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Deloitte & Touche LLP
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Tel: + 1516 918 7000
Fax: +1516 827 3980
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Trustees
West Virginia College Prepaid Tuition and Savings Program
Charleston, West Virginia

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of the enterprise
funds and the fiduciary fund of the West Virginia College Prepaid Tuition and Savings Program (the
“Program”), as of and for the year ended June 30, 2015, which collectively comprise the Program’s
basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

Member of
Deloitte Touche Tohmatsu



We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities of the enterprise funds and the fiduciary
fund of the Program, as of June 30, 2015, and the respective changes in financial position and
respective cash flows, thereof for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Emphasis-of-Matter

As discussed in Note 3 to the financial statements, the financial statements of the enterprise funds
include investments valued at $66,439,523 (92.91% of total assets) as of June 30, 2015, whose fair
values have been estimated by management in the absence of readily determinable fair values.
Management’s estimates are based on valuations provided by the West Virginia Investment
Management Board (the “WVIMB”) as the fair value of the enterprise funds’ share of the WVIMB
public investment pools in which the funds participate.

Additionally, as discussed in Note 11 to the financial statements, the Board of the Program voted to
close the Prepaid Tuition Plan on June 30, 2022. Management's plans concerning this matter is also
described in Note 11.

Our opinion is not modified with respect to these matters emphasized.
Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and pension contribution information on pages 5-11 and 47-48
respectively be presented to supplement the basic financial statements. Such information, although not
a part of the basic financial statements, is required by the Governmental Accounting Standards Board
who considers it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on any of the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.



Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Program's basic financial statements. The Other Financial Information listed in the table of
contents is presented for purposes of additional analyses and is not a required part of the basic financial
statements of the Program.

The Other Information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the Other Information is fairly stated,
in all material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 30, 2015
on our consideration of the Program's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

D.al_cr}:m_cﬁ Tovehe LLP

October 30, 2015



(This page intentionally left blank)



West Virginia College Prepaid Tuition and Savings Program
Management’s Discussion and Analysis

June 30, 2015

As management of the West Virginia College Prepaid Tuition and Savings Program (the “Program”), we
offer readers of the financial statements of the Program this discussion and analysis of the Program’s
financial performance for the fiscal year ended June 30, 2015. We encourage readers to consider the
information presented in this section in conjunction with the Program’s financial statements, including
notes to the financial statements, which follow this section.

Financial Highlights

Total net position of the Program’s two enterprise funds decreased $4,137,160 for the fiscal year ended
June 30, 2015. The actuarially funded ratio of the Prepaid Tuition Trust Fund, which is the primary
enterprise fund for investing assets and paying benefits, was 85.0%. The actuarially funded ratio represents
the ability of assets to fund liabilities and is calculated by dividing assets by liabilities. The ratio was 91.1%
for the fiscal year ended June 30, 2014. The decrease in net position of the Prepaid Tuition Trust Fund was
driven by less than expected investment returns.

The investment portfolio of the Program’s enterprise funds had a 3.0% gain for the fiscal year, which
followed on the heels of a 13.7% gain for the prior year and a 9.3% gain for the fiscal year ended June 30,
2013.

Net position of the Program’s fiduciary fund increased $32,744,942 for the fiscal year ended June 30, 2015.
The increase was driven by a $21,958,735 excess of contributions over redemptions and a net investment
gain of $17,187,375. Net position of the fiduciary fund represents funds held in trust for individual
investors, and, as such, is not available to support operations of the enterprise funds.

Overview of the Financial Statements

This report presents the operating results and financial status of the Program, which is composed of two
enterprise funds and a fiduciary fund. The enterprise funds are the Prepaid Tuition Trust Fund (the “Prepaid
Tuition Plan”) and the College Prepaid Tuition and Savings Program Administrative Account (the
“Administrative Account”). The enterprise funds’ financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting in accordance with accounting principles
generally accepted in the United States of America (“GAAP”) for governmental entities. The Program’s
Savings Plan Trust Fund (the “Savings Plan™), is a fiduciary fund (private-purpose trust fund) and also is
reported using the accrual basis of accounting in accordance with GAAP.



West Virginia College Prepaid Tuition and Savings Program

Management’s Discussion and Analysis (Continued)

The State of West Virginia reports the combined Prepaid Tuition Plan and Administrative Account as
enterprise funds of the Program and the Savings Plan as a fiduciary fund (private-purpose trust fund) of the
Program in its Comprehensive Annual Financial Report (“CAFR”). Enterprise fund reporting is used to
report the functions of a governmental entity with business-type activities in which a fee is charged to
external users for goods or services. Fiduciary fund reporting is used to account for resources held for the
benefit of parties outside the governmental entity, and those resources are not available to support
operations of that entity.

The Statement of Net (Deficit) Position presents information on the enterprise funds’ assets and liabilities,
with the difference between the two reported as either net position or net deficit. This statement is
categorized into current and non-current assets and liabilities. For purposes of the financial statements,
current assets and liabilities are those assets and liabilities with immediate liquidity or which are collectible
or becoming due within 12 months of the statement’s date. The plan’s net (deficit) position also represents
the actuarially funded level of the plan, and, over time, increases or decreases in net (deficit) position may
serve as a useful indicator of whether the plan’s funded level or financial position is improving or
deteriorating.

The Statement of Revenues, Expenses and Changes in Net (Deficit) Position reflects the operating and non-
operating revenues and expenses of the enterprise funds for the operating year. Operating revenues
primarily consist of tuition contracts with major sources of operating expenses being tuition contract
benefits and expenses and general and administrative expenses. Nonoperating revenues primarily consist
of investment earnings/losses and appropriations from the State, which is the primary government.

The Statement of Cash Flows is presented on the direct method of reporting, which reflects the enterprise
funds’ cash flows from operating, noncapital financing, and investing activities. Cash collections and
payments are reflected in this statement to arrive at the net increase or decrease in cash and cash equivalents
for the year.

The Statement of Fiduciary Net Position presents information on the fiduciary fund’s assets and liabilities,
with the difference between the two reported as net position held in trust for individuals or organizations.

The Statement of Changes in Fiduciary Net Position reports the additions and deductions to the fiduciary
fund for the year. Additions are composed of contributions by investors in the Savings Plan and net
investment earnings. Deductions represent redemptions by investors and operating expenses of the fund.



West Virginia College Prepaid Tuition and Savings Program

Management’s Discussion and Analysis (Continued)

Financial Analysis of the Prepaid Tuition Plan and Administrative Account

Net (deficit) position. The following are combined, condensed Statements of Net (Deficit) Position of the
enterprise funds, which are the Prepaid Tuition Plan and the Administrative Account, as of June 30, 2015
and 2014.

