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1 Section 1. NEWSECTION. 12D.1 PURPOSE AND DEFI NI TI ONS.

The general assenbly finds that the general welfare and
wel | -being of the state are directly related to educationa
levels and skills of the citizens of the state, and that a
vital and valid public purpose is served by the creation and
i mpl enent ati on of prograns whi ch encourage and make possible
the attai nment of higher education by the greatest nunber of
citizens of the state. The state has limted resources to
provi de additional programnms for higher education funding and
the continued operation and mai ntenance of the state's public
institutions of higher education and the general welfare of
the citizens of the state will be enhanced by establishing a
program which allows citizens of the state to invest noney in
a public trust for future application to the paynent of higher
education costs. The creation of the neans of encouragenent
for citizens to invest in such a programrepresents the
carrying out of a vital and valid public purpose. In order to
make available to the citizens of the state an opportunity to
fund future higher education needs, it is necessary that a
public trust be established in which noneys nay be invested
for future educational use. It is also necessary to establish
an endowrent fund which may be funded with public funds, anobng
ot her sources, the income fromwhich will be made available to
participants in the trust to enhance their savings invested
for the paynment of future higher education costs.

As used in this chapter, unless the context otherw se
requires:

I. "Administrative fund" neans the administrative fund
establ i shed under section 12D. 4.

2. "Beneficiary" neans the individual designated by a
participation agreenent to benefit from advance paynents of
hi gher education costs on behalf of the beneficiary.

3. "Benefits" neans the paynment of higher education costs
on behalf of a beneficiary by the trust during the
beneficiary's attendance at an institution of higher
education

4. "Endownrent fund" neans the endownent fund established
under section 12D. 4.
5. "Higher education costs" neans the certified costs of

tuition, fees, books, supplies, and equi pnment required for
enrol Il ment or attendance at an institution of higher
educati on

6. "lInstitution of higher education" neans a two-year or
four-year public or regionally accredited private-nonprofit
coll ege or university, comunity college, and an accredited or
certified technical training school

7. "Internal Revenue Code" neans the sanme as defined in
section 422. 3.

8. "lowa educational savings plan trust" or "trust" neans
the trust created under section 12D. 2.

9. "Participant” means an individual, or an individual's

| egal representative, who has entered into a participation
agreenent under this chapter for the advance paynent of higher
education costs on behal f of a beneficiary.

10. "Participation agreenent” nmeans an agreenent between a
participant and the trust entered into under this chapter.
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11. "Program fund" nmeans the program fund established
under section 12D. 4.

12. "Refund penalty"” neans the anpbunt assessed by the
treasurer of state for cancellation of a participation
agreenment which is not considered a de mninus penalty
pursuant to section 529 of the Internal Revenue Code.

13. "Tuition and fees" neans the quarter or senester
charges inposed to attend an institution of higher education
required as a condition of enrollnent.

Sec. 2. NEWSECTION. 12D.2 CREATION OF | OM EDUCATI ONAL
SAVI NGS PLAN TRUST.

An | owa educational savings plan trust is created. The
treasurer of state is the trustee of the trust, and has al
powers necessary to carry out and effectuate the purposes,
obj ectives, and provisions of this chapter pertaining to the
trust, including the power to do all of the follow ng

1. Make and enter into contracts necessary for the
admi ni stration of the trust created under this chapter.

2. Enter into agreenents with any institution of higher
education, the state, or any federal or other state agency, or
other entity as required to inplement this chapter.

3. Carry out the duties and obligations of the trust
pursuant to this chapter.

4. Accept any grants, gifts, |legislative appropriations,
and ot her nmoneys fromthe state, any unit of federal, state,
or local governnent, or any other person, firm partnership,
or corporation which the treasurer of state shall deposit into
the administrative fund, the endowrent fund, or the program
fund.

5. Carry out studies and projections so the treasurer of
state may advi se participants regardi ng present and esti nmated
future higher education costs and | evels of financia
participation in the trust required in order to enable
participants to achieve their educational funding objectives.

