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Senate Bill 332 and Assembly Bill 654
Changes o EdVest and Creation of a College Savings Program

Summary of Bill --

This bilt makes a number of changes to EdVest designed to make the
program mere atiractive and useful. If also creates a new board charged with
establishing a new college savings program.

The Assermbly and Senate versions are identical, as are the amendments
offered in each house. Substitute amendments are being drafted (not received
as of 1:30 p.m. W@dnesc__ic:y) that make ’rec_hﬂicaf changes.
statf 'comeafs

| EdVas’r has never performed s expecfed There is no known controversy
about these efforts to improve to program, and create a new program to
encourage college savings.
Standing Committee and Assembly Action --

AB 654 was approved 10-0 by the Assembly Committee on Colleges and
Universities on January 26, 2000. The bill, as amended, passed the Assembly 96-0
oh Feb 2, 2090

SB 332 pdssed Th@ Senc:fe Commlﬁee on Educc}’f ion'l 1 O on F@b 9, 2000
Recommended JFC Action --

Infroduction and Odop’ﬁon of SSA (you need to infroduce this for

Sen. Grobschmidt. It makes the Senate version identical to the
engrossed Assembly version)

Infroduction and adoption of the Senate and Assembly simpie
amendments (Again, you're introducing at the request of Sen.
Grobschmidt. The amendments reflect technical changes
necessary To the bills.)

Concurrence on AB 654,

Unanimous Consent that all of our action aisoc be applied to SB 332,

Bob
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March 2, 2000

- TO: . Members
Joint Committee on Finance

FROM: Bob Lang Dii'ector

SUBJECT: Assembly Bill 654 and Senate Bill 332: Changes to the EdVest Program and Creatmn
ofa Colit‘:ge Savmgs Program and Board

Assembly Bill 654 was introduced on January 11, 2000. On January 26, 2000, the Assembly
Committee on Coiieges and Universities adopted Assembly Amendment 1to Assembly Bill 654 on
a vote of 10 to, 0 and recommendcd the bill, as amended, for passage on a vote of 10 to 0. On
February 2000, the Assembly tabled AA 1 and adopted AA 2 and AA 3 to AB 654 and passed
the bill, as amended, on a vote of 9%t0.

Senate BziI 332 Whlf..‘h is 1dentu:al to AB 654 was mtroduced on Janua.ry 21 2000 and
referred to the Co.mmzttec on Educatlon On Febmary 9, 2000, that Committee adopted Senate
Amendments 1 and 210 SB 332, and recommended the biH as amended for passage on a vote of
11t0 0, SA 1 is identical to AA 3 to AB 654 and SA2is 1dent1cai to AA 2w AB 654

BACKGROUND

The EdVest program was created in 1995 Act 403 to provide an alternative means for parents
and others to save for a child’s future college costs by "prepaying” all or a portion of their tuition
and fees. The program, whxch is adnnmstered by the Office of the State Treasurer, began operating
in July, 1997. Under the program, an md;vxdual atrust or a lega} guardian may contract with the
State Treasurer to purchase 'tuition units” on behalf of a beneﬁc;ary named in the contract. The
tuition units, which are placed in the beneﬁczarys account, may be redeemed when the beneficiary
em‘oﬁs in college and apphed toward the payment of undergradaate tuition and mandatery student
fees at any public or private postsecondary institution in the country. The statutes require the
Treasurer to charge a nonrefundable $50 enroliment fee for each contract.




If the purchaser of an EdVest account is an individual, eithier the purchaser or ihe benaﬁ{:;ary
named in the contract must be a ' Wisconsin resident at the time the contract is executed 1 the
purchaser is not an individual and the beneficiary is not a state resident, then the kzgai guardzan or
trust must be organized or created under Wisconsin law. An individual may enter into a contract on
behalf of his or her: (a) child; (b) grandchild; (c) niece or nephew; or (d) self. An individual may
also purchase tuition units for a child who is under his or her legal guardianship. A change of
beneficiary is allowed if the benefits would be transferred to a member of the current beneficiary’s
immediate family or the spouse of such a family member.

