Library and Information Services
Office of Policy Analysis
Department of Legislative Services
90 State Circle

Annapolis, Maryland 21401-1991

| Baltimore Area

Lar }’land 410-946-5400

LEGISLATIVE LIBRARY (& Washington Area

== . INFORMATION SERVICES 301-970-5400

DEPARTMENT OF LEGISLATIVE SERVICES - OFFICE OF POLICY ANALYSIS Other Areas 1-800-492-7122

July 14, 2015
Steve:

You were interested in determining the amount of State support provided to the Maryland College Savings
Plan (formerly the Maryland Higher Education Investment Program — MHEIP) during its first four years of
operation. Chapters 110 and 111 of 1997 created the Maryland Higher Education Investment Fund. Contingent
upon passage of this legislation, the budget for FY 1998 provided an appropriation of $868,248 (which was
subsequently increased by $350,000 through a deficiency appropriation). As shown below, by FY 2001, cumulative
State support for the program totaled nearly $4 million. In its FY 2001 Budget Analysis, DLS indicated that “$1.75
million, or almost half, has been requested as a deficiency appropriation or has been provided from the contingent
fund.”

Using Exhibit 5 in the DLS analysis of the State Support for the Maryland Higher Education Investment
Program from the FY 2001 Budget Analysis, as well as the actual appropriations from the FY 2001 Budget Bill and
the Governor’s Budget Books for FY 2002 and FY 2003 (which indicate actual appropriations for FY 2000 and
FY 2001, respectively), I have determined the following:

FY 1998 FY 1999 FY 2000 FY 2001 Total
State Funds — Grants $1,209,194 $1,250,000 $420,000 $370,000 $3,249,194
State Funds — Loans $0 $400,000 $250,000 $0 $650,000
Contingent Fund $0 $40.000 $0 $0 $0
Total State Support $1,209,194 $1,690,000 $670,000 $370,000 $3,939,194

I hope this information is valuable to your research, and thank you for contacting the DLS library!

Best,

Sandy Mueller

DLS Librarian
sandra.mueller@mlis.state.md.us
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RH.00 - Maryland Prepaid College Trust

Issues

1. Trust Resumes Repayment of State Loan

From fiscal 1998 through 2001, the trust received start-up funding from the State in the form of grants
($3.2 million) and loans ($0.65 million). No additional State funding is planned for fiscal 2002 or 2003.

In fiscal 1999, the trust repaid $30,000 of its loan from the State. The trust was allowed to delay
additional repayments in fiscal 2000 and 2001 until it reached financial self-sufficiency. During the 2001
legislative session, the General Assembly added language requiring the trust to resume repayments in fiscal
2002. The trust plans to repay $100,000 of the loan in fiscal 2002. The trust has not included a
repayment in its estimated fiscal 2003 budget but has indicated that it can pay $120,000 in delayed
payments in fiscal 2003. The trust notes that its contract with T. Rowe Price requires the contractor to
make one-half of the software license payments for a records administration system. According to the
trust, these savings will allow the trust to make a repayment in fiscal 2003. However, the fiscal 2003
repayment proposal is not reflected in the estimated fiscal 2003 budget. Exhibit 5 shows program and
State funding for the trust between fiscal 1998 and 2001.

Exhibit 5

Program and State Support for the Maryland Prepaid College Trust
Fiscal 1998 through 2001

FY 1998 FY 1999 FY 2000 FY 2001
Actual Actual - Actual Actual Total

Carryforward $0 $280,686 $446,083  $219,343
Program Support
Application Fees/Other Fees 45,754 267,552 156,643 498,918 968,867
Operating Fees from Contract 0 0 0 881,895 881,895
Subtotal $45,754 $267,552 $156,643 $1,380,813 $1,850,762
State Support
Grants $1,209,194 $1,250,000 $420,000 $370,000 $3,249,194
Loans 0 400,000%* 250,000 0 650,000
Contingent Fund 0 40,000 0 0 40,000
State Support Subtotal 1,209,194 1,690,000 670,000 $370,000 3,939,194
Total Revenues $1,254,948 $2,238,238 $1,272,726 $1,970,156 $6,736,068
Total Expenditures $974,262 $1,792,155 $1,116,383 $1,750,813 $5,633,613
Revenues Minus Expenditures $280,686 $446,083  $219,343**  $219,343

* A loan in the amount of $150,000 was granted in fiscal 1998 and incorporated into the fiscal 1999 budget.
**  Adjustment made in the amount of $63,000 to fiscal 2000 budget. A limited number of receipts and disbursements
are not captured in this table.

