESCRIPTION 
RELATING TO THE 

WALLACE-FOLSOM PREPAID COLLEGE TUITION TRUST FUND 

This disclosure statement and program description of the Wallace-Folsom Prepaid College Tuition Trust Fund (herein the "Disclosure 
Statement") is provided in connection with the offering for purchase of a prepaid college tuition contract by the Wallace-Folsom Prepaid 
College Tuition Trust Fund (herein the "Fund"), an agency and instrumentality of the State of Alabama. In order to purchase a prepaid 
college tuition contract, you must first apply for the purchase of a prepaid college tuition contract. A prepaid college tuition contract 
consists of the terms of the Application (as defined below), the MasterPACT and the participation and payment schedule (collectively, such 
documents combine to form the "Contract"). Applications for the purchase of a Contract are available at the State Treasurer's office located 
at 600 Dexter Avenue, Montgomery, Alabama 36130 (herein the "Application"). The application for, purchase of, and ownership of a 
Contract are governed by the terms of the Application, the MasterPACT, as well as the rules, regulations, and procedures of the Fund 
(herein the "Rules"). 'The offering of prepaid college tuition contracts by the Fund is herein referred to as the "Tuition Program." The 
capitalized terms not otherwise defined herein have the meanings attributed to such terms in the Rules. 

Use of the terms "you" and "your" herein, as wel l  as any derivatives thereof, shall mean and refer to the Purchaser of a 
Contract. Pronominal references herein used shall include the masculine, feminine and neuter and the singular and plural, as the 
context requires. The captions of the various sections of this Disclosure Statement are for convenience of reference only and are not 
intended to define, limit, expand or describe the scope or extent of the Disclosure Statement. 

This Disclosure Statement Provides Important Information Concerning Certain of The Risks Relating To The Purchase Of A Pre- 
paid College Tuition Contract From The Fund. For This Reason, This Disclosure Statement Should Be Read In  Its Entirety Before 



Taking Any Action To Apply For The Purchase Of A Prepaid College Tuition Contract With The Fund. Thls Disclosure Statement Is  Not 
A Part of The Contract. 

The purchase of a prepaid college tuition contract is necessarily a long-term investment because generally no payment is made for 
several years until a beneficiary enrolls in a college or university. You should not purchase a Contract if you antlclpate iiquidlty needs or 
other financial needs which will require you to cancel or transfer the Contract in order to provide for such needs. Wlth respect to the 
transfer of a Contract, no market for resale is known to exist. Limited opportunities, if any, exist for the transfer of a Contract and the 
liquidation of amoulits paid into the Contract. Therefore, no representation is made or assurance given that you w ~ l l  be able to transfer the 
Contract to another P~~rchaser in order to lhquidate your Investment in the Contract. 

Any description herein of the Application, the MasterPACT, the Rules, or any other document relating to the Tuitior~ Program is not 
intended to be a definitive or comprehensive statement of the terms and conditions of such documents. Reference is made in each 
illstance to each document for the complete details of all terms and conditions of that document. All statements herein relating to such 
documents are qualified in their entirety by the terms and conditions of each such document. 

Copies of the Application, the MasterPACT, the Rules, and other documents relating to the Tuition Program are available at the State 
Treasurer's office at the address listed above. 

If you are not considering the purchase of a Contract during the 1995 enrollment period, you may gain an understanding of the 
Tuition Program by readlng this Disclosure Statement. However, if you desire to purchase a Contact in a subsequent year, yo11 should be 
aware that the terms and features of the Tuition Program and documents relating thereto in that subsequent year may differ, even materi- 
ally, from the terms and features described in this Disclosure Statement Some or all of the terms and features of the Tuition Program in a 
subsequent year may be materially changed from the terms and features described in this Disclosure Statement. Some terms and features 
of the Tuition Program described in this Disclosure Statement for the 1995 enrollment period may be entirely eliminated from the Tuition 
Program In a subsequent enrollment period. As such, the terms and features of the Tuition Program in that subsequent year will govern. 

OVERVIEW 

The following descriptive overview of the risks and features of the Tuitio~i Program is not intended to be a comprehensive or definitive 
descriptlon of the risks and features of the Tuition Program. Each statement contained in this Disclosure Statement is subject to qualifica- 
tlon in ~ t s  entlrety by the terms and conditions of the Application, the Rules and other doc~~ments relatlng to the Tuit~on Program and the 
descriptions contained elsewhere in this Disclosure Statement. 

The Wallace-Folsom Prepaid College Tuition Trust Fund was created by the Alabama Legislat~~re as a state agency and Instrumentality 
to advance and improve higher education in the state of Alabama by increasing financial access to public colleges and universities. The 
Fund is administered by a ten member Board of Trustees. See "THE TRUST FUND-Management of the Fund." To fulfill the Fund's 
purpose, the Board of Trustees is empowered, for and on behalf of the Fund, to enter into prepaid college tuition contracts w ~ t h  qualifying 
purchasers. See "'WE TRUST FUNO-Powers of the Board." 

The Fund uses an independent accounting and consulting firm, Coopers & Lybrand L.L.P. to perform actuarial services to determ~ne 
tuition payment obligations. Contract prices are determined based on anticipated investment results and expected future payment obliga- 
tions. See "THE TRUST FUNO-Selected Financial Information.'' 

In order to purchase a Contract, you must flle an Application for such purchase with the State Treasurer. Upon the acceptance of an 
Application, which such acceptance may be denied based upon the prospective purchaser's failure to meet certain conditions set forth in 
the Rules, a person may purchase a prepaid college tuition contract (that person sometimes hereln referred to as the "Purchaser") for the 
benefit of a quallfled beneficiary A qualified beneficiary is defined generally as a person under the age of 18 who is living at the time of the 
application and who meets certain residency and grade level requirements. The purcliase price of a contract is determined actuarially 
based on various assumptions, such as projected investment return. See "TUITION PROGRAM." 

