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READER'S GUIDE

The Legislative Service Commission prepares an analysis of the executive budget
proposal for each agency. These analyses are commonly called "Redbooks." This brief
introduction is intended to help readers navigate the Redbook for the Tuition Trust
Authority (OTTA), which includes the following three sections.

1. Overview: Provides a brief description of OTTA and an overview of the
provisions of the executive budget that affect OTTA, including major new
initiatives proposed for OTTA.

2. Analysis of Executive Proposal: Provides a detailed analysis of the executive
budget recommendations for OTTA, including funding for both
appropriation line items.

3. Attachments: Includes the catalog of budget line items (COBLI) for OTTA,

which briefly describes each line item, and the LSC budget spreadsheet for
OTTA.
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Ohio Tuition Trust Authority Overview

OhiO TU iti On TI’USt E ;rezn::tssrred to the Board of
Authority By —

FY 2011

OVERVIEW

Agency Overview

The Ohio Tuition Trust Authority (OTTA) was created in 1989 to provide a tax
advantaged investment option for Ohio families to save for their children's college
education. It is currently governed by an 11-member board, which appoints an
executive director to oversee the agency's daily operations. As of February 17, 2009,
OTTA has 47 employees with an annual operating budget of approximately $7.0 million
in FY 2009. All of its operations are funded through fee revenue generated through its
programs — no expenditures are made from the General Revenue Fund (GRF).

OTTA is responsible for Ohio's 529 college savings program, the College
Advantage Savings Plan. A 529 college savings program is a state-operated investment
plan named after the section of the federal Internal Revenue Code that specifies the
various tax advantages of participating in the program. These tax advantages include
tax-free growth while the value of the account accumulates, and withdrawals that are
exempt from both federal and state income taxes if the distributions are used to pay for
qualified higher education expenses. The qualified expenses include tuition, room and
board, and any other fees or costs that are required for enrollment or attendance at the
college or university. In addition, Ohio law permits Ohio residents who choose to
invest in Ohio's program to deduct up to $2,000 per beneficiary per year from Ohio
taxable income for contributions into the program. Contributions over $2,000 per
beneficiary can be deducted in future years. Funds invested in the plan can be used at
any college in the country.

OTTA's mission statement is as follows:

The Ohio Tuition Trust's mission is to offer a 529 qualified
tuition program with affordable, innovative and tax
advantaged investment options and services for families and
non-profit organizations to increase access to higher
education.

To support that mission, OTTA has identified three goals that are the focus of its budget
resources. These goals are:
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Overview Ohio Tuition Trust Authority

1. Increase the number of investors;
2. Increase total contributions by investors;
3. Increase access to the plan by all Ohio residents.

According to OTTA, over 15% of all Ohio children aged 18 or younger are
College Advantage beneficiaries. As of December 31, 2008, over 418,000 Ohio
beneficiaries are enrolled in College Advantage with total assets of $2.4 billion. The
program is also offered nationally; total assets for Ohio and other states' beneficiaries
total $4.5 billion in more than 790,000 accounts.

Transfer to the Board of Regents

The executive budget transfers OTTA to the Board of Regents (BOR). The
Chancellor of BOR assumes the powers and duties of OTTA's current governing board,
which becomes an advisory board to the Chancellor. The advisory board is renamed
the Ohio Tuition Trust Advisory Board. It has the same composition as OTTA's current
11-member governing board, except that the Chancellor, who is as an ex-officio member
of the current board, is replaced with another member, appointed by the Governor, who
has experience in the field of banking, investment banking, insurance, or law. The
executive budget requires the advisory board to meet at least quarterly and submit an
annual report on the Chancellor's management of the college savings program to the
General Assembly.

Appropriation Overview

The executive budget provides flat funding of $7.0 million in each fiscal year for
OTTA. All of the funding is to be supported by fee revenues generated from OTTA's
investment options. Chart 1 shows the executive recommended biennial appropriations
by expense category. In the FY2010-FY 2011 biennium, 66.5% of OTTA's
appropriations are for personal services and purchased services. Maintenance and
equipment make up the remaining 33.5%.

Chart 1: Biennial Executive Budget Recommendations
by Expense Category, FY 2010-FY 2011
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Ohio Tuition Trust Authority Overview

Investment Program Summary

OTTA has two savings plans: the variable savings plan and the guaranteed

savings plan. Sales under the guaranteed savings plan have been suspended since
FY 2004.

