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AN ACT

Creating the Coll ege Opportunity Savings Program creating the
Board of Managers of the Coll ege Opportunity Savings Program
and maki ng an appropriation.
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Tuition account applications.

W t hdr awal s.
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Prohi bi ti ons.
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Annual account statenents.
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Mat chi ng funds.

State tax consequences.

Appropri ati on.

Applicability.

Ef fecti ve date.

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:
Short title.

This act shall be known and may be cited as the Coll ege
Qpportunity Act.
Legi sl ative findings.
The Ceneral Assenbly finds that:

(1)

substantial econom c burden on the working fam |ies of

The cost of higher education continues to pose a

Pennsyl vani a.

(2)
19990H1469B1744
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prograns to aid students and their famlies bear the cost of
hi gher education, including the grant and | oan prograns
of fered through the Pennsyl vani a H gher Educati on Assi stance
Agency, the Tuition Assistance Program and the Coll ege
Savi ngs Bond Program there is a public interest in further
expandi ng opportunities to aid students and their famlies.

(3) Changes in Federal |aw have provi ded additi onal
i ncentives and opportunities to assist famlies in setting
asi de funds to cover the cost of college tuition.

(4) In order to assist famlies in paying the costs of
hi gher education, it is reasonable and appropriate for the
Commonweal th to offer incentives to encourage famlies,
particularly those less likely to do so, to set aside funds
for such purposes.

(5) The matching contributions provided under this act

qual ify as an appropriate expenditure of public funds

pursuant to section 29 of Article Ill, of the Constitution of

Pennsyl vani a.

Section 3. Definitions.

The foll ow ng words and phrases when used in this act shal
have the neanings given to themin this section unless the
context clearly indicates otherw se:

"Account owner." The individual who enters into a tuition
savi ngs agreement pursuant to the provisions of this act. The
account owner nay al so be the designated beneficiary of the
account .

"Agency." The Pennsyl vani a Hi gher Educati on Assi stance
Agency.

"Board." The Board of Managers of the Coll ege Qpportunity

Savi ngs Program created under this act.

19990H1469B1744 - 3 -
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"Departnent of State." The Departnent of State of this
Commonweal t h.

"Desi gnated beneficiary.” The individual designated by the
account owner as the person whose hi gher education expenses are
expected to be paid fromthe tuition account.

"Fam |y menber."” A famly nenber as defined in section 529
of the Internal Revenue Code of 1986 (Public Law 99-514, 26
USC 81et seq.).

"Fi nanci al organi zation."” An organization authorized to do
business in this Commonweal th that is authorized to act as a
trustee pursuant to the provisions of the Federal Enpl oyee
Retirement Incone Security Act of 1974 (ERI SA) (Public Law 93-
406, 88 Stat. 829) or an insurance conpany and at | east one of
t he foll ow ng:

(1) is licensed or chartered by the Insurance

Depart nment ;

(2) is licensed or chartered by the Departnent of

Banki ng;

(3) is chartered by an agency of the Federal Governnent;
or
(4) is subject to the jurisdiction of the Federal

Securities and Exchange Conmmi ssi on.

"Institutions of higher education.” Any college or
university or other institution of higher education approved by
t he Pennsyl vani a H gher Educati on Assi stance Agency for State
grant purposes, whether or not that institution is located in a
state which has grant reciprocity with Pennsyl vani a.

"I nternal Revenue Code." The Internal Revenue Code of 1986
(Public Law 99-514, 26 U.S.C. 8 1 set seq.) or its Federal

successor statute.
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"Managenent contract."” The contract executed between the
board and the financial organization selected to act as the
program manager and depository for the opportunities program

"Nonqualified withdrawal ." A withdrawal from an account
which is not:

(1) a qualified w thdrawal;

(2) a withdrawal nade as the result of the death or
disability of a designated beneficiary of an account; or

(3) a withdrawal nade on account of a schol arship.

"Program " The Coll ege Opportunity Savings Program created
under this act.

"Qualified higher education expenses.” Any higher education
expense that qualifies under section 529 of the Internal Revenue
Code of 1986 (Public Law 99-514, 26 U.S.C. 8 1 et seq.).

"Qualified wwthdrawal ." A withdrawal from an account to pay
the qualified higher education expenses of the designated
beneficiary of the account.

"Section 529 of the Internal Revenue Code." Section 529 of
the Internal Revenue Code of 1986 (Public Law 99-514, 26 U S.C
§ 1 et seq.).

"Tuition account.” An individual savings account established
in accordance with the provisions of this act.

"Tuition opportunities agreenment.” An agreenent between the
board or the program manager and an account owner.

Section 4. Program created.

The Col | ege Qpportunity Savings Programis created. It shal
be adm ni stered by a board of managers in accordance with the
provi sions of this act.

Section 5. Board created.