Note: Numbers do not necessarily match those presented in trust’s audited financial statements.
Source: Maryland Prepaid College Trust; Department of Budget and Management; and Department of Legislative Services
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RH.00 - Maryland Prepaid College Trust

Exhibit 3 shows selected performance data from the trust’s Managing for Results (MFR) submission.
The measures focus on marketing activities and, to some extent, the effectiveness of those marketing
efforts. The single goal under the trust’s MFR submission is to create and maintain statewide awareness
of the State’s two college savings plans. Between fiscal 1999 and 2001, the number of enrollment kits
distributed declined. The amount of direct mailings significantly declined in fiscal 2001 when compared
to fiscal 2000 and 1999. This likely occurred because the trust's budget decreased during this time period.
The trust is anticipating an increase in direct mailings in fiscal 2002 and 2003. This may be attributed
to additional efforts to inform the public about the new College Investment Plan for which a person can
apply for an account anytime during the year. The marketing of the second program might have
contributed to the increase in paid television and radio spots in fiscal 2001. The College Investment
Program began in early December; and by January 31, 2002, the program had an asset value of $106
million with a total 0£29,851 accounts established.

Exhibit 3

Program Measurement Data

Maryland Prepaid College Trust
Fiscal 1999 through 2003

Ann. Ann.
Actual Actual Est. Actual Est. Est. Chg. Chg.
1999 2000 2001 2001 2002 2003 99-01 01-03
Enrollment kits
(application books)
distributed 55,000 50,000 36,300 40,375 50,000 50,000 -14.3% 11.3%
Paid television and radio
spots 3,550 n/a 1,250 3,854 2,000 2,000 4.2% -28.0%
Direct mailings 107,000 160,000 140,000 48411 140,000 140,000 -32.7% 70.1%
Calls to toll-free
number* 22,549 n/a 11,774 21,398 21,000 21,000 -2.6% -0.9%
Web hits* 22,492 n/a 14,948 64,376 70,000 70,000 69.2% 4.3%
% of new application
received online n/a n/a n/a 31 35 35 n/a 6.3%
% of new applicants
who attended public
school presentations n/a n/a 15 14 18 18 n/a 13.4%

* Measures activity during enrollment periods only.
Note: Data for fiscal 2000 and 2001 only include statistics from Maryland Prepaid Tuition plan.

Source: Governor’s Budget Book, Fiscal 2003

Although the number of calls made to the toll-free number has slightly declined in fiscal 2001 over
fiscal 1999, the number of hits on the trust’s web site increases substantially. This indicator can be linked
6
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Estimated Revenue Impact of Provisions of Virginia ABLE Legislation

Impact of Federal Tax Exclusion for Interest Earned on ABLE Accounts (in the enrolled
bill)

Mark Vucci from the Virginia Division of Legislative Services provided the following
information regarding the estimated revenue impact for the Virginia ABLE Act: The first piece is
the impact of conforming to the federal ABLE Act, which allows the states to create a process
for establishing ABLE accounts and provides a federal tax exclusion for any interest earned on
such accounts. By conforming to this federal act, Virginia would realize a small revenue loss
of $100,000 in Fiscal Year 2017, $200,000 in Fiscal Year 2018, $400,000 in Fiscal Year 2019,
and $700,000 in Fiscal Year 2020. These estimates were generated by capturing Virginia’s
portion of the federal impact. The fiscal impact of the earnings piece is already assumed in the
introduced executive budget, as part of advancing the date of conformity, and so this revenue
impact will not be included in the impact statement for Senate Bill 1404. The chart below shows
the revenue impact by fiscal year:

The Achieving a Better Life Experience (*"ABLE") Act of 2014

Revenue Impact (Millions of Dollars)
Flow-Through FY FY FY FY FY FY
Provision Effective Date | Effect on Virginia | 2015 2016 2017 2018 2019 2020
Allow the creation -kr)gx?r?r!?nyezf Flows through to
of tax-exempt g g WS throug ($0.0) | ($0.0) | ($0.1) | (%0.2) | (%0.4) | (%0.7)
ABLE accounts or after individuals
12/31/2014