Variable Savings Plan

Unlike the Guaranteed Savings Plan, the Variable Savings Plan is not backed by
the full faith and credit of the state of Ohio. It offers participants market-based choices
to save for college. This program began in October 2000, with all of the investment
options being offered by Putnam Investments. Since then it has been broadened to
include seven separate investment managers.

Restructuring of Investment Options

Until recently, the Variable Savings Plan included options from three investment
managers: Putnam, Vanguard, and Fifth Third Bank. In fall 2008, OTTA eliminated ten
existing investment options and added two new options to the Variable Savings Plan.
Of the ten investment options eliminated, eight were from Putnam Investments and
two were from the Vanguard Group. The two new options were also from the
Vanguard Group. According to OTTA, the elimination of the Putnam options has
reduced redundancy, lowered fees, and improved performance. All new options are
direct-sold options under which all participants can open accounts directly with OTTA.
Approximately 17,600 account owners with funds in eliminated options had their assets
redirected into funds with similar investment objectives, nearly all of which have lower
fees. OTTA estimates that $77 million was transferred. The 2008 third-quarter
performance in the two new options was comparable with or better than that of the
eliminated options.

On February 17, 2009, OTTA eliminated ten additional Putnam options and
added six new investment options, including one new Vanguard option and five
options from four new managers: Advantage, PIMCO, Oppenheimer, and General
Electric (GE). According to OTTA, these new options respond to customer demand for
greater variety, lower fees, and direct-sold options. Approximately 66,000 accounts and
$209.0 million of assets from the eliminated Putnam investment options have been
reallocated to the new options. OTTA receives 0.15% of participants' assets for all of the
new investment options. OTTA expects to launch one additional option before the end
of FY 2009.

Guaranteed Savings Plan

Started in October 1989, Ohio's Guaranteed Savings Plan is the third oldest
program of its type in the country. Backed by the full faith and credit of the state of
Ohio, the program guarantees that approximately 100 tuition units will pay for one year
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of tuition at an average-priced Ohio public university. As of December 31, 2008, the
Guaranteed Savings Plan had about 76,182 accounts totaling $592.1 million in assets.

Due to a large actuarial deficit, OTTA has suspended sales of new enrollments
and contributions to existing accounts in the Guaranteed Savings Plan since FY 2004.
An actuarial deficit is essentially the difference between a plan's obligations and the
plan's assets used to pay those obligations over a specified period. Without any
changes, an actuarial deficit may turn into an actual deficit. In FY 2002, the Guaranteed
Savings Plan experienced its first actuarial deficit, amounting to $23.8 million. In
FY 2003, the actuarial deficit increased to $321.1 million. The main contributing factors
were the downturn in the economy and the stock market, and the large increases in
tuitions at Ohio's public colleges and universities after the removal of the tuition caps
(the statutory limits on annual tuition increases) in FY 2002 and FY 2003.

As a result of the significant increase in the actuarial deficit, OTTA suspended
sales of new enrollments in the Guaranteed Savings Plan beginning on October 8, 2003.
It also suspended contributions to existing accounts from January 1, 2004 to December
31, 2004; that suspension was subsequently extended through December 31, 2009. It is
expected that the suspensions will continue through the FY 2010-FY 2011 biennium.
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ANALYSIS OF EXECUTIVE PROPOSAL

The following table shows the Governor's recommended appropriations for the
Ohio Tuition Trust Authority.

Governor's Recommended Amounts for Tuition Trust

Fund ALl and Name FY 2010 FY 2011
State Special Revenue (SSR) Fund
5P30 095602 Variable Savings Plan $6,175,707 $6,156,515
6450 095601 Guaranteed Savings Plan $842,959 $862,150
State Special Revenue Fund Group Subtotal $7,018,666 $7,018,665
Total Funding: Tuition Trust $7,018,666 $7,018,665

Variable Savings Plan (095602)

This appropriation item supports the investment options that are currently open
to new enrollments and contributions. The Variable Savings Plan includes three
established investment managers (Putnam, Vanguard, and Fifth Third Bank) and four
investment managers that are new as of February 17, 2009 (Advantage, PIMCO,
Oppenheimer, and GE). Currently, plans for each established investment manager are
supported by a separate appropriation item. The executive budget abolishes the
appropriation items currently used for Vanguard (095603, Index College Savings) and
Fifth Third Bank (095604, Banking Products) and combines them with the appropriation
item currently used for Putnam (095602, Variable Savings Plan). This consolidation
allows the four new investment managers to be added to the agency without the
creation of new line items. The executive budget recommends an increase of 0.6% in
FY 2010 and a decrease of 0.3% in FY 2011 for the three existing line items combined
under appropriation item 095602, Variable Savings Plan.