2015 2014

Current assets $ 4,883,539 $ 2,879,574
Noncurrent assets 66,623,016 77,421,154
Total assets 71,506,555 80,300,728
Deferred outflows of resources 38,263 -
Current liabilities 16,819,031 16,523,890
Noncurrent liabilities 65,575,658 70,405,138
Total liabilities 82,394,689 86,929,028
Deferred inflows of resources 129,072 -
Net position (deficit):

Restricted 1,283,210 995,737

Unrestricted (12,262,153) (7,624,037)
Total net deficit $ (10,978,943) $ (6,628,300)

The net deficit increased 65.6%, or $4,350,643. Net position is the excess of total assets and deferred
outflows of resources over total liabilities and deferred inflows of resources, and a net deficit occurs when
liabilities and deferred inflows exceed assets and deferred outflows. While the actuarially funded status
(assets and deferred outflows divided by liabilities and deferred inflows) of total enterprise funds was 86.8%
at June 30, 2015 and 92.4% at June 30, 2014, the funded status of the Prepaid Tuition Plan at June 30, 2015
and 2014, was 85.0% and 91.1%, respectively. The actuarially funded status represents the Prepaid Tuition
Plan’s ability to fund payment of its liabilities as of the date on which the value of the assets and liabilities
are measured. Actuarial funding ratios above 100.0% provide financial support during down times in the
economy and lower earnings levels from the Prepaid Tuition Plan’s investment portfolio, and during brief
periods of unexpectedly high increases in tuition costs. As the funding ratio decreases, the funding
soundness level decreases, and as the funding ratio increases, the funding soundness level increases.

Current assets represent cash and cash equivalents and short-term receivables. Noncurrent assets represent
investments and long-term receivables. See Note 2 for a discussion of investments being reported as
noncurrent assets. Deferred outflows of resources relate to contributions to the state’s pension plan during
the current fiscal year. Current liabilities represent short-term payables for administrative expenses and
contract benefits. Noncurrent liabilities represent long-term payables for administrative expenses and
contract benefits. Deferred inflows of resources relate to the Program’s proportionate share of changes in
the state’s pension plan net pension liability.



West Virginia College Prepaid Tuition and Savings Program

Management’s Discussion and Analysis (Continued)

The increase in the net deficit was primarily the result of changes in actuarial assumptions that increased
the estimated accrued contract benefits liability as of June 30, 2015, as well as lower than expected
investment returns. Actuarial projections of investment returns for fiscal year 2016 and beyond were
adjusted downward, resulting in an increase in liabilities related to accrued contract benefits and expenses,
and a corresponding increase in the net deficit. Also, actuarial projections of future tuition growth were
increased for fiscal year 2016 and beyond, also resulting in an increase in the same liabilities and net deficit.

Changes in net (deficit) position. The following are condensed Statements of Revenues, Expenses and
Changes in Net (Deficit) Position of the enterprise funds for the years ended June 30, 2015 and 2014.

Year Ended June 30,

2015 2014

Revenues
Operating revenues:

Tuition contracts (See Note 5) $ 19,889 $ 40,243

Savings Plan administrative fee 1,329,262 1,238,753

1,349,151 1,278,996

Nonoperating revenues:

Investment gain 2,043,580 9,650,488

Appropriations from primary government 73,207 147,390

2,116,787 9,797,878

Total revenues 3,465,938 11,076,874
Expenses
Operating expenses:

Tuition contract benefits and expenses (See Note 5) 6,533,830 3,895,253

General and administrative expenses 1,069,268 1,028,116
Total expenses 7,603,098 4,923,369
Change in net position (4,137,160) 6,153,505
Net deficit at beginning of year (6,628,300) (12,781,805)
Effect of adopting GASB 68 in Fiscal Year 2015 (213,483) -
Net deficit at beginning of year, restated (6,841,783) (12,781,805)
Net deficit at end of year $ (10,978,943) $ (6,628,300)

Operating revenues for the Prepaid Tuition Plan reflect the interest effect of discounting future contract
payments receivable and include an administrative fee received from the administrators of the Savings Plan
and deposited into the Program’s Administrative Account. As discussed in Note 11 to these financial
statements, during fiscal year 2003 the West Virginia Legislature closed the Prepaid Tuition Plan to new
enrollment. Because of the closure, no new prepaid tuition contracts were sold during fiscal years 2014
and 2015. Nonoperating revenues represent investment earnings, appropriations from the primary
government, and payments made by the primary government for other postemployment benefits premiums
on behalf of the Prepaid Tuition Plan. Investment gains for fiscal year 2015 were $2,043,580 and the rate
of return was 3.0%. For fiscal year 2014, the rate of return was 13.7%, resulting in an investment gain of
$9,650,488 for that year. The Prepaid Tuition Plan’s finances are structured such that investment earnings



West Virginia College Prepaid Tuition and Savings Program

Management’s Discussion and Analysis (Continued)

are an integral component of total revenues, and when the investment portfolio’s performance is less than
expected, net position can decrease significantly. Operating expenses represent prepaid tuition contract
benefits and expenses and general and administrative expenses. Prepaid tuition contract benefits and
expenses were $6,533,830 and $3,895,253 for 2015 and 2014, respectively. Prepaid tuition contract benefits
and expenses are affected by actuarial factors such as the assumed rate of return and tuition growth, which
are discussed in the Economic Factors section later in this discussion and analysis as well as in Note 5 to
these financial statements. As noted on the previous page, lower than expected investment returns and
changes in the actuarially projected returns and tuition growth were unfavorable to the Program and
increased the net deficit.

Financial Analysis of the Savings Plan

Net position. The following are condensed Statements of Fiduciary Net Position of the Savings Plan as of
June 30, 2015 and 2014.

2015 2014
Assets $ 2,268,418,824 $ 2,234,716,960
Liabilities 3,585,852 2,628,930
Net position $ 2,264,832,972 $ 2,232,088,030

Net position increased 1.5% or $32,744,942 during the current fiscal year. Net position is the excess of total
assets over total liabilities. The increase was driven by investment gains of $17,187,375 and a $21,958,735
excess of contributions over redemptions.

Investments make up 99.9% of total assets, and the remaining assets includes receivables for units and
securities sold, and dividends receivable. Approximately 70.7% of liabilities consists of payables for
securities purchased and units redeemed, and the remaining amount represents accrued fees and other
payables.



West Virginia College Prepaid Tuition and Savings Program

Management’s Discussion and Analysis (Continued)

Changes in net position. The following are condensed Statements of Changes in Fiduciary Net Position
of the Savings Plan for the years ended June 30, 2015 and 2014.

Year Ended June 30,

2015 2014

Additions

Contributions $ 203,787,404 $ 213,781,061
Net investment gain 17,187,375 310,218,758
Total additions 220,974,779 523,999,819
Deductions

Redemptions 181,828,669 168,685,393
Administrative expenses 6,401,168 5,880,235
Total deductions 188,229,837 174,565,628
Increase in net position 32,744,942 349,434,191
Net position at beginning of year 2,232,088,030 1,882,653,839
Net position at end of year $ 2,264,832,972 $ 2,232,088,030

Contributions for the current fiscal year were relatively stable, decreasing only 4.7% from those of the prior
year. Redemptions increased 7.8% from the prior year. Overall investment performance was weak for the
current fiscal year; however, most of the various investment portfolios and funds that make up the Savings
Plan had positive rates of return, ranging from a high of 17.4% to a low of (2.9)%.