6. Participate in any federal, state, or loca
governmental program for the benefit of the trust.

7. Procure insurance against any loss in connection with
the property, assets, or activities of the trust.

8. Solicit and accept for the benefit of the endownent
fund gifts, grants, and other noneys, including |egislative
appropriations and grants fromany federal, state, or loca
governnent al agency.

9. Enter into participation agreenents with participants.

10. Make paynents to institutions of higher education
pursuant to participation agreenents on behal f of
beneficiari es.

11. Make refunds to participants upon the termnation of
partici pation agreenents pursuant to the provisions,
limtations, and restrictions set forth in this chapter.

12. Invest noneys within the endowent fund and the
program fund in any investrments which are deternined by the
treasurer of state to be appropriate.

13. Engage investnment advisors, if necessary, to assist in
the investment of trust assets.

14. Contract for goods and services and engage personnel
as necessary, including consultants, actuaries, managers,
| egal counsel, and auditors for the purpose of rendering
prof essi onal, managerial, and technical assistance and advice
to the treasurer of state regarding trust administration and
operation

15. Establish, inpose, and collect administrative fees and
charges in connection with transactions of the trust, and
provi de for reasonabl e service charges, including penalties
for cancellations and |late paynents with respect to
participation agreenents.

16. Adnminister the funds of the trust.

17. Adopt rules pursuant to chapter 17A for the
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adm ni stration of the trust.

18. Make provision for the paynment of costs of operation
of the trust.

Sec. 3. NEWSECTION. 12D.3 PARTICl PATI ON AGREEMENTS FOR
TRUST.

The trust may enter into participation agreements with
partici pants on behal f of beneficiaries pursuant to the
following terns and agreenents:

1. a. Each participation agreenment shall require a
participant to agree to invest a specific anount of nobney in
the trust for a specific period of tine for the benefit of a
specific beneficiary. The m nimum annual contribution per
beneficiary shall be three hundred dollars, and the maxi mum
contribution shall not exceed one thousand two hundred dollars
per beneficiary per year adjusted annually to reflect
increases in the consuner price index. However, the treasurer
of state may set a maxi num as necessary, to maintain
compliance with section 529 of the Internal Revenue Code

b. Participation agreenents may be anmended to provide for
adj usted | evel s of paynents based upon changed circunstances
or changes in educational plans and may contain penalties for
failure to make paynments when schedul ed

2. Beneficiaries designated in participation agreenents
may be designated fromdate of birth up to, but not including,
their seventeenth birthday.

3. Paynent of benefits provided under participation
agreenments nust begin not later than the first full fal
academ c quarter or senester of enrollment at an institution
of higher education follow ng the twenty-second birthday or
hi gh school graduation of the beneficiary, whichever is later.

4. The execution of a participation agreement by the trust
shal | not guarantee in any way that hi gher education costs
will be equal to projections and estimates provided by the
trust or that the beneficiary naned in any participation
agreenent will attain any of the foll ow ng:

a. Be adnmitted to an institution of higher education.

b. |If adnmitted, be determined a resident for tuition
purposes by the institution of higher education.

c. Be allowed to continue attendance at the institution of
hi gher education foll ow ng adni ssion.

d. Gaduate fromthe institution of higher education.

5. a. A beneficiary under a participation agreenent nmay
be changed as pernmitted under rul es adopted by the treasurer
of state upon witten request of the participant prior to the
date of adnmission of the beneficiary to an institution of
hi gher education as long as the substitute beneficiary is
eligible for participation.

b. Participation agreenents may otherw se be freely
anended throughout their ternms in order to enable participants
to increase or decrease the |evel of participation, change the
designation of beneficiaries, and carry out simlar nmatters as
aut hori zed by rule.

6. Each participation agreenent shall provide that the
participati on agreenent may be cancel ed upon the terns and
conditions, and upon paynent of applicable fees and costs set
forth and contained in the rules adopted by the treasurer of
state.

