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Dear Maryland and District of Columbja famijies,

This past year has been another year of record breaking gro,#th for the
Maryland Prepaid College Trust. Holding its first enroll"mint period since
Governor Parris N. Glendening and the Maryland Genei-al Assembiy passed
the Maryland legislative guaraniee, the Trusi again more than doubled in
size. Families clearly responded favorably to flie new legislative guarantee,
wrth more than 5,500 new applications to the Trust during the past year.
There are now more than 8,OOO families contributing to riore than 10,000
Trust accounts.

The Trust's assets grew substantially as well, from $35 million last year to
nearly $70 million as of June 30th. we are very proud of the fact that famiries
have now committed total savings of more than $200 miltion towards their
children and grandchildren's future college education!

This year, we are pleased to announce that the Trust has begun to make
tuition payments for its first class of nearly 60 students who are entering
college this fall. As expected, these studenls have chosen to attend a wide
variety of colleges - including public and private 2 and 4 year colleges and
universities - both in Maryland and across the country.

Probably our most significant accomplishment is that the Trust remains both
flnancially and actuarially soundl As all investors know, this has been a
difficult year for the stock market. The Trust began the year with a strong
surplus, which allowed the fund to absorb this year's investment loss and
even allowed the Trust to retain an actuarial surplus at the end of the year.
Families can continue to participate in the Trust with the assurance of sound
fiscal management by our Board.

So, we believe you've made a "smart choice" to prepare for future college
costs by participating in the Maryland prepaid College Trust. ln the coming
year, we encourage you to consider another ,,smart choice,, _ the new
Maryland College lnvestment Plan that will open later in 2001. With
comparably attractive tax advantages and a variety of features and
investment options, participation in both plans can offer an almost unbeatable
combination of ways for families to save for all expected future college costs!

Sincerely,

4",- I l-t)^
Edwin S. CraMord
Board Chair
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Menvueruo PREpero Cor-lece Tnusr Erunollnaerut Douates

Participation in the Maryland Prepaid College Trust has grown each enrollment period

since our first offering in April of 1998. But never has the growth been as dramatic as it

was during the October 2000 - February 2001 enrollrirent pcriod.

When the last application was delivei'ed to the Trusi's offices in eai'ly March, the total

number of children enrolled had more than cioucled, as hai the number of {arnilies

participating in the Trust! The main reason for the tremencious i'esponse tt,as the

iOOition o1 ihe new Legislative Guarantee, thanks to the I'larylanC Genera! Assembly

and Governor Parris N. Glendening during the 2000 Legislative Sessicn'

Following the TruSt'S second enrollment period in 1999, a survey was conducted amcng

5,000 Mirylanders who were interested in the Trust, but had not yet enrolled their 
,

ci,ildren oi grandchildren. They were asked what one change or improvement could be

made that would get them to enroll. The top responses - in reverse order - were:

5. Expand enrollment age
4. lnclude room and board Plans
3. Make the enrollment booklet easier to read

2. Allow the benefits to be used at private or out-of-state colleges '

1. The overwhelming response (by nearly 40 percent of those surveyed) was to

add a State guarantee!
Since the survey was clonducted, the Trust opened enrollment to 16th graders; allows

benefits to be uied lor room, board, and other eligible college expenses when the child

receives a scholarship, grant, or tuition remission; and has greatly improved the

readability ol tne enrolirient materials. The Trust has always been available.for use at

nearfy any private or out-olstate college nationwide.- and can even be used toward

qualified 6otteges with overseas locations or study abroad programs'

More than 10,000 children can now look forward to attending college usinglheTrust

"nO 
i"."iring'"ither the full in-state tuition and mandatory fees at any Maryland Public

Coil"g" - or"the weighted average tuition at nearlyany Private oroutol::-l?19:il,l^?S"

natioiwide. Their fahilies no* li"r" the security of knowing that the Trust's Legislative

Guarantee backs the
investment. lf for anY

reason, the Trust cannot
meet its f inancial
obligations in any academic
year; the Governor is

mandated to include the
difference needed to cover
the shortfall in the State's
budget. As with all budget
items, the General
Assembly has f inal
approval.
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Or.ruxe ENnollrusrur pRoves populeR

During the october 20oo - February 200'r enroilment period, the Trust added a newfeature to help make the apprication process easier for parents, grandparents andolhers. interested in taking advantage of all the Trust has to offer - online enrollment.Very little was.done to pubricize this new service, other than tne rrust issuing I'pr"r,release once the system was ready.