(a) Creation.--A Board of Managers for the Coll ege

19990H1469B1744 - 5 -
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Qpportunity Programis hereby created.
(b) Menbers.--The board shall be conposed of:

(1) Four nenbers of the General Assenbly, one appointed
by the | eader of each | egislative caucus. The | egislative
menbers shall al so be nenbers of the Board of the
Pennsyl vani a Hi gher Education Assi stance Agency.

(2) The State Treasurer.

(3) The Auditor General.

(4) The Secretary of Education.

(c) Chairman.--The chairmanshi p of the board shall be
selected fromthe four |egislative nmenbers.

(d) Vice chairman.--The State Treasurer shall be the vice
chai r man.

(e) Staff.--Staff for the board shall be provided by the
agency and by the Ofice of the State Treasurer.

(f) Meetings.--The board shall neet at |east quarterly.
Section 6. Powers and duties of board.

The board shall have the power and its duty shall be to:

(1) Inplenment and operate the program established under
this act and may develop forns, nmaterials, rules and
procedures as it deens necessary.

(2) Solicit proposals fromand enter into a managenent
contract with a qualified financial organization to nanage
the opportunities program including to serve as a depository
for tuition accounts.

(3) Engage such consultants and enter into such
contracts as may be necessary to successfully operate the
opportunities program

(4) Seek rulings and guidance fromthe United States

Department of the Treasury and the Internal Revenue Service

19990H1469B1744 - 6 -



1 as may be necessary to operate the program

2 (5) WMake changes to the program as necessary to all ow
3 account owners and designated beneficiaries to obtain the

4 Federal inconme tax benefits or treatnment provided by section
5 529 of the Internal Revenue Code.

6 (6) Inpose and collect admnistrative fees and service
7 charges in connection with any agreenent, contract or

8 transaction relating to the program

9 (7) Establish by rule a reasonable period for account
10 owners to provide notice to withdraw all or part of the

11 bal ance of an account.

12 (8) Develop and distribute marketing and pronotional

13 mat eri al .

14 (9) Devel op the mechani sns necessary to provi de account
15 information to account owners and to permt dispersal of

16 funds fromtuition accounts.

17 (10) Adjust the maxi mumtotal and annual contribution to
18 allow for the growth in college tuition costs, but the

19 maxi mum total contribution shall not exceed an anount equal
20 to four tines the annual average cost for tuition and fees
21 for private colleges and universities located within this
22 Commonweal th, as certified by the agency.
23 (11) Enter into agreenents with the agency and the
24 Ofice of the State Treasurer for the services and staff
25 necessary to fulfill the purposes of this act. Services and
26 staff shall be provided to the board free of costs.
27 (12) Do all things necessary and proper to carry out the
28 pur poses of this act.
29 Section 7. Qualifications of program manager.
30 The board nmay contract with a fiduciary to nanage the
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program The program manager shall neet the foll ow ng
qual i fications:
(1) Be a financial organization as defined under this
act .
(2) Denonstrate its financial stability and integrity to
t he satisfaction of the board.
(3) Denonstrate the safety of the investnent instrunent
or instruments being offered.
(4) Denonstrate the ability to track the grow h of
hi gher education costs.
(5) Denonstrate the ability to satisfy the recordkeeping
and reporting requirenents of this article.
(6) Denonstrate the ability to market the opportunities
program
(7) Accept electronic transfers and payroll deductions.
Section 8. Selection of program manager.
Through a conpetitive bidding process the board shall sel ect
a single program manager based on the qualifications of each
applicant. Potential program nmanagers that are dom ciled or have
a maj or presence in Pennsylvania shall receive preferenti al
treatment in the selection process. The program manager nay
of fer nore than one investnment instrunment for account owners to
sel ect .
Section 9. Powers and duties of program manager.
The program nmanager shall have the foll ow ng powers and its
duty shall be to:
(1) Take any action necessary to keep the programin
conpliance with applicable Federal |aw, rules and
regul ati ons.

(2) Muaintain adequate records of each account, keep each

19990H1469B1744 - 8 -
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account segregated and provide the board with such

informati on as may be necessary for the board to produce

statenents for each account owner

(3) Ofer investnment instruments to account owners,
mar ket and pronote such instrunments to account owners and
potenti al account owners.

(4) Hold all accounts for the benefit of the account
owner .

(5) Distribute account funds to beneficiaries in
accordance with direction provided by the board.

(6) Permt the board access to its books and records as
they pertain to the program

(7) Provide the board with copies of all regulatory
filings and reports, other than those of a confidential or
restricted nature.

(8) Make a report of the periodic inspection of its
records and accounts by any regul atory agency and by the
auditors for the program nanager.

Section 10. Biennial review

The board shall audit and review at |east biennially the
per formance of the program manager, focusing at a mininmumon its
i nvestment record, its recordkeeping and its customer service
record.