When a purchaser's Application has been accepted and the full purchase price is paid, the Fund IS obligated to pay the tllition costs 
and mandatory fees of the designated qualified beneficiary over a specified number of academic hours. The Contract may be used to pay 
tuition costs and mandatory fees at both in-state and out-of-state colleges and oniversities. However, the Contract only assures the 
payment of tultion and mandatory fees over the specified number of academic periods at in-state public universities and colleges. Amounts 
paid to an ~n-state private institution or an out-of-state institlltion may be less than the amounts paid to in-state public universities and 
colleges. For a descriptlon of these limitations, see "TUITION PROGRAM-Use Of The Prepaid Tuition Contract." The Tuition Program 
does not assist a beneficlary wlth respect to adniisslon, cont~nued attendance or graduation from a particular college or university. The 
only assistance provided by the Fund to the beneficiary is the payment of tuition costs and mandatory fees over a spec~fied rlumber of 
academic hours. 

In order to maintain the Fund's financial soundness to meet its tuition payment obligations, the purchase price of a Contract is 
determined actuarially. Such factors as projected investment return and projected rates of tuition increases are used, among other relevant 
factors determined by the Board of Trustees, in making pricing assumptions The amounts received from the purchase of a Contract are 
Invested by the Fund in certain designated investment areas, as authorized by statute. No representation is niade or guarantee given that 
rne nvestment rel-rn earneo w De sJfflclent to t ~ , f ~  the tJltlon payment oollgat,ons of tne F ~ n a  I noer tne T~ltoOn Program See 
"TUITION PROGRAM-Funding " Even 11 f ~ n o  ng IS aoequare to pay Ine oe.ief~clary's I. tlon In some anstances tne oenel mar) u13, ellner 
be unable or voluntarily elect not to attend a college or university 

if the beneficiary does not attend a college or university because of the beneficiary's death, disability, failure to qllaiify academically 
or voluntary election not to attend, certain amounts paid under the Contract will be refunded to you. See "TUITION PROGRAM- Re- 
funds." As an alternative to obtaining a refund under the Contract, you may substitllte a q~lalifylng individual as a beneficiary under the 
Contract, provided that certain requirements are met. See "TUITION PROGRAM-Beneficiary Substitution." However, other than obtain- 
ing a refund or substitut~ng a beneficiary, limited opportonities, if any, exist for you to realize any of the amounts you paid under the 
Contract See "TUITION PROGRAM-Transfer of Contract." 

The transfer or other disposition of a Contract may be further limited in at least two ways. F~rst, under the Contract, you must submit 
a written transfer request to the State Treasurer. Second, since the Contracts have not been registered as securities under either the federal 
or state securities laws, the transfer of a Contract may be subject to signif~cant restrictions on transfer See "SECURITIES CONSIDER- 
ATIONS." 



Various administrative and processing fees are ~mposed upon you under the Contract and the Rules. For instance, you must pay a 
nonrefundable application fee of $75 when applying for the purchase of a Contract. Other fees apply under other circumstances as 
described more fully in the Contract and the Rules See "TUITION PROGRAM." 

In addltlon to the foregoing considerations, significant tax consequences are connected with the application for and purchase of a 
Contract. See "TAX CONSIDERATIONS." The Fund has been conducted under the assumption, by the Board of Trustees, that the Fund is 
tax-exempt and that its Investment earnings are tax-exempt as a result of being an agency of the State of Alabama. See "TAX CONSIOER- 
ATIONS-Income Tax Consequences." 

On the other hand, the beneficiary under a Contract is generally taxable when tultlon payments are ~nade on behalf of the beneficiary. 
The amount taxable to the beneficiary 1s generally the amount of tultion and fees paid on behalf of the beneficiary in excess of the amount 
paid by you under the Contract, determined each year on a pro rata basis. However, the Internal Revenue Service may reqllire a Contract 
beneficiary to recogr~ize interest income each year in an amount determined at a specified interest rate, See "TAX C[lNSIDERAl'IONS- 
Income Tax Consequences." In addition to the Income tax consequences, certain glft tax consequences may be implicated by the 
purchase of the Contract for a beneficiary and by the transfer of a Contract itself. See "TAX CONSIDERATIONS-Gift Tax Consequences." 

Finally, the impact of a Contract on the beneficiary's ablllty to obtain financial aid must be considered. The receipt of benefits under 
a Contract may affect the beneficiary's quaiification for certain financial aid. See "FINANCIAL AID IMPLICATIONS." 

Co~itract pr~cing for the 1995 erlrollment period does not include any consideration for the imposition of federal or state Income taxes 
on the investment earnlngs of the Fund No assurance can be given, and none is hereby given, that the Internal Revenue Service may not 
seek to impose liability for income taxes on the Fund for this year, prior years or future years, the Impact of which may be materially adverse 
to the Fund. 

THE TRUST FUND 

The Fllnd was created by the Alabama Legislature through the Wallace-Folsom Prepaid College Tuition Trust Fund Act on May 17, 
1989. That act was subsequently amended on April 19, 1990 (as amended. the "Act"). Under the Act, the Fund was created as an agency 
and instrumentality of the State of Alabama. The purpose of the Act is to advance and Improve higher education in the state by assisting 
qualified students in financing a portion of thelr costs of attending state colleges and universities. This purpose is fulfilled by encourag- 
Ing the prepayment of tuition costs through the purchase of affordable prepaid college tuition contracts. The prepaid college tuition 
contracts create an obligation of the Fund to pay a Contract beneficiary's tuition costs and mandatory fees over a specified number of 
academic hours. The Fund's obligations to Contract purchasers, beneficiaries or others, are not, however, backed by the full faith and 
credit of the State of Alabama. See "TUITION PROGRAM-Use of the Prepaid Tuition Contract." 