The price of a tuition unit is based on the estimated weighted average tuition charged at
bachelor’s degree-granting institutions within the University of Wisconsin (UW) System. The price
is determined jointly by the UW Board of Regents and the State Treasurer and varies depending on
the anticipated year of enrollment. Current law requires “that, to the extent posszble the price must
be set so that the value of the tuition unit in the anticipated academic year of its use will be equal to
1% of the esmmated average annual tuitzon cost at a UW campus in the expected year of use. '

bnder cum:nt Iaw ‘tuition um!;s can be redeemed to pay tu;t;en and fees at any pubhc or
private institution of hlgher education in the United States that is accred1ted by an accrediting
association recognized by the State Treasurer or a proprietary school that is approved by the
Educational Approval Board. Each semester, when the beneficiary enrolls in an eligible
_ postsecondary mstitunon ‘the State ’I‘reasurer makes a payment directly to ‘that 1nstitutipn, not to the
ﬁbeneﬁc;ary in an amount equai 1o the lesser of: (a) ihe total redemptxon value of the tuition units
_purchased on hlS or her behak’f Or (b) ihe mstltuuen s tumen and mandatory fees for that semester

_ such as supphes and room and board are the responsxblhty of the student o

Cuﬂent Iaw hmats the number of tumon umts that can be purchased on behaif of a smgie
beneﬁcmry to ::he amount necessary te pay for four years of qu time tuition and mandatory student
fees for a res1df:nt undergraduate at the Uw campus with the hxghest tumon rate. " As such, the
current maximum aumber of tuition inits is 520; the amount needed to cover estimated tuition and
mandatory student fees for a resident undergraduate student at UW-Madison or UW-Milwaukee.
While tuition units can be redeemed at any eligible public or private postsecondary institution in the
country, the value of 520 tuition units is not likely to be sufficient to cover tuition at private
institutions or nonresident mition at public colleges and universities.

Momc:s used to purchase tumon units are pEaced in the state’s tuition trast fund, which was
eszabhshed for this purpose and i is managed by the State of Wzsconsm Investment Board (SWIB)
Under current law, SWIB is reqmrad to invest these funds in“investments with ma{urxtms ‘and
l1qu1dxty that are appmpnafze for the needs of the trust fund SWIB has adopted investment

_'guzdeimes far the program ‘that resm{:t mvcstments to US. gevernmem and mnmmpai obligations
“and corparate bOndS Wmle tt;unen units are purchased with "after Ia:x“ dollars; the investment
earnings on funds in a beneficmrys accoum are exempt from state income tax. Because EdVest
meets the criteria of a qualified state tuition program under federal law, federal income tax on the
earnings 1s deferred until the tuition units are redeemed. As the tuition units are withdrawn for the

Page 2




payment of tuition and fees, the beneficiary, rather than the purchaser, is liable for the federal
income taxes.

-t Gf January 20{30 I 307 EdVest accounts had been estabhshed with contributions totaling
$5,073,100. :

~SUMMARY OF BILLS AS INTRODUCED
Changes to .}EdV.est.-Prﬂgram-

Assembly Bxli 654 and Senate Bﬂi 332 wouid make the followmg rnodlﬁcatmns to current
law relaung to the EdVest program: -

Enroliment Fee The b1lls wouid repeal the current law reqmrement that a purchaser pay a
nonrefundable $50 enrollment fee when estabixshmg an EdVest account. Instead, the State
Treasurer would be permitted, but not required, to charge an unspecified amount as an enrollment

feer oo : ' ' . o

Redemption of Tuition Units. The bills would expand the costs toward which tuition units
accumulated in a beneficiary’s account could:be applied to include room and board, beoks, supplies
and equipment required for enrollment or attendance. . Under current law, tuition units may only be
applied toward. the -payment of tuition and mandatory student. fees. - Correspondingly, the bills
would increase the limit on the total number of tuition units that can be purchased on behalf of a
single beneficiary to the number necessary to.pay for four years of fuli-time attendance, including

tuition, -fees and: these additional ‘costs, as a resident undergraduate at the UW campus with the - :

highest resident undergraduate tuition, ‘as determined by the State Treasurer, in the anticipated
academic years of their use.

At the time the tuition units are redeemed, the bills would require the State Treasurer to pay a
specified amount to either the postsecondary institution or the beneficiary, whichever is appropriate.
Under current-law, funds -are always paid directly to the institution, rather than the beneficiary.
However, since the bills would allow tuition units to be applied toward expenses other than tuition
and fees, the bills would permit payments to be made to the student, depending on the purpose for
which the units are to be used. :

Residency Requirements. The bills would repeal the current requirement that either the
beneficiary or the purchaser, if the purchaser is an individual, be a Wisconsin resident at the time
the contract is executed. The bills would also repeal the requirement that a legal guardian or trust
which contracts for the purchase of tuition units must be organized or created under Wisconsin law
if the beneficiary is not a state resident. :

Effective Date. The changes to the EdVest program *;vcf_uld. take effect oﬁ the first day of the
10™ month following publication of the act.
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‘Creation of College Savings Program'and Board

AB 654 and SB 332 would create a new college savings program that would be
administered by a newly-created ‘College ‘Savings Program- Board attached for administrative
purposes to the Office of the State Treasurer.

