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THE GENERAL ASSEMBLY OF PENNSYLVANIA

SENATE BILL
No. 772 5%

| NTRODUCED BY SALVATORE, LEMMOND, KUKOVI CH, WH TE, RHOADES,
BELL, COSTA, O PAKE, JUBELI RER, MJSTO, MJRPHY, BRI GHTBI LL
SLOCUM AND BOSCOLA, APRIL 12, 1999

REFERRED TO EDUCATI ON, APRIL 12, 1999

AN ACT

1 Anending the act of April 3, 1992 (P.L.28, No.11l), entitled "An
2 act providing for the advance purchase of tuition at certain
3 institutions of higher education; establishing the Tuition

4 Account Program Bureau within the Treasury Departnment and

5 providing duties for the Treasury Departnent; establishing

6 the Tuition Paynment Fund; providing for tuition account

7 paynment contracts; providing for the issuance and sal e of

8 certain bonds; and further providing for duties of the

9 Pennsyl vani a Hi gher Education Assi stance Agency," expandi ng
10 the scope of the act; and further providing for the short

11 title, for declaration of policy, for definitions, for

12 adm nistration and for participating institutions.

13 The General Assenbly of the Conmonweal th of Pennsyl vani a

14 hereby enacts as foll ows:

15 Section 1. The title and section 101 of the act of April 3,
16 1992 (P.L.28, No.11), known as the Tuition Account Program and
17 Coll ege Savings Bond Act, are anended to read:

18 AN ACT

19 Providing for the advance purchase of tuition at certain

20 institutions of higher education; establishing the Tuition

21 Account [Progran] and Tuition Savings Agreenent Prograns

22 Bureau within the Treasury Departnent and providing duties



1 for the Treasury Departnent; establishing the Tuition Paynent
2 Fund; providing for tuition account paynent contracts;

3 providing for tuition savings agreenents; providing for the
4 i ssuance and sale of certain bonds; and further providing for
5 duties of the Pennsylvania H gher Education Assistance

6 Agency.

7 Section 101. Short title.

8 This act shall be known and nmay be cited as the Tuition

9 Account [Progran] and Tuition Savings Agreenent Prograns and

10 Coll ege Savi ngs Bond Act.

11 Section 2. The heading of Chapter 3 of the act is anended to
12 read:

13 CHAPTER 3

14 TU TI ON ACCOUNT [ PROGRAM AND TUI TI ON

15 SAVI NGS AGREEMENT PROGRANMS

16 Section 3. Sections 301, 302, 303, 304(a) and (d), 305 and
17 308 of the act are anmended to read:

18 Section 301. Declaration of policy.

19 The CGeneral Assenbly finds and declares as foll ows:
20 (1) Tuition at institutions of higher education is
21 difficult for many to afford and difficult to predict. As a
22 result, the ability of individuals and famlies to plan for
23 future educational expenses has been adversely affected.
24 (2) It is in the best interest of the citizens of this
25 Commonweal th to foster higher education in order to provide
26 wel | - educated citizens.
27 (3) It isinthe best interest of the citizens of this
28 Commonweal th to encourage State residents to enroll in
29 institutions of higher education.
30 (4) Providing [a nechanisn nechanisns to hel p assure
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1 t he hi gher education of the citizens of this Commonwealth is
2 necessary and desirable for the public health, safety and

3 wel fare

4 (5) The purposes of this chapter are to:

5 (1) Provide wide and affordabl e access to

6 i nstitutions of higher education, both public and

7 private, for the residents of this Commonweal t h.

8 (i1i) Encourage attendance at institutions of higher
9 education, both public and private, and hel p individuals
10 pl an for educational expenses.

11 (ti1) Provide [a progran] prograns for the advance
12 purchase of tuition and for tuition savings as both a

13 means and an incentive for the citizens of this

14 Commonweal th to provide for future higher education

15 expenses.

16 Section 302. Definitions.

17 The foll ow ng words and phrases when used in this chapter

18 shall have the meanings given to themin this section unless the
19 context clearly indicates otherw se:

20 "Beneficiary." A person who neets the eligibility criteria
21 established by this chapter and by the departnent and on whose
22 behalf a purchaser enters into a tuition account paynent

23 contract.

