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DISCLOSURE STATEMENT AND PROGRAM DESCRIPTION 
RELATING TO THE 

WALLACE-FOLSOM PREPAID COLLEGE TUITION TRUST FUND 

This d~sclosure statement and program descr~ptron of the Wallace-Folsom Prepaid College Tultlon Trust Fund (hereln the "Disclosure 
Statement") is provlded in connection wlth the offering for purchase of a prepaid college tuition contract by the Wallace-Folsom Prepald 
College Tu~t lon Trust Fund (hereln the "Fund"), an agency and ~nstrumental~ty of the State of Alabama. In order to purchase a prepald college 
tuition contract, you must ftrst apply for the purchase of a prepa~d college tu i t~on  contract. A prepaid college tu~ t lon  contract conslsts of the 
terms of the Application (as defined below), the MasterPACT and the partlcipatiorl 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 offlce located at 100 North 
Union Street, Sulte 660. Montgomery, Alabama 36130 (hereln the "Application"). The applicatior~ for, purchase of, and ownersh~p of a Contract 
are governed by the terms of the Application, the MasterPACT, as well as the rules, regulat~ons, and procedures of the Fund (hereln the 
"Rules"). The offering of prepaid colleoe tuition contracts by the Fund IS herein referred t o  as the "Tuition Program." The capitalized terms 
not otherwise defined herein have the meanings attributed to such terms in the Rules. 

Use ot the terms "you" and "your" herein, as we l l  as any derivatives thereof, shal l  mean and refer to the Purchaser of a Contract. 
Pronominal  references herein used shal l  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 deline, l imi t ,  
expand o r  describe the scope or extent 01 the Disclosure Statement. 

This Disclosure Statement Provides Important lnformation Concerning Certain of The Risks Relating To The Purchase Of A Prepaid College 
Tuition Contract From The Fund. For This Reason, This Disclosure Statement Should Be Read I n  I ts  Enlirely Before Taking Any Action To Apply 
For The Purchase Of A Prepaid College Tuition Contract Wi th  The Fund. This Disclosure Statement I s  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 anticipate liquidity needs or  
other financial needs whlch will require you to cancel or transfer the Contract in order to provide for such needs. With respect to the transfer 
of a Contract, no market for resale IS known to exist. Llmited opportunities, if any, exist for the transfer of a Contract and the llquidatlon of 
amounts pald Into the Contract. Therefore. no representallon 1s made or assurance given that you will be able to transfer the Contract l o  another 
Purchaser ~n order to Iluuldate your investment ~n the Contract. 



Any descrlptlon herein o f  the Appl icat~on,  the MasterPACT, the Rules, or any other document relaflog to  theTuition Program IS not Intended 
to be a deflnitlve or comprehenslve statement of the terms and condltions o f  such documents. Reference IS made In each Instance to  each 
document for  the complete details o f  all terms and condltions of that document All statements hereln relatlng to  such documents are qual i f~ed 
In thelr entirety by the terms and cond l t~ons  of each such document 

Cop~es  o l  the App l~ca t~on .  the MasterPACT, the Rules, and other documents re lat~ng to  the Tu i t~on  Program are available at the State 
Treasurer's offlce at the address l ~ s t e d  above 

I f  you are not  conslder~ng the purchase of a Contract d u r ~ n g  t l ie  1996 enrollment perlod. you may galn an understand~ng of the T u ~ t ~ o n  
Program by readtng t h ~ s  Dlsciosure Statement. However, ~f you deslre to purchase a Contact in  a subsequent year, you should be aware that 
the terms and features o f  the Tu~t lon Program and documents relatlng thereto in that subsequent year may d~ f fe r ,  even materlally, f r om the 
terms and features described In th ls  D~sclosure Statement. Some or all of the terms and features of the Tuirlor~ Program In a subsequent year 
rnay be materlally changed f rom the terms and features desc r~bed  ln th ls  D~sclosure Statement. Some terms and features o f  the T u ~ t ~ o n  
Program descr~bed In thls Disclosure Statement for the 1996 enrollment perlod may be entlrely e l im~nated f rom the Tuition Program In a 
subsequent enrollment pe r~od .  As such. the terms and features of the T u ~ t ~ o n  Program In that subsequent year w ~ l l  govern. 

OVERVIEW 

The fo i lowlng descrlptlve overvlew of the rlsks and features of the Tuition Program IS not intended to  be a comprehenskve o r  d e f i n ~ t ~ v e  
descrlptlon of the r ~ s k s  and features of the Tuition Program. Each statement conta~ned ~n th is  Dlsciosure Statement is subject t o  qual~f lcat ion 
~n 11s entirety by the terms and conditkons of the Application, the Rules and other documents re la t~ng  t o t h e  Tuitkon Program and the descriptions 
conta~ned elsewhere In th ls  D~sclosure Statement. 

The Wallace-Folsom Prepald College Tultlon Trust Fund was created by the Alabama Legislature as a state agency and Instrumental~ty 
t o  advance and Improve h~gher  educat~on In the state o f  Alabama by Increasing flnanclal access to public colleges and universities. The Fund 
IS adm~nlstered by a ten member Board o f  Trustees. See "THETRUST FUND-Management ot  the Fund." To f u l f ~ l l  the Fund's purpose, the Board 
of Trustees IS empowered, for and on behalf o f  the Fund, t o  enter lnto prepa~d college tultion contracts w ~ t h  q u a l ~ f y ~ n g  purchasers. See "THE 
TRUST FUND-Powers of the Board." 

The Fund uses an Independent accounting and consulting f l rm.  Coopers & Lybrand L.L.P to  per form actuar~al  servlces to  de te rm~ne  
tultlon payment obllgatlons. Contract prlces are determined based on anticipated Investment rest~l ts  and expected future payment obligations. 
See "THE TRUST FUND-Selected Financia l  Intormation." 

I n  order t o  purchase a Contract, you must fi le an Appl icat~on for such purchase wlth the State Treasurer. Upon the acceptance of an 
Appl icat~on w h ~ c h  such acceptance may be denled based upon the prospective purchaser's i a~ lu re  to  meet certaln condkt~ons set for th in  
the Rules, a person may purchase a prepald college tuition contract (that person sometimes here~n referred to  as the "Purchaser") for  the 
bene f~ t  of a qual l f~ed benef~clary. A q u a l ~ f ~ e d  bene f~c~ary  IS de f~ned  generally as a person under the age of 18 who is l ~ v i n g  at the t ime o l  the 
appl~cat lon and who meets certain res~dency and grade level requirements. The purchase prlce of a contract IS determined actuarially based 
on various assumptions, such as prolected Investment return. See "TUITION PROGRAM." 