Putnam Investment Options

The Putnam investment options were added to Ohio's 529 college savings
program in October 2000. This program currently offers one stable-value direct-sold
investment option. In December 2008, Putnam's 11 options had nearly 585,000 accounts
with $3.0 billion in assets. Almost all of these accounts were transferred to the new and
existing Vanguard, PIMCO, Advantage, Oppenheimer, and GE options.
Approximately 3,665 of these accounts are in the one remaining Putnam option.

As seen in Table 1, approximately 70.5% of Putnam's total program assets are
from non-Ohio participants. The main reason for such a large proportion of non-Ohio
assets is that Putnam is prohibited from sponsoring other states' 529 college savings
programs as stipulated in Putnam's contract with OTTA.
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Table 1. Variable Savings Plan — Putnam Options

Zisenl ez s | e " Nonohio
FY 2001 18,227 $61,347,127 $371,185,984
FY 2002 53,392 $263,860,665 $1,155,671,151
FY 2003 30,180 $210,957,071 $530,607,151
FY 2004 25,833 $213,500,054 $454,685,444
FY 2005 18,943 $185,707,932 $372,283,274
FY 2006 17,177 $193,690,586 $339,778,824
FY 2007 19,905 $232,411,636 $326,812,696
FY 2008 18,269 $214,595,572 $296,815,437
FY 2009 (as of 12/31/2008) 3,965 $79,688,317 $114,704,539
Total 205,891 $1,655,758,960 $3,962,544,500

Due to the elimination of most of its options, Putnam's revenues in the FY 2010-
FY 2011 biennium are expected to decrease. OTTA anticipates that in the FY 2010-
FY 2011 biennium, new accounts under this program will grow by approximately 1,820
accounts and sales will increase by $35.0 million, down from 43,000 accounts and
$35.0 million expected before the most recent eliminations. The six new options are
expected to make up for the decreases in the Putnam plan.

Vanguard Options

The Vanguard Group investment options were added in May 2004. This
program currently offers 16 investment options, including cash, bond, stock, and age-
based basket options. As of December 31, 2008, the program had 115,847 accounts with
assets totaling $807.7 million. As seen in Table 2, approximately 91.4% of the Vanguard
option asset accounts are from Ohio. The contract between OTTA and the Vanguard
Group does not include the same exclusivity requirement that was in Putnam's advisor-
sold options contract, therefore the Vanguard Group is allowed to sponsor other states'
529 college savings programs. OTTA anticipates that in the FY 2010-FY 2011 biennium,
new accounts under the Vanguard options will increase by approximately 55,000 and
sales will increase by $192 million, respectively. OTTA markets its advisor-sold
Vanguard options through its regional marketing representatives and other types of
marketing media.
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Table 2. Variable Savings Plan — Vanguard Options
Fiscal Year New Ohio Resident Yearly Revenue: Yearly Revenue:
Accounts Ohio only Non-Ohio
FY 2004 12,492 $21,259,714 $1,001,767
FY 2005 13,115 $166,529,023 $12,534,443
FY 2006 14,439 $168,238,244 $16,638,947
FY 2007 17,736 $252,616,184 $24,679,298
FY 2008 13,742 $310,452,280 $31,455,517
FY 2009 (as of 12/31/2008) 6,984 $129,379,872 $12,952,220
Total 78,508 $1,048,475,317 $99,262,192

Currently, the administration of this program is funded through fee revenues
from both the Vanguard and Putnam options. The Vanguard program is approaching
five years of age and fee revenue, which is paid by Vanguard on a monthly basis, is
expected to become sufficient to pay the full cost of the program administration by the
end of FY 2009. OTTA receives 0.10% of a participant's assets, on an annualized basis in
the Vanguard 500 Index Fund and 0.15% of a participant's assets in all other Vanguard
options.