Administrative expenses for the Savings Plan represent charges related to investment management
expenses; sales, marketing and distribution expenses; and other administration expenses.

Economic Factors

Prepaid Tuition Plan. The actuarial valuation of tuition contracts receivable and accrued contract benefits
liability as of June 30, 2015 is based on various actuarial assumptions. A key assumption is average tuition
inflation of 8.5% for school years 2016-17 through 2021-22, when the Prepaid Tuition Plan closes June 30,
2022. See the discussion of the closure below.

The actual weighted average tuition for in-state, full-time students increased 7.8% from school years 2014-
15 to 2015-16, and increased 6.5% from school years 2013-14 to 2014-15. Another key assumption is a
5.3% rate of return on Prepaid Tuition Plan investments for the upcoming fiscal year 2016 and through
fiscal year 2017, and declining returns each year to 2022 when the assumption is 2.3%. The plan’s actual
rate of return on its investments was 3.0% for fiscal year 2015 and 13.7% for 2014.

Long-term variances in the assumptions can affect the Prepaid Tuition Plan’s financial position. Program
management, together with actuarial and investing consultants and the Program’s Board of Trustees (the
“Board”), review the assumptions annually. Prepaid Tuition Plan management and its advisors believe that
the key assumptions, while subject to sudden and unexpected changes in the future, were reasonable for the
fiscal years ended June 30, 2015 and 2014.

10



West Virginia College Prepaid Tuition and Savings Program

Management’s Discussion and Analysis (Continued)

As discussed in Note 11 to these financial statements, during fiscal year 2003 the West Virginia Legislature
closed the Prepaid Tuition Plan to new enrollment. No new contracts were sold in fiscal years 2014 and
2015. The Prepaid Tuition Plan will continue in existence to service existing contracts and no current
contracts will be affected by the closure.

Also during fiscal year 2003, as discussed in Note 11 to these financial statements, the Legislature created
the Prepaid Tuition Trust Escrow Account to guarantee payment of Prepaid Tuition Plan contracts. The
Escrow Account will receive transfers of up to $1,000,000 from the State Unclaimed Property Trust Fund
each year there is an actuarially determined unfunded liability of the Prepaid Tuition Plan. If the Prepaid
Tuition Plan is unable to pay current tuition benefits, funds may be withdrawn from the Escrow Account to
meet those payments. At June 30, 2015, there was $18,537,085 in the Escrow Account, which consisted of
$17,254,008 in total transfers from the Unclaimed Property Trust Fund and net investment gains of
$1,283,077. There was a $1,000,000 transfer in fiscal year 2015 because of the actuarial unfunded liability
at the end of fiscal year 2014. Because there is an actuarially determined unfunded liability of $12,262,153
in the Prepaid Tuition Plan at June 30, 2015, $1,000,000 is expected to be transferred from the Unclaimed
Property Trust Fund to the Escrow Account on or before December 15, 2015, in accordance with the
provisions enacted by the Legislature. While the Board controls the Escrow Account, funds in the Escrow
Account are not assets of either the Prepaid Tuition Plan or the Program and accordingly are not included
in the basic financial statements included herein. The State reports the Escrow Account in the general fund
in its financial statements as unrestricted cash.

Also discussed in Note 11 to these financial statements, the board voted in fiscal year 2015 to close the
Prepaid Tuition Plan on June 30, 2022. All funds remaining at that time will be distributed either to account
holders or to the West Virginia Unclaimed Property Division where account holders can claim their rightful
funds at any time. All funds remaining in the Prepaid Tuition Escrow Account will be transferred to the
state.

Savings Plan. As an investment fund, the Savings Plan is subject to the same risks and consequent gains
and losses as all publicly and privately offered investment funds. The Savings Plan is directly affected by
all factors that affect the economic and investment arenas. Program management continuously monitors
activity in the stock market as well as consulting regularly with its various investment advisors and analysts.

Requests for Information
This financial report is designed to provide a general overview of the Program’s finances. Questions
concerning any of the information provided in this report or requests for additional financial information

should be addressed to Finance Director’s Office, West Virginia College Prepaid Tuition and Savings
Program, 1900 Kanawha Boulevard East, Charleston, WV 25305.

* Kk Kk k k%

11



12

(This page intentionally left blank)



Enterprise Funds of the

West Virginia College Prepaid Tuition and Savings Program

Assets

Current assets:

Cash and cash equivalents
Due from primary government
Tuition contracts receivable
Other receivables

Total current assets
Noncurrent assets:

Tuition contracts receivable
Investments

Total noncurrent assets

Total assets

Deferred outflows of resources
Deferred outflows related to pensions
Total deferred outflows of resources
Liabilities

Current liabilities:

Accounts payable

Accrued contract benefits liability

Accrued contract expense liability
Compensated absences

Total current liabilities
Noncurrent liabilities:

Accrued contract benefits liability
Accrued contract expense liability

Other postemployment benefits
Net pension liability

Total noncurrent liabilities

Total liabilities

Deferred inflows of resources
Deferred inflows related to pensions
Total deferred inflows of resources

Net (deficit) position

Restricted for payment of general and administrative expenses

Unrestricted
Total net (deficit) position

Statement of Net (Deficit) Position

June 30, 2015

Prepaid Tuition

College Prepaid
Tuition and
Savings Program
Administrative

Total Enterprise

Trust Fund Account Funds
$ 2,497,611 $ 2,103,341 $ 4,600,952
- 23,375 23,375
147,027 - 147,027
- 112,185 112,185
2,644,638 2,238,901 4,883,539
183,493 - 183,493
66,439,523 - 66,439,523
66,623,016 - 66,623,016
69,267,654 2,238,901 71,506,555
- 38,263 38,263
- 38,263 38,263
- 102,469 102,469
16,542,226 - 16,542,226
- 110,585 110,585
- 63,751 63,751
16,542,226 276,805 16,819,031
64,987,581 - 64,987,581
- 284,489 284,489
- 209,795 209,795
- 93,793 93,793
64,987,581 588,077 65,575,658
81,529,807 864,882 82,394,689
- 129,072 129,072
- 129,072 129,072
- 1,283,210 1,283,210
(12,262,153) - (12,262,153)
$ (12,262,153) $ 1,283,210 $ (10,978,943)

The accompanying notes are an integral part of these financial statements.
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Enterprise Funds of the
West Virginia College Prepaid Tuition and Savings Program

Statement of Revenues, Expenses and Changes in Net (Deficit) Position

June 30, 2015

Col

lege Prepaid

Tuition and
Savings Program

Prepaid Tuition Administrative Total Enterprise
Trust Fund Account Funds

Operating revenues
Tuition contracts (See Note 5) $ 19,889 $ - $ 19,889
Savings Plan administrative fee - 1,329,262 1,329,262
Total operating revenues 19,889 1,329,262 1,349,151
Operating expenses
Tuition contract benefits (See Note 5) 6,701,585 - 6,701,585
Tuition contract expenses - (167,755) (167,755)
General and administrative expenses - 1,069,268 1,069,268
Total operating expenses 6,701,585 901,513 7,603,098
Operating (loss) gain (6,681,696) 427,749 (6,253,947)
Nonoperating revenues
Investment gain 2,043,580 - 2,043,580
Appropriations from primary government - 73,207 73,207
Total nonoperating revenues 2,043,580 73,207 2,116,787
Change in net position (4,638,116) 500,956 (4,137,160)
Net (deficit) position at beginning of year, restated

for Administrative Account (See Note 6) (7,624,037) 782,254 (6,841,783)
Net (deficit) position at end of year $ (12,262,153) $ 1,283,210 $ (10,978,943)