When a purchaser's Appl icat~on has been accepted and the fu l l  purchase prlce IS paid. the Fund is obligated t o  pay the tu l t ion costs and 
mandatory fees of the designated q u a l ~ f ~ e d  beneflclary over a s p e c ~ f ~ e d  number of academic hours The Contract may be used to pay tu l t lon 
costs and mandatory fees at both in-state and out-of-state colleges and universities. However, the Contract only assures the payment o f  tu l t lon 
and mandatory fees over the s p e c ~ f ~ e d  number o f  academlc pe r~ods  at ~n-state publlc universities and colleges. Amounts p a ~ d  to  an ~n -s ta te  
prlvate lnst l tu t ion o r  an out-01-state knstltutlon may be less than the amounts p a ~ d  to  in-state p u b l ~ c  unlversltles and colleges. For a 
descr~pt lon of these I lm~tat lons,  see "TUITION PROGRAM-Use Of The Prepaid Tuition Contract." The Tuition Program does not  asslst a 
bene f~c~ary  wl th respect to a d m ~ s s ~ o n ,  con t~nued  attendance or gradualton f rom a particular college or unlverslty The only assistance 
p rov~ded  by the Fund to the benellcary IS the payment of tuit ion costs and mandatory fees over a spec~l ied number o f  academic hours. 

In order to malntaln the Fund's l inanc~al  soundness to meet 11s tultlon payment obltgattons, the purchase prlce o f  a Contract is determined 
actuar~al ly  Such factors as projected investment return and projected rates of tuit lon Increases are used, among other relevant factors 
determ~ned by the Board o f  Trustees, In making prlclng assumptions The amounts received f rom the purchase o f  a Contract are Invested by 
the Fund In certaln des~gnated Investment areas, as author~zed by statute No representatlon IS made or guarantee given that the Investment 
return earned wi l l  be suf f lc~ent  to l u l f ~ i i  the t u ~ t ~ o n  payment o b l ~ g a t ~ o n s  of the Fund under the T u ~ t ~ o n  Program See "TUITION PROGRAM- 
Funding." Even 11 f u n d ~ n g  IS adequate to  pay t l ie  beneflclary's tult lon. In some Instances the bene f~c~ary  w ~ l l  either be unable or voluntarily 
elect not t o  attend a college or unlverslty 

If the beneflclary does not attend a college or unlverslty because of the benefic~ary's death, d isab~i i ty .  fallure to quallfy academ~cally 
or voluntary electton not t o  attend, certaln amounts p a ~ d  under the Contract will be refunded to  you. See "TUITION PROGRAM-Refunds." As 
att a l l r l l n l  .e l o  oola t i  ng  a r t l -nc l  ,naer the C ~ n l r d c l  , L .  tndb s .osI I d le  a 4 ~ d  I, ng n d , ~  fl-a ds a ocnet c ar, Lnuer tl le Ccntracl pro.  [ leu 
lnat c t r l a  n reu.. r e~nen ls  are 11tc1 See "TUITION PROGRAM-Beneliciarv Substitution." rlohever olner l l ldn oota n no a rel-ncl or s t  bsI  1.1 no 
a benefic~ary, i imlted opportunltles, 11 any, exlst for  you to  reallze any o f  ihe amounts you paid under the Contract. see-"TUITION PROGRAM-- 
Transfer of Contract." 

The transfer or other d lspos~t lon of a Contract may be further l imited In at least two ways. First, under the Contract, you must  s u b m ~ t  a 
wrltten transfer request t o  the State Treasurer. Second, since the Contracts have not been registered as securities under either the lederal 
or state secu r~ tes  laws. Ihe transler of a Contract may be subject t o  s~gni f lcant  restr ic t~ons on transfer. See "SECURITIES CONSIDERATIONS." 

Va r~ous  admlnlstrative and processing fees are imposed upon you under the Contract and the Rules. For instance, you must  pay a 
nonrefundable app l~ca t~on  fee o f  $75 when applying for  the purchase of a Contract Other fees apply under other circumstances as described 
more lully In the Contract and the Rules See "TUITION PROGRAM." 

In addition to  the foregoing cons~dera t~ons .  slgnkflcant tax consequences are connected wl th the appltcatlon 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 earnlngs are tax-exempt as a result of b e ~ n g  an agency of the State of Alabama See "TAX CONSIDERA'IIONS- 
lncome Tax Consequences." 

On the other hand, the bene f~c~ary  under a Contract is generally taxable when tultion payments are made on behalf of the beneflc~ary 
The amount taxable to the benellciary 1s generally the amount of tult ion and fees p a ~ d  on behalf of the benefic~ary In excess of the amount  
p a ~ d  by  you under the Contract determ~ned each year on a pro rata bas~s.  However, the Internal Revenue Servlce may requlre a Contract 
bene f~c~ary  to  recognize Interest lncome each year In an amount determkned at a s p e c ~ f ~ e d  Interest rate, See "TAX CONSIDERATIONS- l ncome 
Tax Consequences." I n  additlon t o  the lncome tax consequences, certaln g ~ f t  tax consequences may be implicated by  the purchase of the 
Contract for  a bene f~c~ary  and by the transfer of a Contract itself See "TAX CONSIDERATIONS-Gif Tax Consequences." 

Finally, the Impact of a Contract on the beneltc~ary's abkltty t o  obtaln financial aid must  be considered. The receipt of benefits under a 
Contract may affect the benellclary's qua l i f ~ca t~on  for certain financial aid. See "FINANCIAL AID IMPLICATIONS." 

Contract prlclng for the 1996 enrollment perlod does not  Include any cons~dera t~on  for  the lmposltlon of federal or state lncome taxes 



on the investment earnings of the Fund. No assurance can be given, and none is hereby given, that the Internal Revenue Service may not 
seek to impose llabllity for income taxes on the Fund lor  this year, prior years or future years, th. impact of which may be materially adverse 
to  the Fund 

THE TRUST FUND 

The Fund was created by the Alabama Legislature through the Wallace-Folsom Prepaid College Tu i t~on  Trust Fund Act on May 17, 1989. 
That act was subsequently amended on Apr l l  19, 1990 (as amended, the "Act"). Under the Act, the Fund was created as an agency and 
instrumental~ty of the State o l  Alabama. The purpose of the Act i s  t o  advance and improve higher education in the state by assisting qualit led 
students in financing a por t ion of their costs o f  attending state colleges and universities. T h ~ s  purpose i s  l u l l ~ l l e d  by encouraging the 
prepayment of tuit ion costs through the purchase o l  affordable prepaid college tuition contracts The prepaid college tuition contracts create 
an obiigation of the Fund to  pay a Contract beneficiary's tuit lon costs and mandatory lees over a specified number of academlc hours The 
Fund's obl igat ions to  Conlrac l  purchasers, benel ic iar ies o r  others, a re  nol, however, backed by the l u l l  f a i l h  and  credi t  o l  the State o l  
Alabama. See "TUITION PROGRAM-Use of the Prepaid Tuition Contract." 

Manaaernent o l  the Fund. 

