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This Disclosure Statem ent  provides im portant  inform at ion concerning 

certain m ateria l r isks associated w ith the purchase of PACT Contracts.  

Contract  Purchasers are st rongly urged and expected to read this Disclosure 

Statem ent  in its ent irety before purchasing a PACT Contract . 

 

The obligat ions of PACT are lim ited obligat ions payable only from  proceeds 

received from  PACT Contract  sales and earnings from  investm ent  

perform ance.  Neither the Contract  Purchaser nor Beneficiary has any 

recourse against  the Treasurer, the Board, the PACT Program , any other 

state or federal governm ent  agency, or the State of Alabam a in connect ion 

w ith any obligat ions ar ising out  of the PACT Contracts.  The obligat ions of 

the PACT Contract  are not  backed by the full fa ith and credit  of the State of 

Alabam a.   
 

This disclosure statement  and program descript ion ( the “Disclosure Statem ent ” )  of 
the Alabama Prepaid Affordable College Tuit ion Program ( “PACT” )  is provided in 
connect ion with the offer ing for purchase of Prepaid College Tuit ion Cont racts ( “PACT 
Cont racts” ) .   

 
Those persons who are not  considering the purchase of a PACT Cont ract  during the 
2008 Enrollm ent  Period m ay gain an understanding of PACT by reading this 
Disclosure Statement .  However, persons desir ing to purchase a PACT Cont ract  in a 
subsequent  year should be aware that  the term s and features of PACT and the PACT 
Cont ract  in any subsequent  year m ay differ, even materially, from  the terms and 
features described in this Disclosure Statement .  I nformat ion in this Disclosure 
Statement  is believed to be accurate as of it s date and is subject  to change without  
not ice.  For PACT Cont racts purchased after 2004, each Disclosure Statement  
supersedes and replaces any earlier dated Statem ent .  Cont ract  Purchasers also 
should be aware and consider that  no representat ions or assurances are made by 
this Disclosure Statement  or otherwise, that  PACT Cont racts will be offered in any 
subsequent  year. 
 

PACT PROGRAM I NTRODUCTI ON

 
Pursuant  to the Code of Alabama, Sect ion 16-33C-1 through 16-33C-13, the 
Alabama Legislature created the PACT Program  and Trust  Fund by enactm ent  of the 
Wallace-Folsom Prepaid College Tuit ion Trust  Fund Act  on May 17, 1989, and has 
subsequent ly am ended it  ( the “Act ” ) . Under the Act , PACT is an agency and 
inst rumentalit y of the State of Alabama.  The purpose of PACT is to allow natural 
persons who are at  least  19 years of age and cit izens or residents of the United 
States and certain organizat ions to prepay a specific number of undergraduate 
semester hours of tuit ion and qualified fees of a Beneficiary at  an Eligible Educat ional 
I nst itut ion through the purchase of PACT Cont racts.   
 

The Treasurer and the Board 

State Treasurer Kay I vey is Chairperson of the PACT Board.  Under the Act , the ten-
member Board oversees the administ rat ion of PACT and its m em bers act  as the 



t rustees of the PACT Trust  Fund.  The Board has delegated day- to-day adm inist rat ion 
of PACT to the Treasurer.  
 
The PACT Trust  Fund 

The PACT Trust  Fund ( “Trust  Fund” )  holds the assets of PACT.  The assets are 
derived from  PACT Cont ract  paym ents m ade by Purchasers, and earnings thereon, if 
any. The purpose of the Trust  Fund is to pay future PACT Cont ract  benefits and 
adm inist rat ive expenses.  For investm ent  purposes, assets in the Trust  Fund are 
commingled and are not  segregated by individual PACT Cont ract .  
 
The PACT Adm inist rat ive Fund 

The PACT Adm inist rat ive Fund ( “Adm inist rat ive Fund” )  holds adm inist rat ive fees paid 
by Cont ract  Purchasers.  The purpose of the Adm inist rat ive Fund is to pay 
outstanding operat ing expenses of adm inister ing PACT.  Trust  Fund principal and 
earnings may be direct ly used to supplement  balances in the PACT Adm inist rat ive 
Fund, as the board deem s necessary. 
 