24 "Board." The Tuition Account [Program and Tuition Savi ngs

25 Agreenent Advisory Board.

26 "Departnment.” The Treasury Departnent of the Comonweal t h.
27 "Fund." The Tuition Paynment Fund.
28 "Fam ly nmenber." A famly nenber as defined in section 529

29 of the Internal Revenue Code of 1986 (Public Law 99-514, 26

30 US.C 81 et seq.).
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"Fi nanci al organi zation." An organi zati on aut hori zed to do

busi ness in this Commonweal th that is authorized to act as a

trustee pursuant to the provisions of the Federal Enpl oyee

Retirenment | ncone Security Act of 1974 (ERI SA) (Public Law 93-

406, 88 Stat. 829) or an insurance conpany and at | east one of

the foll ow ng:

(1) is licensed or chartered by the | nsurance

Depart ment ;

(2) is licensed or chartered by the Departnent of

(3) is chartered by an agency of the Federal Governnent;

(4) is subject to the jurisdiction of the Federal

Securities and Exchange Conm SSi on.

"I nstitutions of higher education." Any coll ege or

uni versity or other institution of hi gher educati on 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.

"Internal Revenue Code." The Internal Revenue Code of 1986

(Public Law 99-514, 26 U S.C. 8 1 et seq.) or its Federal

successor _statute.

"Lawful investnent." Any of those investnents described in
either 24 Pa.C.S. 8§ 8521 (relating to managenent of fund and
accounts) or 71 Pa.C.S. 8 5931 (relating to managenent of fund
and accounts).

"Managenent contract." The contract executed between the

Treasury Departnent and the financial organi zati on sel ected to

act as the program nanager and depository for the opportunities
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"Net earnings rate of the fund."”™ The percentage return of
the investnent of fund assets after adjusting for any taxes and
operati ng expenses.

"Nonqualified withdrawal ." A withdrawal from an account

whi ch i s not:

(1) a qualified w thdrawal ;

(2) a withdrawal made as the result of the death or

disability of a desi gnated beneficiary of an account; or

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

"Participating institution.”™ Any accredited, degree-granting
coll ege or university which is required to participate in the
tuition account program under section 308.

"“Purchaser."” A person, including a natural person,
corporation, association, partnership or other |legal entity, who

enters into a tuition account paynent contract or _a tuition

savi ngs_agr eenent.

"Tuition.” The total of all fees and charges required for
attendance at an institution of higher education for a full-
ti me, undergraduate academ c year, excluding charges for room
and board.

"Tuition account paynment contract."” A contract entered into
by a purchaser and the departnent on behalf of the Commonweal t h
to provide for the advance purchase of tuition credits for a
beneficiary attending a participating institution.

"Tuition credits.”" Credits as determ ned in section 309(c).

"Tui ti on savi ngs account." An individual account established

in accordance with this chapter

"Tuition shortfall." The positive difference between the
tuition for the nunber of tuition credits used at a

participating institution accepting a beneficiary for enroll nent
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and the tuition paynent as determ ned in section 309(9).
Section 303. Tuition Account Program Bureau.

The State Treasurer is directed to establish a bureau within
the Treasury Departnent, which shall be known as the Tuition

[ Account Program Account and Savi ngs Agreenent Bureau, for the

pur pose of establishing and adm nistering the tuition account

[progran] and tuition savings agreenent prograns. The [ progran

prograns shall provide for the advance purchase of tuition

credits and for establishnent of a tuition savings aqreenent for

a beneficiary attending a participating institution.

Section 304. Tuition Account [Program and Tuition Savi ngs

Agr eenent Prograns Advi sory Board.