Under the Act the Fund is t o  be administered by a ten member Board of Trustees The ten members of the Board of Trustees are to  consist 
of the foliowing persons (I) the Lieutenant Governor (an ex of f ic io member), (2)  the Executive Director o f  the Alabama Commission on H~gher  
Education [an ex o l f i c ~ o  member) (3) a representative l rom the Council o l  College and University Presidents (an ex o f l l c ~ o  member). (4)  the 
State Treasurer (an ex o f f i c~o  member) .  (5)  the Chancellor o l  the Alabama Department o l  Postsecondary Educatlon (an ex o f f i c~o  member); 
(6) a person appointed by the Speaker of the State House of Representatives, (7) a person appointed by the L~eutenant  Governor: (8) a person 
appointed by  the State Treasurer, and (9) two persons appointed by the Governor. 

Each ex o l f i c ~ o  member o l  the Board o l  Trustees ("Board") shall serve on the Board as long as such person remains in his or her  
designated capacity The remaining members o l  the Board o l  Trustees are appolnted for specific terms Appointed members shall serve four- 
year terms o f  office and shall be ellglble for  reappointment. A member o l  the Board shall serve until a successor is appolnted, regardless 
of vflliether such member's term has expired. The Act provides no method for removal of a member o l  the Board of Trustees. In the event a 
vacancy occurs, the person who i s  entitled to appoint a person l o r  that position is likewise entit led to  appolnt the person to  1111 the vacancy 
Any person appointed to 1111 a vacancy shall serve only l o r  the unexpired term. 

I n  order to be eligible l o r  appointment t o  the Board, the Act requlres that the person possess knowledge, skill, and experience In business 
o r  financial matters commensurate with the d u t ~ e s  and respons~bilit ies of the Fund However, no person holding a fu l l - t ~me  office o r  position 
of employment with the state, any county or munlcipallty in the state, any educational Institution, o r  any instrumentality, agency or subdiv ls~on 
of the foregoing, shall be eligible for  appointment to the Board The members o l  the Board shall serve without compensation, but they are 
entitled to  reirnbursement for each day's o l l ~c ia l  dutles of the Board of Trustees at the same per dlem and travel rate as IS paid to  State of 
Alabama employees 

A quorum of the Board of Trustees IS required l o r  the Board to  transact the busmess of the Fund Under the Act a malority of the members 
of the Board shall constitute a quorum The State Treasurer is the Chairinail of the Board and its presiding o l l icer  Other officers may be 
appointed by the State Treasurer as the Board deems advisable or necessary Pursuant t o  t h ~ s  authority, an Executive Director of the Fund 
has been appointed. The Execut~ve Director assists the State Treasurer in managing the day-to-day operations o l  the Fund. The Executive 
Director works directly under the State Treasurer and is compensated as a state employee The Executive Director IS an Alabama mer i t  
system employee 

The current members of the Board of Trustees are listed In the table below 

MEMBERSOF THE BOARD OFTAUSTEES 

Name 

Lucy Baxley 
Treasurer of the State of Alabama, 
Montqornery AL 

Stephen E. Bradley 
President of Bradley-Townsend Pubilc Aflairs, a governmental 
advertising and p u b l ~ c  relations l l rm  
Blrmlngham AL 

Charles R. Carr 
Director of The Wailace Foundation 
Director of The Community Bank of Oneonta 
Montgomery. AL 

John H. DeLoach, Jr. 
Partner. DeLoach. Poarch and Associates P A  Certif ied Publlc Accountants 
Hoover. AL 

Dr. Fred Cainous 
Chancellor of the Alabama Department of Postsecondary Educatlon 
Montgomery. AL 

Logan Gray 
Senior Vice President of the SouthTrust Corporation 
Blrrningham. AL 

Dr. Hank  Hector  
Executive Director o l  the Alabama Com .slon on Higher Education 
Montgomery,  AL 

Don Siegelman 
Lieutenant Governor of the State o f  Alabama 
Montgomery. AL 

Joseph T Sul lon 
Former Executive Director of the Alabama Commiss~on on 
Higher Education (retired in 19901 
Weturnpka AL 

James  H. Whi le Ill 
President o l  Porter White and Company Inc 
Investment Bankers 
Birminqham AL 



The Fund's business o f f~ces  are located In the State Treasurer's office The fac i l l t~es of that olfice are used In the a d m ~ n ~ s t r a t ~ o n  of the 
Fund The d u t ~ e s  of the State Treasurer's office wl th respecl to the Fund Include, but are not  lhm~ted to,  recordkeeplng, management o f  
investments, and transfer of funds for the Fund 

Powers of the Board. 

Under the Act, the Board, or i ts  authorlzed agent, is author~zed to  contract wl th you l o r  the lump sum or installment prepayment of t u ~ t o n  
costs for the bene l~ t  of a qual~f ied bene f~c~ary  The prlce to  be p a ~ d  by you under a Contract IS determ~ned actuar~ally, based on varlous factors 
See "TUITION PROGRAM." The Board is to obtaln actuarial assistance to determine the su f f~c~ency  of the Fund and, consequently, t o  delermlne 
Contract prlclng Pursuant to this authority and pursuant t o  the author~ty t o  engage the services of private persons l o r  technical asslstance. 
the Fund has engaged the accountlng l l r m  o f  Coopers & Lybrand L.L.P. to render certaln accounting and actuarial servlces to  the Fund Based 
upon the actuarial valuatlon, the Board o f  Trustees may adjust the prlce o f  subsequent prepa~d college tultion contracts In order t o  malntaln 
the actuar~al  soundness of the Fund Furthermore, 11 your Contract payment IS late, the Board of Trustees can impose an acluarlal assessment 
on you to  compensate the Fund for loss of earnings. 

The payments recelved f rom you are to  be depos~ted In the Fund The amounts rece~ved constitute pub l~c  funds of the state and, as such 
those assets may only be Invested In Instruments, Obl lgat l~nS, securlt les and propernes that constitute legal Investments for the Investment 
of publlc funds In the state including legal lnvestments for  the State Treasurer. the Alabama Trust Fund and the Her~tage Trust Fund, that are 
deemed most  appropriate by the Board The Board of Trustees IS authorlzed by the Acl  t o  Invest the Fund's assets The Fund's assets are 
sublect t o  market factors and l luctuat~ons a l fect~ng 11s value In the d iscret~on of the Board, the assets of the Fund may be pooled for Investment 
purposes with any other investments o f  the State of Alabama whlch are e l~gib le for asset poollng To asslst w ~ t h  the investment o f  Fund assets. 
the Board of Trustees has engaged the servlces of both an investment consultant and Investment managers 

In  add~ t i on  to  the foregoing powers, the Board of Trustees is entitled to adopt rules and regulat~ons necessary to  implement the prov~s~on's 
of the Act w ~ t h  or w ~ t h o u t  compliance wlth the state adm~n~s t ra t i ve  procedures statutes Furthermore, the Board of Trustees IS ent~t led to  Impose 
reasonable l l m ~ t s  on the number of Contract participants In the Fund at any glven t lme The Board IS also ent~t led to  impose reasonable t ime 
l l m ~ t s  on the use of t u ~ t i o n  benefits. Add~ t~ona l l y ,  the Board of Trustees IS allowed to  Impose res~dency requirements at the t lme o f  the purchase 
o f  a Contract for quallf icatlon as a qual i f~ed benefic~ary. 