Board Membership. The College Savings Program Board would consist of the following
11 members: the State Treasurer or a designee; the President of the Board of Regents of the UW
System or a designee; a representative of private colleges in the state; the Chairperson of the
Investment Board or a designee; the President of the Wisconsin Technical College System Board or
a designee; and six other members. The private college representative and the six other members
would be appointed by the Governor, with Senate confirmation. These members would serve four-
year terms, except that the terms of the members initially appointed™as the private colleges
representative and two of the other representanves would expire on May I, 2003 anci the terms of
four nf the cther members wauld expire on May 1, 2005 : R

The Govem{)r weuld ‘be authonzed to appemt mmai membc;s ‘of the: College Savings
Program Board. The prowswnal appointments would be in force until withdrawn by the Governor
or confirmed by the Senate. If confirmed by the Senate, an appointment would continue for the
remainder of the unexpired term; if any, and until a successor is'chosen and qualifies. ‘A provisional
appointee ‘would have all the powers and duties of Board membership to-which the person is
“‘appointed during the time’ in ‘which the ‘appointee qualifies.” ‘A provisional.appomtment that is
*withdrawn by the Governor would lapse and create a vacancy for the provisional appointment of
© another initial Board member. A provisional appointrient that is rejected by the Senate would lapse
o and create a vacancy fcr nonnnatzon and appomtment of another mmal Board member

Responszbzlzttes of Board The Coilege Savmgs ngram Board would be reqwred to do all
of the following:

1. 7 Establish-and administer a college savings program that would allow an individual or
other eligible entity to establish a college savings account to-cover tuition, fees and the costs of
room and board, books, supplies and equipment reqmred for the enrollment or attendance of a
beneficiary at an ehgzbie educatxoﬁal institution. - o

2. Ensure that the college savings program meets the requirements of a qualified state
tuition plan under federal law. (A program’s designation as a qualified state tuition program

permits federai income taxes on program earnings to be deferred.)

3. Invest the contributions to college sawrrgs accounts and pay dlstnbut:ons to
beneficiaries and'eligible institutions. :

4. Provide to each account owner and to persons who are interested in establishing an
account, information about current and “estimated future- higher education costs, levels of
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participation: in the college savings program that will help achieve educational funding objectives
and availability of and access to financial aid. : :

5. Promulgate rules to implement and administer the college savings program, including
rules that determine whether a withdrawal from an account is a qualified or nonqualiﬁed
withdrawal; as-'defined in federal law, and rules that impose more than a dc minimus penaity,
defined in federal law, for nonqualified withdrawals. :

6. Seek rulings and guidance from'the U.S. Treasury Department, the Internal Revenue
‘Service and the Securities and’ Exchange Commission to ensure’ the proper 3mp1ementanon and
administration of the program.

" 7. Ensure that'if the Department of Administration (DOA) changes the manager of the
program the balances in the savings’ accounts are promptiy transferred into mvestment mstmments
" as similar as possible to zhe ongmal mvestmem mstmments B C e

8. Keep personal and ﬁnanc;al mformatwn pertzumng to an account OWRET or beneficiary
" closed to the public.” ' :

9. Establish a minimum initial contribution to a college savings account that could be
~waived if the account owner agrees to contribute to the account througha payroll deduction or
. automatic deposzt plan. Any such depos;t plan would have to pemfut the adjustment of scheduled
' deposzts due to"a change in the account owners econoxmc c:rcumstances er a beneﬁcnarys
< ‘educational plans. ' ‘

Ehgzble Accoum‘ aners The blllS wmﬂd pemt an mdmduai trust or 1egaf gaaxdzan to
establish a college savings account on behalf of a'named beneficiary.” In addition, a state or local
government, an agency or mstmmentahty thereof, or a nonprofit, tax exempt organization could
establish an account as part of a scholarshlp program Under the bziIs an account owner would be
perﬁnt{ed to do all of the foiiowmg R -