Sec. 4. NEWSECTION. 12D.4 PROGRAM ENDOMWENT, AND
ADM NI STRATI VE FUNDS — | NVESTMENT AND PAYMENTS

1. a. The treasurer of state shall segregate noneys
received by the trust into three funds: the programfund, the
endowrent fund, and the administrative fund

b. No nore than two percentage points of the interest
earned annually by the endowrent fund may be transferred to
the administrative fund for the purpose of paying operating
costs associated with the trust and as required under section
12D. 2.
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c. No nore than one-half of one percentage point of the
i nterest earned annually by the program fund may be
transferred to the admnistrative fund for the purpose of
payi ng operating costs associated with the trust and as
requi red under section 12D. 2.

d. Al noneys paid by participants in connection with
participation agreenents shall be deposited as received into
separate accounts within the program fund.

e. Al noneys received by the trust fromthe proceeds of
gifts and other endownents for the purposes of the trust shal
be deposited as received into the endowrent fund.

f. The program fund and the endowrent fund shall be
separately adm ni stered

g. Any gifts, grants, or donations nmade by any
governnental entity or any person, firm partnership, or
corporation to the trust for deposit to the endownent fund
shall be a grant, gift, or donation to the state for the
acconpl i shment of a valid public el eenpsynary, charitable, and
educational purpose and shall not be included in the incone of
the donor for lowa tax purposes.

h. Contributions to the trust nmade by participants or
received in the formof gifts, grants, or donations may only
be made in the form of cash.

i. A participant or beneficiary shall not provide
i nvestment direction regarding programcontributions or
earnings held by the trust.

2. a. Each beneficiary under a participation agreenent
shall receive a pro rata interest in the investnent incone
derived by the endownrent fund each year after any transfers to
the administrative fund have been made.

b. The amount of interest received fromthe endowrent fund
shall be in the ratio that the principal amunt paid by the
partici pant under the participation agreenent and investnment
i ncome earned to date under the agreenment bears to the
princi pal amount of all noneys, funds, and securities then
held in the programfund, but not to exceed the anount which,
in conbination with the current paynent due fromthe program
fund, equals the beneficiary's higher education costs for the
current period of enrollnent.

c. Mneys accrued by participants in the program fund of
the trust may be used for payments to any institution of
hi gher educati on.

d. No rights to any noneys derived fromthe endowrent fund
shall exist if noneys payabl e under the participation
agreenent are paid to an educational institution which is not
an institution of higher education.

Sec. 5. NEWSECTION. 12D.5 CANCELLATI ON OF AGREEMENTS

1. A participant may cancel a participation agreenent at
will.

a. |If the participation agreement is canceled by a
participant prior to the expiration of two years fromthe date
of original execution of the participation agreenment, the
partici pant shall receive one hundred percent of the principa
anount of all contributions made by the participant, but any
program fund i nvest nent inconme or endowrent fund investnent
i ncome which has been credited to the participant's account
shall be retained by the trust to cover administration
expenses.

b. After a participation agreenment has been in effect for
two years, participants shall be entitled to the return upon
cancel | ation of the agreenent of the principal anpbunt of al
contributions made by participants plus actual program fund
i nvestment inconme on the contributions, but not endownent fund
i nvestnent inconme, less a refund penalty to be levied by the
trust. The penalty shall be deposited into the adm nistrative
fund.

2. a. Upon the occurrence of any of the follow ng
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circunstances, no refund penalty shall be levied by the trust
in the event of termination of a participation agreenent:

(1) Death of the beneficiary.

(2) Permanent disability or nental incapacity of the
benefici ary.

(3) The beneficiary is awarded a schol arship, as defined
in section 529 of the Internal Revenue Code, but only to the
extent the refund of earnings does not exceed the schol arship
anount .

b. In the event of cancellation of a participation
agreenment for any of the causes listed in paragraph "a", the
participant shall be entitled to receive the principal anount
of all paynents nmade by the participant under the
participation agreenent plus the actual program fund
i nvest ment i nconme earned on the paynents, but not endownent
fund i nvest nent incone.

Sec. 6. NEWSECTION. 12D.6 REPAYMENT AND OANERSHI P OF
PAYMENTS AND | NVESTMENT | NCOVE — TRANSFER OF OANERSHI P
Rl GHTS

1. a. A participant retains ownership of all paynents
made under a participation agreement up to the date of
utilization for paynent of higher education costs for the
beneficiary.

b. Al income derived fromthe investnent of the paynents
made by the participant shall be considered to be held in
trust for the benefit of the beneficiary.