The enumerat ion at  the Dowers herein contained i s  not  in tended to  be a comorehensive or exhaustive l i s t  of the Dowers o f  the Board ot  
Truslees, but  i s  merely i l l us i ra l i ve  of such powers. Reference mus t  be made i n  each instance to  I he  Act, the ~ ~ ~ l i c a t i o n ,  the MasterPACT 
and other documents re lat ino to  the Tuition Prouram lo r  a comorehensive statement ot the Board's oowers i n  anv oar t icu lar  instance. Assuch.  
any state lnenl  regarding an; power of Ihe Board i s  r y a l i l i e d  i n  i t s  enl i re ly  by the terms o f  the Act, the Rut is 'and the te rms  of each such 
document.  

W ~ t h  respect t o  financial report ing requirements, the Board o f  Trustees IS to make available summary ~n fo rma t ion  on the f~nanc ia l  
condition of the Fund to  all purchasers of Contracts. Moreover, the Board of Trustees IS t o  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 L~eutenant  Governor and the Speaker of the House of 
Representatives Furthermore,  the Board o f  Trustees IS t o  make all necessary and appropr iate arrangements w ~ t h  state colleges and 
unlverslties In order t o  fulfill its ~ b l l g a t l ~ n ~  under the prepa~d tu l t lon contracts. 

Selected Financia l  Information. 

Ihe Board of Trustees engaged the accountlng l l rm  o f  Jackson, Thornton 8 Co , PC. t o  a u d ~ t  the balance sheet of the fund as of September 
30,1995 and the related statements of revenues, expenses, and changes ln reta~ned earrllngs and statement of cash l l ows  for the year ended 
September 30,1995 Jackson, Thornton 8 Co.. PC. has Issued ~ t s  Independent aud~ to rs '  report  t o  the Board of Trustees of the Fund A copy of 
such aud~ to rs '  report IS attached hereto as Exhlblt A. 

As of September 30  1995 the Fund had total assets o f  $215,580,071, total l l a b ~ l ~ t ~ e s  of $21 1.719.933 and reta~ned earnlngs of $3,860,138 
The f inanc~al  statements of the Fund for the pe r~od  end~ng  September 30,1995, do not reflect any reserve for Income tax Ihab~l~tles. 

The annual rates of return for totai Fund investments for the fiscal years e n d ~ n g  on September 30  of each year were as follows for 1991. 
13 8 %  lo r  1992. 15.6%. for 1993, 14 8%. for 1994. 0 4%. for  1995. 17 4% 

TUITION PROGRAM 

Preoaid Col leae Tuition Contracts. 

The Board of Trustees is authorlzed to  contract wlth you for the prepayment of college tu l t lon costs of a "qual~f ied beneficiary" l o  altend 
an I n m a t e  p u b l ~ c  college or university Upon your fu l l  payment of the purchase prlce of a Contract, the Contract provldes for  the payment 
of (1)  ~n-state tu l t lon untll the earller of (a) the award of a baccalaureate degree to  the qual i f~ed bene f~c~ary  o r  (b)  payments by the Fund have 
been made for 135 semester hours (or other academ~c term equivalent unlts), and (2) mandatory fees untll the earller of (a) the award of 
a baccalaureate degree to  the qual i f~ed beneflciary, or (b) payments by the Fund have been made for 135 semester hours (or  other academlc 
term equivalenl un~ ts ) ,  or (c)  not  more than 8 registrations on a semester system, 12 reglstratlons on a quarter system, or the equ~valent 
number of reglstratlons on any other academic b a s s  Mandatory fees are those fees required as a c o n d ~ t ~ o n  of enrollment for a! students. 
The Fund does not  pay for any other fees or costs that a beneficiary IS Obligated to  pay, such as, but not  l lm~ ted  to, student activlty fees, lab 
fees, books, r o o m  and board, and food. To purchase a Contract, you must f ~ r s t  apply to the State Treasurer for a Contract. 

W r a c t  Purchase. 

To apply for a Contract, an App l~ca t~on  must  be f ~ l e d  wi th the State Treasurer's office d u r ~ n g  an enrollment perlod No representallon IS 
made or assurance qiven that your application for the purchase of a Contract w ~ l l  be accepted bv the State Treasurer The App l~ca t~on  must  
be subm~t ted  w ~ t h  a-nonrefundable appllcatlon processing fee of $75. I f  you do not purchase a contract or your A p p i ~ c a t ~ o n  IS relected, the 
aonlication fee wi i l  be forfelted unless vour Aool icat~on IS reiected and vou are denled oart~cloat ion in the Tu~ t i on  Prooram throuoh n o  fault 
o i i o u r  own Although an enrollment period has existed in each flscal ;ear of the ~ u n d ,  no representat~on IS made o;assurance-given that 
an enrollment p e r ~ o d  will be establ~shed for any subsequent year 

After you apply during an enrollment p e r ~ o d  and your Application IS accepted by the State Treasurer, you are allowed to enter into a 
Contract wi th the Fund To purchase a Contract, you must  be an lndiv~dual  who is 1 9  years o f  age o r  older, or a corporation, trust, charitable 
organlzatlon, or any other entity approved, In wrlt lng, by the State Treasurer, as e l ~ g ~ b l e  to purchase a Contract. Upon entering the Contract. 
you are obl~gated to  make advance payments In accordance wl th the Contract. The Contract i s  purchased by you for  the bene l~ t  of a q u a l ~ l ~ e d  
b e n e f ~ c ~ a r y .  

Bene f i c i aw  of Contract. 

For a pt rson t o r  a uenel (Idr, o l  a Conlract tne person mJst o r  a qJa I ea uenellc ary A qLal l ~ e i l  oenel ca r ,  i s  i iellned as an lnd v l o ~ a l  
uieei no ine lollov. n11 lo-r  reaJ re inr i l ls  11 I l i le  lna . d -a  m.sl be v (no a1 the I i n r  an Aool cailon , maile 2 tne incllv dual mJs l  be ~ n i ~ e r  
1 8  years of age as o i  the beginnlng of the abpl~cable enrollment per~od:  i 3 )  the ~nd iv idua l ' hus t  not  t8ave c o i p i e t e d  the n inth grade as o l  the 
b e g ~ n n ~ n g  of the appl~cable enrollment pe r~od :  and (4)  the ind~vidual  is either (a) a resident of the State o n  the first day of the month in which 



the enrollment period beglns or (b) 1s a mlnor chlld of a noncustod~al parent who IS a resident of t h ~ s  State The determ~nation as to whether 
a particular lndlvidual satisfies a requirement to be a qual~lied benef~c~ary will be made by the Board of Trustees, In 11s sole discretion. In 
certain circumstances, you can subst~tute certain qualifying individuals for the original Contract benef~ciary. See "TUITION PROGRAM- 
Beneticiary Substitution." After the determlnat~on is made as to whether a particular lndiv~dual  constitutes a qualified benef~ciary, the 
purchase price lor  the Contract is  flnally determined based upon the age or grade of the qual~fied benef~c~ary. 