Purchasing a PACT Contract   

Applicat ions for the purchase of a PACT Cont ract  on behalf of a Beneficiary are 
available at  the State Treasurer’s office located at  the State Capitol, 600 Dexter 
Avenue, Suite S106, Montgomery, Alabama 36104 or online at  
ht tp: / / www.t reasury.alabam a.gov. To purchase a PACT Cont ract , a Cont ract  
Purchaser must  file an Applicat ion with the State Treasurer, who is authorized to 
enter into PACT Cont racts with Cont ract  Purchasers on behalf of the Board.  By 
complet ing and signing an applicat ion, the Cont ract  Purchaser acknowledges that  
he/ she has received and read this Disclosure Statem ent  and agrees to be bound by 
this Disclosure Statement  and the Program Rules. 
 
PACT Contract  Types 

The PACT Cont racts available are the Four-Year University Cont ract  and the One-
Year Cont ract . Risk factors are included herein.  Cont ract  Purchasers are st rongly 
advised to thoroughly read the Program  Rules. 
 
PACT Contract  Paym ents and Dist r ibut ions 

PACT Cont ract  paym ents can be m ade by check, autom at ic deduct ion from  a 
checking or savings account , or payroll deduct ion (where available) .  Dist r ibut ions for 
the payment  of PACT Cont ract  benefits will only be made to an Eligible Educat ional 
I nst itut ion after receipt  of an acceptable invoice. 
 
PACT Accounts 

A PACT account  is established for each PACT Cont ract  and Beneficiary.  Once an 
account  is paid in full and the projected enrollm ent  year of the original Beneficiary 
has been reached, benefits are made available.  Each account  is established with a 
specific number of semester hours of Tuit ion and Qualified Fee payments.  The 
Beneficiary has ten years from  the Projected Enrollment  Year to use PACT Contract  
benefits, with an extension granted for act ive m ilitary service.  
 
PACT Contract  I nterpretat ion 

All PACT Cont racts will be const rued and interpreted according to the laws of the 
State of Alabama.  
 

http://www.treasury.state.al.us./


DEFI NI TI ONS 

“Beneficiary” means the individual originally named in the PACT Cont ract  (or 
subst ituted)  to receive the PACT Cont ract  benefits. 

 

“Board” means the ten-m em ber Board of Trustees of the PACT Program. 
 

“Cancellat ion” means discont inuat ion of the Cont ract  Purchaser’s part icipat ion in 
the PACT Program and the Beneficiary’s r ight  to receive PACT Cont ract  benefits. 
 
“Code” means the I nternal Revenue Code of 1986, interpreted in accordance with 
the regulat ions promulgated thereunder, as amended from t im e to t im e. 
 
“Contract  Purchaser” m eans any adult  person, corporat ion, t rust , charitable 
organizat ion or other ent ity eligible to purchase a PACT Cont ract , and who is 
obligated to make PACT Cont ract  payments in accordance with the PACT Cont ract .  
The Cont ract  Purchaser (and not  the Beneficiary or any person or ent ity that  makes 
a paym ent)  retains ownership of the PACT Cont ract . 
 
“Eligible Educat ional I nst itut ions” generally includes accredited, post -secondary 
educat ional inst itut ions offer ing credit  toward a bachelor’s degree, an associate’s 
degree, a graduate level or professional degree, or another recognized 
postsecondary credent ial, and certain proprietary inst itut ions and post -secondary 
vocat ional inst itut ions as set  forth in the Code.  These inst itut ions must  be eligible to 
part icipate in certain federal student  financial aid program s. 
 
“I m m ediate Fam ily Mem ber” means any of the following relat ions of the 
Beneficiary as defined under the Code:  
A son or daughter, or descendant  of either 
A stepson or stepdaughter 
A brother, sister, stepbrother, or stepsister 
The father or m other, or an ancestor of either 
A stepfather or stepm other 
A son or daughter of a brother or sister 
A brother or sister of the father or mother 
A son- in- law, daughter- in- law, father- in- law, m other- in- law, brother- in- law or sister-
in- law 
The spouse of the Beneficiary or the spouse of any of the foregoing individuals;  or a 
 first  cousin. 
 
“PACT Contract” consists of the following documents:   the Applicat ion signed by 
the Cont ract  Purchaser, the Part icipat ion and Paym ent  Schedule, the Disclosure 
Statem ent  and PACT Rules. 
 

“Part icipat ion and Paym ent  Schedule” m eans the docum ent  defining the 
Projected College Ent rance Date and frequency, durat ion, am ount  and due date of 
PACT Cont ract  paym ents based on inform at ion provided by the Contract  Purchaser in 
the Applicat ion. 
 
“Program  Rules” means the rules promulgated by the Board to implement  the 
PACT Program  that  m ay be am ended from  t im e to t im e as determ ined by the Board.  
 