Section 11. Contract requirenents.

The board shall set the termfor any contract with the
program manager, but in no event shall a contact extend for nore
t han seven years. Contracts may be renewed. Contracts may be
term nated by the board for cause. |If the contract of a program
manager is not renewed after the end of its term

(1) No new accounts will be established with that

19990H1469B1744 - 9 -
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program manager .
(2) Previously established accounts nmay be term nated
and the funds in those accounts shall roll over to the new
program manager. Accounts that remain with a program nanager
after its contract has been term nated or not renewed shal
remai n subject to all oversight and reporting requirenents
establ i shed by the agency.
(3) Additional contributions shall be accepted in
exi sting accounts.
Section 12. Tuition account applications.
(a) Procedure.--A tuition account nmay be opened with an
approved program manager by any person who desires to save for
t he paynent of qualified higher education expenses of a
desi gnat ed beneficiary and who files an application to do so.
The person shall be deened an account owner. An application
shall be in the form prescribed by the agency and shall i ncl ude,
at a mnimm the follow ng information:
(1) The nanme, address and Social Security nunber of the
account owner.
(2) The nanme, address and Social Security nunber of the
desi gnat ed beneficiary.
(3) Acertification relating to no excess contributions.
(b) Fee.--There shall be a nom nal fee for each application.
Section 13. W thdrawal s.
(a) GCeneral rule.--An account owner may wthdraw any part of
t he bal ance of an account after giving appropriate notice.
(b) Limtation.--Account owners nmay not w thdraw mat ching
funds nor the interest on matching funds for nonqualifying
pur poses.

(c) Procedures.--

19990H1469B1744 - 10 -
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(1) The board shall adopt a standard to determ ne
whether a withdrawal is qualified or not. For the w thdrawal
to be considered qualified, the account owner nust present
certifications of qualified higher education expenses in a
manner and form prescribed by the agency. Qualified
wi t hdrawal s must be nmade pursuant to nethods established by
t he board and the program manager and consistent with any
agreenent between those parties and the account owner.

(2) The board and the program nanager shall adopt
standard procedures relative to the distribution of
wi thdrawal s. In the case of any nonqualified wthdrawal, an
anount equal to 5% of the portion of the wthdrawal
constituting inconme, as determ ned in accordance with the
principles of section 529 of the Internal Revenue Code, shal
be withheld as a penalty and paid into a trust fund which
shall be established by the board and adm nistered by the
agency. The funds held in trust shall be used to provide
schol arshi ps for Pennsylvania residents through the State
grant program operated by the agency. The board may increase
the penalty so that it is not a de mnims penalty, in order
for the programto continue to qualify as a qualified State
tuition program under section 529 of the Internal Revenue
Code.

Section 14. Changes.

(a) Beneficiary.--An account owner may change the designated
beneficiary of an account to another individual who is a nenber
of the same famly as the original designated beneficiary, in
accordance with procedures established by the board.

(b) Transfer of noneys.--An account owner may transfer al

or a portion of an account to another opportunities program

19990H1469B1744 - 11 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

tuition account established in the name of another nenber of the
same famly as the original designated beneficiary.
Section 15. Prohibitions.

No account owner or designated beneficiary of any account may
use an interest in an account as security for a | oan. Any pl edge
of an interest in an account shall be of no force or effect.
Section 16. Limtations on contributions.

Contributions on behal f of a designated beneficiary may not
total in excess of $125,000 or anpunt to nore than $50, 000 in
any single cal endar year. A balance in excess of these limts
shall be withdrawn automatically as a nonqualified w thdrawal or
transferred to another account for another designated
beneficiary in accordance with the provisions of this act.
Section 17. Distributions.

Any distribution froman account to an individual or for the
benefit of an individual during a cal endar year shall be
reported to the Internal Revenue Service to the Departnent of
Revenue and to either the account owner, designated beneficiary
or distributee to the extent required by Federal |aw or
regul ati on. An account shall be open for at |east three years
before a qualified w thdrawal can be nade.

Section 18. Annual fees.

A reasonabl e annual fee nmay be inposed on the account owner
for the mai ntenance of the account.
Section 19. Disclosure.

Tuition savings agreenents shall be subject to applicable
State laws relating to truth in | ending. The board shal
di sclose the following information in witing to each account
owner or prospective owner of a tuition account:

(1) The ternms and conditions for purchasing a tuition

19990H1469B1744 - 12 -



account .

(2) Any restrictions on the substitution of
beneficiaries.

(3) The tinme period during which and the purposes for
whi ch a desi gnated beneficiary may receive benefits under the
opportunities program

(4) The ternms and conditions under which noney may be

wi t hdrawn from an account, the reasonabl e charges that may

© o0 N oo o A~ wWw N P

apply, and the penalty for a nonqualified w thdrawal.