Contract Pricina. 

Pursuant to the Act, the Board of Trustees 1s requ~red to obta~n actuarlal assistance ln order to establish, mainla~n and certify a fund 
sufficlenl to defray the obllgatlons of  the Fund Thls actuarial determ~nation is to  be completed annually. After the actuarial valuat~on IS 

completed, the Board of Trustees determ~nes, based on such actuar~al valuat~on, the purchase price of Contracts offered dur~ng  an enrollment 
per~od  in  order to ensure the actuarlal soundness of the Fund. Investment return is a significant factor In the prlclng of the Contracts A 
beneficiary's age or grade level are also materlal factors in determining pricing for Contracts. Thus, based on such valuation. the purchase 
prlce af the Lontract is  determ~ned annually in advance of an enrollment perlod. 

Under the Act. 11 the value of the trust fund is determ~ned l o  be In excess of the acluarially determined ob l~ga t~ons  of the Fund, as 
determined by the Board of Trustees, the excess lunds are to be depos~ted lnlo the general fund of the State As of yet, it IS st111 unclear when 
a determlnatlon of  such excess IS to be made by the Board and when a deposit due l o  such excess IS required to be made 

Pavment. 
The purchase price for a Contract may be paid In three d~fferent methods First, you may make a lump sum payment of the purchase prlce. 

Second, you may make monrl~iy installments payments over a period of 60 months. Finally, you may make monthly ~nstallment payments 
commencing on a certain date with such payments contlnulng on a monthly bas6 until a date set in the Contract in the summer prior to the 
benef~c~ary's projected college enrollnient dale, whlch is the academ~c year following a benef~c~ary 's projected graduat~on date f rom high 
school You are respons~be for maklng ail paymellts under the Contract. The Contract will be cancelled if no Contract payments have been 
received with111 45 days of the first payment due date. You may make a wrltten request for a change In the payment schedule through the tenth 
day of the month In wh~ch  the first payment IS due. The request must be accornpan~ed by a $20 adm~nistrative fee. Each payment by you urider 
the Contract includes a nonrefundable account malnlenance fee. In add~tion, there are fees for returned Items, late payments and changes 
~n payment method See "TUITION PROGRAM." 

Use of Ihe Preoaid Tuition Contract. 

The Contract may be used at e~ther an in-state universlly or college or an out-of-state unlverslty or college lo  defray certain costs for 
the undergraduate education of a qualif~ed beneficiary as descr~bed here~nbelow. Tu~tion, fees and any other costs o l  any graduate school 
education are not covered by the Contract For an ~n-state public unlverslty or college. the full payment of the purchase prlce of the Contract 
prov~des the qual~fied benefic~ary wlth the payment of (1) ~n-state tuition until the earlier of (a) the award of a baccalaureate degree to the 
quallfled benef~c~ary or (b) payments f rom the Fund for not more than 135 semester hours (or the academ~c equ~valent un~ts),  and (2) the 
payment of mandatory fees u n t ~ l  the earl~er of  (a) the award of a baccalaureate degree l o  the qua l~ l~ed  benefic~ary, or (b) payments f rom the 
Fund for not more than 135 semester hours (or the academlc equivalent units). (c)  or not inlore than 8 registrations on a semester system, 
12 registrations on a quarter system or the comparable number of registrations on an academic equ~valent basis for terms that are not 
semesters or quarters 

For ln~state private coiieges or univers~lies or out-of-state colleges or unlverslties, the Fund will be responsible for forwarding each 
academic term the weighted average of ~n-state tu~ t ion  and mandatory fees for Alabama's four year pub l~c  postsecondary inst i tut~ons. 
(hereinafter "Current Tu~t lon Value"), to the extent such Current Tuition Value is not In excess of the tu i t~on  and mandatory fees at such instate 
prlvate college or universlty or out-of-state college or university. A $25 processing lee will also be assessed for each academlc term for 
w h ~ c h  the Contract benefits are forwarded to the in-state prlvate institution or the out-of-state instllutlon. The amount forwarded to the in-state 
private lnslltutlon or the out-of-state instltutlon w ~ l l  be l im~ted to the cost of  the undergraduate tuition plus mandatory fees of such institution. 
even 11 such amount IS less than the Current Tuit~on Value. With respect to these private and out-of-state institutions, the Contract does not 
guarantee the full payment of tu~ t lon  and mandatory lees at such instltutlon As a result, the Contract benef~ciary may be required to pay an 
amount toward the tu~t ion costs and mandatory fees of the private or out-of-state institutions which he or she IS attendirIg. 

The tultlon amounts and mandatory lees are paid directly to the lnstltutlons themselves. Generally speak~ng, the Contract benefits must 
be used w ~ t h ~ n  ten years after the beneficiary's projected enrollment date, which projected enrollment date IS considered the academlc school 
year fo l low~ng the beneficiary's projected high school graduation. 

No representallon is made or assurance given that a benef~ciary (I) will be adm~tted to a college or un~versity. (11) will be a d m ~ t t e ~ l  to 
a part~cuiar college or unlversity. (ill) wlll be allowed to contlnue to attend a college or unlversity after hav~ng been adm~tted, or (IV) w ~ l l  
graduate f rom a college or unlverslty. Furthermore, the Fund provides no assistance to a beneficiary w ~ t h  respect to adm~ss~on to, contlnu- 
ation at or graduat~on l rom a college or universlty other than the payment of tultlon and mandatory fees as described In the Contract. 

Fundincl. 
The fund~ng of the T u ~ t ~ o n  Program is der~ved entlrely f rom payments received from Purchasers of Contracts and the investment Income 

earned by the Fund. The amount of the Fund's future tuitlon payment obligations IS determined by projecting the amount of current tuttion costs 
Into the future, based or1 certaln assumptlons, such as rate of tuition increases. The actual current value of the Fund is then projected Into 
the future based on certaln actuarlal assumptlons. The projected obligations are then compared wlth Ihe prolected asset values to  determlne 
if there will be a funding shortfall Thls comparison, plus estimating the additional obligations created by lncreaslng the number of Contract 
participants In the Fund, IS then used to determlne the purchase price of a Contract for a particular enrollment perlod. 