Fifth Third Bank Options

The Banking Products program was established in September 2005 when the
Fifth Third Bank was added as a provider of tax advantaged investment options under
the Variable Savings Plan. In initial estimates of the Fifth Third Bank plan's growth,
OTTA used historical growth trends for Putnam and Vanguard as a basis. Because of
slow market penetration and the small number of the Fifth Third Bank options, these
initial estimates were much higher than actual growth in FY 2006 and FY 2007. In
FY 2008, OTTA adjusted its estimates to more accurately reflect the program's expected
growth.

This program currently offers two no-fee investment options — savings accounts
and certificates of deposit (CDs), both insured by the FDIC. As seen in Table 3, the
number of Ohio resident accounts increased by 37.9% in FY 2008. This is partially due
to the appeal of stable banking investments in times of high market volatility. As of
December 31, 2008, this program had 15,530 accounts with assets totaling $105.9 million.
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Table 3. Variable Savings Plan — Fifth Third Bank Options
FY 2006 1,441 $13,936,698 $2,268,765
FY 2007 1,911 $37,853,048 $3,024,974
FY 2008 2,636 $44,333,686 $4,491,959
FY 2009 (as of 12/31/2008) 1,716 $42,966,410 $5,638,126
Total 7,704 $139,089,842 $15,423,824

OTTA estimates that in the FY 2010-FY 2011 biennium, new accounts under this
program will grow by approximately 5,800 and sales will increase by approximately

$27.0 million. These estimates are based on increased marketing efforts by OTTA and
Fifth Third Bank.

While participants of the Banking Products program pay no fees, OTTA receives
revenue paid by Fifth Third Bank based on the basis points (0.10%) earned on the
cumulative assets of the program. Currently, the administration of this program is
funded through fee revenues from both the Fifth Third and Putnam programs. The
Banking Products program is less than four years old. Fee revenue earned from this
program, which is paid by Fifth Third Bank on a monthly basis, is not yet sufficient to
support the entire cost of the program. OTTA anticipates this program may be self-
sufficient by the end of FY 2013. Fee revenue earned on OTTA's other plans will
supplement this program's cost until it is self-sufficient.

New Options

Options from four new investment managers and one new Vanguard option
make up the six new alternatives replacing the ten Putnam options eliminated in
February 2009. Five of the new investment options are managed by four new partners:
PIMCO (two options), Advantage (one), Oppenheimer (one), and GE (one). OTTA
added the four new options to diversify its direct-sold offerings, eliminate low
performing Putnam options, and decrease customer asset-based fees. As seen in Table
4, these new plans received over 66,000 accounts and $209.0 million in assets from the
eliminated Putnam options. Combined, these five new options are expected to enroll
33,065 new accounts over the FY 2010-FY 2011 biennium. Sales in all options are
expected to grow 20% in FY 2010 and 25% in FY 2011.
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Table 4. Variable Savings Plan — New Options
Plan Manager Num?gﬂc;ffét;ggunts Assets Transferred
Oppenheimer 2,736 $3,647,445
GE 5,197 $6,965,128
PIMCO 5,094 $8,701,282
Vanguard 25,898 $79,415,981
Advantage 27,212 $110,303,829
Total 66,137 $209,033,664

Guaranteed College Savings Plan (095601)

The oldest savings plan operated by OTTA, the Guaranteed Savings Plan, offers
units which can be reimbursed for a portion of tuition, but no longer accepts new
enrollments or contributions.

Funding for this appropriation item pays for the administrative costs of
operating the Guaranteed Savings Plan, which was established in October 1989. The
executive budget recommends a 4.3% decrease for FY 2010 and a 2.3% increase for
FY 2011. The funding decrease in FY 2010 is a result of the ongoing suspension of the
Guaranteed Savings Plan for new enrollees beginning on October 8, 2003, and the
suspension of contributions to existing accounts beginning on January 1, 2004. This
suspension will continue through December 31, 2009 and is likely to continue through
the FY 2010-FY 2011 biennium.

While funding decreases in FY 2010, no services or activities will be eliminated.
This decrease mainly reflects the agency's anticipation of a lower demand for services as
withdraws continue. Funding for this program comes from the reserve fund within the
program, which was assessed on each sale (approximately $5 per contract) when the
program was open for new enrollments and contributions. As of January 31, 2009, the
program had a total of $78.4 million in its reserve fund.

Since new enrollments and contributions to the program have been suspended,
the main activities of the program have been processing withdrawals, answering
questions from program participants, and making program participants aware of
investment options available under the Variable Savings Plan. The other priority of the
program is to effectively manage the existing assets in the program to maximize the
investment return while minimizing risk. As of December 31, 2008, the Guaranteed
Savings Plan had about 76,000 accounts and $592.1 million in assets.