2. In the event the programis termnated prior to paynent
of higher education costs for the beneficiary, the participant
is entitled to a full refund of all paynments nade under the
participation agreenent and all investnent income credited on
all the paynents.

No right to receive investnent inconme shall exist in cases
of voluntary participant termnati on except as provided in
section 12D. 5.

3. If the beneficiary graduates froman institution of
hi gher education, and a bal ance renmains in the participant's
account, the treasurer of state shall pay the balance to the
partici pant.

4. The institution of higher education shall obtain
ownership of the paynents made for the higher education costs
paid to the institution at the tinme each paynent is nade to
the institution.

5. Any anounts which may be paid to any person or persons
pursuant to the lowa educational savings plan trust but which
are not listed in this section are owed by the trust.

6. A participant may transfer ownership rights to another
eligible participant, including a gift of the ownership rights
to a mnor beneficiary. The transfer shall be made and the
property distributed in accordance with rules adopted by the
treasurer of state or with the ternms of the participation
agr eenent .

7. A participant shall not be entitled to utilize any
interest in the trust as security for a |oan.

Sec. 7. NEWSECTION. 12D.7 EFFECT OF PAYMENTS ON
DETERM NATI ON OF NEED AND ELI G BI LI TY FOR STUDENT FI NANCI AL
Al D.

A student | oan program student grant program or other
program adm ni stered by any agency of the state, except as nmmy
be ot herwi se provided by federal |aw or the provisions of any
specific grant applicable to that law, shall not into account
and shall not consider anmpbunts available for the paynment of
hi gher education costs pursuant to the |Iowa educationa
savings plan trust in determning need and eligibility for
student aid.

Sec. 8. NEWSECTION. 12D.8 ANNUAL AUDI TED FI NANCI AL
REPORT TO GOVERNOR AND GENERAL ASSEMBLY.

1. The treasurer of state shall subnmit an annual audited



financial report, prepared in accordance with generally
accepted accounting principles, on the operations of the trust
by Novenber 1 to the governor and the general assenbly.

The annual audit shall be nade either by the auditor of
state or by an independent certified public accountant
designated by the auditor of state and shall include direct
and indirect costs attributable to the use of outside
consul tants, independent contractors, and any other persons
who are not state enpl oyees

2. The annual audit shall be supplenmented by all of the
followi ng informati on prepared by the treasurer of state:

a. Any related studies or evaluations prepared in the
precedi ng year

b. A sunmary of the benefits provided by the trust
i ncl udi ng the nunber of participants and beneficiaries in the
trust.

c. Any other information which is relevant in order to
make a full, fair, and effective disclosure of the operations
of the trust.

Sec. 9. NEWSECTION. 12D.9 TAX CONSI DERATI ONS

1. For federal income tax purposes, the |owa educationa
savings plan trust shall be considered a qualified state
tuition program exenpt fromtaxation pursuant to section 529
of the Internal Revenue Code. The |owa educational savings
plan trust nmeets the requirenments of section 529(b), of the
I nternal Revenue Code, as foll ows:

a. Pursuant to section 12D. 3, subsection 1, paragraph "a",
a participant may nake contributions to an account which is
established for the purpose of neeting the qualified higher
educati on expenses of the designated beneficiary of the
account .

b. Pursuant to section 12D. 4, subsection 1, paragraph "h",
contributions may only be nmade in the form of cash.

c. Pursuant to section 12D.5, subsection 1, paragraphs "a
and "b", penalties are provided on refunds of earnings which
are not used for qualified higher education expenses of the
beneficiary, nade on account of the death or disability of the
desi gnat ed beneficiary, or made due to schol arshi p, all owance
or paynment receipt as provided in section 529(b)(3) of the
I nternal Revenue Code

d. Pursuant to section 12D. 4, subsection 1, paragraph "d",
a separate account is established for each beneficiary.

e. Pursuant to section 12D. 4, subsection 1, paragraph "i",
a participant or beneficiary shall not provide investnment
direction regardi ng programcontributions or earnings held by
the trust.

f. Pursuant to section 12D.6, subsection 7, a participant
shal |l not pledge interest in the trust as security for a |oan.
g. Pursuant to section 12D. 3, subsection 1, a maxi num

contribution level is established.