1. Contribute to a college savings account.
2. Select a beneficiary of the account.

3. Change the beneficiary of the account provided that the new beneficiary is a family
member of the previous beneficiary, defined by federal law as the previous beneficiary’s: (a) spouse;
(b) child, stepchild or descendant of the child; (c) sibling or stepsibling; (d) parent, stepparent or
ancestor of the parent; (e) niece or nephew; (f) aunt or uneie or (g) son- or daughter-in-law, father-

or raother-m%am brother~ or s;ster«m«iaw

4. Transfer all or 'a'portion of the account to another college savings account whose
beneficiary is a member of the family.
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5. .. Designate an individual other than the benaficxaly as an individual to whom funds may
be paid frc}m the account. . : :

6. ~Receive distributions from the account if no other individual is designated.

[Note: A technical amendment to the bills. would be required to reflect.the intent that the account owner could
designate a higher education institution to receive distributions from the account.]

_ Eligible Beneficiaries. An.account owner may select an individual as the beneficiary of the
account or may open an account on his or her own behalf. -An individual could be the beneficiary
of more than one college savings account.

AB 6354 and SB 332 specify that nothing in the bills would guarantee a beneficiary’s
adm_ISSIOI’i to, refention by, or graduation from any higher education institution. Further, nothing in
the bills would guarantee a pamaular interest rate or return on a coiiege savmgs account or the
payment of prmmpai interest or return on a coliege savings account.

Account Termination. An account owner could terminate his or her account under any of the
following circumstances:

i. The _-bcné;ﬁ:ciéry dies or.is permén@htiy._disabi@d.

: - :2. : The benefic;ary graduates frem }ngh schoc)i but is unable 1o gam “admission 1o an
mstitunon of higher education after a good faith effort.

_ SO ’I’he beneﬁaary attendf:d an msntunon of. hlgher educatmn but mvoiuntanly faﬂed to: .
' '-compicte the program in which he or she was ezm)}ied

4, .' The be_n_e_:ﬁc_iar':y,is at 15@51 18 years oid and '_(éj ._has;'r'xot . grad_ugte_d_ from high school;
{b) has decided not to attend an institution of higher education; or (c). attended an institution of
higher education but voluntarily withdrew without completing the program in which he or she was
enrolled.

5. Other circumstances as determined by the Board to be grounds for termination.

The Board would be required to terminate an account if any portion of the balance remains
unused 10 years after the anticipated academic year of the beueﬁmarys initial enrollment in an
eligible institution of highgr;f:{iucatmﬁ,

Financial Aid Calculations. State agéncies, UW System c_:ampuses and WTCS institutions

would be prohibited from including the balance of a college savings program. account in the
calculation of a beneficiary’s eligibility for state financial aid for higher education.
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Program Manager. The Department of Administration would be required to select and
contract with a private entity to serve as manager of the college savings program. The manager
would:be selected from sealed proposals received under a competitive process. While DOA would
be required to determine the factors to be considered in selecting the manager, the factors would
have to include the following:

1. The person’s ability to satisfy record-keeping and reporting requirements.
2. The fees, if any, that the person proposes to charge account owners.

3. The person’s plan for promoting the college savings program'and the investment that
the person is willing to make to promote the program.

4. The minimum initial contribution or minimum contributions that the person will
require.
5. The ability and willingness of the person to accept electronic contributions.

6. The ability of the person to augment the.collcge savings program with additional,
beneficial services related to the program.

The contract between DOA and the manager would have to ensure that: (a) the manager
reimburses the state for-all administrative costs of the program that are incurred by the state; (b) a
firm of certified public accountants selected by the manager annually audits the program and
provides a copy of the audit to. the College Savings Program Board; and (c) each account owner
receives a quaﬂeﬂy statement 1dent;f"ymg the contributions to the account in the precedmg quarter,
the total contributions to the account and the value of the account through the end of the preceding
quarter and any distributions made in the preceding quarter.

An all monies received, program revenue appropriation would be established under the
Office of the State Treasurer’s budget for monies received from the manager for the reimbursement
of any administrative costs incurred by the state. No monies from the appropriation could be
encumbered on or after the first day of the 25™ month after the effective date of the bills.

Contracts for Other Services. The College Savings Program Board would be permitted to
enter into a contract for the services of accountants, attorneys, consultants and other professionals to
assist in the administration and evaluation of the college savings program.