“Projected College Entrance Date” means the academ ic school year following the 
qualified Beneficiary’s projected high school graduat ion as specified on the 



Part icipat ion and Payment  Schedule and is the earliest  date for the ut ilizat ion of 
PACT Cont ract  benefits. 
 
“Qualified Fees” m eans those fees approved by the Board which are required as a 
condit ion of enrollm ent  for all students at tending the Eligible Educat ional I nst itut ion 
in which the Beneficiary is enrolled and is lim ited to the following:   Building Fee, 
Facilit y Fee, Technology Fee, Learning Resource Fee, Adm inist rat ive Fee, Regist rat ion 
Fee, I nst ruct ional fee, Library Fee, Bond Surety Fee, and General University Fee.. 
 
“Qualified Tuit ion Program ” m eans a higher educat ion savings program  or 
prepaid tuit ion program that  qualifies for t reatment  under the Code. 
 
“Tuit ion”  means the basic undergraduate tuit ion charged by an Alabama public 
Eligible I nst itut ion, as cert if ied by the inst itut ion. 

 

RI SK FACTORS AND OTHER CONSI DERATI ONS 
 
Certain r isk factors relat ing to part icipat ing in PACT are described below.   
 
No Guarantee; Not  I nsured.   Part icipat ing in PACT entails r isk of return.  The Trust  
Fund and investm ents under PACT are not  bank deposits, and are not  debt  
obligat ions of, or insured or guaranteed by the FDI C, the State, the Board, the 
Treasurer, the PACT Program , or any other state or federal governmental agency.  
None of these ent it ies or persons has any legal or moral obligat ion to ensure the 
ult im ate payout  with the respect  to the purchase of a PACT Cont ract .  
 

Refund :    I f a PACT Cont ract  is cancelled or expires, the Cont ract  Purchaser m ay 
request  and, subject  to the abilit y of the Trust  Fund to pay a refund, receive a refund 
equal to the Redem pt ion Value of the PACT Cont ract .  The Board, in it s discret ion, 
may pay any refund in installments rather than in a lump sum in which case the total 
refund am ount  would not  be im m ediately available to the Cont ract  Purchaser. I f the 
Beneficiary receives a degree and the paym ent  of benefits does not  exceed the PACT 
Cont ract  purchase am ount ,  no refund is available. 
 
Lack of Secondary Market : No known m arket  exists for resale of PACT Cont racts.   
 
No Assurance of Adm ission to Eligible Educat ional I nst itut ions: Part icipat ion 
in PACT does not  const itute a prom ise, commitment , or guarantee that  a Beneficiary:   
(a)  will be accepted as a student  by any Eligible Educat ional I nst itut ion;  (b)  if 
accepted, will be perm it ted to cont inue as a student ;  (c)  will be t reated as a state 
resident  for Tuit ion and Qualified Fees purposes, including Alabama resident  status;  
(d)  will graduate from any Eligible Educat ional I nst itut ion;  or (e)  will achieve any 
part icular t reatment  under applicable state or federal financial aid programs.   I f the 
Beneficiary is not  adm it ted to an Eligible Educat ional I nst itut ion, for any reason, or 
fails to register for less than the maximum number of academ ic credit  hours for 
which PACT Cont ract  benefits are payable, for any reason, the Beneficiary likely will 
realize less than all of the PACT Cont ract  benefits for which he or she otherwise m ay 
have been eligible.  Also, if a Beneficiary mat r iculates at  an Alabama in-state 
inst itut ion and does not  sat isfy the inst itut ion’s residency requirements, the 
Beneficiary will be solely responsible for any amounts owed to the inst itut ion beyond 
the payment  of  Tuit ion and Qualified Fees prescribed in the PACT Cont ract . 
 



Use of Benefits at  Eligible Educat ional I nst itut ions: I f PACT Cont ract  benefits 
are used at  pr ivate or out -of-state inst itut ions, paym ent  m ay not  cover the cost  of 
tuit ion and Qualified Fees and the Beneficiary will be solely responsible for any 
am ounts owed to the inst itut ion beyond the paym ent  prescribed in the PACT 
Cont ract .   
 
Term inat ion:  The PACT Cont ract  term inates when all of the tuit ion hours are 
ut ilized or ten years from the original Beneficiary’s Projected College Ent rance Date.   
 