It is easyto imagine our surprise when more than a third of the new apprications wereceived for enrollment came in through our web site. And when you ii.tor'in'"notn"r.
10 to 15 percent of the enrollment forms we received were printed from the web site,and mailed in - you get an understanding of how importani the tnternet nar-qri.xrv
become, not only to the Trust, but also to our participants.

ln the comlng year, the Trust wiil expand the use of the web to incrude on-rine account
access for our participants.

PRorte oF MARyLAND pRepato Cor_leoe Tausr penrrctpANTS

Who is a typical Maryland Prepaid College Trust participant? And has the person who is takingadvantage of the Trust's benefits changed since 199g?

You,could easily say that the people who have opened Prepatd College Trust accounts for theirchildren, grandchirdren, nieces, or nephews, etc., share an 
'understan-ding 

"iit" ird.r"" 
"f 

,college education, and the varue of rocking in to the current cost of corteg-e as" n.ig; ugr"i.rttuition infration. Those participants who ar6 arso Maryrand t"^pry"r. varue the state tax benefitsthe Trust offers. The foilowinq charts provide 
" 

,n"p.notoi*no i. t"tinglj;ni;;;';i.i;Trust and the benefits it offersl

Courury or RESIDENcy - By ENRoLLMENT pERtoD

a

a

a

a

a

10% 10%o 10To 13%o

5o/o 6% 6% So/o

5% 40k 5% 4%
sok 5o/o 4% 3%
5% 4o/o 3o/o 3%
4% 5%o 6Yo 3%
3o/o 2% 2% 2o/o

20/o 1% 2% 1Yo

on/n I qq/nn oo ooo Mor.rrcor,,rrRy Counry 24"k 26% M- 32--
BnrrrvoRr Courury 13ok 12ok 13% 12o/o
HownRo 'l1o/o 11o/o 10Yo 8%
Pntrucr GeoRcE's 11o/o 12yo 12%o 13%
Atirue AnutoEt_
SoUTHERN MD
Balrn,toRe Crry
FnroeRrcx
HnnroRo
EnsreRt SHone
CeRRor_L

WesreRru MD
DrsrRrcr or Coruvere* 1% 1% N/A N/A
Oursroe MeRyLnNo 1% 1%o 1% 1ok* 

The Trust was not open to DC residents untit tnte' gg_OO enroltment period

MARYLAND PREPA'O COLLEGE TRUST
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Housetolo lttcolue
_ _ _. 00/01 99/00 99 98. $150,000 PLUS lsy. 7g.t- lzn-Nier $100,000 - 150,000 goo/" 26o/a 23o/o 27o/o

' $ 80,000 - 100,000 21o/o 2}ok 19o/o 24o/o. $ 60,000 - g0,000 16% 180/o 200/o 200L. $ 40,000 - 60,000 127(. 13Yo 16k 18%o $ 20,000 - 40,ooo 5% g% 97o 10%r $ 0 - 20,000 10/o 1% 1% 1To

PaRrcrpnNrs ay RACE vs. US CENSUyMARYLANDRrcr oolol 99/oo 99 98 srerE. WHITE 72"/o 68o/" 73ok 69% 64o/o. AFB|CANAMEB|CAN 17"k 19% 1go/. ZO% 21yo. ASIAN
. HISPANIC
. MULTI-CULTURAL
. NATIVE Ai,4ERICAN

5o/" 7% 5o/o 6%o 4%
2o/o 2o/o 1lo 2lo 47o
20/o 3% 10/o 1Yo N/A
0.1% 0% o% 00/" 0.3%. OTHER / No RESPoNSE 1 .go/o 1yo 2o/o 2yo 0.17o

GRaoe on Ace oF BENEFtctARy
While the percentage of children enrolled at infant and pre-schoot age is rising,
most children are enrolled while in the 4th -l7th gradesg|

. INFANT - 4 YEARS oLD 24o/" 217o 217" 'l9o/o

. KTNDEHGARTEN - 3RD GRADE 27Y" 27"k 24"k 25"/"

. 4TH GRADE. 7TH GRADE 33/" 35o/" 33o/o 337o

. BTH GRADE - 1oTH GBADE 16% 17"/" 22"k 23"/o

Tne MlRyllr.rD PBEpAID Cor-lece Tnusr Cuss oF 2001

The Trust is pleased to announce that it is now paying benefits for its first class of
college bound students, the 59 students in the Class of 2001 . As of September 1, 2001,
81 percent (48) have informed us that they will be attending college this fall. Seventy-
five percent of those attending college plan lo attend one of Maryland's public colleges,
21 percent will attend private colleges, and 4 percent are going to out-of-state public
colleges. Approximately 1 0 percent of the Class of 2001 is opting to delay the use of
their benefits until a future year. These students have ten years - or until 201 1 - to
start using their benef its.