Annual Report. The College Savings Program Board would be required to annually submit

a report to the Govermnor and. Legislature on the performance of the college savings program,
including any recommended changes to the program. '
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“Other Provisions. A beneficiary’s right to qualified withdrawals from a college savings
account for ehglbie expenses: ‘wotuld not be subject to’garnishment, attachment, execution-or other
'process ()f law Imerest ona coiiege savmgs account couid notbe piedced as secunty fora Ioan

Eﬁecnve Dates. The creation of the CoHege Savings Program Board would take effect on
the day after publication. The provisions establishing the college savings program would take
effect on the first day of the 10th month following publication. ~

Assembly Amendment 2 and Senate Amendment 2
Assembly Amendment 2 to AB 654 and Senate-Amendment 2 to SB 332 include provisions

regarding individual income tax exemptions and deductions related to EdVest and the college
savings acccmnt progra.m that would be created in the bills. '

Exempt Program Eammgs Unéer current law, Wisconsin exempts earnings from the EdVest

program. The amendments would spemfy that amounts tefunded-because ‘the contract has been
terminated would not be ehglbie for the exemption. In addition, the amendments would exempt the
‘earnings from a college savings account, unless the'individual has made an unqualified withdrawal.

Deduction for Program Contributions. The amendments would create an. income tax
deduction of upto $3,000 per beneﬁcxary per year for amounts paid into a‘college savings account
or EdVest account. The beneficiary would have to be the taxpayer or the taxpayer’s dependent child.

“The deduction would be limited to the amount of income that is‘taxable to ‘Wisconsin.. In addition,

‘the. deductmn would be prorated for nonresxdent and’ partmyear resaéent taxpayers based on: the ratio

' 'cf mcome that 13 taxabie ta Wasconsm to total mcome E

Higher Educan'on Tuition Expense Deduction. Current law allows a deduction of up to
$3,000 for twition expenses for taxpayers with federal adjusted gross income below $80,000 if
married ﬁhng a joint Teturn, $50,000 if single and $40,000 if married-separate. The amount of the
deduction ' is ‘reduced ‘as ‘income -increases-until eliminated when income- exceeds $100,000 if
married-joint, $60,000 if single and $50,000 if married-separate: The amendments would specify
that the higher education tuition expense deduction could not be claimed for amounts paid from the
college savings account or EdVest programs.

Initial Applicability. These provisions would first apply to taxable years' beginning on
January 1 of the year in which the bills generally take effect, except that if the bills take effect after
Juiy 31, the provisions related to the college savings account and the higher education tuition
expense deduction limitation would first apply to taxable years beginning on January 1 of the year
following the year in which the bills take effect (the modifications related to the EdVest program
would continue to take effect on January 1 of the year in which the bills take efféct). The general
effective date of the bills is the first day of the 10" month following publication.
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Two points should-be noted regarding AA 2 and SA 2. First, under current law, contributions

made to an EdVest account are subject to state income tax at the time the contribution is. made. A

deduction is then allowed at the timne the funds are used to pay tuition. The amendments would

-modify the timing of the deduction so that the deduction would be taken at the time the contribution

1s made rather than at the time the tuition is paid. However, as a result. of this change, the amounts

in the EdVest accounts .at the time the bills take effect would never become eligible for the
deduction. There is approximately $5.0 million in 1,300 prepayment accounts at this time.

Second. the higher education tuition expense: deduction is limited to taxpayers with income
below- certain thresholds, while the proposed deduction for contributions. made to the EdVest and
college savings account programs would not have any income limitations. .

Assembly Amendment 3and Senate Amenément 1

Assembiy Amendment 3 to AB 654 and Senate Amendment ito SB 332 would make the
following modifications to the. EdVest program : S

Progmm T:tle Change the titie of the pregram fmm the coiiege tuition prepayment program
to the coiiege tuition and expenses program

Deﬁmtzan of Institution of H:gher Educatton Change the deﬁmtxon of ”mstimnon of higher
education” to mean an eligible institution as defined under federal law. The statutes currently
define institution of higher education to mean "a public or private institution of higher education
that is accredited by an accrediting association recogmzed by the Sta{e Treasurer and a proprietary
“school approved by the Educationai Appmvai Board. = :

Maximum Number of Tuition Units.  Specify that the number of tition units that may be
purchased on behalf of a beneficiary could not exceed the number necessary to cover tuition, fees
and ‘the Costs of room and: ‘board, books, supplies and equipment required for enrollment or
attendance of the beneficiary at an institution of higher education. The bills would retain current
law language limiting the number of tuition units that can be purchased to the amount nécessary to
pay for four years of full-time attendance as a resident undergraduate at the highest-cost institution
within the UW System.