(a) Creation.--There is created a Tuition Account [Program

and Tuition Savings Agreenent Prograns Advisory Board. The board

shall be conposed of the State Treasurer, the Chairman of the
Board of Directors of the Pennsylvania H gher Education

Assi stance Agency, the Commi ssioner of H gher Education within

t he Departnent of Education, the Chairman of the Council of

H gher Education and the Chancell or of the State System of

H gher Education, all of whom shall be ex officio nenbers. There
al so shall be 12 other nenbers of the board. O these 12 ot her
menbers, three shall be appointed by the President pro tenpore
of the Senate, three shall be appointed by the Speaker of the
House of Representatives and six shall be appointed by the
Governor. O the three nenbers appointed by the President pro
tenpore of the Senate, one nust be a nmenber of the Senate and
one nust be reconmended by the Mnority Leader of the Senate. O
the three nenbers appointed by the Speaker of the House of
Representati ves, one nust be a nenber of the House of

Representati ves and one nust be recommended by the Mnority
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Leader of the House of Representatives. The rennining nmenbers of
t he board appointed by the President pro tenpore of the Senate
and the Speaker of the House of Representatives nust have
know edge, skill and expertise in financial affairs. O the six
menbers appoi nted by the Governor, one nust be the president of
a State-related institution; one nmust be the president of one of
the institutions operating under Article Xl X-A of the act of
March 10, 1949 (P.L.30, No.14), known as the Public School Code
of 1949; one nust be the president of a university in the State
System of Hi gher Education; and one nust be a president of a
private or independent four-year, degree-granting college or
university located within this Commonweal t h.

* x *

(d) Duties.--The board shall consider, study and reviewthe

work of the Tuition Account [Progran] and Tuition Savings

Agr eenent Prograns Bureau, shall advise the departnent on

request and shall nake recommendations on its own initiative for

the inmprovenent of the tuition account programand the tuition

savi ngs _agreenent program The board shall report annually to

the Governor and to the CGeneral Assenbly, and may nmake such
interimreports as are deened advi sabl e.

* %k
Section 305. Powers of departnent.

In addition to the powers granted by other provisions of this
chapter, the departnent shall have the powers necessary or
convenient to carry out this chapter, including, but not limted

to, the power to:

(1) Admnister the tuition account program the tuition

savi ngs agr eenent program and the fund.

(2) Enter into tuition account paynment contracts or
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1 tuition savings agreenents with purchasers.

2 (3) Contract and nake any arrangenents necessary wth

3 institutions of higher education.

4 (4) Pay directly to an institution, upon the receipt of
5 appropriate docunentation, the funds which the departnent is
6 obligated to transfer to the institution upon a beneficiary's
7 use of tuition credits or pay out funds under the terns of a
8 tuition savings agreenent.

9 (5) Contract for goods and services, and engage and

10 enpl oy personnel, including, but not limted to, the services
11 of private consultants, actuaries, managers, |egal counsel

12 and auditors for rendering professional, managerial and

13 t echni cal assistance and advice both with regard to the

14 tuition account program and the tuition savings agreenent

15 program

16 (6) Solicit and accept gifts, grants, |oans and ot her

17 aid fromany person, corporation or other entity or from

18 Federal, State or |ocal governnment and participate in any

19 Federal, State or |ocal government program if necessary for
20 prudent managenent.
21 (7) Charge and collect admnistrative fees and charges
22 in connection with any transaction, including continued
23 participation in the tuition account program
24 (8) Termnate tuition accounts and nmake refunds.
25 (9) Contract for insurance, letters of credit and
26 col | ateral agreenents.
27 (10) Restrict the nunber of participants in the program
28 (11) Adjust the terns of subsequent tuition account
29 payment contracts.
30 (12) [Solicit answers] Seek rulings and gui dance from
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t he appropriate Federal agencies regarding the application of

security laws and ot her applicable Federal |aws and

(13) Limt the tinmes and dates during which tuition
account paynent contracts may be sol d.

(14) Consider means whereby a purchaser may have
i nstal | ment paynments deducted from sal ary.

(14.1) W©Make changes to the tuition savi ngs account

program as necessary to all ow account owners and desi gnat ed

beneficiaries to obtain the Federal incone tax benefits or

treat nent provided by section 529 of the Internal Revenue

(14.2) Establish by rule a reasonable period for tuition

savi hgs account owners to provide notice to withdraw all or

part of the bal ance of an account.

(14.3) Develop and distri bute marketi ng and pronoti onal

mat eri al .

(14.4) Devel op the nechani sns necessary to provide

account information to tuition savi ngs account owners and to

permt dispersal of funds fromtuition savi ngs accounts.