MARYLAND PREPAID CoLLEGE TRUST 3



The number one Maryland public college selected is the University of Maryland College

Park, followed by Towson University, Frostburg state University, and Anne Arundel

Community Coll6ge. Morgan State University, Howard Community College, and Prince

George's Community College will have two Trust students each matriculating this fall;

whileprederick Community College, Montgomery College, and Salisbury State

University will each have one Trust student. These students will have their full in-state

tuition and mandatory fees paid by the Trust - or - payments made towards their room

& board, books, or other eligible college expenses if they receive scholarships' grants'

or tuition remission.

The out-of-state public colleges include the University of Virginia and George Mason

University. The private colleges selected include one in Maryland, with the rest in

Pennsylvania, Virginia, North Carolina, New York, New Jersey, Massachusetts,

Tennessee, and Texas. These students will receive this year's weighted average

tuition of Maryland's public colleges - $4,954 - towards their college tuition.

New Feoenel Tax Belerrs

The Maryland Prepaid college Trust and its participants received some extremely

welcomed news in May, when President George W. Bush signed the Economic Growth

and Tax Reconciliation Act of 2001 into law. Effective on January 1,2002, earnings

from the Trust will be tax-free at the federal level when used for eligible college

expenses. Currently, there is a federal tax imposed on the earnings distributed, but at

the child's tax rate. The Trust already provides Maryland taxpayers with tax-free

earnings at the State level when used for college, as well as a State income deduction

for Trust payments.

This is tremendous news for parents, grandparents, and everyone who wants to save

for a future college education. When you team Maryland's existing tax incentives with

the new federal incentives and add in the State Legislative Guarantee, the Maryland

Prepaid College Trust is an excellent choice to save for a child's future college

education.

The good news contained in the new legislation also includes several other significant
enhancements:

- Providing for a rollover to the same beneficiary once every 12 months between
Section 529 plans - qualified state tuition plans. Previously, all rollovers had to
include a ch:nge of ts ene'lc:arY.

- Adding first cousins to the list of family members for account transfers. and

- Removing the penalty for investing in both an Education IRA and a qualified state
tuition plan in the same year for the same child.

The new tax bill, unfortunately, also included a sunset provision on the federal tax{ree
iieal,iie it cf ecrnrngs. U:less Cc^gress take-q fLrrther action. the tax-free clause for
earnings on qualified college savings plans wtll expire on December 31, 20'10.

MARYLAND PREPAID CoLLEGE TRUST



Wnet'sAxeao
MnRyutro Cot-lece lruvesrraerur puN ro ge MeNaoeo ay T. Rowe pRrce

You may recall that Curing the 200C legislat!,",e session, the lr4arlrlsnf General Assemblv
and Governor Glendening provided the Board with the framework to begin Durto!ng rne
new Maryland College lnvestment Plan. ln July 2001, the MarylanC Board of public
works approved a contract between the Maryland Higher Educaticn lnvesti'nent Board
and T. Rowe Price Associates, lnc., paving the way to launch the neiv plan.

starting later this year, under the umbr-ella of the college Savings Plans of I\4aryland.
the State will offer two Section 529 plans: the lvlaryland Prepaid College Trusi and the
new Maryland College lnvestment PIan.

"We are excited about working v;ith T. Rowe Price to develop our new Maryland
College lnvestment Plan," said Edwin S. Crawford, Chairman of the Maryland Higher
Education lnvestment Board, which oversees both plans. "The Board is very pleased to
be working with a Maryland based investment management firm to manage Maryland's
new lnvestment Plan-"

"T. Rowe Price has a long-standing commitment to the economic future of Maryland

and its citizens," said T. Rowe Price Vice Chairman James Riepe. "We appreciate the
tremendous responsibility to manage these assets prudently and are pleased to be able
to assist people in making one of the most important investments they can - in their
children's higher education. "

Thomas Rowe Price, Jr, founded the Baltimore-based asset management firm in 1937.

Today, it is one of the nation's leading providers of no-load mutual funds for individual
investors and corporate retirement programs.

By combining both plans under the umbrella of the College Savings Plans of Maryland,
families saving for college will have the ability to choose the savings strategy that best
fits their savings goals. Some parents and grandparents will choose to save using the
Prepaid College Trust, because they are locking in payments based on the current cost
of Maryland's public colleges. Others might be interested in being able to save at their
own pace for all qualified college expenses, as will be offered by the new College
lnvestment Plan. But with the College Savings Plans of Maryland, you will have a third
choice as well. A smart choice might very well be to use both plans to save for college

- the Prepaid College Trust for tuition and mandatory fees and the College lnvestment
Plan for the other costs, such as additional tuition costs at a private or out-of-state
colleges, room and board, books, etc. And by choosing both, if you are a Maryland
State taxpayer, you could increase the amount of your State income deduction.