Impact of Tax Deduction for Contributions into ABLE Accounts (not in the enrolled bill)

A tax deduction is not authorized in the Virginia ABLE Act as enacted; however, when the
legislation (SB1404/ HB 2306) was first introduced, the legislation allowed a tax deduction of up
to $4,000 each year for contributions into ABLE savings accounts, which is equal to the
deduction allowed for other college savings programs in Virginia. Based on Virginia529’s
estimate of ABLE savings accounts and annual contributions of $6,000 per account, the
Department of Taxation estimated the following reduction to general fund revenue. (The
revenue impact would likely be less in Maryland because the tax deduction for contributions to
the college savings plans is up to $2,500 per account per year rather than $4,000.)

Year | Number of Aggregate | Annual Total Assets General Fund
New Accounts | Accounts Deposit Under Revenue Impact
Amount Management
2016 25,000 25,000 | $150,000,000 $150,000,000
2017 33,250 58,250 |  $349,500,000 $509,625,000 ($8,625,000)
2018 41,750 100,000 | $600,000,000 | $1,144,024,688 ($20,096,250)
2019 0 100,000 | $600,000,000 | $1,821,246,354 ($34,500,000)
2020 0 100,000 | $600,000,000 | $2,544,180,483 ($34,500,000)
2021 0 100,000 | $600,000,000 | $3,315,912,665 ($34,500,000)
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2.

Department of Planning and Budget
2015 Fiscal Impact Statement

Bill Number: SB1404-ER
House of Origin [ | Introduced [] Substitute [] Engrossed
Second House [] InCommittee [ | Substitute X] Enrolled

Patron: Stosch

3. Committee: Passed Both Houses

4.

5.

Title: Achieving a Better Life Experience (ABLE) savings trust accounts established.

Summary: Establishes ABLE savings trust accounts to be administered by the Virginia
College Savings Plan to facilitate the saving of private funds for paying the qualified
disability expenses of certain disabled individuals. Under the federal Achieving a Better Life
Experience Act of 2014, Congress authorized states to establish ABLE savings trust accounts
to assist individuals and families in saving for education, housing, transportation,
employment training and support, assistive technology and personal support services, health,
prevention and wellness, financial management and administrative services, and other
expenses of individuals who were disabled or blind prior to the age of 26. The College
Savings Plan will be the designated state agency administering ABLE savings trust accounts.
Earnings on contributions to ABLE savings accounts are exempt from federal income tax.

Budget Amendment Necessary: Yes

Fiscal Impact Estimates: Fiscal impact estimates are final. See Item 8.

7a. Expenditure Impact:

Fiscal Year Dollars Positions Fund
2015 0 0
2016 $4,953,690 13 NGF
2017 $3,412,698 17 NGF
2018 $3,412,698 17 NGF
2019 $3,412,698 17 NGF
2020 $3,412,698 17 NGF
2021 $3,412,698 17 NGF

Fiscal Implications: The federal Achieving a Better Life Experience (ABLE) Act of 2014
allows savings accounts for individuals with disabilities with federal tax advantages similar
to those of Section 529 college savings plans. The bill provides authority for the Virginia

College Savings Plan (VAS529) to administer ABLE savings accounts.

VA529 currently offers a number of college savings programs and can incorporate ABLE
savings accounts into its existing organizational structure at an estimated first year cost of
approximately $5.0 million and ongoing costs of $3.4 million, which includes 13 additional
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staff the first year and 17 thereafter. Estimates are based on VA529’s previous experience
developing and implementing its four existing college savings programs. Actual costs will
depend on requirements yet to be established in federal regulations, which will be
promulgated later in 2015 by the U.S. Treasury as well as the number of ABLE accounts
established by individuals. Cost estimates are conservative due to the uncertainty of these
regulations and the number of accountholders.