(15) Pronul gate regul ati ons.
Section 308. Participating institutions.
The follow ng institutions of higher education shal
participate in the tuition account program
(1) Conmunity coll eges operating under Article Xl X-A of
the act of March 10, 1949 (P.L.30, No.14), known as the
Publ i c School Code of 1949.
(2) Universities conprising the State System of Hi gher
Educati on.

(3) The following State-related institutions:
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1 (i) The Pennsylvania State University.

2 (ii) The University of Pittsburgh.

3 (i1i1) Tenple University.

4 (iv) Lincoln University.

5 (4) Any institution which is hereafter designated as

6 "State-rel ated"” by the Conmonweal t h.

7 (5) Any institution approved by the Pennsylvania Hi gher
8 Educati on Assistance Agency for State grant purposes, whether
9 or not the institution is located in a state which has grant
10 reciprocity with the Conmonweal t h.

11 Section 4. The act is anmended by addi ng sections to read:
12 Section 318. Qualifications of program manager.

13 The program rmanager for the tuition savings account program

14 shall neet the followi ng qualifications:

15 (1) Be a financial organization as defined under this

16 chapter.

17 (2) Denonstrate its financial stability and integrity to
18 the satisfaction of the departnent.

19 (3) Denonstrate the safety of the investnent instrunent
20 or _instrunents being offered.

21 (4) Denonstrate the ability to track the growth of

22 hi gher education costs.

23 (5) Denonstrate the ability to satisfy the recordkeeping
24 and reporting requirenents of this chapter.

25 (6) Denonstrate the ability to market the opportunities
26 program

27 (7) Accept electronic transfers and payroll deducti ons.

28 Section 319. Sel ection of program nanager.

29 Thr ough a conpetitive biddi ng process the departnent shal

30 select a single program manager based on the qualifications of
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each applicant. Potential program nmanagers that are donmiciled in

Pennsyl vani a shall receive preferential treatnent in the

sel ecti on process. The program nanager nmay offer nore than one

i nvest nent instrument for account owners to sel ect.

Secti on 320. Powers and duti es of program nanager.

The program manager shall have the foll owi ng powers and its

duty shall be to:

(1) Take any action necessary to keep the tuition

savi ngs account programin conpliance with applicabl e Feder al

|l aw, rules and reqgul ati ons.

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

account segregated and provide the departnent with such

i nformati on as may be necessary for the departnent to produce

statenents for each account owner

(3) Ofer investnment instrunents to tuition savings

account owners, narket and pronote such i nstrunents to

account owners and potential account owners.

(4) Hold all accounts for the benefit of the tuition

savi ngs_account owner.

(5) Distribute account funds to beneficiaries in

accordance with directi on provided by the departnent.

(6) Pernt the departnent access to its books and

records as they pertain to the tuition savi ngs account

(7)) Provide the departnent with copies of all requl atory

filings and reports, other than those of a confidential or

restricted nature.

(8) WMake a report of the periodic inspection of its

records and accounts by any requl atory agency and by the

auditors for the program nanager.
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Secti on 321. Bi enni al revi ew.

The departnment shall audit and review at | east biennially the

perfornmance of the program nmanager, focusing at a mninumon its

i nvestnent record, its recordkeeping and its customer service

record.

Section 322. Contract requirenments.

The departnment shall set the termfor any contract with the

program nanager, but in no event shall a contract extend for

nore than five years. Contracts may be renewed. Contracts nay be

term nated by the departnent for cause. |If the contract of a

program nanager i s not renewed after the end of its term

(1) No new accounts will be established with that

program nmanager.

(2) Previously established accounts nmay be tern nated

and the funds rolled over to the new program manager.

Accounts that remain with a program nmanager will remain

subject to all oversight and reporti ng requirenents

establ i shed by the departnent.

(3) Additional contributions will be accepted in

exi sti ng accounts.

Section 323. Tuition savings account applications.

A tuition savings account nmay be opened with an approved

pr ogr am nanager by any person who desires to save for the

paynent of qualified hi gher educati on expenses of a desi gnated

beneficiary and who files an application to do so. The person

shal|l be deened a purchaser. An application shall be in the form

prescri bed by the departnent and shall include, at a m ni num

the followi ng i nformati on:

(1) The nane, address and Social Security nunber of the

account owner.
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(2) The nane, address and Social Security nunber of the

desi gnat ed benefi ci ary.