-.

MARYLAND PREPAID COLLEGE TRUST 5



NoT ALL 529 PLANS CREATED EoUAL -
ONLY MARYLAND PLANS PBOVIDE MARYLAND TAX BENEF|TS!

The College Savings Plans of Maryland cautions Maryland residents who have
invested, or are considering investing jn a college savings plan offered by a state other
than lvlaryland or a plan offered by a broker or dealer representing a financial
management firm "selling" college savings plans to be sure the investment is what you
think it isl

Over the past 12 months, the college savings plan landscape has become very
crowded. Today it is possible to have representatives trying to sell you one of mor;
than a dozen ditferent Section 529 plans, or your insurance agent selling universal life
insurance policies designed lo help pay for college. There are Uniform Gifts to Minors
Act, Uniform Translers to Minors Acl, and even Education lRAs. Many claim to otfer the
best investment opportunities. Some even offer significant tax benefits. lt is no wonder
that the Trust receives daily telephone calls from parents and grandparents who are
completely confused as to whal they should do about saving for college. And this may
be just the tip of the icebergl Soon each state and the District of Columbia will be
offering some form of Section 529-college savings plan.

Both the Maryland Prepaid College Trust and the new Maryland College lnvestment
Plan, the two plans offered under the College Savings plans of Maryland, are Seclion
529 plans. 529 plans are named after the section oI the lnternal Revenue Code that
allows states to setup and manage tax deferred college savings plans. All 529 plans,
whether a prepaid plan or a savings plan, offer the same federal tax benefits. However.
only the two 529 plans offered under the College Savings plans of lvlaryland umbrella
provide [.4aryland Stale tax benefits for l\.4aryland taxpayersl

Maryland residents are eligible to receive up to a g2,5OO deduction each year trom their
State incomeior each contract they purchase in the Maryland prepaid Coltege Trust. ln
tii'ne, by carrying any balance forward, they are able to deduct the amount equalto their
icial oa,,,i..ents iroi"r't iheir l,4aryland State income. The Maryland College lnvestment
: iai'l .risc provixes a C:ducticn lrom lvaryland State income of up to gZ,5OO annually for
::.:-1 ..:: -.,,.: op3;tcd lr i;3 lr,,cstmentPlan. Account contributions above $2,500 may' I . - ril .t '-- ., :. s :,iirr i:t: coniributlon iS made. AlSo

:s::Crxis, ihe :afi'tings frorn either plan are tax-exempt when used to pay
lileEe expens3s.

in!,.s:ors in the lMaryiand Prepaid College Trust and Maryland
PJan receive Maryland State Tax Benefits. lf as a Maryland
in a Section 529 plan olfered by any other state or investment

ci anolher s.,ate - not only do you not receive the Maryland income
will be subject to futt taxation by the State of Maryland on the
iunds are used to pay for college, or are withdrawn ior any other

MAFYLAND PBEPAID COLLEGE TFUST
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Executive Summary

Adequacy of Trust

The Trust is actuarially sound; this means the expected value of the assets exceeds the
expected value of liabilities. The assumptions used to project the actuarial status of the Trust
are those set by the Board. The significant results are shown below:

Present value of June 30, 2001

Assets

(Thousands)

lnvestments
Future Contract Payments
Other

Total Assets

Liabilities and Actuarial Reserves

Future Contract Benefits and other expenses
Other Liabilities
Actuarial Reserve

Total Liabilities and Reserues

$68,511
87,520

515

$156,546

$155,308
1,185

53

$156,546

Assumptions

o Yield on lnvestments - 7.65'/"
o The Trust is exempt from federal taxes.
o Future Tuition lncreases - 5.07o per annum
. Future Mandatory Fee lncreases - 10.0olo per annum

Expected Cash Flows

Cash flows to the Trust are expected to be positive through fiscal year 2008 and negative from
2009 until 2023 and positive from then until liabilities are satisfied. A positive cash flow occurs
when contract payments and investment income exceed tuition and mandatory lee payments.
When negative cash flows occur, asset sales will provide the necessary cash.

lnvestment Strategy

The investment policy of the Trust is designed to enable the Board to meet the actuarially
determined Program liabilities. The purpose of the Board's Comprehensive lnvestment Plan is
to meet the projected future liabilities.

The Board has selected the Vanguard Groups lnstitutional Fund to invest the equity portion of
the Trust's assets. The fixed income portion of the Trust's assets is invested in the Summit
Limited Term Bond Fund at T. Rowe Price.