Subst itut ion of Beneficiary: The Code allows beneficiary subst itut ion to certain  
I mmediate Fam ily Members.  Subst itut ion of a Beneficiary will not  result  in any 
refund. Subst itut ion of a Beneficiary with a Projected College Ent rance Date that  is 
earlier than the date of the Beneficiary shall require the paym ent  of addit ional 
amounts based on actuarial calculat ions. 
 
No Ent it lem ent  to I nvestm ent  Returns:  Cont ract  Purchasers and Beneficiar ies 
are not  ent it led to receive investm ent  returns from  the Trust  Fund.  Any favorable 
investm ent  perform ance, if achieved by the Trust  Fund, will enhance the likelihood 
that  PACT’s Cont ract  obligat ions will be performed, but  will not  result  in other direct  
or indirect  benefit  to Cont ract  Purchasers or Beneficiar ies.  Alabama law provides 
that  all m oney held by the Trust  Fund in excess of the current  operat ional expenses 
of the program  and the current  amount  of PACT’s projected future liabilit ies m ust  be 
retained in the Trust  Fund. 
 
I nherent  Uncertainty of Actuaria l Project ions:   The Board has engaged the 
assistance of actuarial experts to project  the ability of the Trust  Fund to m eet  PACT’s 
obligat ions and to assist  the Board in establishing the pricing for new PACT Cont racts 
each year.   The Board, in consultat ion with its actuarial experts, has developed 
assumpt ions, monitors such assumpt ions as data becomes available, reviews such 
assumpt ions annually and revises as deemed necessary.  Because actuarial 
determ inat ions involve predict ions regarding future events, no assurance can be 
given that  such assumpt ions will prove to be accurate or that  PACT will be able to 
sat isfy its future obligat ions.  Annually, the actuarial expert  prepares a report  
detailing all assumpt ions.  This report  m ay be viewed on the Treasurer’s website 
www.t reasury.alabam a.gov. 
 
I nvestm ent  Risks:   As of March 31, 2008, assets in the Trust  Fund are invested in 
various asset  classes as follows:   
 
Asset  Class        Allocat ion   Target  

Large Cap Domest ic 
Equity 

42%  42%  

Small Cap Domest ic 
Equity 

9%  9%  

I nternat ional Equity 21%  21%  

Dom est ic Fixed 
I ncome 

26%  28%  

Cash & Equivalents 2% %  0%  

 
Certain r isks are associated with each investment  class. The Board may change the 
amount  of dollars allocated to a specific asset  class, or add, elim inate or change the 
classes.  To view the I nvestment  Policy adopted by the Board, visit  the website 
www.t reasury.alabam a.gov. 

http://www.treasury.alabama.gov/


 
Lim ited Use of Qualified Distr ibut ions.   Payment  is made direct ly to the Eligible 
Educat ion I nst itut ion upon receipt  of an acceptable invoice from the inst itut ion for 
tuit ion and Qualif ied Fees.  No other qualified dist r ibut ions are allowed.  
 
Status of Federal and State Law s and Regulat ions Governing PACT:  The Act , 
the Rules, state and federal law, and regulat ions governing the operat ion of PACT 
may change in the future.  I n addit ion, Alabama law and federal law relat ing to the 
funding of higher educat ion expenses and tax m at ters are also subject  to change.  
No assurance can be given that  such changes in law will not  adversely affect  the 
value of part icipat ion in PACT.  No one, including the State, the Board, or the 
Treasurer is required to cont inue the operat ion of PACT.  
 
Lack of Certainty/ Adverse Tax Consequences:   The Pension Protect ion Act  of 
2006 provides the federal income tax exclusion for qualified withdrawals from  
Qualif ied Tuit ion Programs.  While not  present ly ant icipated, the U.S. Congress could 
enact  legislat ion that  adversely affects the federal tax consequences associated with 
part icipat ion in Qualified Tuit ion Programs. 
 
Financial Aid/ Student  Loans:  The receipt  of PACT Cont ract  benefits by a 
Beneficiary may affect  a Beneficiary’s qualificat ion for or receipt  of financial aid.  The 
receipt  of PACT Cont ract  benefits should not  impact  the Beneficiary’s qualificat ion for 
or receipt  of merit -based financial aid.  There can be no assurance, however, that  
the PACT Cont ract  benefits will not  be considered either explicit ly or implicit ly  in 
determ ining whether a Beneficiary is ent it led to or will receive a merit -based 
scholarship. 
 