The prolections and valuat~ons are based on various actuarial assumptions Some, but not all, of the actuarial assumptlons used by the 
Fund are (I) projected investment return, (l i) rate of tuitlon increases, (ili) rate of contract cancellations or withdrawals, (iv) utilization rates 
of c red~ t  hours. (v) timing regarding payment of  tuition and (vi) allocation of enrollment between universltles and community colleges These 
factors are not intended to be a comprehensive or exhaustive list of the assumptlons used by the Fund in determining funding requirements. 
but IS merely an lllustratlve list For any enrollment perlod, the Board of Trustees may select dlfferlng valuation factors or glve varylng 
degrees of welght to prlclng factors This may cause greater or less we~ght to  be placed on any part~cular factor In any Instance 

Since the actuarial valuat~on process uses assumpllons, the actual results may d~l fer ,  even mater~ally, f rom the projections based on 
lhose actuarial assumptlons. The actual results could have a materlal negatlve Impact on both the value of Fund assets and the Fund ltself. 
NO representation IS made or assurance given that the actual results wiil not dlffer, even mater~ally, f rom the actuar~al prolectlons. 

No representailon IS made or assurance given that future Investment results of the Fund will be suflicient for the Fund to sat~sfy ~ t s  current 
or luture obl~gat~ons. H a fund~ng shortfall occurs lor  any reason, the State of  Alabama IS not obl~gated to remedy any such fund~ng shortfall 
of the Fund In that case, the Fund would not have the funds necessary to sat~sfy all of 11s Contract obl~gat~ons. The Contracts are not backed 
by the lu l l  faith and c red~ t  of the State of  Alabama. 

However, based on these considerat~ons and the technical adv~ce o l  actuarial consultants, the Board of Trustees has foilowed what it 



cons~ders to  be conservative actuarial assumptions to ensure the flscal soundness of the Fund so that the Fund will be able to satisfy ~ t s  future 
obligatlons Nevertheless, no representatlon 1s made or assurance glven that the actual Investment results w ~ l l  not result in a f u n d ~ n g  
shortfall. 

Refunds. 
In certaln clrcumstances, you may be ent~tled to a refund of certaln amounts p a ~ d  under a Contract. If a refund is requested due to the 

death or d~sab~ i i t y  of a benef~c~ary,  you are ent~tled to a refund of all contract payments made, e ~ ~ l u d l n g  administrative fees paid, reduced 
by any amounts p a ~ d  by the Fund to the college or university on behalf of  the benefic~ary. The cancellation fee w ~ l l  be wa~ved. Alternatively. 
the Contract beneflts may be transferred to an eligible substitute beneficiary. See "TUITION PROGRAM-Beneficiary Substitution.'' 

In the case of a scholarship award to the benef~c~ary,  you may request a refund of any overpayment of tuition and mandatory fees to a 
benef~c~ary 's college or university f rom the particular college or unlverslty itself. In lieu of a refund, the Contract benefits may be transferred 
to an ellglble substitute beneficiary 

I f  you voluntarily cancel the contract for reasons other than the beneficiary's death, d~sab~ l i t y  or a scholarship award to the benel~c~ary.  
you shall recelve as a refund the sum of all Contract payments paid to  date, excluding any administrative fees pa~d ,  reduced by any amounts 
p a ~ d  by the Fund to a unlverslty or college on behalf of the benefic~ary and further reduced by a Cancellatlon Fee. The Cancellatlon Fee amounts 
to 50% of the amounts p a ~ d  by the Purchaser Into the Fund, excluding adm~n~s t ra t~ve  fees, up to a maxlmum dollar amount of $150. 

I f  the Contract IS ~nvoluntarily term~nated. you are ent~tled to recelve as a refund amount the sum of all Contract payments paid by you 
to date, excluding any admln~stratlve fees pa~d ,  reduced by any amounts p a ~ d  by the Fund to the college or university on behalf of the 
benef~c~ary,  further reduced by a Term~nat~on Fee. The Term~nat~on Fee IS equal to 100% of the amounts p a ~ d  into the Fund, excluding 
adrn~nlstrat~ve fees, up to a maxlmum dollar amount of $500. 

Beneficiarv Substitution. 

Under the Contract. a qualify~ng lnd~v~dua l  may be subst~tuted as the beneficiary for the original Contract beneficiary 11 certaln require- 
ments are met Certain exceptions to these requirements for transfer can be made by petltlon to the State Treasurer. The individual must be 
I ~ v ~ n g .  The lndlv~dual must be an immediate famlly member (as def~ned In the Rules) of  either you or the orlglnal Contract beneficiary. To be 
an lmmed~ate fam~ ly  member of yours, the lnd~vidual must be your child, stepchild, adopted chlld, grandchild, niece or nephew. To be an 
lmmed~ate family member of the original Contract benefic~ary. the person must be the beneficiary's brother, sister, half-brother, half-s~ster, 
step-brother, step-slster, legally adopted brother, legally adopted sister, or first cousin. 

Add~t~onal ly,  the lnd~v~dua l  must be a res~dent of the State of Alabama or the minor chlld of a noncustodial parent who IS a resident of the 
State of Alabama. Furthermore, the indiv~dual must be under the age of 18 and not yet enrolled in a college or university. The person must 
also have, wlth certaln exceptions, a projected college entrance date that is the same as or later than the projected college entrance date 
of the o r ~ g ~ n a l  Contract beneficiary. The request must be In writing and approved by the State Treasurer. An adnllnistrat~ve lee of $55 is charged 
for the subst~tut~on. Furthermore, an actuarial assessment may be niade in which case you will be respons~ble for paying such actuarial 
assessment before the subst~tute beneflciary will be entitled to use any of the benefits under the Contract. The substitution of beneficialies 
must be made before the or~glnal  Contract benef~ciary IS enrolled in a college or university or utillzes any of the Contract benefits. 

Transfer of Conlract. 

A request to transfer a Contrhct must be submitted in wrlting, and signed by both you and the new Purchaser. urlless the orlginal Purchaser 
has d ~ e d  or IS d~sabled. If the o r ~ g ~ n a l  Purchaser has d ~ e d  or IS disabled, the wrltten request must be accompan~ed by proof of death or 
d ~ s a b ~ l ~ t y  Furthermore, a $20 adm~n~s t ra t~ve  fee must accompany the request to transfer the Contract. Except pursuant to the wl-ltten request 
for a transfer of the Contract, ne~ther the Contract nor any interest, rlght or benef~t In the Contract may be assigned or transferred. No 
secondary market for resale of the Contract exlsts Theretore, no representatlon IS made or assurance glven that you will be able to transfer 
your Contract In any instance As such, 11 a lhquldlty or other flnanclal need arlses. you may not be able to lhqu~date your Investment In the 
Contract In order to  satisfy such flnanclal need See also "SECURITIES CONSIDERATIONS." 