MABYLAND PREPAID CoLLEGE TBUST 7
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Priaawrt..housccoopart
LLP
203 Nonh Lr$llc
Chic!8o, IL 60601
Tclcphonc (3 l2) 701-5500
Facsimilc (3t2) 701{533

gust 24, 2001

. Edwin S. Crawford, Chairman
ryland Prepaid College Trust
7 East Redwood Street
ite 2050
Itimore, Maryland 21202

ar Mr. Crawford:

:hard M. Kaye & Associates in conjunction with PricewaterhouseCoopers LLP @wC) has

formed an actuarial valuation of the Maryland Prepaid College Trust as of the June 30, 2001 .

: valuation compares the value of the assets ofthe program to the value ofexpected future

ion payments to beneficiaries. The following pages summarize the actuarial valuation of the

st fund as ofJune 30, 2001.

:omparison of the assets and liabilities of the trust fund shows that as of June 30, 2001 there is

rplus of$52,576.

: actuarial valuation was performed based upon generally accepted actuarial principles, and
:s were performed as considered necessary to ensure the accuracy ofthe results. We certify
t the amounts presented in the following pages have been appropriately determined according
he actuarial assumptions stated herein.

pectfully submitted,

:ervaterhouseCoopers LLP

hard M. Kaye & Associates
nsultant to Pricewaterhousecoopers LLP

7.,t0
T.Devereirx, FCAS, MAAA
ipal Consrltant, PricewaterhouseCoopers LLP

ftrciw,ltrillous{mns@



-il EnNsr*YouNc
, Ernst & Young LLp

One Norlh Charles
Bahimore, Maryland 2'1201

t Phone (410) 539 7940
Fax (41Ct 783-3A32

Report of Independent Auditors

To the Maryland Higher Education
Investment Board

we have audited 
-the 

accompanying balance sheet of the Maryland prepaid college Trust
(the Trust), as of June 30, 2001, and the related statements of revenues, expen*ses and
changes in retained eamings and cash florvs for the year then ended. These financial
statements are the responsibility of the Trust's management. our responsibility is to
express an opinion on these financial statements based on our audit.

we conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audii to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. we believe that our audit provides
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Maryland Prepaid College Trust, as of June 30,
2001, and the results of its operations and its cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States.

We have not audited the other data included in this Annual Report and, accordingly, we
express no opinion thereon.

fi,r,,*,t* 
fr*,7t?

August 10,2001

Emst & Young LLp as a member ot Emst & Young lnte.nalional. Lld.0t09422659t-MCL



ASSETS

Cash and cash equivalents

lnvestments, at fair value

Tuition contracts receivable

Fixed assets, net

TOTAL ASSETS

LIABILITIES AND RETAINED EARNINGS

Accounts payable and accrued expenses

Due to Primary Government

Current portion of:
Software license fee payable
Loans payable to Maryland Higher Education Commission

Long Term portion of:
Software license fee payable
Loans payable to Maryland Higher Education Commission

Accrued tuition benefits payable
Other liabilities
TOTAL LIABILITIES

Retained earnings
TOTAL LIABILITIES AND
RETAINED EARNINGS

See accompanying notes to financial statements

MARYLAND PREPAID COLLEGE TRUST

Balance Sheet
As of June 30, 2001

10
MARYLAND PREPAID CoLLEGE TRUSI

$28,881,862

39,629,233

87,520,125

514,615

$'r56,s45,835

$101 ,808

85,936

16s,060
130,000

165,060
490,000

155,308,004
47,391

'156,493,259

52.576

$156,545,835



)

:

t

Statement of Revenues, Expenses and Changes in Retained Earnings
For the Fiscal Year Ended June 30, 2001

Revenues:
Tuition contracts
Application and other fees

Total Revenues

Operating Expenses:
Salaries, wages and benefiis
Technical and special fees
Communication
Travel
Marketing
Contractual Services
Supplies
Equipment
Fixed Charges
Depreciation
Other Expenses
Tuition benefits

Total Operating Expenses

Operating Loss

Non-operating income:
Grant from Maryland Higher Education Commission
Unrealized net loss on investments
lnvestment income
Total non-operating income (loss)

Net Loss

Retained Earnings, Beginning of Year

Retained Earnings, End ofYear

See accompanying notes to financial statements

$80,406,1 €

498,91
80,905,1(

435,41
95,0r

101,11
11,11

545,9t
224,9(

15,3t
55,6(
47,8,

112,7{
445,4t

79,130,6r
81,221,4"

(316,3:

370,0(
(4,767,8!
1.014.7i

(3,383,1:

(3,699,41

3.752.0:

___$!?,5

MARYLAND PREPAIO COLLEGE TRUST 11



Statement of Cash Flows
For the Fiscal Year Ended June 30, 2001

Operating loss

Adjustments to reconcile operating loss to
Net Cash Provided by Operating Activities:

Depreciation
Changes in assets and liabilities:

lncrease in accounts payable
lncrease in software license fee payable
lncrease in due to primary government
lncrease in other liabilities
lncrease in tuition contracts receivable
lncrease in accrued tuition benefits payable

Net cash provided by operating activities

Cash Flows from lnvesting Activities:
lnvestment income
Purchase of fixed assets
Purchase of investments

Net cash used by investing activities

Cash Flows from Non-capital Financing Activities:
Proceeds from Grant from Maryland Higher Education Commission

Net cash provided by non-capital financing activities

Net lncrease in cash and cash equivalents

Cash and cash equivalents, Beginning of Year

Cash and cash equivalents, End of Year

Non-cash Transactions:
Unrealized loss on investments

See accompanying notes to financial statements

($316,320)

112,782

22,493
330,120

85,936
20,726

(41,732,17s)
78.670,361
37,193,919

1,014,721
(621,151)

('10.212,000)
(9,818,430)

370,000
370,000

27,429,168

452.694

$28,881,862

($4,767,855)

12 MARYLAND PREPAID CoLLEGE TRUST



Notes to Financial Statements
Year Ended June 30. 2OO1

l)

The purpose of the Marvlanrl Prepaid college Trust (the Trust) is to provicJe a simple and convenient wayfor Maryland famrries toiave in acvance f.'-; ..[;;; ";r;lllnl rt p.orio.s f-r rhe paymenr or rurr:onand_mandatory fees based in part on these costs ail,",yr"rJ prOri. colleges and universrt es. Apurchaser enters into a contract f or the f utL:. pryr"nioi t"- iuJ, 
"no 

fees fcr a designa:ed benei:crary.when the beneficiary enrors in coreEe. lhe TJ;i ., il et i[" ].-,.r.t :ei-ei,:s. Forioli,iig qiadrarrJnfrom high schoor, the beneficiary hajten ye-': e .= i" l,rri.i ci y:3i.s pu..h?sed to use tie contrac:benefrts. This time oeriod mau i:e extendld by any tirie.""rJ ,n acii'e rniliiary duty. The contracibenefits are based on resideni rates for Maryri:rd prori"."t.ii. u.J universitres, but can be used

l,ln1ffi""" "o.ts 
at any accrediteo. no.-p.or,,. ;;;;;;;;i;. private or out_orlJi.i;;;;";;,

The Maryland Generar Assemhry created the Trus: during the 'rgg7 regrsrative session. The proqram isan independent agency of the siate of Maryland. autlroriieo ty ine N/aryland code Annotated E-ducatronArticle, section 18. subtifle 19 The Marvra'notJrgl;; ;d;;;#' jnvestment 
Board (the Board) direcrs theTrust rhe Board consists of nine memb'ers; toriot wni"n ar" ex-oflicio members. The ex_offrciomembers are the comptrorer. the Treasurer. *ru su.i"irry Jti" Maryrand Higher Educationc_ommrssion, andlhe State Superintenaeni of a;h""[:;iJJ;emaining members are pubric membersappointed by the Governor.

The Trust is an independent state agency, bul, by raw, its funds are not considered moneys of the stateand may not be deposited into the Tie""rri irio" rJrrrrirgl. ih" program at the end of anv fiscaryear remain in the Trust rather than reverting to the State Ge;eal funO. " - vi q", "!!

Legislation passed in 2ooo established an additional financial guarantee that requires the Governor toinclude in his budget, the amount of any shorrfarioiTr;;t; 
"""'"i!'to 

p"y.ruent contracr riabirities.Legislation passed in 1998 and tggg eitaotisneo i", in"""tir". iol. rvarytand residents participating in theTrust All contributions to the Trustcan be deducted fr". nr"rvr""o Staie income it i;i" 
"iGi;$2'500 for each conrract annuary. earnings on tnose p;r;;;i;;" 

"r"mpr 
from Maryrand taxes whenused for qualified expenses of college. co'ntriuriion. i.',"'o]-' ltlr-o"t"rr"o basis at the federal tevetwhile in the Trust.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The activities operated by the Trust are accounted lor in an enterprise lund. Such funds focus on the flowof economic resources, which, together with the maintenance oi Jquitv, is an importani iinun.irr lnoi.utor.Therefore, the accompanying finincial statementa t'"r" 0"", pi"pared on the accrual basis of accountingwhereby revenues are recorded when earned and expenses aie iecoroed when incurred.