10 (5) The probabl e tax consequences associated with

11 contributions to and withdrawals froma tuition account.

12 (6) Al other rights and obligations pertaining to

13 participation in the opportunities program

14 Section 20. Annual account statenents.

15 Upon the concl usion of each cal endar year, the program

16 nmanager shall provide each account owner with an annual

17 statenent which reflects the activity of that account, including
18 all contributions, inputed interest, fees and charges and

19 qualified and nonqualified wthdrawals.

20 Section 21. Local governnent school district and charitable

21 organi zati on participation.

22 Local governments, school districts and organi zations

23 operating under section 501(c)(3) of the Internal Revenue Code
24 and registered with the Departnent of State as a charitable

25 organi zati on may open and becone the account owner of a tuition
26 account in order to fund schol arships for persons whose identity
27 wll be determned at the tine of disbursenent. In the case of
28 an account established under this section, the identity of the
29 designated beneficiary need not be established at the tinme the

30 tuition account is opened, and each individual who receives an

19990H1469B1744 - 13 -
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interest in such an account as a scholarship shall be treated as
a designated beneficiary with respect to such interest.
Section 22. Safeguards and protections.

Not hing in this act can be construed to:

(1) Gve any designated beneficiary any rights or |ega
interest in an account unless the designated beneficiary is
al so the account owner.

(2) Guarantee or otherw se assure a designhated
beneficiary of admi ssion to an institution of higher
educati on.

(3) Establish State residency for an individual solely
because that individual is a designated beneficiary of an
account established under this program

(4) CGuarantee that the anpbunts saved will yield a
specific return or will be sufficient to cover the qualified
hi gher educati on expenses of the designated beneficiary.

Section 23. Conputation of financial aid.

Funds invested in a tuition account shall not be used in
calculating a financial aid award under any Pennsylvani a
financial aid program adm nistered by the agency.

Section 24. Protecti on of account funds.

Tuition accounts in the opportunities programare exenpt from
the satisfaction of any noney judgnent in any civil proceeding
as foll ows:

(1) One hundred percent of the noneys in an account
est abl i shed under section 11

(2) One hundred percent of the noneys in an account
where the judgnment debtor is the account owner and the
desi gnat ed beneficiary is a mnor.

(3) An anpunt not exceeding $10,000 in the aggregate in

19990H1469B1744 - 14 -
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an account or accounts where the judgnment debtor is the

account owner.

Section 25. Matching funds.

(a) Qualifications.--The board shall match the contributions
of account owners who neet the follow ng qualifications:

(1) The account owner is the parent or |egal guardi an of

t he desi gnated beneficiary.

(2) The account owner is a legal resident of this

Conmmonweal th at the tinme the contributions are made.

(3) The designated beneficiary is a |l egal resident of
this Cormonweal th at the tine the contributions are made.

(4) The adjusted gross inconme of the account owner for
the prior tax year is $75,000 or |ess, as determ ned by that

i ndividual's State personal inconme tax return.

(b) Amount.--The board shall deposit an anobunt equal to 5%
of the actual contributions made by an account owner who neets
the qualifications above, provided, however, that in no event
wi Il the board deposit nmore than $300 a year or nore than $1, 000
in the aggregate in any individual account. The board may use
di rect appropriations or transfer funds from other sources to
provi de the requisite matching funds.

Section 26. State tax consequences.

(a) Distribution of interest.--Distributions of interest to
an account shall not be subject to State taxation as incone in
the year the distributions were nade, unless such distributions
were actually withdrawn fromthe tuition account. Wthdrawal s
that represent interest on the principal invested by the account
owner shall be subject to State tax as interest inconme to the
desi gnated beneficiary. If a wwthdrawal is for |ess than the

full value of the tuition account, the anmount of the w thdrawal

19990H1469B1744 - 15 -
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described as interest shall be proportional to a relative anmount
of principal and interest in the account at the tinme of
wi t hdr awal .

(b) WMatching funds.--Matching funds shall not be considered
to be incone for State tax purposes during the year in which
such matching contribution are made. The board shall consider
the matchi ng funds and any interest which has accrued as the
result of the contribution of such matching funds into an
account to be the last noneys to be paid out fromthat account.
In the event that total withdrawals for tuition expenses is for
| ess than the full value of the tuition account, the anount of
funds remaining in said account which can be attributed to a
mat chi ng contribution by the board shall revert to the board and
may be used to provide future matching grants or schol arshi ps
under the State grant prograns operated by the agency.

Section 27. Appropriation.

The sum of $250,000 is hereby appropriated to the Board of
Managers of the Coll ege Opportunity Programto be used
excl usively for making matching contributions pursuant to
section 25.

Section 28. Applicability.

This act shall apply to the tax year begi nning on January 1,
2000, and thereafter.

Section 28. Effective date.

This act shall take effect inmediately.
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