Implementation costs include technological investments needed to meet database and
reporting requirements of ABLE that differ from existing college savings plan
requirements. VAS529 will establish a new platform, database, storage and data reporting
mechanisms required to manage the program. In addition to the cost of IT equipment and
software for this purpose, Virginia529 anticipates additional IT staff will be needed to
develop and support the new platform. First year IT costs are estimated at $2.5 million,
with ongoing costs of $1.2 million thereafter, which includes eight positions each year.
Additional finance and customer service personnel are also expected to be needed to
support the ABLE program, estimated at $497,322 the first year for five positions and
$854,254 for nine positions thereafter. Banking, custodian, and other fiscal and
professional services will also be needed to administer the savings accounts, estimated at
$894,250 the first year and $306,500 thereafter. Disclosure and other communication
materials will need to be developed and VA529 will communicate and market the program
to eligible families and beneficiaries throughout Virginia. Marketing and communications
costs are expected to be $850,000 the first year and $1.0 million thereafter.

VA529 has sufficient existing nongeneral fund revenue to cover the anticipated costs. This
revenue is generated from fees assessed on VA529 college savings accounts and assets. As
with its other programs, VA529 intends to assess fees to defray as much of the program
costs as possible. Particularly in the early years of implementation, costs are anticipated to
exceed revenues from ABLE and will be covered by available revenue from its other
college savings programs. VA529 expects to assess a fee per account based on assets under
management for ABLE accounts, similar to the fees charged on existing direct sold
Virginia529 accounts; however, the structure of the product will control how fees are
assessed. The amount of revenue ultimately depends on the number of accounts,
contributions to the accounts and account growth.

Virginia529 estimates that once implemented, a large number of ABLE Program accounts
may be opened in the first year with a corresponding reduction in annual increases in
subsequent years based on the initial historical growth of Virginia529’s existing savings
programs. However, account contributions for existing savings programs qualify for
deduction from state income tax, which the bill does not provide for ABLE accounts.
Therefore, demand for ABLE accounts may be less than VA529’s other savings
programs.

Based on growth and deposit assumptions approximating the initial historical growth in
Virginia529’s savings programs and the estimated number of disabled individuals in
Virginia who would qualify for ABLE accounts, estimates of accounts and associated
revenue are shown below. These figures are based on available data of the number of
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11.

disabled Virginians over the age of 16 at or above 150 percent of the federal poverty
level. The aggregate number of accounts is capped at 100,000 based on these population
estimates and an assumption that a similar proportion of the relevant Virginia disabled
population will ultimately hold accounts as do current Virginia529 account holders. An
annual contribution of $6,000 per account is assumed based on the average annual
deposits made in other existing VA529 savings programs. VAS529 revenue assumes a fee
of 15 basis points on account holdings, which is equal to that currently assessed for its
iInVEST direct-sold savings accounts. ABLE’s exclusion from the state tax benefits
provided to other college savings accounts may reduce account demand in comparison to
VAS529’s other savings accounts, on which these estimates are based.

ABLE Savings Account Estimates

NUTLDGR O Aggregate Annual Deposit Total Assets VAS29
Year New Under
Accounts Amount Revenue
Accounts Management

2016 25,000 25,000 $150,000,000 $150,000,000 $225,000
2017 33,250 58,250 $349,500,000 $509,625,000 $764,438
2018 41,750 100,000 $600,000,000 $1,144,024,688 $1,716,037
2019 0 100,000 $600,000,000 $1,821,246,354 $2,731,870
2020 0 100,000 $600,000,000 $2,544,180,483 $3,816,271
2021 0 100,000 $600,000,000 $3,315,912,665 $4,973,869

The enrolled version of the bill provides that existing state income tax deductions for college
savings plans shall only apply to prepaid tuition contracts or college savings trust accounts,
which do not include ABLE accounts.

The bill will also allow state tax treatment of interest income from ABLE accounts to
conform with federal taxable income, which does not include ABLE interest earnings. This
is consistent with the official general fund revenue forecast, which assumes conformity to the
federal income tax treatment of earnings on ABLE accounts. Therefore, no general fund
revenue impact is expected.

The Department of Taxation considers implementation of this bill routine and does not
require additional funding.

Specific Agency or Political Subdivisions Affected: Virginia College Savings Plan,
Department of Taxation

Technical Amendment Necessary: No

Other Comments: None

Date: 2/27/2015
Document: H:\GENERAL ASSEMBLY\2015 Session\VA529\SB1404\SB1404ER.doc
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