(3) A certification relating to no excess contri buti ons.

There shall be a nonminal fee for each application

Section 324. Wthdrawal s.

(a) GCeneral rule.--A purchaser may wi t hdraw any part of the

bal ance of a tuition savings account after having gi ven

appropri ate noti ce.

(b)) CQualified withdrawals. --

(1) The departnent shall adopt a standard to determ ne

whether a withdrawal is qualified or not. For the w t hdrawal

to be considered qualified the account owner nust present

certifications of qualified higher educati on expenses in a

manner and form prescri bed by the departnent and qualified

wi t hdrawal s nust be made pursuant to nmet hods established by

t he departnment and the program nanager and consistent with

any agreenent between those parties and the account owner.

(2) The departnent and the program manager shall adopt

standard procedures relative to the distribution of

withdrawals. In the case of any nonqualified w thdrawal, an

anount equal to 5% of the portion of the w thdrawal

constituting i ncone, as determ ned in accordance with the

princi ples 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 departnent. The funds held in

trust shall be used to provide schol arshi ps for Pennsyl vani a

resi dents through the State grant program operated by the

Pennsyl vani a H gher Educati on Assi stance Agency. The

departnent shall have the authority to i ncrease the penalty

i nposed so that it creates a greater than de mnims penalty
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for purposes of qualifying the opportuniti es programas a

qualified State tuiti on program under section 529 of the

| nternal Revenue Code.

Secti on 325. Changes.

(a) Designated beneficiary.--An account owner nay change the

desi gnat ed beneficiary of an account to another individual who

is a nenber of the sane fanily as the origi nal desi gnat ed

beneficiary, in accordance with procedures established by the

depart nent.

(b)Y Transfer.--An account owner may transfer all or a

porti on of an account to another tuition savi ngs account

established in the nane of another nenber of the sane fanmily as

the origi nal desi gnated benefici ary.

Secti on 326. Pr ohi bi ti ons.

No account owner or desi gnated beneficiary of a tuition

savi ngs account nay use an interest in an account as security

for a loan. Any pledge of an interest in an account shall be of

no force or effect.

Secti on 327. Limtati ons on contri buti ons.

Contri buti ons on behalf of any desi gnated beneficiary nay not

total in excess of $100, 000 or anpbunt to nore than $50, 000 in

any single cal endar year. A bal ance in excess of these limts

shall be autonmatically withdrawn as a nonqualified w thdrawal or

transferred to another account for another designated

beneficiary in accordance with the provisions of this chapter.

Secti on 328. Di stri buti ons.

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, the Departnent of

Revenue and the account owner, desi gnated beneficiary or
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distributee to the extent required by Federal | aw or requl ati on.

An account nust be open for at | east three years before a

qualified withdrawal can be nade.

Section 329. Annual fees.

A reasonabl e annual fee may be i nposed on the tuition savi ngs

account owner for the nmi ntenance of the account.

Secti on 330. Di scl osur e.

Tui ti on savi ngs aqreenents shall be subject to applicable

State laws relating to truth in |l ending. The departnent shal

di sclose the following information in witing to each account

owner or prospective owner of a tuition savings account:

(1) The terns and conditions for purchasing a tuition

savi hgs account.

(2) Any restrictions on the substituti on of

benefici ari es.

(3) The tinme period during which and the purposes for

whi ch a desi gnated beneficiary nmay recei ve benefits under the

(4) The terns and condi ti ons under whi ch noney may be

withdrawn froma tuition savings account, the reasonabl e

charges that may apply and the penalty for a nonqualified

wi t hdr awal .

(5) The probabl e tax conseqguences associ ated with

contributions to and withdrawals froma tuition savi ngs

account.

(6) Al other rights and obligati ons pertaining to

participation in the tuition savings account program

Section 331. Annual account statenents.

Upon the concl usi on of each cal endar year, the program

manager shall provide each tuition savings account owner wi th an
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annual statenent which reflects the activity of that account,

including all contributions, inputed interest, fees and charges

and qualified and nonqualified w thdrawal s.

AW N P

Section 5. This act shall take effect in 60 days.
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