2. State inconme tax treatnent of the Iowa educationa
savings plan trust shall be as provided in section 422.7,
subsections 35, 36, and 37, and section 422.35, subsection
14.1.

Sec. 10. NEWSECTION. 12D.10 PROPERTY RI GHTS TO ASSETS
I N TRUST.

1. The assets of the trust, including the program fund and
the endownent fund, shall at all tinmes be preserved, invested,
and expended solely and only for the purposes of the trust and
shall be held in trust for the participants and beneficiaries.

2. No property rights in the trust shall exist in favor of
the state.

3. The assets of the trust shall not be transferred or
used by the state for any purposes other than the purposes of
the trust.

Sec. 11. NEWSECTION. 12D.11 CONSTRUCTI ON

This chapter shall be construed liberally in order to



ef fectuate its purpose.

Sec. 12. Section 422.7, Code 1997, is anended by adding
the foll owi ng new subsecti ons:

NEW SUBSECTI ON.  35. a. Subtract the anopunt, not to
exceed one thousand two hundred dollars, contributed as a
participant in the |lowa educational savings plan trust created
in chapter 12D

b. Add the anpbunt resulting fromthe cancellation of a
participation agreenent refunded to the taxpayer as a
participant in the lowa educational savings plan trust to the
extent previously deducted as a contribution to the trust.

NEW SUBSECTI ON.  36. Subtract, to the extent included,
income frominterest and earnings received fromthe | owa
educational savings plan trust created in chapter 12D

NEW SUBSECTI ON. 37. Subtract the anpbunt of any gift,
grant, or donation nade to the |owa educational savings plan
trust for deposit in the endowrent fund of that trust.

Sec. 13. Section 422.35, Code 1997, is amended by adding
the foll owi ng new subsection

NEW SUBSECTI ON. 14. Subtract the anobunt of any gift,
grant, or donation made to the |owa educational savings plan
trust, as created in chapter 12D, for deposit in the endowrent
fund of that trust.

Sec. 14. Sections 12 and 13 of this Act apply to
contributions, gifts, grants, and donations nmade on or after
July 1, 1997, for tax years ending on or after that date.

EXPLANATI ON

This bill provides for the establishnment of an |owa
educational savings plan trust. The purpose of the trust is
to provide a nmeans whereby participants nay i nvest noney in a
public trust for future application to the paynent of the
hi gher education costs of the participant's designated
beneficiary or beneficiaries. The bill provides that anounts
of up to $1,200 annually nmay be contributed to the trust on
behal f of each designated beneficiary. Payment of benefits
must commence not later than the first full fall academnc
quarter or semester follow ng the 22nd birthday, or high
school graduation of a beneficiary. The bill provides that
the trust does not guarantee that higher education costs wll
be equal to projections nade at the tine a participation
agreenment is entered into, nor are guarantees nade relating to
adm ssion to or graduation froman institution of higher
education. The bill contains provisions relating to creation
of the trust, the authority of the treasurer of state
concerning trust adnministration, the content of trust
participati on agreenents, conponent funds within the trust and
their investnent and paynent features, participation agreenment
cancel | ati on procedures, ownership rights, integration of
trust paynents with student financial aid prograns, reporting
requi renents, and federal and state tax treatment. The bill
provi des that the |Iowa educational savings plan trust shall be
considered a qualified state tuition program exenpt from
federal incone taxation pursuant to section 529 of the
Internal Revenue Code. The bill adds provisions concerning
state incone taxation, providing a deduction for the anpunt of
the annual contribution to the trust, and investnent income
earned on contributions, and increased by proceeds received
due to cancellation of a participation agreenent which were
previ ously deducted as contributions. |In addition, gifts,

grants, and donations nade to the endowrent fund may be
deducted fromincone for both individuals and corporations.
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