Manaaement of the Fund. 

Under the Act, the Fund is to be administered by a ten member Board of Trustees. The ten members of the Board of Trustees are to 
consist of the following persons: ( I )  the Lieutenant Governor (an ex offlclo member); (2) the Executive Director of the Alabama Commis- 
sion on Hlgher Education (an ex officio member); (3) a representative from the Council of College and University Presidents (an ex oflicio 
member); (4) the State Treasurer (an ex officlo member); (5) the Chancellor of the Alabama Department of Postsecondary Education (an ex 
officio member); (6) a person appointed by the Speaker of the State House of Representatives; (7) a person appointed by the Lie~~tenant 
Governor: (8) a person appointed by the State Treasurer; and (9) two persons appointed by the Governor 

Each ex officio member of the Board of Trustees ("Board") shall serve on the Board as long as such person remains In his or her 
designated capacity. The remairiing members of the Board of Trustees are appointed for specific terms. Appointed members shall serve 
four-year terms of office and shall be eligible for reappointment. A member of the Board shall serve until a successor is appointed, 
regardless of whether such member's term has expired. The Act provides no method for removal of a member of the Board of Trustees. In 
the event a vacancy occors, the person who is entitled to appoint a person for that position is likewise entitled to appoint the person to fill 
the vacancy. Any person appointed to fill a vacancy shall serve only for the unexpired term. 

In order to be eliglble for appointment to the Board, the Act reqlllres that the person possess knowledge, skill, and experience In 
busmess or financial matters commensurate wlth the duties and responsiblllties of the Fund. However, no person holding a full-time 
office or position of employment with the state, any county or municipality In the state, any educational institution, or any instrumentality, 
agency or subdivision of the foregoing, shall be eligible for appointment to the Board The members of the Board shall serve without 
compensation, but they are entitled to reimbursement for each day's official dutles of the Board of Trustees at the same per diem and travel 
rate as is paid to State of Alabama employees. 

A quorum of the Board of Trustees is required for the Board to transact the business of the Fund. Under the Act, a majority of the 
members of the Board shall constitute a quorum. The State Treasurer is the Chairman of the Board and its p res~d~ng officer. Other officers 
may be appointed by the State Treasurer as the Board deems advisable or necessary. Pursuant to this author~ty, an Executive Director of 
the Fund has been appointed. The Executive Director assists the State Treasurer in managing the day-to-day operations of the Fund. The 
Executive Director works directly under the Assistant State Treasurer and is compensated as a state employee. The Executive Director is an 
Alabama merit system employee. 



The current members of the Board of Trustees are l~sted in the table below 

MEMBERS OF 'THE BOARD OF 'TRUSTEES 

Name h 
Lucy Baxley 57 
Treasurer of the State of Alabama 

Stephen E. Bradley 51 
President of Bradley.Townsend Publlc Affalrs, a division 
of Townsend, Barney & Patrick (advertising and public relations) 
former Senior Vice President of AmSouth Bank 

Charles R. Carr 47 
Director of The Wallace Foundation 
Director of The Community Bank of Oneonta 
Served as Campa~gn Coordinator for L~eutenant Governor 
Candidate George C. Wallace, Jr. 

John H. DeLoach, Jr. 47 
Partner, DeLoach, Poarch and Associates, PA. 
Certified Public Accountant 

Dr. Fred Gainous 48 
Chancellor of the Alabama Department of Postsecondary Education 

Logan Gray 47 
Senior Vice President of the Southtrust Corporation 

Dr. Hank Hector 56 
Executive Director of the Alabama Commission on Higher Education 

Don Siegelman 49 
Lieutenant Governor of the State of Alabama 

Joseph T. Sutton 72 
Former Executive Director of the Alabama Commission on 
Higher Education (retired in 1990) 

James H. White 52 
President of Porter, White and Company. Inc. 

The Fund's business offlces are located ln the State Treasurer's office. The facilities of that office are used in the adm~nistrat~on of the 
Fund The duties of the State Treasurer's office with respect to the Fund include, but are not limited to, recordkeeping, management of 
investments, and transfer of funds for the Fund. 

Powers of the Board. 

Under the Act, the Board, or its authorized agent, is authorized to contract with you for the lump sum or installment prepayment of 
tuition costs for the benefit of a qualified beneflclary The price to be paid by you under a Contract is determined actuarially, based on 
various factors. See "TUITION PROGRAM." The Board is to obtain actuarial assistance to determine the sufficiency of the Fund and. 
consequer~tly, to determine Contract pricing Pursuant to this authority and pursuant to the authority to engage the services of private 
persons for technical assistance, the Fund has engaged the accounting firm of Coopers & Lybrand L.L.P. to render certain accounting and 
actuarial services to the Fund. Based upon the actuarial valuation, the Board of Trustees may adjust tlie price of subsequent prepaid 
college tuition contracts in order to maintain the act~larial soundness of the Fund. Furthermore, if your Contract payment is late, the Board 
of Trustees can impose an actuarial assessment on yo11 to compensate the Fund for loss of earnings. 

The payments received from you are to be deposited in the Fund. The amounts received constitute public funds of the state and, as 
such, those assets may only be invested in instruments, obligations, securities and properties that constitute legal investments for the 
investment of public funds In the state, including legal investments for the State Treasurer, the Alabama Trust Fund and the Heritage Trust 
Fund, that are deemed most approprlate by the Board. The Board of Trustees Is authorized by the Act to invest the Fund's assets. The 
Fund's assets are subject to market factors and fluctuations affecting its value. In the discretion of the Board, the assets of the Fund may 
be pooled for investment purposes wlth any other investments of the State of Alabama which are eligible for asset pooling. To assist wlth 
the investment of Fund assets, the Board of Trustees has engaged the services of both an investment consultant and investment managers. 