The accompanying notes are an integral part of these financial statements.
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Enterprise Funds of the
West Virginia College Prepaid Tuition and Savings Program

Statement of Cash Flows
June 30, 2015

Prepaid Tuition

College Prepaid
Tuition and
Savings Program
Administrative

Total Enterprise

Trust Fund Account Funds

Cash flows from operating activities
Cash received from contract purchasers $ 223,843 $ - $ 223,843
Cash received from Savings Plan

administrator - 1,326,417 1,326,417
Tuition benefit payments (11,230,838) - (11,230,838)
Payments to employees - (520,339) (520,339)
Payments to suppliers - (508,934) (508,934)
Net cash (used in) provided by operating

activities (11,006,995) 297,144 (10,709,851)
Cash flows provided by noncapital

financing activities
Appropriations from primary government - 71,958 71,958
Cash flows from investing activities
Investment earnings 1,188,776 - 1,188,776
Purchase of investments (1,184,700) - (1,184,700)
Proceeds from sale of investments 12,700,000 - 12,700,000
Net cash provided by investing activities 12,704,076 - 12,704,076
Net increase in cash and cash equivalents 1,697,081 369,102 2,066,183
Cash and cash equivalents at beginning of year 800,530 1,734,239 2,534,769
Cash and cash equivalents at end of year 3 2,497,611 $ 2,103,341 $ 4,600,952

(Continued on next page)

The accompanying notes are an integral part of these financial statements.
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Enterprise Funds of the
West Virginia College Prepaid Tuition and Savings Program

Statement of Cash Flows (Continued)
For the Year Ended June 30, 2015

College Prepaid

Tuition and
Savings Program
Prepaid Tuition Administrative
Trust Fund Account

Total Enterprise
Funds

Reconciliation of operating (loss) gain to net

cash used in operating activities
Operating (loss) gain $ (6,681,696) $ 427,749
Adjustments to reconcile operating (loss) gain

to net cash (used in) provided by operating

$ (6,253,947)

activities:
Changes in assets and liabilities:
Tuition contracts receivable 203,954 - 203,954
Other receivables - (2,845) (2,845)
Accounts payable - 54,042 54,042
Accrued contract benefits liability (4,529,253) - (4,529,253)
Accrued contract expense liability - (167,755) (167,755)
Compensated absences - 3,730 3,730
Other postemployment benefits - 11,104 11,104
Net pension liability - (28,881) (28,881)
Net cash (used in) provided by operating
activities $ (11,006,995) $ 297,144 $ (10,709,851)
Noncash activities
Unrealized gain in investments $ 854,804 $ - $ 854,804
Appropriations receivable from primary
government $ - $ 73,207 $ 73,207

The accompanying notes are an integral part of these financial statements.
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Fiduciary Fund of the
West Virginia College Prepaid Tuition and Savings Program

Savings Plan Trust Fund
Statement of Fiduciary Net position
June 30, 2015

Assets

Investments at fair value $ 2,265,287,374
Receivables for units and securities sold 2,919,501
Dividends receivable 211,949
Total assets 2,268,418,824
Liabilities

Payables for units redeemed and securities purchased 2,534,190
Accrued fees 1,051,662
Total liabilities 3,585,852
Net Position

Held in trust for individuals and organizations 2,264,832,972
Total net position $ 2,264,832,972

The accompanying notes are an integral part of these financial statements.
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The accompanying notes are an integral part of these financial statements.
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Fiduciary Fund of the

West Virginia College Prepaid Tuition and Savings Program

Savings Plan Trust Fund
Statement of Changes in Fiduciary Net Position
June 30, 2015

Additions
Contributions:
Account holders

Total contributions

Investment earnings:
Net decrease in fair value of investments
Dividends, capital gains and net realized gains
Total investment gain
Investment expense

Net investment gain
Total additions

Deductions
Redemptions:
Payments in accordance with trust agreements
Total redemptions
Administrative expense

Total deductions

Change in net position held in trust for individuals and organizations

Net position at beginning of year
Net position at end of year

$ 203,787,404

203,787,404

(173,687,825)
196,948,144

23,260,319
6,072,944

17,187,375

220,974,779

181,828,669

181,828,669
6,401,168

188,229,837

32,744,942
2,232,088,030

$ 2,264,832,972




West Virginia College Prepaid Tuition and Savings Program

Notes to Financial Statements

June 30, 2015

1. Organization and Operations

The West Virginia College Prepaid Tuition and Savings Program (the “Program”) operates under the West
Virginia State Code Chapter 18, Article 30, West Virginia College Prepaid Tuition and Savings Act (the
“Act”). The Act was adopted by the West Virginia State Legislature in 1997. The Act was amended
April 12, 2001, to continue the Prepaid Tuition Trust Fund (the “Prepaid Tuition Plan™), which operates as
a plan, not a trust fund, and to enhance and complement the Prepaid Tuition Plan by authorizing the creation
of the Savings Plan Trust Fund (the “Savings Plan), which operates as a plan, not a trust fund.

The Program is administered by the Office of the State Treasurer on behalf of the Program’s nine-member
Board of Trustees (the “Board™). The purpose of the Program is to provide individuals and organizations
the opportunity to prepay future college tuition and mandatory fees at West Virginia public and private
colleges and universities and to offer a comprehensive state-sponsored college savings plan. Collectively,
the Prepaid Tuition Plan and the Savings Plan are marketed as SMART529™ The College Savings
Solution. The Board selected Hartford Life Insurance Company (“Hartford Life”) to provide records
administration, cash management, and customer service for both the Prepaid Tuition Plan and the Savings
Plan. Hartford Life also provides investment management services for the Savings Plan.

All funds paid into or invested through the Program in the Prepaid Tuition Plan and the Savings Plan will
be available for use at any two- or four-year college or university in the country, with refund and transfer
options available. West Virginia state income tax deductions are available to state residents for
contributions to the Program. Since the Program is an Internal Revenue Service Section 529 Qualified
Tuition Program, earnings on the funds are federally tax deferred until used for college. Additionally,
benefits of the Prepaid Tuition and Savings plans are exempt from federal income tax for qualified payouts.

Enterprise Funds: Prepaid Tuition Plan and Administrative Account

Operations of the Prepaid Tuition Plan began in July 1997 with the initial enrollment period commencing
on October 1, 1998, and ending January 31, 1999. The Prepaid Tuition Plan has sold approximately 9,730
prepaid tuition contracts since inception. As mentioned earlier in this note, the Prepaid Tuition Plan is
administered by the Office of the State Treasurer under the direction of the Program’s Board. Hartford Life
provides records administration, cash management, and customer service for the Prepaid Tuition Plan, and
provides investment management services for the Savings Plan.