As permitted by Governmentar Accounting standards Board (GASB) statement No. 20, Accounting andFinancial Reportrng for proprietary Funds-and other Gor"r.nrir"ri"r Entities That use iiopriet"rv r"unoAccounting. the Trust has eredednot to aoopt rinanciat nccouniing stanoaras aorro triiEilLiem"ntsand interpretations issued after Novemuer e6, tgag, ,nr"". cnda.p"cificaly adopts such FASBstatements or interpretations.

1. ORGANIZATION AND PUBPOSE

a

]
)

i

I

))

I

)

l)
r)

MARYLAND PREPAID CoLLEGE TRUST
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lnvestments

lnvestments are stated at fair value as provided in GASB Statement No. 31. Unrealized appreciation on

investments due to changes in fair value is recognized in the Trust's operations each year.

Fixed Assets

Fixed assets are stated at cost less accumulated depreciation. Fixed assets are depreciated on a

straight-line basis over the following useful lives:

Computers 3 Years
Furniture 10 Years
Equipment 5 Years
Software 3 Years
Perpetual Software License 7 Years

Compensated Absences

The Trust accrues for obligations that may arise in connection with compensated absences for annual

r."r" ."J 
"figiab 

sick leaie at the curreni rate of employee pay. Employees fully vested in all earned but

u*r"o ,nnr-rt leave, up to maximum of 400 hours, are eligible to receive compensation, at the curent

|lrt"-or 
"rprov"" 

pay, on termination of state employment. ln accordance wilh state personnel policies,

"r,g'fl" 
#pldy,ge! may participate in the Sick Leave lncentive Program. This Program permits payments

f"r"rp to Sd f',jrrr of unjsea sick leave, per calendar year, for employees who used no more than 24

iroui! ot sicf teave during that calendar year and have a sick leave balance of at least 240 hours on

OlcernOer Sf of that yeai. The Trust also permits payments for up to 40 hours of unused sick leave, per

Lf"nOir y""r, tor employees who used no more that 40 hours of sick leave during the calendar year and

have a sick leave balance of at least 240 hours on December 31 of that calendar year.

Risk Management

The Trust is exposed to various risks of loss related to torts; theft of, damage lo, and destruction of

assets; errors and omissions; injuries to and illness of employees; and natural disasters. The Trust

participates in the State's various self-insurance programs. The State is self-insured for general liability,

property and casualty, workers compensation, environmental and anti-trust liabilities and certain

employee health benelits.

The State allocales the cost of providing claims servicing and claims payment by charging a premium to

the Trust based on a percentage of the Trust's estimated currenfyear payroll or based on the average

loss experienced by the Trust. This charge considers recent trends in actual claims experience of the

State as a whole and makes provisions for catastrophic losses.

3, DEPOSITS AND INVESTMENTS

Cash and cash equivalents consist of amounts maintained in a bank account controlled by the Trust,
pooled cash maintaineC by the State Treasurer and overnight investments with original maturities of 90

days or less. Cash deposits of the Trust are made in accordance rvith the Annotated Code of Maryland,
which requires depositories to give security in the form of collateral as provided ln the Code, for the

safekeeping, when required, of these deposits.

As of June 30, 2001, ihe carrying amount of the Trust's cash and cash equivalents was $28,881,862 and

the bank balance totaled 528,980,749. Of the bank balances S81,100 represents deposits covered by
federal depository insurance and $28,899,649 represents repurchase agreements categorlzed as

.;,i;Jij:: J 3fd ,irr-gistered, 
1,vith securities held bv the pledqing financial institution's agent but not in the

Trust's name).
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The Trust's comprehensive investment plan (the plan), authorized by the Annotated code of Maryland,
allows the Trust to purchase investments including domestic equities, intermediate term investment grade
bonds, and other governmental agency instrumenls, as well as money market deposits based on the
Plan's specified portfolio allocation.

The investment plan adopted by the Board specifies the portfolio allocation, which considers the
investment safety and liquidity to characteristics while aiming for the specified yield targets of the Trust.

The Trust's investments, excluding repurchase agreements treated as cash equivalents, as of June 30,
2001 are not subject to classification by ciedit risk because the Trust owns units rather than specific
securities, which by their nature are not subject to risk categorization. All such investments are in mutual
fund shares stated at fair value based upon quoted market prices.