Furtherm ore, the receipt  of or potent ial for receipt  of PACT Cont ract  benefits may 
affect  the abilit y of a Beneficiary to receive private or student  loans.  Such receipts 
or potent ial for receipts may be considered financial resources which preclude the 
Beneficiary from  receiv ing private or student  loans, especially if the loans are in any 
way need-based.  Such considerat ions m ay also preclude the Beneficiary from  
receiv ing more favorable interest  rates or repaym ent  opt ions. 
 

Other I nvestm ent  Alternat ives:   The Board and the Treasurer make no 
representat ions regarding the appropriateness of PACT as an investm ent  alternat ive.  
A number of other Qualif ied Tuit ion Programs, including the Alabama Higher 
Educat ion 529 Fund, and other educat ion savings and investment  programs, 
including Coverdell Educat ion Savings Accounts, are current ly available to 
prospect ive Cont ract  Purchasers.  These program s m ay offer benefits, including 
investm ent  opt ions and investm ent  cont rol that  are not  available under PACT. You 
should evaluate PACT in the context  of your overall f inancial situat ion, investment  
goals, t im e horizon, higher educat ion goals, other resources and needs (such as 
liquidity) , and other investm ents.  You m ay want  to discuss these issues with a 
financial and tax advisor.  
   
 

ADMI NI STRATI VE FEES 

 

Applicat ion Fee $100 

Account  Maintenance Fee -  Monthly $3  

Account  Maintenance Fee – Lum p Sum  $100 

Cancellat ion Fee $75 



Beneficiary Subst itut ion Fee $55 

Change of Cont ract  Purchaser Fee $20 

Enrollment  in a Private/ Out -of-State 
I nst itut ion Fee 

$25 

Late Paym ent  Fee $15 

Returned I tem  Fee $15 

Document  Replacement  Fee $7 per document  

Change in Payment  Schedule Fee $20 

 

 

MANAGEMENT OF THE TRUST FUND  
 
The Trust  Fund is adm inistered by a ten-member Board.  The ten members of the 
Board are the following persons:  (1)  the Lieutenant  Governor (an ex officio m em ber)  
or his/ her designee;  (2)  the Execut ive Director of the Alabama Commission on 
Higher Educat ion (an ex officio m em ber)  or his/ her designee;  (3)  a representat ive 
from  the Council of College and University Presidents;  (4)  the State Treasurer (an ex 
officio m em ber) ;  (5)  the Chancellor of the Alabam a Departm ent  of Postsecondary 
Educat ion (an ex officio m em ber)  or his/ her designee;  (6)  a person appointed by the 
Speaker of the State House of Representat ives;  (7)  a person appointed by the 
Lieutenant  Governor;  (8)  a person appointed by the State Treasurer;  (9)  two 
persons appointed by the Governor. 
 
No person holding a full- t ime office or posit ion of employment  with the State, any 
county or m unicipality in the State, any educat ional inst itut ion, or any 
inst rumentality, agency, or subdivision of the foregoing, is eligible for appointment  to 
the Board.  The members of the Board serve without  com pensat ion, but  are ent it led 
to reimbursement  for each day’s official dut ies of the Board at  the sam e per diem  
and t ravel rate as is paid to State of Alabama employees.  Appointed members serve 
four-year term s of office and are eligible for reappointment . 
 
For a list ing of the current  m em bers of the Board, please visit  
www.t reasury.alabam a.gov. 
        
The Board is authorized to employ private sector firms to provide investment  
management , account ing, recordkeeping services, actuarial services, and other 
services relat ing to PACT.  
 
The payments received from  Cont ract  Purchasers are invested only in inst rum ents, 
obligat ions, securit ies and propert ies that  are deemed appropriate by the Board and 
that  const itute legal investments for the investment  of public funds in the State of 
Alabama, including legal investments for the State Treasurer, and the Alabama Trust  
Fund.  The Trust  Fund’s assets are subject  to m arket  factors and fluctuat ions 
affect ing their  value.     
 

FI NANCI AL AUDI T 

 

The Trust  Fund’s fiscal year begins on October 1 of each year and ends on 
Septem ber 30 of the following year.  The Board has engaged the account ing firm  of 
Mauldin & Jenkins, LLC to audit  its balance sheet  as of Septem ber 30, 2007, and the 
related statem ents of revenues, expenses, and changes in retained earnings and 
statement  of cash flows for the year ended September 30, 2007.  Mauldin & Jenkins, 



LLC has issued its independent  auditor ’s report  to the Board.  A copy of such report , 
along with the financial statem ents and accom panying footnotes of the Trust  Fund, 
are available on the t reasurer’s website at  www.t reasury.alabama.gov. or by 
contact ing the Treasurer’s Office. 