SECURITIES CONSIDERATIONS 

The Board of Trustees has not heretofore requested a "no-action" letter from the Un~ted States Securltles and Exchange Commission, nor 
has ~t sought any type of rullng or adv~sory oplnlon from the Alabama Securltles Commlsslon as to whether the Contracts constitute securltles. 
The Board of Trustees, however, has rece~ved an oplnlon of counsel that ~f the Contracts constitute "securltles" as defined In the Securities 
Act of 1933 (the "Secur~t~es Act"), they are exempt f rom the registration provisions of the Securities Act under the exemption afforded by 
Sect~on 3(a)(2) of  the Securlt~es Act A simllar exemption exists with respect to the Contracts under the Alabama Securities Act pursuant to 
Sect~on 8-6-lO(1). Code of Alabama. 1975. 

TUITION PROGRAM FEES 

Various adm~nistrat~ve fees are charged by the Fund under the T u ~ t ~ o n  Program. The following IS a 1st of fees charged by the Fund and 
t h e ~ r  current amounts 

1. Appl~cat~on Cost and Fee-$75. Thls 1s the amount required to be subm~tted wlth an Appllcat~on. 

2. Account Maintenance Fee-A fee amounting to $3 per month. or $20 i f  pald In a lump sum on an annual basis. 

3. Cancellation Fee-50% ot the amount p a ~ d  Into the Fund, up to a maxlmum of $150. Thls tee acts as a penalty because the amount of the 
fee 1s deducted from the amount you would otherwise have received on a refund. 

4. Term~nat~on Fee-100% of amount p a ~ d  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 termlnatlon. 

5. Subst~tution of Benef~c~ary Fee-$55. T h ~ s  IS the fee submitted with your request to subst~tute a benef~c~ary under the Contract. The fee 
is wa~ved In cases ~nvolv lng the death, disability or receipt of  a scholarship award by a benefic~ary. 

6. Fee for Transfer of Contract Ownership-$20 This is the fee that you must submit with your request to transfer ownersh~p of the Contract. 
This fee is wa~ved 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 publ~c college or unlverslty 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. T h ~ s  amount is charged on Contract payments which are received more than l~f teen (15) days past the payment 
due date. 

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



10. Fee for Document Replacement of Coples-$7.00 per document. Thls IS the lee which accompanies a request for coples of document 
replacement. 

t i .  Failure to Provide Sul f ic~ent Notlce of  Intent to Use Contract Benefits-$45 Under the Rules, you are requ~red to give at least 60 days 
wrltten n o t ~ l ~ c a t ~ o n  of the benef~ciary's Intent to use the benefits under a Contract and you must specify the lnstltutlon the beneficiary will 
attend. Fa~lure to provlde such notlce may result In an assessment of  thls fee. Furthermore, thls lee must be paid before any benel~ts will 
be paid to any ~nstitution the benef~c~ary attends 

12 Fee lor  Changes in Payment Schedule-$20 This IS the fee charged for a request to change the payment schedule. 

These fees may be waived by the State Treasurer irl her sole discret~on. No representation is made or assurance given that the fees will 
be walved. Furthermore, the amount of  the fees are subject to change. The fees In a subsequent enrollment per~od may be greater than or 
less than the fees prov~ded in thls Disclosure Statement. These amounts listed above are In a d d ~ t ~ o n  to the Contract purchase prlce For a 
complete descr~ptlon of the fees and their terms of applicab~lity reference must be made in each Instance to the Rules. the App l~ca t~on  and 
the MasterPACT. 

FEDERAL TAX CONSIDERATIONS 

lncome Tax Conseouencs. 

Fund. 
The Board of Trustees of the Fund has, slnce its inception, taken the pos~t ion that the Fund IS exempt f rom federal lncome taxatlon and, 

accordingly, the Fund has not l ~ l e d  any federal tax returns for prior perlods. Furthermore, the Board of Trustees, In computing Contract prices 
for the 1996 enrollment per~od, assumed that the Fund's earnings are not taxable. 

The federal income tax consequences to the Fund are dependent upon whether the Fund 1s cons~dered a taxable or tax-exempt entity 
I f  the Fund IS cons~dered to be a tax-exempt entlty, the Fund will not be sublect to federal income tax on 11s lnvestment earnings or upon receipt 
of Contract payments. The basis w o n  which the Board of Trustees has taken the posltlon that the Fund is tax-exempt is 11s relationship and 
posltlon as an agency and ~nslrurnental~ty of the State of Alabama. It has been a recognlled princ~ple of federal tax law that state agencies, 
In general, are not subject to lncome taxatlon. 

There IS only one federal court d e c ~ s ~ o n  dealing w ~ t h  the tax attr~butes of a prepa~d tultlon fund, namely, Mich~aan v Un~ted States, 40 
F3d 817 (6th Cir. 1994). There, the Un~ted States Court of  Appeals held that the Michlgan prepa~d college tuitlon fund was not liable for federal 
income tax because the fund was a state agency. The IRS did not seek review of that dec~s~on .  Attorneys for the Fund have been advlsed by 
the IRS that no other federal tax l~tlgatlon IS pending anywhere concernlng college prepald tultlon plans 

During 1995, the Fund subm~tted a Prlvate Letter Rul~ng Request to the IRS seeklnQ favorable ruilngs as to the tax exempt status of the 
Fund and the taxation of Contract beneficlar~es. Although In Aprii 1996 the IRS n o t ~ f ~ e d  the Fund that It had made a lentatlve decls~on to Issue 
an adverse prlvate letter ruling, on June 20. 1996 the IRS not~l ied the Fund that 11 would not issue any prlvate lener rullng concerning the Fund 
or comparable prepa~d tultlon plans of other states The IRS further stated that 11 was returning the Fund's request, refund~ng the fll lng fee 
and not taklnQ any add~t~ona l  actton pend~ng the poss~ble development of federal leglslatlon address~ng the Issues. The substance of thls 
communlcatlon was conf~rmed by the IRS by letter dated July 10. 1996. 

Possible Federal Leaislalion. 

Congress~onal leg~slators are currently cons~dering one or more federal bills that may clar~fy that prepald college tu i t~on  plans such 
as the Fund are and have been tax exempt for federal lncome tax purposes and that the beneficiaries were and are taxable when payments 
are made for or on t h e ~ r  behalf. The IRS IS work~ng  wlth Congress to  develop such legislation The trustees have been advlsed that such 
legislation passed the U.S. Senate on July 9, 1996 and will now go to the U.S. House. It cannot be predicted when and if any sbch federal 
leg~slat~on will flnally pass both Congress~onal Houses and be Signed into law. The passage of such leg~slation could clarify the tax exempt 
status of the Fund and tax consequences of the Contracts for the beneficiar~es. Fund representatives are closely lo l l ow~ng these federal 
leg~slative developments 

While the Trustees are encouraged by the current developments toward such federal leg~slation, i f ,  as described in the Fund's 1995 
Disclosure Statement, the Fund IS cons~dered to  be a taxable entlty for federal income tax purposes. certaln materlal Income tax conse- 
quences will result The Fund would be considered taxable on its Investment earnings In the year earned 