In addition to the foregoing powers, the Board of Trustees is entltled to adopt rules and regulations necessary to implement the 
provisions of the Act with or without compliance with the state administrative procedures statutes. Furthermore, the Board of Tr~~stees is 
entitled to Impose reasonable limits on the number of Contract participants in the Fund at any glven time The Board IS also entltled to 
impose reasonable tlme limits on the use of tuition benefits Additionally, the Board of Trustees is allowed to impose residency require- 
nients at tlie time of the purchase of a Contract for qualificatlon as a qualified beneficiary. 

The enumeration of the powers herein contained is  not intended to be a comprehensive or exhaustive l ist  of the powers of the 
Board of Trustees, but i s  merely illustrative of such powers. Reference must be made in  each instance to the Act, the Application, the 
MasterPACT and other documents relating to the Tuition Program for a comprehensive statement of the Board's powers in any par- 
ticular instance. As such, any statement regarding any power of tlie Board i s  qualified in  i ts entirety by the terms of the Act, the Rules 
and the terms of each such document. 

Wlth respect to financial reporting requirements, the Board of Trustees is to make available summary information on the flnanclal 
condilion of the Fund to all purchasers of Contracts. Moreover, the Board of Trustees is to prepare, or cause to be prepared, an annual 
accounting of the Fund and to transmit a copy of the same to each of the Governor, the Lieutenalit Governor and the Speaker of the House 
of Representatives Furthermore, the Board of Trustees is to make all necessary and appropriate arrangements wlth state colleges and 
universities in order to fulfill ~ t s  obligations under the prepaid tllltlon contracts. 

Selected Financial Information. 

The Board of Trustees engaged the accourlting flrm of Jackson, Thornton & Co , PC. to audit the baiance sheet of the fund as of 



September 30, 1994 and the related statements of revenues, expenses, and changes in retained earnings and statement of cash flows for 
the year ended September 30, 1994 Jackson, Thornton & Co., P.C. has Issued its independent auditors' report to the Board of Trustees of 
the Fund. A copy of such audttors' report i s  attached hereto as Exhibit A. 

As of September 30, 1994, the Fund had total assets of $183,889,032, total ltabilltles of $177,226,433 and retained earnings of 
$6,662,599. The financial statements of the Fund for the period ending September 30, 1994, do not reflect any reserve for income tax 
liabilities. 

The annual rates of return for total Fund investments for the fiscal years ending on Septe~nber 30 of each year were as follows: for 
1991, 13.8%; for 1992, 15.6%; for 1993, 14.8%, for 1994, 0.4%. 

TUITION PROGRAM 

PreDaid Colleue Tuition Contracts. 

The Board of Trustees is authorized to contract with you for the prepayment of college tultion costs of a "qualified beneficiary" to 
attend an in-state public college or university. Upon your full payment of the purchase price of a Contract, the Contract provides for the 
payment of (1) in-state tuition until the earlier of (a) the award of a baccalaureate degree to the qualified beneficiary or (b) payments by the 
Fund have been made for 135 semester hours (or other academic term equivalent units), and (2) mandatory fees luntil the earlier of (a) the 
award of a baccalaureate degree to the quaiified beneficiary, or (b) payments by the Fund have been made for 135 semester hours (or other 
academlc term equivalent units), or (c) not more than 8 registrations on a semester system, 12 registrations on a quarter system, or the 
equivalent number of registrations on any other academic basis. Mandatory fees are those fees required as a condition of enrollment for 
all students. The Fund does not pay for any other fees or costs that a beneficiary is obligated to  pay, such as, but not limited to, student - 
activity fees, lab fees, books, room and board, and food. To purchase a Contract, you must first apply to the State Treasurer for a Contract. 

Contract Purchase. 

To apply for a Contract, an Application must be filed with the State Treasurer's office during an enrollment period. No representation 
is made or assurance given that your application for the purchase of a Coritract will be accepted by the State Treasurer The Application 
must be submitted with a nonrefundable application processing fee of $75. if you do not purchase a Contract or your Application is 
rejected, the application fee will be forfeited urlless your Applicalion is rejected and yo11 are denied participation In the Tuition Program 
through no fault of your own. Although an erlrollment period has existed in each fiscal year of the Fund, no representatlon is made or 
assurance given that an enrollment per~od wlll be established for any subsequent year. 

After you apply durlng an enrollment period and your Application is accepted by the State Treasurer, you are allowed to enter into a 
Contract with the Fund. To purchase a Contract, you must be an individual who is 19 years of age or older, or a corporation, trust, 
charitable organization, or any other entity approved, in writing, by the State Treasurer, as eligible to purchase a Contract. Upon entering 
the Contract, you are obligated to make advance payments in accordance with the Contract. The Contract IS purchased by you for the 
benefit of a qual~fied benef~c~ary. 

Beneficiarv of Contract. 

For a person to be a beneficiary of a Contract, the person must be a quaiified beneficiary. A qualified beneficiary is defined as an 
individual meeting the following four reqoirements: ( I )  the individual must be living at the time an Application is made; (2) the lndivldual 
must be under 18 years of age as of the beginning of the applicable enrollment period; (3) the individual must not have carnpleted the 
nirith grade as of the beginning of the applicable enrollment period; and (4) the individual is either (a) a res~dent of the State on the flrst 
day of the month in which the enrollment period begins or (b) is a minor child of a noncustodial parent who is a resident of this State. 'The 
determination as to whether a particular individual satisfies a requirement to be a qualified beneficiary will be made by the Board of 
Trustees, in its sole discretion. In certain circumstances, you can substitute certaln qualifying individuals for the original Contract benefi- 
clary. See "TUITION PROGRAM-Beneficiary Substitution." After the determination is made as to whether a particular individual consti- 
tutes a qualified beneficiary, the purchase price for the Contract is finally determined based upon the age or grade of the qualified benefi- 
ciary. 