Effective March 8, 2003, the West Virginia Legislature closed the Prepaid Tuition Plan to new contracts
until the Legislature authorizes the Prepaid Tuition Plan to reopen. According to State Code (§18-30-6
(9)), closing the Prepaid Tuition Plan to new contracts shall not mean that the Prepaid Tuition Plan is closed
and shall not affect any contracts in effect on March 8, 2003. All contract holders will continue to pay any
amounts due, including monthly installments, penalties and fees, and the Prepaid Tuition Plan will continue
to pay all benefits due. No contracts were sold in fiscal year 2015.
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West Virginia College Prepaid Tuition and Savings Program

Notes to Financial Statements (Continued)

During fiscal year 2015, the board voted to close the Prepaid Tuition Plan on June 30, 2022. Any funds not
distributed to account holders or beneficiaries who cannot be located at that time will be transferred to the
West Virginia Unclaimed Property Division where the rightful owner can claim the funds at any time. The
unclaimed funds will cease to be the responsibility of the Program.

Contract payments of all Prepaid Tuition Plan participants are combined into a single investment fund in
order to maximize benefits. The fund is invested in a professionally managed portfolio of stocks, bonds,
and other types of investments through the West Virginia Investment Management Board (the “IMB”).
Under State Code, the investments must be made with the care, skill, and prudence and diligence under the
circumstances prevailing that a prudent person acting in a like capacity and familiar with such matters
would use in the conduct of an enterprise of a like character and with like aims. Prepaid Tuition Plan
investments shall be diversified to the extent permitted by law so as to minimize the risk of a large loss.
Monies from the investment fund are used to pay Prepaid Tuition Plan benefits and expenses.

When the beneficiary is accepted to an eligible college or university, the contract becomes redeemable.

Benefits can be transferred to any fully accredited private or out-of-state college or university within the
United States in an amount based on the weighted average cost of tuition and fees then charged by West
Virginia public colleges and universities. However, there is no guarantee that the tuition benefit available
will cover the actual cost of tuition and fees charged by the private or out-of-state institution.

Under current policy effective January 1, 2015, the beneficiary has up to three years in addition to the years
purchased to use his or her Prepaid Tuition Plan benefit. For example, if a beneficiary has a plan for four
years of benefits, he or she has seven years to exercise the benefits once the account matures. If the plan is
for two years of benefits, they must be exercised within five years once the account matures. The other
options available effective January 1, 2015 are: 1) at any time four years or more after the beneficiary’s
expected college entrance date, the purchaser may request a refund of the contract benefit value, less a
termination fee and an earnings penalty required by federal law; 2) at any time, the purchaser may cancel
the contract and receive a refund of the contract value, less administrative fees and any benefits already
paid; or 3) the purchaser may transfer the prepaid contract cancellation value at the time of transfer to the
Program’s Savings Plan in accordance with state and federal regulations. Any funds not claimed before the
exercise period ends will be transferred to the West Virginia Unclaimed Property Division where the
rightful owner can claim the funds at any time.

If the beneficiary is awarded a scholarship for tuition and fees, the benefit value of the contract will be paid
in accordance with state and federal regulations.

The College Prepaid Tuition and Savings Program Administrative Account (the “Administrative Account™)
was created by State Code to implement, operate and maintain the Prepaid Tuition and Savings Plans and
the owverall Program. Sources of funds for the Administrative Account come from fees charged to
participants in both the Prepaid Tuition Plan and Savings Plan and from appropriations from the State,
which is the primary government. Expenses of the Administrative Account cover administrative operations
of the overall Program such as wages and benefits, consulting services, and office supplies.
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Notes to Financial Statements (Continued)

The accompanying financial statements report the financial position, results of operations, and cash flows
for the fiscal year ended June 30, 2015, of the Program’s enterprise funds, which includes the Prepaid
Tuition Plan and the Administrative Account. The Program’s enterprise funds are enterprise funds of the
primary government of the State of West Virginia.

Fiduciary Fund: Savings Plan

Beginning March 1, 2002, the Savings Plan has been available in conjunction with the Program’s Prepaid
Tuition Plan. Investment options have been developed in partnership with Hartford Life. As mentioned
earlier in this note, the Savings Plan is administered by the Office of the State Treasurer under the direction
of the Program’s Board. Hartford Life provides records administration, cash management, investment
management and customer service for the Savings Plan.

The Savings Plan currently is composed of 54 different investment portfolios and individual funds. These
financial statements report on the total of all portfolios and individual funds.

The Savings Plan is a fiduciary fund (private-purpose trust fund) of the primary government of the State of
West Virginia.

2. Significant Accounting Policies — Enterprise Funds
Basis of Accounting

As enterprise funds, the financial statements of the Prepaid Tuition Plan and Administrative Account are
presented on the flow of economic resources measurement focus and accrual basis accounting in conformity
with accounting principles generally accepted in the United States of America. Under this method of
accounting, revenues are recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Enterprise funds are used to account for operations that are
financed and operated in a manner similar to private business enterprises where the intent is that the costs
of providing services to the general public and others on a continuing basis be financed or recovered
primarily through user charges.

The enterprise funds distinguish operating revenues and expenses from nonoperating. Operating revenues
and expenses generally result from providing services in connection with the enterprise funds’ principal
ongoing operations. The principal operating revenues and expenses relate to tuition contract revenues,
tuition contract benefits and expenses, and general and administrative expenses. Net investment earnings
and appropriations from the State, which is the primary government, are reported as nonoperating revenues.

It is the Program’s policy to first apply unrestricted resources when an expense iS incurred for purposes for
which both restricted and unrestricted net position are available.

As a private-purpose trust fund, which is a type of fiduciary fund, assets of the Savings Plan are held in a
trustee capacity for individuals and entities invested in the plan, and those assets cannot be used to support
the Program. Because the Savings Plan assets are not available to support the Program’s operations, the
Savings Plan is discussed separately in Note 12 to these financial statements. Assets of the Program’s
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enterprise funds (the “Prepaid Tuition Plan” and the “Administrative Account”) are available to support the
Program’s operations.

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from
management’s estimates.

Budgetary Information

The Office of the State Treasurer submits a detailed budgetary schedule of administrative expenses to the
Budget Director of the West Virginia Department of Revenue prior to the beginning of each fiscal year.
The budgetary schedule is prepared on the cash basis of accounting. Appropriation requests for the Program
are included in the Treasurer’s schedule. The budgetary schedule is subject to the annual budget review and
approval process of the West Virginia State Legislature.

Cash and Cash Equivalents

Cash equivalents are short-term investments with maturities when acquired of 90 days or less. Cash and
cash equivalents of the enterprise funds principally consist of interest-earning deposits in certain investment
pools maintained by the IMB. Such funds are available to the Program with overnight notice. Earnings from
these investments are distributed to investment pool participants based on their pro rata participation in the
pools.