Financial Aid Calculations. Specify that the value of a beneficiary’s tuition units would not
be included in the calculation of his or her eligibility for state financial aid for higher education if
the beneﬁcmry notifies HEAB and the institution that he or she is pianmng to attend of the EdVest
account and the purchaser agrees to reiease mﬁ)rmatwn necessary for the caiculanon

Effective Date. Specify that the modifications to the EdVest program would take effect on
the first day of the fourth month following pubhcatmn of the act.
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“AA 3 to AB 654, and-SA 1:to SB 332, would:make the foilowmg changes to the proposed
Coilege Savmvs Program Board and coiiege savmgs pmgram :

Board Members}up Eimnnate thf: Board member who would serve-as a representative of
private colleges in the state:and instead; sp&cxfy that the president of the Wisconsin Association of
: Independent Colleges and Unwersnws ora des1gnee weuid serve oh the - Board.:

F znanc:ai Azd Calcuiat:ons Speafy that if an mdiwdual notlﬁes HEAB and the institution
‘that he or she s planning’ to-attend ‘that: he or she is a beneficiary of a college savings account and
“the ‘account owner agrees to-release information necessary for the caleulation of the beneficiary’s
eligibility for state financial aid for higher education, the account balan_ce would not be included in
the calculation. In addition, allow the College Savings Program Board to release to the appropriate
state agency information necessary to detemumng a beneﬁcmry s ehgibihty for state ﬁnanmal aid.

ngmm Manager Refar 10" the nongovemmental ent;ty w1th whlch the state would.
© CONtract to Gperata the program as the’ “vendor” rather than the "manager n addmon, specify that. .
the contract: WI{h the vendor ensure that the vendor communicate to the beneficiary and account
owner the requlremﬁnts relating to the exclusion of the balance of a collcge savmgs account in the
caletilation 'of the beneficiary’s eligibility for financial aid. R

{Note: a technical correction to the amendments would be necessary to change all refgrences in the
-amendments from:” manager to vendor ] o : -

_ FISCAL EFFECT

i’rogram Admimstratmn

Deparﬁnent of Admzmsmztwn AB 654 and SB 332 weaiid fequire DOA to select a
manager- for the caﬁege savmgs program thxough a competﬁive proposai process. In 1{3 ﬁscal netes

spemﬁcations and avaiuatmg the propcsals DOA weuld be able to abscrb these costs

Oﬂice of the Stare Treasurer The Statc Treasurer is currentiy authonzed a staff of 3.0 FTE
employes to administer the EdVest program. The administrative costs of the program are currently
funded primarily through fees charged to participanis and deposited in a segregated tuition trust
fund established for. that. purpose. .. Contributions to E,dVest accounts are also deposzted in_the
tuition trust fund. When the program was ﬁrst establlshed in 1996 8721, 9{)0 GPR in one-time
monies was grevzded for start-up.costs. ’I"he 1999«01 State budggt promded an addﬁ;mnal $85, 000
GPR annually for administrative expenses. The law requires that all GPR funds prcwded for
- administration of the program be repaid.to the general fund when it is determined that sufficient
funds are available in the tuition trust fund. Including the G}’R funds a toia} of $232 000 in 1999-
00 and $235,000 in 2000-01 is budgeted for administration.
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In its fiscal notes to the bills, the State Treasurer’s Office estimates that $75,000 in
additional administrative costs would be incurred under the bills.  These costs are associated with:
“(a) staff assistance to'the College Savings Program ‘Board; (b) administration of the vendor contract;
and (¢) "adrninistratiﬁn of the‘new college savings accounts and additional:EdVest: accounts. The
“estimate is based on’ the assumptmn that the' bills -would result in an-additional 1,000 -accounts,
* under both'the current and new ‘programs. - The fiscal notes state that the additional costs would be
recovered through enrollment fees from the new accounts; investment income-and reimbursements
by the private vendor. - Thé agency suggests increasing expenditure authority from the EdVest
program’s appropriation for administrative expenses paid from the tuition trust fund by $75,000
SEG to cover the initial costs of the bills.