Contract Pr ic ina  

Pursuant to the Act, the Board of Trustees is required to obtain actuarial assistance in order to establish, maintain and certify a fund 
sufficient to defray the obligations of the Fund. This actuarial determination is to be completed annually. After the actuarial valuation is 
completed, the Board of Trustees determines, based on such actuarial valuation, the purchase price of Contracts offered during an enroll- 
ment perlod in order to ensure the actuarial soundness of the Fund, investment retrlrn is a significant factor in the prlcing of the Contracts. 
A beneficiary's age or grade level are also material factors in determining pricing for Contracts. Thus, based on such valuation, the 
purchase price of the Contract is determined annually in advance of an enrollment period. 

Under the Act, if the value of the trust fund IS determined to be in excess of the actuarially determined obligations of the Fund, as 
determined by the Board of Trustees, the excess funds are to be deposited into the general fund of the State. As of yet, it is still unclear 
when a determination of such excess is to be made by the Board and when a deposit due to such excess is required to be made. 

Pavment. 

The purchase price for a Contract may be paid in three different methods. First, you may make a lump sum payment of the purchase 
price Second, you may make monthly installments paymelits over a period of 60 months. Finally, you may make monthly installment 
payments commencing on a certaln date wlth such payments contintling on a monthly basis untll a date set in the Contract in the summer 
prior to the beneficiary's projected college erlrollment date, whlch is the academ~c year following a benef~ciary's projected graduation date 
from high school. You are respons~ble for making all payments under the Contract. The Contract will be cancelled if no Contract payments 
have been received within 45 days of the f ~ r s t  payment due date. You may make a written request for a change in the payment schedule 
through the tenth day of the month in whlch the first payment is due. The request must be accompar~ied by a $15 administrative fee. Each 
payment by you under the Contract includes a nonrefundable account maintenance fee. In addition, there are fees for retl~rned items, late 
payments and changes in payment method. See "TUITION PROGRAM." 

p 
The Contract may be used at either an ~n-state university or college or an out-of-state university or college to defray certain costs for 



the undergraduate education of a qualified beneficlary as described hereir~below. Tuition, fees and any other costs of any graduate school 
education are not covered by the Contract. For arl in-state public university or college, the flull payment of the pllrchase price of the 
Contract provides the qualified beneficiary with the payment of: (1) in-state tuition llntil the earlier of (a) the award of a baccalaureate 
degree to the qual~f~ed beneficiary or (b) payments from the Fund for not more than 135 semester hours (or the academic equivalent units); 
and (2) the payment of mandatory fees until the earlier of (a) the award of a baccalaureate degree to the qualified beneficiary, or (b) 
payments from the Fund for not more than 135 semester hours (or the academ~c equivalent units), (c) or not more than 8 registrations on 
a semester system, 12 registrations on a quarter system or the comparable number of registrations on an academic equivalent basis for 
terms that are not semesters or quarters. 

For in-state private colleges or universities or out-of-state colleges or universities, the Fund will be responsible for forwarding each 
academlc term the weighted average of in-state tuition and mandatory fees for Alabama's four year public postsecondary institutions. 
(hereinafter "Current Tultlon Value"), to the extent such Current Tuition Value is not In excess of the tuition and mandatory fees at such in- 
state private college or university or out-of-state college or university. A $25 processing fee will also be assessed for each academic term 
for which the Contract benefits are forwarded to the in-state private institution or the out-of-state institution. The amount forwarded to the 
in-state private institution or the out-of-state institution will be limited to the cost of the [undergraduate tuition plus mandatory fees of 
such institution, even if such amount is less than the Current Tu~tion Value. With respect to these private and out-of-state institutions, the 
Contract does not guarantee the full payment of tuition and mandatory fees at such institution. As a result, the Contract beneficiary may 
be required to pay an amount toward the tuition costs and mandatory fees of the private or out-of-state lnstltutions which he or she is 
attending. 

The tuition amounts and mandatory fees are paid directly to the institutions themselves. Generally speaking, the Contract benefits 
must be used within ten years after the beneficiary's projected enrollment date, which projected enrollment date is considered the aca- 
demic school year following the beneficiary's projected high school graduation. 

No representation is made or assurance given that a benefic~ary (i) will be admitted to a college or university, (ii) will be admitted to 
a particular college or universlty, (iii) wlli be allowed to contlnue to attend a college or university after having been admitted, or (iv) will 
graduate from a college or unlverslty. Furthermore, the Fund provides no assistance to a beneficiary with respect to admlsslon to, continu- 
ation at or graduation from a college or university other than the payment of tuition and mandatory fees as described In the Contract. 

Fundintl. 
The funding of the Tuition Program is derived entirely from payments received from Purchasers of Contracts and the investment 

income earned by the Fund. The amount of the Fund's future tuition payment obligations is determined by projecting the amount of 
current tuition costs into the future, based on certain assumptions, such as rate of tuitlon increases. The actual current value of the Fund 
is then projected into the future based on certain actuarial assumptlons. The projected obligations are then compared with the projected 
asset values to determine if there will be a funding shortfall. This comparison, plus estimating the additional obligations created by 
increasing the number of Contract participants in the Fund, is then used to deterrr~ine the purchase price of a Contract for a particular 
er~rollment period. 