AS THE 1995 FUND DISCLOSURE STATEMENT ALSO ADVISED. IN THE EVENTTHATTHE IRSASSERTSA TAX LIABILITY AGAINSTTHE FUND 
TS C3hTRACT P,RCrlASERS A h 3  BEhEF C AR ES MAY BE MATERIA.. I \EGATIVE.Y MPACTED TnE F-hD S ABIL TY TO MEET EX ST KG 

COhTRACT OBLlGATlOhS h Fu-L MA, BE MPA RED F-RTrlER F TrlE FbhD I S C O ~ S  DERED TO BE A TAXABLE EhToTY PR C hG OF F-T IRF 
CONrRACTS AND AMOUNTS DUE ON UNPAID CONTRACTS WOULD HAVE TO BE ADJUSTED TO ACCOUNT FOR THE EFFECTS OF FEDERAL TAX 
LIABILITIES BECAUSE OFTHE PRESENT DEVELOPMENTS CONCERNING THETAX STATUS OF THE FUND ANDTHE CONTRACTS YOU WILL BE 
PURCHASING A CONTRACT WITH CURRENTLY UNRESOLVED TAX CONSEQUENCES 

The taxatlon of a benefic~ary IS generally not dependent upon the tax status of the Fund The following summary discusses only the federal 
ncome tax consequences to a Contract beneficiary. Due to the possibility that a beneliclary could be taxable under the tax laws of a state 
other than the State of Alabama, no representation IS made as to the taxatlon of a beneficiary under any state law. To determine the tax sltuatlon 
of a Contract benellc~ary, a beneficlary should consult h ~ s  or her profess~onal tax advisor. 

W ~ t h  respect to the federal lncome taxatlon of a Contract benefic~ary, the Board of Trustees of the Fund has, since 11s incept~on, taken 
the position that the bene l~c~ary  IS generally considered taxable only upon payment of an amount to or on behalf of the benef~clary. 
Furthermore, the taxable amount to such henellclaw IS the amount pald to or on behalf of  the benef~ciary In excess of a pro rata portlon of 
the bas~s in the Contract (1.e . a prorated poitlon of the amounts paid into the Contract by you )Thus, the beneflc~ary IS taxable on such excess 
amount In the year the amount IS paid on behalf of the benef~c~ary 

In some llmlted circumstances, you, and not the beneflc~ary, may be taxable on amounts rece~ved under the Contract The amounts 
rece~ved In excess of the amounts p a ~ d  by you under the Contract will be taxable In the year recelved 

As described In the Fund's 1995 D~sclosure Statement, In December 1994 the IRS Issued proposed Treasury Regulat~ons concernlng 
the taxatlon of contingent payment debt Instruments whlch the iRS tentatively regarded as aDpliCable to the Contracts On June 11. 1996, the 
iRS announced that 11 would not regard the proposed Treasury Reguiations as applying to state sponsored prepa~d college l u ~ t i o ~ l  plans. If. 
as the Board of Trustees maintains, the Fund is cons~dered as such a state sponsored prepaid college tultlon plan, then the proposed Treasury 
Regular~ons should not apply to the Contracts. 



Gi l l  Tax ConseouenceC 
Under current lederal gilt tax law, your payments under the Contract for the bene f~ t  of the bene f~c~ary  should be consldered a g ~ f t  I f  your  

payment of amounts under the Contract IS deemed to create a present interest In the benef~ciary, and the amount p a ~ d  by you In a calendar 
year for that Contract IS less than $10,000 (or  $20,000 for a marrled couple 11 a split g ~ f t  IS elected), then the amount  p a ~ d  by you should not  
subject you to federal glft tax consequences. However. 11 ~t is determined that the payment does not  create a present Interest in the Contract 
bene l~c~ary .  you could have glft tax l ~ a b ~ l ~ t y  arising f rom the payment of amounts under the Contract A present Interest IS defined for federal 
glft tax purposes as an unrestr~cted r ~ g h t  t o  the lmmed~ate use, possesslon, or enjoyment of property or the Income f rom property (such as 
a llfe estate or term certaln) 

I n  a d d ~ t ~ o n .  II you are allowed to  transfer ownersh~p of a Contract to a new Purchaser, the transfer of the Contract, t o  the extent that i ts  
fair market value 1s greater than any cons~dera t~on  p a ~ d  to  you by a new Purchaser, m ~ g h t  be considered a g l l t .  The transler could be 
cons~dered by the IRS as creatlng a present interest in  the new Purchaser. 

FINANCIAL AID IMPLICATIONS 

The recelpt of Contract benef~ts by a bene l~c~ary  may affect a bene l~c~ary ' s  quallflcatlon l o r  o r  recelpt o f  flnanclal a ~ d .  For need-based 
f~nancla l  a ~ d ,  the recelpt of or potentlal for recelpt of Contract belieflts may preclude a bene f~c~ary  l r o m  quallfylng for  or recelvlng need-based 
f inanc~al  a ~ d ,  as the Contract bene f~ ts  may be seen as flnanclal resources o l  the bene f~c~ary  

The receipt of Contract benef~ts should not Impact the benellc~ary's q u a l ~ f ~ c a t ~ o n  l o r  or recelpl of mer~t-based f ~ n a n c ~ a l  a ~ d  (1.e. academ~c 
o r  a th le t~c  scholarships l o r  example) There can be no assurance, however, thal  the Contract bene f~ ts ,  as a flnanclal resource of the 
benel~ciary,  wil l not be cons~dered e~ the r  expllcltly or lmpl~ci t ly  In determining whether a Contracl bene f~c~ary  IS entitled to  or will recelve 
a mer~ t -based  scholarship 

Furthermore, the recelpt of or potentla1 for receipt of Contract benef~ts may affect the ab l l~ t y  o l  a bene f~c~ary  to recelve private or student 
loans Such recelpts or potentla1 l o r  recelpts may be cons~dered f ~ n a n c ~ a l  resources w h ~ c h  preclude the bene f~c~ary  l r o m  recelvlng prlvate 
o r  student loans, espec~ally 11 the loans are In any way need-based. T h ~ s  may also preclude Ihe benef~ciary f rom receiving more favorable 
interest rates or repayment options. 

THE OBLIGA'IIONS OF THE FUND UNDER THE CONTRACTS ARE ILIMITED OBLIGATIONS PAYABLE ONLY FROM MONIES RECEIVED FROM 
CON lRACT PURCHASERS AN0 EARNINGS FROM INVESTMENT PERFORMANCE, AN0  NO RECOURSE SHALL BE H A 0  BY THE PURCHASER OR 
CONTRACT BENEFICIARY AGAINST THE TREASURER OF THE STATE OF ALABAMA OR THE STATE OF ALABAMA I N  CONNECTION WITH ANY 
OBLIGATION ARISING OUT OF THE CONTRACT. 