Investments

Investments are funds invested with the IMB. The invested funds are used to pay contract benefits liabilities
as they become due. The intent of the investment allocation is to invest funds in the longest terms possible.
The current maturity dates of such investments require that the investments be reported as noncurrent assets.
However, investments will be liquidated, as needed, to cover current liabilities.

Revenue Recognition

The Plan recognizes revenue for tuition contracts in the year the contracts are entered into with the
purchaser, with future contract payments being recognized at their present value. The Plan uses its expected
return on investments as the discount rate in calculating such present value. A rate of 5.3% is assumed for
the upcoming fiscal year 2016 through fiscal year 2017. Declining rates are then assumed for each year
through 2022 when the rate is assumed to be 2.3%. Contracts receivable are reduced by the annual amounts
of contract payments received, and the remaining contracts receivable is recorded at present value. Changes
in the present value of the remaining contracts receivable are recognized in revenue in the year of the
change. The Administrative Account records Savings Plan administrative fee revenue from Hartford Life
in the period that administrative services are provided.
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Tuition Contracts Receivable

Tuition contracts receivable of the Prepaid Tuition Plan at the balance sheet date represents Program
management’s best estimate of the present value of future contract payments using the discount rates
discussed above.

Accrued Contract Benefits Liability

Accrued contract benefits liability of the Prepaid Tuition Plan is recorded at the actuarial present value of
future tuition obligations. The valuation method reflects the present value of estimated tuition benefits that
will be paid in future years and is adjusted for the effects of projected tuition and fee increases and
termination of contracts.

Compensated Absences, Including Other Postretirement Benefits

Employees fully vest in all earned but unused annual leave to maximum amounts ranging from 240 to 320
hours depending on years of service, and the Program accrues for obligations that may arise in connection
with compensated absences for vacation at the current rate of employee pay. In accordance with personnel
policies of the State, employees vest in any remaining unused sick leave only upon retirement, at which
time any unused sick and annual leave time either can be converted into employer-paid premiums for post-
retirement health care coverage through the West Virginia Public Employees Insurance Agency (the
“PEIA”), or can be converted into a greater retirement benefit under the State of West Virginia Public
Employees Retirement System (the “PERS”). The Program accrues for other postretirement benefits that
may arise in connection with unused sick leave that may be converted to employer-paid premiums for post-
retirement health care coverage, and for the employer portion of all post-retirement health care coverage
regardless of whether the retiree has unused sick leave.

Net Pension Liability, Deferred Outflows of Resources, and Deferred Inflows of Resources

Net pension liability represents the Program’s proportionate share of the net pension liability of the PERS
as of the measurement date of June 30, 2015. For purposes of measuring the net pension liability, deferred
outflows of resources and deferred inflows of resources related to pensions, and pension expense,
information about the fiduciary net position of the PERS and additions to/deductions from the PERS’s
fiduciary net position have been determined on the same basis as they are reported by the PERS. For this
purpose, benefit payments (including refunds of employee contributions) are recognized when due and
payable in accordance with the benefit terms.

Restricted Assets and Net Position

Restricted assets are subject to constraints imposed by creditors or by law. The Act restricts the Prepaid
Tuition Plan’s assets to be used specifically for the Prepaid Tuition Plan’s obligations; however, the Prepaid
Tuition Plan has a deficiency in net position as of June 30, 2015. Accordingly, such deficiency is included
in the unrestricted net (deficit) position. Assets of the Administrative Account are restricted for the
purposes of implementing, operating and maintaining the Program.
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Federal Income Taxes

The Program has been designed to comply with the requirements for treatment as a qualified tuition program
under Section 529 of the Internal Revenue Code. Therefore, no federal income tax provision is required.

Effect of New Accounting Pronouncements

Beginning July 1, 2014, the Program adopted Governmental Accounting Standards Board (the “GASB”)
Statement No. 68, Accounting and Financial Reporting for Pensions—an amendment of GASB Statement
No. 27, which replaces the requirements of Statement No. 27, Accounting for Pensions by State and Local
Governmental Employers, as well as the requirements of Statement No. 50, Pension Disclosures, as they
relate to pensions that are provided through pension plans administered as trusts or equivalent arrangements
that meet certain criteria. Also beginning July 1, 2014, the Program adopted GASB Statement No. 71,
Pension Transition for Contributions Made Subsequent to the Measurement Date —an amendment of GASB
Statement No. 68, which addresses an issue regarding application of the transition provisions of Statement
No. 68. As a consequence of adopting the new standards, the Program was required to restate the net
position of the Administrative Account as of July 1, 2014, to account for the cumulative effect of the change
in accounting principle related to accounting for pensions. The effect of the restatement was a decrease to
beginning net position of the Administrative Account. See Note 6 to these financial statements. Also, the
Statements require the Program to recognize its proportionate share of the net pension liability of the state’s
pension plans. See Note 8 to these financial statements.

The GASB has issued Statement No. 72, Fair Value Measurement and Application, which provides
guidance for determining a fair value measurement for financial reporting purposes. This statement also
provides guidance for applying fair value to certain investments and disclosures related to all fair value
measurements. The provisions of this Statement are effective for financial statements for periods beginning
after June 15, 2015. Program management has not determined the effect, if any, this statement will have
on its financial statements.

The GASB has issued three statements relating to accounting and financial reporting for pension and
postemployment benefit plans: Statement No. 73, Accounting and Financial Reporting for Pensions and
Related Assets That Are Not within the Scope of GASB Statement 68, and Amendments to Certain Provisions
of GASB Statements 67 and 68; Statement No. 74, Financial Reporting for Postemployment Benefit Plans
Other Than Pension Plans; and Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions. The provisions of Statements No. 73 and 74 are effective for financial
statements for periods beginning after June 15, 2016, and the provisions of Statement No. 75 are effective
for periods beginning after June 15, 2017. Program management has not determined the effect, if any, this
statement will have on its financial statements.

The GASB has issued Statement No. 76, The Hierarchy of Generally Accepted Accounting Principles for
State and Local Governments, which identifies the hierarchy of generally accepted accounting principles
used to prepare financial statements of state and local governments. This statement supersedes Statement
No. 55, The Hierarchy of Generally Accepted Accounting Principles for State and Local Governments. The
provisions of this Statement are effective for financial statements for periods beginning after June 15, 2015.
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Program management has not determined the effect, if any, this statement will have on its financial
statements.

3. Investments and Cash and Cash Equivalents

The Program invests its enterprise funds in investment pools maintained by the IMB. The funds are invested
in longer-term securities and subject to market fluctuations. Investments are reported by the IMB at fair
value, which is the same as the value of the pool shares, and are accounted for by the Program accordingly,
with changes in the fair value included in investment earnings. The earnings from these pooled investments
are distributed to investment pool participants based on their pro rata participation in the pools.