The projections and valuations are based on various actuarial assumptions. Some, but not all, of the actuarial assurr~ptions used by 
the Fund are (i) projected investment return; (ii) rate of tuitior~ increases; (iil) rate of contract cancellations or withdrawals; (IV) utllizatlon 
rates of credit hours; (v) tlmlng regarding payment of tultion; and (vi) allocation of enrollment between universities and community 
colleges. These factors are not intended to be a comprehensive or exhaustive list of the assumptions used by the Fund in determining 
funding requirements, but is merely an illustrative list. For any enrollment period, the Board of Trustees may select differing valuation 
factors or give varying degrees of weight to pricing factors This may cause greater or less weight to be placed on any particular factor in 
any instance. 

Slnce the actuarial valuation process uses assumptions, the actual results may dlffer, even materially, from the projections based on 
those actuarial assumptions. 'The actual results could have a material negative impact on both the value of Fund assets and the Fund itself. 

A o  representation IS made or assurance given that the actual results will not differ, even materially, from the actuarial projections. 

' No representation IS made or assurance given that future investment results of the Fund will be sufficient for the Fund to satlsfy its 
' current or future obllgat~ons. If a funding shortfall occurs for any reason, the State of Alabama is not obligated to remedy any such ' funding shortfall of the Fund. In that case, the Fund would not have the funds necessary to satisfy all of its Contract obligations. The \ Contracts are not backed by the ful l  faith and credit of the State of Alabama. 
\ 

However, based on these consideratlons and the technical advice of actuarial consultants, the Board of Trustees has followed what it 
considers to be conservative actuarial assumptlons to ensure the fiscal soundness of the Fund so that the Fund will be able to satisfy its 
future obligations. Nevertheless, no representation is made or assurance given that the actual investment results will not result in a 
funding shortfall. 

Refunds. 

In certaln circumstances, you may be entitled to a refund of certain amol.lnts paid under a Contract. If a refund is requested due to the 
death or disability of a beneflclary, you may be entitled to receive as a refund amount the sum of all contract payments made, excluding 
administrative fees paid, reduced by any amounts paid by the Fund to the college or university on behalf of the beneficiary. The resulting 
amount is then adjusted upward to reflect the increase In tuition costs at in-state public institutions. Aiternat~vely, the Contract benefits 
may be transferred to an eligible substitute beneficiary See "TUITION PROGRAM-Beneficiary Substitution." 

In the case of a scholarship award to the beneficiary, you may request a refund of any overpayment of tuition and mandatory fees to 
a beneficiary's college or universlty from the particular college or university itself. In lieu of a refund, the Contract benefits may be 
transferred to an eligible substitute beneficiary. 

if you voluntarily cancel the contract for reasons other than the beneficiary's death, disability or a scholarship award to the benefl- 
ciary, you shall receive as a refund the sum of ail Contract payments paid to date, excluding any adminlstrative fees paid, reduced by any 
amounts paid by the Fund to a university or college on behalf of the beneficiary and further reduced by a Cancellation Fee. The Cancella- 
tior1 Fee amounts to 50% of the amounts paid by the Purchaser into the Fund, excluding administrative fees, up to a maximum dollar 
amount of $150. 

If the Contract is involuntarily terminated, you are entitled to receive as a refund amount the sum of all Contract payments paid by you 



to date, excluding any administrative fees paid, reduced by any amounts paid by the Fund to the college or university on behalf of the 
beneficiary, further reduced by a Termination Fee. The Termination Fee is equal to 100% of the amounts paid into the Fllnd, excluding 
admiriistrative fees, up to a maxlmum dollar amount of $500 

Beneficiarv Substitution. 

Under the Contract, a qualifying individual may be sllbstituted as the beneficiary for the original Contract beneficiary if certain re- 
quirements are met. Certa~n exceptions to these requirements for transfer can be made by petition to the State Treasurer. The individual 
must be living. The individual must be an immediate family member (as defined in the Rules) of either you or the original Contract 
beneficiary. To be an immediate family member of yours, the individual must be your child, stepchild, adopted child, grandchild, niece or 
nephew. To be an immediate family member of the original Contract beneficiary, the person must be the beneficiary's brother, sister, half- 
brother, half-sister, step-brother, step-sister, legally adopted brother, legally adopted sister, or first cousin. 

Additionally, the individual must be a resident of the State of Alabama or the minor child of a noncustodial parent who IS a resident 
the State of Alabama. Furthermore, the individual must be under the age of 18 and not yet enrolled in a college or university. The person 
must also have, with certain exceptions, a projected college entrance date that is the same as or later than the projected college entrance 
date of the original Contract beneficiary. The request must be in writing aiid approved by the State Treasurer. An administrative fee of $55 
is charged for the substitution. Furthermore, an actuarial assessment may be made in which case you will be responsible for paying such 
actuarial assessment before the substitute beneficiary will be entitled to use any of the benefits under the Contract. The substitution of 
beneficiaries must be made before the original Contract beneficiary is enrolled in a college or university or utilizes any of the Contract 
benefits. 

Transfer of Contract, 

A request to transfer a Contract must be submitted in writ~ng, and signed by both you and the new Purchaser, unless the original 
Purchaser has died or is disabled. If the original Purchaser has died or is disabled, the written request must be accompanied by proof of 
death or disability. Furthermore, a $20 administrative fee must accompany the request to transfer the Contract. Except pursuant to the 
written request for a transfer of the Contract, neither the Contract nor any interest, right or benefit in the Contract may be assigned or 
transferred. No secondary market for resale of the Contract exists. 'Therefore, no representation is made or assurance given that you will 
be able to  transfer your Contract in any instance. As such, if a liqi~idity or other financial need arises, you may not be able to liquidate your 
investment in the Colitract in order to satisfy such financial need. See also "SECURITIES CONSIDERATIONS." 