At year-end, the Trust's investment balances in mutual funds were as follorvs:

Common Stock Funds
Bond Funds

Cost
$ 33,931 ,952

8.381.439
$_4z3r3ig1

Fair Value
$ 31,114,901

s39-629233

Unrealized
Gain (Loss)

$( 2,817,051)
132,893

$12-684J58)

4. FIXED ASSETS

As ofJune 30,2001, flxed assets consist of the following:

Computers
Furniture
Equipmenl
Software
Perpetual Software License

Total

Less: Accumulaled depreciation

$ 81,149
9,540

10,076
52,621

495.180
648,566

133.951

Fixed assets, net of accumulated deprecation $514-615

5. LOANS PAYABLE

ln fiscal year 2000, the Trust was granted a loan of $250,000 from the Maryland Higher Education
Commission (MHEC). Additionally in liscal year 1999, the Trust was granted and received loans totaling
$400,000, of which $30,000 has been repaid. The loans are non-interest bearing. During the 2000
legislative session, the General Assembly included a provision in the annual budget bill, which permits the
Trust to delay its outstanding loan repayments until the Trust is flnancially self-sufficient.

6. LICENSE FEE PAYABLE

ln fiscal year 2001, lhe Trust entered into an agreement to fund the perpetual software license fee
purchased from SCT Software Resource and Management Corporation. This agreement requires
payments in the amount of $165,060 to be made July 'lst of each of the next two fiscal years.
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I
7. PENSION AND POSTRETIREMENT BENEFITS

Eligible employees ol the Trust, as employees o, the State, are covered under the retirement plans of the
state Betirement and Pension system of Maryland (the system) and are also entifled to certain
healthcare benefits upon retirement. This system is a cost sharing multiple-employer delined benefit
pension plan administered by the System Board of Trustees in accordance wjth Article 73 B of the
Annotated code of Maryland. Eligible employees are required to contribute to the system a fixed
percenlage of their regular salaries and wages, which exceed the social Security wage base, and the
Trust is required to make contributions to the System based on actuarial valuations. 

-The 
contribution

requirements of eligible employees and the Trust are established and may be amended by the system
Board ol Trustees. The Trust's only liability lor retirement and post employment benelits is its re(uired
annual contribution, which it has lully funded during the years ended June 30, 2oo'l , 2000, 1999 and
1998. These contributions amounted to $20,068, $23,691, $j 9,534 and 96, t j 8 for the years ended June
30,2001,2000, 1999 and 1998, respectively. The system prepares a separate audited comprehensjve
Annual Financial Report, which can be obtained from the state Retirement and pension system of
Maryland, 120 East Baltimore Street, Baltimore , Maryland 21202.

8. TAX EXEMPT STATUS

The Trust is exempt from federal taxation in accordance with Section 529 af the lnternal Revenue Code.
Additionally, the Trust is exempt from state and Local taxalion in accordance with Senate Bill 232, which
established the Trust.

9. ACCRUED TUITION BENEFITS

The Trust's consulting actuary independently determines the Program's actuarial present value of luture
contract tuition benefits payments. The actuarial calculation is based on the present value of estimated
tuition benefit payments made from the Trust, which includes assumptions lor future tuition and
mandatory lee increases and contract terminations that are determined by the Board and its actuaries.

The significant assumptions used for this calculation are discussed below:

Tuition and Mandatorv Fee lncreases The weighted Average Tuition (wAT) for universities and
community colleges is projected to increase 5% and 10% per annum for tuition and mandatory
fees respectively, based on historical data.

lnvestment Return The actuarial valuation of the Trust Fund was determined using an assumed
7 .65'k 'ate ol return on investments. lt is further assumed that the Trust lund is exempt lrom
tederal income tax.

Enrollment of Beneficiaries lt is assumed that beneficiaries lvill attend college full-
time commencing with their expected matriculation date. contract beneficiaiies are
assumed to attend the various colleges and universities in the same proportion as the
headcount information that was used to determine the 1g99-2000 wAT with a 6% bias
load added.

Bias Load rhe assumed bias road is 6% and is based on a credibility weighted average
of the mix of current enroriment statistics and a disproporlionate number oibeneficiarie-s
attending more expensive schools. The credibility factor is based on the number ol
ccntracts sold and the sales figures needeC for full credibjlity.

P*+!+Dfsgblllrs Mcrtatity rates for beneficiaries are assumed to follow the 1990
U.S. Life Tables.

16
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10. SUBSEQUENT EVENTS

3,?"11,r.11::991, 
the_Marytand Higher Education tnvestmenl Board entered into an asreementwrur r' xowe pnce to provide a comprementary savings product to individuars seexing tJsave iorthe future cost of higher education. This product wi 

-be'oesilneo 
to compiv with seciion 529 ofthe lnternal Revenue code. rndividuars wifl be permittJ io-contrioute up to $175,000 for thebenefit.of a single beneficiary. The folowing investment options witt ue oneieo as par-t ot tnis newproduct: age-based portforios, a baranced portforio, a 1000/o equity portforio and a 100% fixedinmme portfolio lndividuars wifl be permitted to open murtrpre accounts for a singre beneficiary.

-l
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