+ The fiscal” impact- of ‘the bills ‘as estimated by ‘the-State Treasurer’s- Office takes into
“consideration both the expansion of the EdVest program and-the new college savings program and
‘assumes that EdVest ‘program- staff would also provide staff services to-the College Savings
Program Board. - However, without modifications to the statutes, the GPR and SEG funding
“currently used to support the administrative costs of EdVest,.as well as the positions, could not
properly be used to support any }-ci_:)st'sf.--assoéiatedi'_w-ith -the: College Savings ‘Program Board or
program, because it is not appropriated for that purpose. Similarly, the tuition trust fund, from
““which the SEG monies for administration are derived, could not be used for the new program.

The bills would require that the private entity selected to serve as.the manager of the:college
savings program reimburse the state for all administrative costs that the state incurs for the:program,
and the bills would create a new all monies received. PR appropriation for such’ repayments.
However, no additional’ fundmg or expenditure authority would be provided to initially cover these
costs, and as previously noted current law would not perxmt zhe State Treasurers Ofﬁce to expené

B a,ny funds for the program S PR i T

While the creation of the College Savings Program Board would take effect immediately
after enactment of the bills, the provisions regarding implementation of the program would not take
effect until ten months after enactment. - Although it is assumed that there would be some start-up
costs associated with the program, as well as costs that would be incurred by the Board prior to
implementation of the program, the bills would not provide any mechanism for funding such costs
nor any staff positions for the Board. These concerns were also expressed in a December 20, 1999,
drafter’s note to AB 654. :

One option, which would address these issues, would be to modify the statutes to allow the
initial administrative expenses associated with the college savings programand Board to be funded
from the existing GPR ‘and SEG appropriations for the administrative costs of the: EdVest program.

While the bills would require the manager of the college savings program to reimburse the state for

“any administrative’ costs incurred-for the college savings program, until such reimbursements are

“made, fees paid by EdVest account holders would be used to pay the start-up dosts of the new
program. In addition, current-law requires that the GPR funds used for administrative-expenses be
repaid from thetuition trust fund which; under the bills, would not include fees and. contrzbutmns o
the college savings program. :
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A second alternative: would be to provide $75,000. GPR-in a new.appropriation to fund the
initial costs of the Board and program implethentation. Since the fiscal note prepared by the State
Treasurer’s Office assumes - that-any :administrative - daties- associated with the new: Board and
program could be assumed by current EdVest staff, 1.50 FTE EdVest positions (1.0 SEG position
~-and 0.5 GPR pesition) could: be transferred to the new program and funded. through the new GPR
appropriation. Fees charged-to. EdVest account holders would have to-be Jowered: to reflect the
reduced administrative costs. The bills already include a PR appropriation for the reimbursement-of
- administrative costs from the manager of the program. .- ‘.

Alternatively, a new segregated fund, similar to the tuition trust fund, could be established
as well as-a'new SEG appropriatian from which the administrative expenses associated with the
new program could be paid. .. However, this option would not address. the issue of start-up costs
sincé’ no - funds could be. deposned into the new segregated fund. untxi the -program would. be
.zmpiemented -which'would be: ten: months after enactment of the bills. ‘Further, it is uncertain how
-revenues:would be generated: to pay. the administrative costs of the new program, as the bills- would
leave thgs o the discretion of the managcr and the Coilege Savmgs Board.

A fourth optioxa wcuid be to mod:lfy the PR appropnatxon in the bﬂ}s to be sum certain and
provide $75,000 PR in 2000-01. This would establish clear spending authority for the new
~program. However, initially this appropriation would overspend its revenues and on a cash basis,
borrow -from' the -general - fund, because revenues would- not accrue to-the appropriation until
- payments from the vendor would be received. : :

“Treatment of EdVest and College Savings Accounts for Financial Aid Purposes

The bills would: prohibit state agencies, UW System institutions and WTCS institutions
from including the balance of a college savings program account in.the calculation of a beneficiary’s
eligibility for state financial aid for higher education. Assembly Amendment 3 to AB 654 and SA 1
to SB 332-would modify the provision to specify that the baian_ce of a college savings account
would be excluded from the financial aid calculation only if: (a) the beneficiary notifies HEAB and
the institution he or she plans to attend of the savings account; and (b) the account owner agrees 0
release information necessary for the recalculation. The amendments would also extend this
exclusion to the value of tuition units in an EdVest account.