SECURITIES CONSIDERATIONS 

The Board of Trustees has iiot heretofore requested a "no-action" letter from the United States Securities and Exchange Commission, 
nor has i t  sought any type of rullng or adv~sory opinion from the Alabama Securities Commission as to whether the Contracts constitute 
securities Furthermore, the Board of TrllsteeS has not received any opinion of counsel as to these matters. 

If a Contract is determined by governmental allthorities to constitute a "security" under state or federal securities laws, such laws may 
require that a registration statement be filed by the Fund with state and federal securities authorities unless the Coiltract qualifies for an 
exemption to registration. A registration process could increase the administrative costs to the Fund and further restrict transferability. 

'IUITION PROGRAM FEES 

Various administrative fees are charged by the Fund under the Tuition Program. The following is a list of fees charged by the Fund 
and their current amounts. 

1. Application Cost and Fee - $75. This is the amount required to be submitted with an Application. 

2 Account Maintenance Fee - A fee amounting to $3 per month, or $20 if paid in a lump silm on an annual basis. 

3. Cancellation Fee - 50% of the amount paid into the Fund, up to  a maximum of $150 This fee acts as a penalty because the amount 
of the fee is deducted from the amount you would otherwise have received on a refund. 

4. Termination Fee - 100% of amount paid into the Fund, up to a maximum of $500. The fee also acts as a penalty because the amount 
of the fee is deducted from the amounts to be refunded to you upon such termination 

5. Substitution of Beneficiary Fee - $55. This is the fee submitted with your request to substitute a beneficiary under the Contract. The 
fee is waived in cases involving the death, disability or receipt of a scholarship award by a beneficiary. 

6. Fee for Transfer of Contract Ownership - $20. This is the fee that you must submit with your request to transfer ownership of the 
Contract. This fee is waived in cases of the death of the Purchaser. 

7. Fee for enrollment at an institution other than an in-State Public College or University - $25. The beneficiary is deemed to be 
enrolling at an institution other than an in-state pliblic college or university upon his or her actual enrollment each academic term 
Therefore, the Fund will charge this $25 processing fee for each academic term of enrollment at an institution other than an in-state public 
college or university. 

8. Late Payment Fee - $15. This amount is charged on Contract payments whlch are received more than fifteen (15) days past the 
paynient due date 

9. Fee for Returned Items - $15. The fee will be charged for each returned item. 

10. Fee for Document Replacement of Copies - $7.00 per document. This is the fee which accompanies a request for copies of docu- 
ment replacement. 

11. Failure to Provide Sufficient Notice of Intent to Use Contract Benefits - $45. Under the Rules, you are required to give at least 60 
days written notification of the beneficiary's intent to use the benefits under a Contract and yoil must specify the institution the beneficiary 
will attend. Fa~lure to provide such notice may result in an assessment of this fee. Furthermore, this fee must be paid before any benefits 
will be paid to any institution the beneficiary attends. 



12. Fee for Changes in Payment Sched~lle - $20. This is the fee charged for a request to change the payment schedule 

These fees may be waived by the State Treasurer in her sole discretion. IUo representation is made or assurance given that the fees will 
be waived. Furthermore, the amount of the fees are subject to change The fees in a subsequent enrollment perlod may be greater than or 
less than the fees provided In this Disclosure Statement. These amounts listed above are In addition to the Contract purchase price. For 
a compiete description of the fees and their terms of applicability, reference must be made in each instance to the Rules, the Application, 
and the MasterPACT 

TAX CONSIDERATIONS 

Income Tax Conseouences. 

Fund. 
The Board of Trustees of the Fund has, since ~ t s  inception, taken the posltlon that the F~lnd is exempt from federal income taxatlon 

and, accordingly, the Fund has not filed any federal tax returns for prior periods. Furthermore, the Board of Trustees has not made, and is 
not making for tlie 1995 enrollment period any pricing assl~mptions regarding taxation of the Fund's earnings. 

The federal income tax consequences to the Fund are depelident upon whether the Fund IS considered a taxabie or tax-exempt entity. 
If the Fund is considered to be a tax-exempt entity, the Fund will not be s ~ ~ b j e c t  to federal income tax on 11s investment earnings nor upon 
receipt of Contract payments. The basis upon which the Board of Trustees has taken the position that the Fund is tax-exempt is its 
relationship and posltlon as a state agency and ~nstrumentality of the State of Alabama It has been a recognized principle of federal tax 
law that state agencies, In general, are not subject to income taxatlon 

if the Fund is considered to  be a taxabie entity for federal income tax purposes, certain material income tax consequences will result. 
First, the Fund wollld be considered taxable on its investment earnings in the year earned. However, uncertainty exists as to whether the 
Fund wo~l ld be taxable as an association, taxable as a corporation or as a trust for federal income tax purposes. if taxable as an associa- 
tion, the investment earnings of the Fund would be taxable at corporate tax rates. If the Fund is considered a trust for tax purposes, the 
Fund w o ~ ~ l d  generally be taxable on the undistributed income of the Fund. 

if the Fund is considered to be a taxabie entity, there may also be a question as to whether the tuition payments and refund payments 
by the Fund are tax-deductible as ordinary and necessary business expenses. 