 

Annual I nvestm ent  Rates of Return 

Following are the annual rates of return for total Trust  Fund investm ents.  The 
annual rates of return are com puted by taking into account  current  income, realized 
and unrealized gains and losses, and investm ent  fees and expenses for the Trust  
Fund’s aggregate investm ent  port folio. 
          

 

   12 Months ended  I nvestm ent  
   September 30   Return Per Cent  
          

1991    13.8 
1992    15.6 
1993    14.8 
1994      0.4 
1995    17.4 
1996    15.0 
1997    26.6 
1998      2.7 
1999    17.9 
2000    14.9 
2001 -13.50 
2002 -10.12 
2003  17.25 
2004    9.92 
2005  10.64 
2006    9.98 
2007   15.48 

 

SUMMARY OF VALUATI ON ACTUARI AL ASSUMPTI ONS 

 

Funding of PACT is derived ent irely from PACT Cont ract  payments and the 
investment  income earned by the Trust  Fund.  Annually, the Board reviews the 
actuarial soundness of the Trust  Fund.  The projected amount  of PACT’s future PACT 
Cont ract  obligat ions is determ ined by calculat ing expected future Alabama tuit ion 
and Qualified Fee costs based upon current  costs and certain assum pt ions regarding 
future periods.  Sim ilar ly, the Trust  Fund’s projected assets are determ ined by 
calculat ing expected future assets based upon the actual current  value of the Trust  
Fund’s assets and various assum pt ions regarding future events, such as future rates 
of return.  The projected obligat ions are then compared with the projected asset  
values to determ ine if an actuarial deficit  is ant icipated.   
 
The project ions and valuat ions are based on various actuarial assum pt ions.  Because 
the actuarial valuat ion process relies on such assum pt ions, actual results m ay differ, 
even materially, from  the projected results based on those actuarial assumpt ions.  
No representat ion is made or assurance given that  future investm ent  returns of the 
Trust  Fund will be sufficient  for PACT to sat isfy it s current  or future obligat ions.  I f a 
funding short fall occurs for any reason, the State of Alabama, the Treasurer nor the 

http://www.treasury.alabama.gov.state.al.us/


Board is obligated to restore, or otherwise remedy, any such funding short fall of the 
Trust  Fund. 
 
The Board engaged the firm  of Actuarial Resources Corporat ion to render certain 
actuarial services.  I n its report  to the Board, ( the “2007 Actuarial Report ” ) , the 
Board’s actuarial consultant  reviewed and recommended the assumpt ions underlying 
the analysis contained in the 2007 Actuarial Report  for the purpose of project ing the 
expected financial results of the Trust  Fund.  The key assum pt ions underlying the 
actuarial analysis of the Trust  Fund are reevaluated by the Board annually, in 
consultat ion with its actuarial consultants.  As part  of this process, the Board gathers 
and reviews histor ical data concerning these assum pt ions.  This process has tended 
to confirm  the reasonableness of the material assum pt ions.    Although the Board, in 
consultat ion with its actuarial consultants, m onitors and revises the actuarial 
assum pt ions, there can be no assurance that  such assum pt ions will com pare 
favorably to actual experience.  The actuarial report  m ay be viewed in its ent irety on 
the Treasurer’s website www.t reasury.alabama.gov, or you m ay call the Treasurer’s 
Office to receive a copy 
 

PURCHASI NG A PACT CONTRACT, PACT CONTRACT PAYMENTS, ACCOUNTS 

AND DI STRI BUTI ONS –  

These topics are covered in detail in the Program Rules at tached to this Disclosure 
Statement . 

 

SECURI TI ES CONSI DERATI ONS 

 

The Board has not  heretofore requested a “no act ion”  let ter from  the United States 
Securit ies and Exchange Commission, nor has it  sought  any type of ruling or 
advisory opinion from  the Alabama Securit ies Com m ission as to whether the PACT 
Cont racts const itute securit ies.  PACT Contracts have not  been registered under the 
Securit ies Act  of 1933 in reliance on an exem pt ion from  regist rat ion available for 
obligat ions issued by a public inst rumentality of a state.   
 

TAX CONSI DERATI ONS 

 

The following discussion summarizes certain aspects of the Federal and State 
income, gift ,  estate and other tax consequences relat ing to PACT.  This discussion 
does not  provide individualized financial or tax advice;  does not  address state 
incom e taxes that  m ay be im posed by any state other than Alabam a;  and does not  
address local taxes that  may be imposed by Alabama or any other state or locality.  
You should consult  a qualified tax advisor regarding the applicat ion of the relevant  
tax law to your part icular financial situat ion. 
 