TTA.docx / Ib

Legislative Service Commission Redbook Page 9



Ohio Tuition Trust Authority - Catalog of Budget Line Items

State Special Revenue Fund Group

5AMO 095603

Index Savings Plan

2006
$2,332,567

Source:

Legal Basis:

Purpose:

5DCO 095604

2007
$1,900,990

2008

$2,243,155

2009
$2,425,777

2010
Executive Proposal

$0

2011
Executive Proposal

$0

-18.5%

18.0%

8.1%

SSR: Fees received from the sales of Vanguard Group investment options
within the Variable Savings Program

Discontinued line item (originally established by Controlling Board on July

12, 2004)

The funds from this line item were used to pay the expenses of operating
the Vanguard Group investment options within the Variable Savings

Program.

Banking Products

2006

2007

2008

2009

2010
Executive Proposal

2011
Executive Proposal

$979,559

Source:

Legal Basis:

Purpose:

$1,836,184
87.5%

$1,512,132
-17.6%

$1,648,123
9.0%

$0

$0

SSR: Basis points revenue paid by Fifth Third Bank out of its funds to the
Tuition Trust Authority

Discontinued line item (originally established by Controlling Board on
October 12, 2005)

The funds from this line item were used to pay the expenses of operating
the Fifth Third Bank investment options within the Variable Savings
Program.

COBLI: 1 0of 2
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S5P30 095602

Ohio Tuition Trust Authority - Catalog of Budget Line Items

Variable Savings Plans

2006 2007 2008 2009 2010 2011
Executive Proposal | Executive Proposal
$1,899,351 $1,334,884 $1,844,334 $2,063,596 $6,175,707 $6,156,515
-29.7% ‘ 38.2% ‘ 11.9% 199.3% ‘ -0.3% ‘
Source: SSR: Fees and basis points revenues from the sales of Variable Savings
Program investment options
Legal Basis: ORC 3334.19 (originally established by Controlling Board on January 22,
2001)
Purpose: The funds from this line item are used to pay the expenses of operating the

6450 095601

investment options within the Variable Savings Program. Investment plans
include Putnam, Vanguard, Fifth Third Bank, Advantage, PIMCO,
Oppenheimer, and General Electric (GE). Operations are structured into
four departments: marketing, operations, information systems, and
administration and finance. Currently, the participant's fees for investment
options range from no charges to 0.20% of assets on an annualized basis.
The Tuition Trust Authority receives an additional fee of $6 per year per
investment option from the ?? Remaining advisor-sold accounts that were
transferred from Putnam to the Authority in early FY 2006.

Guaranteed Savings Plan

2006 2007 2008 2009 2010 2011
| Executive Proposal | Executive Proposal
$998,738 $793,888 $770,759 $881,169 $842,959 $862,150
-20.5% -2.9% 14.3% -4.3% 2.3%
Source: SSR: Transfers from the Trust and Reserve Fund, a custodial fund that
consists of the revenue from the sale of customer contracts, tuition units,
and investment income earned from the Guaranteed Savings Plan
Legal Basis: ORC 3334.11
Purpose: The funds from this line item are used to pay the expenses of operating the

Guaranteed Savings Plan. Operations are structured into four departments:
marketing, operations, information systems, and administration and
finance. New enrollments and contributions to the Plan have been
suspended since FY 2004.

COBLI: 2 of 2
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LSC Budget Spreadsheet by Line Item, FY 2010 - FY 2011

As Introduced % Change  As Introduced % Change
Fund  ALI ALI Title 2008 2009 2010 2009 to 2010 2011 2010 to 2011
TTA Ohio Tuition Trust Authority
5AMO 095603 Index Savings Plan $ 2,243,155 $ 2,425,777 $0 -100.0% $0 N/A
""" 5DCO 095604  Banking Products  '$1512132  $1648123  $0  -000%  so A
""" 5P30 095602  Varable Savings Plans  $1844334  $206359 $6175707 199.3% $6,156515  -0.3%
..... ™™
State Special Revenue Fund Group Total $ 6,370,381 $ 7,018,665 $ 7,018,666 0.0% $ 7,018,665 0.0%
Total All Budget Fund Groups $6,370,381 $ 7,018,665 $7,018,666 0.0% $ 7,018,665 0.0%
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