The Fund has submitted a Prlvate Letter Ruling Request to the lnternal Revenue Service seeking favorable rulings from the iRS as to 
the tax exerrlpt status of the Fund and the taxation of Contract beneficiaries. No assurance can be made, and none is hereby given, with 
respect to the ability of the Fund to secure favorable ruilngs as to the tax exempt status of the Fund or the taxation of beneficiaries. in 
December 1994, the lnternal Revenue Service issued proposed Treasury Regulations dealing with contingent interest debt obligalions. 
Even though a Contract should not be considered a debt Instrument, the proposed Treasury Regulations, if made final, may have material 
Income tax consequences to a beneficiary or Contract Purchaser. The Private Letter Rui i~ig Request submitted by the Fund to the IRS 
requests favorable rulings regarding the taxatlon of a Contract beneficlary wltli respect to the proposed Treasury Regulations 

No assurance can be given, and none is  hereby given, that the Fund w i l l  obtain favorable rulings from the lnternal Revenue 
Service on any tax issues raised in  the Private Letter Ruling Request. In the event that the lnternal Revenue Service asserts a tax 
liability against the Fund, its Contract Purchasers and beneficiaries may be materially, negatively impacted. Further, i f  the Fund is  
considered to be a taxable entity, pricing of future Contracts wolrld have to be adjusted to account for the effects of Federal tax 
liabilities. Since no ruling has been made, you wi l l  be purchasing a Contract with undetermined tax consequences. 

Taxation of Beneficiaries. 

The taxation of a beneficiary is generally not dependent upon the tax status of the Fund. The following summary discusses only the 
federal Income tax consequences to a Contract beneficiary. Due to the possibility that a beneficiary could be taxable [under the tax laws of 
a state other than the State of Alabama, no represelltation is made as to the taxation of a benefic~ary under any state law. To determine the 
tax situation of a Contract benef~ciary, a beneficiary must consult his or her professional tax advisor. 

With respect to the federal income taxation of a Contract beneficiary, the beneficiary is generally considered taxable only upon 
payment of an amount to or 011 behalf of the beneficiary. Furthermore, the taxable amount to such beneficiary is the amount pald to  or on 
beiiaif of the beneficiary in excess of a pro rata portion of the basis in the Contract (i.e., a prorated portion of the amounts paid into the 
Contract by you). Thus, the beneficiary is taxable on such excess amount in the year the amount is paid on behalf of the beneficiary. 

In some circumstances, you, and not the benef~ciary, will be taxable on amounts received under the Contract. For instance, you may 
receive a refund of certain amounts paid under the Contract. 'The amounts received in excess of the amounts paid by you under the 
Contract wlii be taxable in the year received 

In addition to the beneficiary being subject to federal income tax upon payments of amollnts on behalf of the beneficiary, the benefi- 
ciary may be subject to federal income tax on interest amounts deemed paid to the beneficiary, but which are not actually paid to the 
beneficiary. The lnternal Revenue Service has issued proposed Treasury Regulations concerning the taxation of contingent payment debt 
instruments. If the proposed reglllations apply to the Contracts, the beneficiary will be forced to recognize interest income, without 
recelvlng any interest payments. 

No ruling has been made by the lnternal Revenue Servlce with respect to the ruling request submitted by the Fund and ~t cannot be 
predicted when the IRS may rule. 

Gift Tax Conseouences. 

Under current federal gift tax law, your payments under the Contract for the benefit of the beneficiary should be considered a gift. If 
your payment of amounts under the Contract IS deemed to create a present interest in the beneficiary, and the amount pald by you in a 
calendar year for that Contract is less than $10,000 (or $20,000 for a married couple if a split gift is elected), then the amount paid by you 
should not subject you to federal gift tax consequences. However, if it is determined that the payment does not create a present interest in 
the Contract benef~ciary, you could have gift tax liability arising from the payment of amounts under the Contract. A present interest is 
defined for federal gift tax purposes as an unrestricted right to the immediate use, possession, or enjoyment of property or the income 
from property (such as a life estate or term certain). 



In addition, if you are allowed to  transfer ownership of a Contract to  a new Purchaser, the transfer of the Contract, to the extent that its 
fair market value is greater than any consideration paid to you by a new Purchaser, rnight be consldered a gift. 'The transfer could be 
consldered by  the IRS as creating a present interest in the new Purchaser. 

FINANCIAL AID IMPLICATIONS 

The receipt of Contract benefits by a beneficiary may affect a beneficiary's qualification for  or receipt of flnanclal aid. For need-based 
financial aid, the receipt of or potential for recelpt of Contract benefits may preclude a beneficiary f rom qualifying for or receiving need- 
based financial aid, as the Contract benefits may be seen as financial resources of the beneficiary. 

The receipt of Contract benefits should not impact the benefic~ary's qualification for or recelpt of merit-based financial aid (i.e., 
academlc or athletlc scholarships, for  example). There can be no assurance, however, that the Contract benefits, as a financial resource of 
the beneflclary, will not be considered either explicitly or implicitly in deterrr~in~ng whether a Contract benef~ciary is entitled to  or will 
recelve a merit-based scholarship. 

Furthermore, the receipt of or potential for receipt of Contract benefits may affect the ability of a beneficiary to receive private or 
student loans. Such receipts or potential for receipts may be consldered financial resources which preclude the benef~ciary f rom receiving 
private or student loans, especially ~f the loans are in any way need-based. This may also preclude the beneficiary f rom receiving more 
favorable interest rates or repayment optlons. 

THE OBLIGATIONS OF THE FUND UNDER THE CONTRACTS ARE LIMITED OBLIGATIONS PAYABLE ONLY FROM MONIES RECEIVED 
FROM CONTRACT PURCHASERS AND EARNINGS FROM INVESTMENT PERFORMANCE, AN0 NO RECOURSE SHALL BE HAD BY 'THE 
PURCHASER OR CON'IRACT BENEFICIARY AGAINST THE TREASURER OF THE STATE OF ALABAMA OR THE STATE OF ALABAMA IN  
CONNECTION WITH ANY OBLIGATION ARISING OUT OF THE CONTRACT. 