Caveats w ith Respect  to Tax Discussion:  This sum m ary is not  exhaust ive, and is 
not  intended as tax advice.  I n addit ion, no assurance can be given that  the I RS will 
accept  the conclusions in this Disclosure Statement , or, if challenged by the I RS, that  
these conclusions would be sustained in court .   
 
State of Alabam a Taxes:  With respect  to Alabam a residents, PACT Cont ract  
paym ents, up to $5,000 per taxpayer per year, are deduct ible for Alabama income 
tax purposes.  Earnings on the investm ent  of PACT Cont ract  paym ents are not  
subject  to Alabama income taxes and will not  be included in the Alabam a taxable 
incom e of the Beneficiary or Cont ract  Purchaser. Qualif ied withdrawals from  PACT 
are exem pt  from  taxat ion by the State of Alabama.  

http://www.treasury.alabama.gov/


 
Other State and Local Tax Consequences:  Contract  Purchasers and  
Beneficiar ies who are subject  to taxat ion by jur isdict ions other than Alabama should 
consult  a qualified tax advisor to determ ine the state and local income, gift ,  estate, 
and other tax consequences of part icipat ion in PACT. The tax consequences of 
part icipat ion vary from state to state. Other Qualified Tuit ion Programs and 
educat ion savings and investm ent  program s m ay offer state tax benefits, including 
deduct ions or exclusions from  income, that  are not  available under PACT.  Depending 
upon the applicable state laws, favorable state tax t reatment  for invest ing in a 
Qualif ied Tuit ion Program may be lim ited to investments made in a Qualif ied Tuit ion 
Program offered by the Cont ract  Purchaser’s or Beneficiary’s home state. 
 
Taxable Dist r ibut ions:  The earnings port ion of any PACT Cont ract  cancellat ion 
refund is includible in comput ing the Cont ract  Purchaser’s taxable income. 
 
Tax Penalt ies on PACT Contract  Cancellat ion Refunds:  The receipt  of a refund 
by the Cont ract  Purchaser will,  except  as provided below, also be subject  to an 
addit ional federal income tax of 10%  on the earnings port ion of the refund that  is 
included in taxable income.  The addit ional 10%  federal income tax will not  apply, 
however, if the refund is:  

• m ade after the death of the Beneficiary to the extent  perm it ted by rules and 
regulat ions of the I RS, 

• at t r ibutable to the Beneficiary being disabled (within the meaning of Sect ion 
72(m )(7)  of the Code) , 

• m ade on account  of a scholarship to the extent  the am ount  of the refund does 
not  exceed the amount  of the scholarship, 

• an amount  includible in income solely because of the reduct ion in the amount  
of qualified higher educat ion expenses at t r ibutable to the am ount  of such 
expenses taken into account  in determ ining the allowed amount  of Hope 
Scholarship and Lifet im e Learning Credits. 

 
Change in Beneficiary, Rollovers betw een Accounts, and Transfer or  

Rollovers Betw een Qualified Tuit ion Program s:  A Cont ract  Purchaser m ay 
change the Beneficiary or rollover a refund to another Beneficiary.  The earnings 
port ion of the refund will not  be subject  to federal incom e tax, if:  

• the new Subst itute Beneficiary is an I mmediate Fam ily Member of the prior 
Beneficiary, and 

• in the case of a rollover, such rollover was made within 60 days of the 
refund. 

A Cont ract  Purchaser may rollover or t ransfer a refund to another Qualif ied Tuit ion 
Program for a different  or the same Beneficiary.  The earnings port ion of the refund 
will not  be subject  to federal incom e tax if:  

• the new Subst itute Beneficiary is an I mmediate Fam ily Member of the prior 
Beneficiary,  

• the rollover was m ade within 60 days of the refund, 
• in the case of a t ransfer or rollover to an account  of the sam e Beneficiary, the 

t ransfer or rollover does not  occur within 12 months of a previous t ransfer or 
rollover to a Qualified Tuit ion Program for the benefit  of the same Beneficiary. 

 
The Cont ract  Purchaser is responsible for determ ining whether the earnings port ion 
of a t ransfer or rollover to PACT or to another Qualified Tuit ion Program meets the 
above rules for exclusion from  income for tax purposes, for substant iat ing the facts 
relat ing to the t ransfer or rollover to the I RS to the extend required by the I RS, and 



for report ing for federal income tax purposes any amount  of earnings that  is 
at t r ibutable to the t ransfer or rollover that  must  be included in incom e.  A t ransfer or 
rollover from an account  in another Qualif ied Tuit ion Program may have adverse tax 
consequences to you, including the recapture of previously allowed state incom e tax 
deduct ions and the loss of other state tax benefits.   