The following represents a calculation of the net increase in the fair value of investments during the year
ended June 30, 2015:

Fair value at end of year $ 66,439,523
Less cost of investments purchased during year (1,184,700)
Plus cost of investments redeemed during year 12,700,000
Less fair value at beginning of year (77,100,019)
Change in fair value of investments during year $ 854,804

Investment and Deposit Risk Disclosures

The Program has adopted an investment policy for the Prepaid Plan that mandates that investments shall
be diversified so as to minimize the risk of large losses. Under the investment policy, a long-term focus on
investment results as well as prudent diversification across public security markets will be the primary risk
control mechanisms. A prudently allocated investment program possesses a significant level of
diversification, which results in risk reduction. Diversification is considered in regard to asset classes,
geography/country, industry, and maturity. In order to preserve risk control, the Program has adopted a
formal review schedule in which investment performance is reviewed at least quarterly, broad asset
allocation and within-class asset allocation are reviewed every three years, and the Program’s investment
policy is reviewed every year.

The investment policy establishes that the Program’s enterprise funds are to be allocated 50.0% to fixed
income securities, 27.5% to U.S. equities, and 22.5% to international equities for the fiscal years ended
June 30, 2016-17. The allocation will shift each year after that toward more fixed income securities to a
total of 100% in fiscal year 2022. At June 30, 2015, the Program’s enterprise funds were invested in the
following pools at the IMB.
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Fair Value of Percent of

Program’s Total

IMB Investment Pool Funds Investment
Large Cap Domestic Equity $ 16,023,280 24.1%
Non-Large Cap Domestic Equity 4,061,672 6.1%
Core Fixed Income 34,434,000 51.8%
International Equity 7,301,575 11.0%
International Nonqualified 3,489,988 5.3%
Short-Term Fixed Income 1,129,008 1.7%
Total pool assets $ 66,439,523 100.0%

The investment policy does not specifically address custodial credit risk, credit risk, concentration of credit
risk, interest rate risk, and foreign currency risk.

Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a
transaction, the Program will not be able to recover the value of investment or collateral securities that are
in the possession of an outside party. The IMB investment pools in which the Program invests its enterprise
funds were exposed to no or minimal custodial credit risk at June 30, 2015.

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.
Neither the IMB nor its investment pools have been rated for credit risk by any organization. The credit
risks of the IMB investment pools in which the Program invests its enterprise funds are described as
follows.

Large Cap Domestic Equity Pool — This pool is exposed to credit risk from investments made with cash
collateral for securities loaned. This risk is limited by requiring minimum ratings on debt instruments.
Long-term debt instruments must be rated A or better by Moody’s or Standard & Poor’s at the time of
purchase. Short-term debt instruments must be rated P-1 by Moody’s or A-1 by Standard & Poor’s at the
time of purchase. At June 30, 2015, total rated investments exposed to credit risk made up only 8.3% of the
pool, while unrated investments in common stock, which are not exposed to credit risk, made up 91.7%.

Non-Large Cap Domestic Equity Pool — This pool is exposed to credit risk from investments made with
cash collateral for securities loaned. This risk is limited by requiring minimum ratings on debt instruments.
Long-term debt instruments must be rated A or better by Moody’s or Standard & Poor’s at the time of
purchase. Short-term debt instruments must be rated P-1 by Moody’s or A-1 by Standard & Poor’s at the
time of purchase. At June 30, 2015, total rated investments exposed to credit risk made up only 20.6% of
the pool, while unrated investments in common stock, which are not exposed to credit risk, made up 79.4%.

International Nonqualified Pool — This pool invests in a collective trust fund that invests in equities
denominated in foreign currencies. This pool is not exposed to credit risk.
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International Equity Pool — This pool is exposed to credit risk from investments made with cash collateral
for securities loaned. This risk is limited by requiring minimum ratings on debt instruments. Long-term
debt instruments must be rated A or better by Moody’s or Standard & Poor’s at the time of purchase. Short-
term debt instruments must be rated P-1 by Moody’s or A-1 by Standard & Poor’s at the time of purchase.
At June 30, 2015, total rated investments exposed to credit risk made up only 6.1% of the pool, while
unrated investments in common and preferred stock, which are not exposed to credit risk, made up 93.9%.

Short-Term Fixed Income Pool — The IMB limits the exposure to credit risk in the Short-Term Fixed
Income Pool by requiring all corporate bonds to be rated AA or higher. Commercial paper must be rated
A-1 by Standard & Poor’s and P-1 by Moody’s. Additionally, the pool must have at least 15% of its assets
in United States Treasury issues. The following table provides information on the weighted average credit
ratings of the pool’s investments at June 30, 2015. The table includes U.S. Treasury notes received as
collateral for a repurchase agreement.

Percent of

Security Type Moody’s S&P  Pool Assets
U.S. Treasury issues * Aaa AA 41.0%
Commercial paper Aaa AA 8.5%
U.S. government agency issues * Aaa AA 50.5%
Total rated investments 100.0%

* Obligations of the U.S. government or obligations explicitly guaranteed by the U.S. government are not considered to
have credit risk and do not require disclosure of credit quality. The ratings are shown for the reader’s information.

Core Fixed Income Pool — The IMB limits the exposure to credit risk in the Core Fixed Income Pool by
maintaining at least an average rating of investment grade as defined by the Nationally Recognized
Statistical Rating Organizations. The following table provides information on the weighted average credit
ratings of the Core Fixed Income Pool’s asset types at June 30, 2015. The table includes investments
received as collateral for repurchase agreements.
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Percent of

Security Type Moody’s S&P Pool Assets

U.S. Treasury bonds * Aaa AA 18.7%
U.S. government agency CMO * Aaa AA 13.2
U.S. government agency CMO interest-only * Aaa AA 0.6
U.S. government agency CMO principal-only * Aaa AA 1.0
U.S. corporate bonds A A 20.4
U.S. government agency bonds * Aaa AA 2.0
U.S. government agency MBS * Aaa AA 17.8
U.S. Treasury inflation protected security * Aaa AA 0.0
Corporate CMO A A 8.0
Corporate CMO interest-only Ba AAA 0.1
Corporate CMO principal-only B AA 0.0
Corporate asset backed issues A A 7.0
Foreign asset backed issues Aa AA 0.3
Foreign corporate bonds A A 4.3
Foreign government bonds Aa A 0.7
Short-term issue Aaa AAA 3.8
Preferred stock A A 0.0
Time deposits P-1 A-1 0.6
Municipal bonds Aa AA 0.8

Total rated investments 99.3%

* Obligations of the U.S. government or obligations explicitly guaranteed by the U.S. government are not considered to
have credit risk and do not require disclosure of credit quality. The ratings are shown for the reader’s information.

Unrated securities include common stock valued at 0.7% of the fair value of the Pool’s investments.

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of the Program’s investment in a
single corporate issuer. None of the IMB pools in which the Program participates held securities of any
one issuer in excess of 5% of the value of the pools in accordance with West Virginia statutes and are not
exposed to concentration of credit risk.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment.
The International Nonqualified Pool is not exposed to interest rate risk. The following pools are exposed
to interest rate risk.