- Under current practice, a student submits a single financial -aid application to the US.
Department of -Education, -which -uses a needs. analysis system referred to as the "federal
methodology™ to determine-the student’s expected family contribution (EFC), the amount that the
student and his or her family are expected to contribute towards.the cost of the student’s education.
Financial aid officers typically use -the EFC to determine the amount of federal, state. and
institutional aid for which a student is eligible. The federal methodology takes into account the
student’s earnings and ‘savings as.well as: faimiy income, assets: and liabilities, the number of
children in the household and in college and any unusual financial circumstances. The EFC
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calculation excludes retirement plan balances, the value of the family’s principal residence and an
additional lump Sum amount that increases with the age of the oldest parent. While the balance of a
college savings account must be disclosed in‘the student’s apphcatmn the amount may be included
as part of the iump sum exemptmn Ll

UW System insti-tutiens-currentl‘y-use_ the EFC calculated at-the federal level to determine a
student’s eligibility for financial aid. In its fiscal notes to the bills, the University estimates that the
bills would increase costs by $140,000 on a one-time basis and by an additional $210,000 on an
ongoing basis. These costs would be associated with modifying the institutions’ financial aid
computer programs and software, creating separate state financial aid forms and mailing the forms
to all Wisconsin residents who apply for financial aid, and hiring additional staff to administer a
separate state financial aid formula and process. While the fiscal notes have not been updated to
reflect AA:3 and-SA 1, UW System staff indicate that the estimated costs would be significantly
reduced -since. the amendments would eliminate the need for.the separate form and mailings and
would reduce the -additional staff time that was included in the original estimate. - Since it is not
known how many. of the new savings accounts would be established, it is difficult to estimate the
number of students.whose -aid-amount would: be affected by the provision. However, University
staff indicate. that;since the costs associated with the new program would be delayed, institutions
~'may be able to-absorb-these costs. : R -

- The University notes that- the financial aid provision in the bills could increase the number
of students who are eligible for state financial aid that would, in wrn, reduce -the amount of
individual awards. Further, UW System staff indicate that an increase in an individual’s state aid
award could result in a corresponding decrease in federal assistance, although the increase in state
aid would likely be in the form of grants while federal loans would decrease.

In its fiscal notes to the bills, the State WTCS Board indicates that no additional state or
local costs are expected as a result of the bills. According to WTCS Board staff, it is expected that
very few, if any, students enrolling at a technical college would have a college savings account.
Therefore, any costs associated with recalculating financial aid eligibility for those students would
be minimal and could be absorbed within the college’s budget. WTCS staff indicate that there
would be no change in the agency’ fiscal notes as a result of AA3and SA 1.

Similar to postsecondary institutions, HEAB uses federally determined EFC data to
calculate applicants’ eligibility for state financial aid. In its fiscal notes to AB 654 and SB 332,
HEAB estimates that 1.0 FTE additional grant specialist and a 0.25 FTE computer systems
specialist would need to be hired due to the financial aid provision in the bills. Annual
compensation costs for the 1.25 new positions are estimated at $48,624. In addition, the agency
notes that it would have to mail inquiries to each of the 170,000 individuals from whom it receives
applications annually to determine the balance, if any, in an applicable account. HEAB estimates
the annual cost of these mailings at $192,780, bringing the total estimated annual cost of the bills to
$247.404.
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According to HEAB staff, the agency’s costs under the bills as amended by AA 3 and SA |
would -be significantly reduced. - Computer software  and programming costs would be
approximately $6,000 and since HEAB-would not have 1o notify each applicant of the exemption,
the estimated $192,780 cost of the mailings would be eliminated. - The agency’s need for an
additional grant specialist position would depend on the number of applicants whose aid amounts
would have to be recalculated.- HEAB estimates that 1.0 FTE would need to be hired for every 500
affected apphcants - ‘No additional funding or positions would be provided to HEAB under the

Intimdual Income Tax Prav:smns S

" The individual income tax modifications contained in AA 2 and SA 2 wouid have no fiscal
impact during’ the '1999-01 biennium since these provisions would not take effect until tax year
2001 However, it is estlmated that" the ‘deduction for’ program contributions and the proposed
~college savmgs account pmgram ‘would reduce income tax revenues by approximately $120,000 on
an annuahze(i basis in theinitial years of: program operation (beginning in the 2001-02 fiscal year).
This estimate is based on information on existing college tuition prepayment program accounts and
the assumption that participation would increase by 50% from current levels. The cost would be
reduced in later years as the beneficiaries of the college tuition prepayment and college savings
account programs enroll in college and do not claim the deduction for higher education tuition
expenses at the tame the tuition is' paid L '

| Pfé?’d"féﬁ.i by: Merry Larsen and Kelsie Doty
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