 
Federal Gift  and Estate Taxes:  Contr ibut ions to PACT Cont racts are considered 
completed gifts for federal estate and gift  tax purposes.  Generally, if the Cont ract  
Purchaser dies while there is monetary value of the PACT Cont ract , the value of the 
PACT Cont ract  will not  be included in the  Cont ract  Purchaser’s estate (except  in the 
situat ion described below relat ing to the gift  tax exclusion elect ion for cont r ibut ions 
exceeding the lim its applicable for any one year) .  However, refunds received on 
account  of the death of the Beneficiary are, or may be, included in the gross estate 
of the Beneficiary for federal estate tax purposes.   

 
PACT Cont ract  paym ents m ade are potent ially subject  to federal gift  tax payable by 
the Cont ract  Purchaser.  Generally, if a Cont ract  Purchaser’s paym ent  for a 
Beneficiary in a single year, together with all other gifts by the Cont ract  Purchaser to 
the Beneficiary in that  year, are less than the gift  tax annual exclusion am ount  the 
PACT Cont ract  payments may not  result  in federal gift  tax liabilit y for the Cont ract  
Purchaser.   

 
I f a PACT Cont ract  is t ransferred to a Successor Account  Owner, there could be 
federal gift  or estate tax consequences.   

 
Hope Scholarship and Lifet im e Learning Credits:  You may be able to claim  a 
Hope Scholarship credit  or a Lifet ime Learning Credit  in the same year in which you 
receive PACT Cont ract  Benefits for a Beneficiary.  You should consult  a qualified tax 
advisor regarding the availabilit y of these credits. 

 
MI SCELLANEOUS 

 

Report ing:  PACT will provide an annual statem ent  of your account .  PACT is 
required by law to report  to the I RS refunds and dist r ibut ions.  The Cont ract  
Purchaser is required to provide informat ion needed to comply with any legal 
report ing requirements.  The Cont ract  Purchaser/ Beneficiary is responsible for filing 
federal and state tax returns and any other reports required by law. 
 

Specia l Pet it ion:   Any Cont ract  Purchaser, corporat ion, or organizat ion desir ing to 
pet it ion for relief from  the Rules dictated herein may do so by filing a writ ten pet it ion 
to the Board. 

 

Am endm ent  of the Rules:  The Board may promulgate such Rules as are deemed 
necessary to implem ent  the PACT Program  and m ay am end such Rules.  Annually,  
the Rules will be published as part  of the Disclosure Statement  and made available at  
the Treasurer’s website.  I t  is the responsibilit y of the Cont ract  Purchaser to review 
the Rules from  year to year for amendm ents or addit ions.   
 
How  to Contact  PACT:  PACT is located in the RSA Union Building, 100 North Union 
St reet , Suite 660, Montgomery, Alabama 36130.  Brochures and applicat ions are 
available from  www.t reasury.alabam a.gov and the Treasurer’s office.  I f you have 
any quest ions about  PACT, please call 800-252-7228 or 344-242-7514. 
 

http://www.treasury.alabama.gov/


PACT PRI VACY NOTI CE 

PACT respects the r ight  to pr ivacy.  We also know that  Cont ract  Purchasers expect  us 
to conduct  business in an accurate and efficient  m anner.  To do so, we m ust  collect  
and m aintain certain nonpublic personal inform at ion about  the Contract  Purchaser 
and Beneficiary.  This is informat ion we collect  from  Cont ract  Purchasers on the 
applicat ion(s)  or other forms, and from  the t ransact ions Cont ract  Purchasers m ake 
with us or the PACT Records Adm inist rator.  We do not  disclose any nonpublic 
personal inform at ion about  you except  as perm it ted by law.  For instance, to effect  
t ransact ions that  you request  or authorize, we m ay disclose inform at ion to 
companies that  perform  services on our behalf, such as printers.  These com panies 
will use this informat ion only for the services for which we hired them, and are not  
perm it ted to use or share this informat ion for any other purpose.  To protect  your 
nonpublic personal informat ion internally, we perm it  access to it  only by authorized 
em ployees, and m aintain physical, elect ronic and procedural safeguards to guard this 
informat ion. 
 

 

 

 

 