Large Cap Domestic Equity Pool — This pool is exposed to interest rate risk from investments made with

cash collateral for securities loaned. The weighted average maturity (the “WAM?”) for investments made
with cash collateral for securities loaned is not to exceed 90 days. The maturity of floating rate notes is
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assumed to be the next interest reset date. The following table provides the WAM for the investments made
with cash collateral for securities loaned as of June 30, 2015.

Fair Value WAM

Security Type (In Thousands)  (Days)
Repurchase agreements $ 286,428 1
Asset backed issues 197 22
Time deposits 137,472 1
Total pool assets $ 424,097 1

Non-Large Cap Domestic Equity Pool — This pool is exposed to interest rate risk from investments made
with cash collateral for securities loaned. The weighted average maturity WAM for investments made with
cash collateral for securities loaned is not to exceed 90 days. The maturity of floating rate notes is assumed
to be the next interest reset date. The following table provides the WAM for the investments made with
cash collateral for securities loaned as of June 30, 2015.

Fair Value WAM

Security Type (In Thousands)  (Days)
Repurchase agreements $ 217,169 1
Asset backed issues 149 22
Time deposits 104,230 1
Total pool assets $ 321,548 1

International Equity Pool — This pool is exposed to interest rate risk from investments made with cash
collateral for securities loaned. The weighted average maturity WAM for investments made with cash
collateral for securities loaned is not to exceed 90 days. The maturity of floating rate notes is assumed to
be the next interest reset date. The following table provides the WAM for the investments made with cash
collateral for securities loaned as of June 30, 2015.

Fair Value WAM

Security Type (In Thousands)  (Days)
Repurchase agreements $ 142,698 1
Asset backed issues 97 22
Time deposits 68,488 1
Total pool assets $ 211,283 1

Short-Term Fixed Income Pool — The WAM of the investments in this pool is not to exceed 60 days. The
maturity of floating rate notes is assumed to be the next interest rate reset date. The following table provides
the WAM for the various asset types in the Short-Term Pool as of June 30, 2015.
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Fair Value WAM

Security Type (In Thousands)  (Days)
Repurchase agreements $ 64,341 1
Commercial paper 22,999 19
U.S. government agency issues 136,763 52
U.S. Treasury issues 45,557 70
Total pool assets $ 269,660 40

Core Fixed Income Pool — The IMB monitors interest rate risk of this pool by evaluating the effective
duration of the investments in the pool. The following table provides the weighted average effective
duration for the various asset types in the pool as of June 30, 2015.

Effective
Fair Value Duration
Security Type (In Thousands)  (Years)

U.S. Treasury bonds $ 202,383 7.2
U.S. government agency CMO 144,364 3.7
U.S. government agency CMO interest-only 6,919 7.6
U.S. government agency CMO principal-only 10,501 7.4
U.S. corporate bonds 222,273 6.1
U.S. government agency MBS 188,831 4.8
Corporate CMO 87,539 2.0
Corporate CMO interest-only 1,198 (8.5)
Corporate CMO principal-only 278 3.2
Foreign asset backed issues 2,786 0.1
Foreign corporate bonds 46,346 5.7
Foreign government bonds 7,800 8.7
U.S. Treasury inflation protected security 415 5.4
Short-term issue 41,293 0.0
Corporate asset backed issues 76,574 2.0
U.S. government agency bonds 21,730 4.7
Repurchase agreements 14,676 0.0
Time deposits 7,044 0.0
Municipal bonds 8,646 13.9
Total pool assets $ 1,091,596 4.8

The Core Fixed Income Pool invests in commercial and residential mortgage-backed and asset-backed
securities and collateralized mortgage obligations. The cash flows from these securities are based on the
payment of the underlying collateral. The effective duration and yield to maturity of these securities are
dependent on estimated prepayment assumptions that consider historical experience, market conditions,
and other criteria. Actual prepayments may vary with changes in interest rates. Rising interest rates often
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result in a slower rate of prepayments while declining rates tend to lead to faster prepayments. As a result,
the fair values of these securities are highly sensitive to interest rate changes. At June 30, 2015, these
securities were approximately 48.0% of the value of the Core Fixed Income Pool.

Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an
investment or a deposit. The following IMB pools in which the Program participates are exposed to no or
minimal foreign currency risk: Large Cap Domestic Equity Pool, Non-Large Cap Domestic Equity Pool,
Short-Term Fixed Income Pool, and Core Fixed Income Pool. The following pools are exposed to foreign
currency risk.

International Nonqualified Pool — This pool invests in a collective trust fund that invests in equities
denominated in foreign currencies. This investment, although denominated in U.S. dollars, is exposed to
foreign currency risk through the underlying investments.

International Equity Pool — This pool has both equity securities and cash that are denominated in foreign
currencies and are exposed to foreign currency risk.

Deposit Risk

The carrying value in the Administrative Account of cash on deposit with the State Treasurer’s Office,
which approximate estimated fair value, was $2,103,341 at June 30, 2015. The cash is pooled with other
deposits from the State’s agencies, departments, boards and commissions and is subject to coverage by the
Federal Deposit Insurance Corporation (the “FDIC”) or collateralized by securities held by the State or its
agents in the State’s name. Other cash deposits held in outside bank accounts were $2,497,611. Such
deposits are insured by the FDIC or collateralized by the State or its agents in the State’s name. Custodial
credit risk in regard to deposits is the risk that in the event of the failure of a depository financial institution,
a government will not be able to recover deposits or will not be able to recover collateral securities that are
in the possession of an outside party. The Program does not have a deposit policy for custodial credit risk.
Program management does not believe any of its deposits are exposed to custodial credit risk.

Derivative Financial Instruments

The Prepaid Plan indirectly holds derivative financial instruments by its participation in an investment pool
at the IMB in which futures contracts are the only derivative financial instrument held in the pool and
represent less than 0.4% of the total pool’s net asset value as of June 30, 2015. As the Program does not
hold any direct investments in derivative financial instruments, no further disclosure or consideration of
their impact on the Prepaid Plan’s financial position and results of operations is required by Governmental
Accounting Standards Board Statement No. 53, Accounting and Financial Reporting for Derivative
Instruments.

4. Accrued Contract Benefits Liability

The total actuarial present value of accrued contract benefits liability of $81,529,807 as of June 30, 2015,
was based on the provision for contract benefits since inception of the Prepaid Tuition Plan. Current
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liabilities of $16,542,226 represent obligations that will become due within a year from June 30, 2015.
Noncurrent liabilities of $64,987,581 represent obligations that will become due more than a year after June
30, 2015.

Under the actuarial evaluation, tuition and fees are assumed to increase an average of 8.5% for the 2016-
17 school year and each year thereafter to the end of the Prepaid Tuition Plan on June 30, 2022. Investments
are assumed to earn 5.3% for the years ending June 30, 2016-17. Declining rates are assumed for each year
thereafter through 2022 when the rate is assumed to be 2.3%.

The accrued contract benefits liability at June 30, 2015, and changes for the fiscal year then ended are as
follows:

Beginning balance, June 30, 2014 $ 86,059,060
Interest cost 4,504,844
Actuarial gain (1,040,850)
Miscellaneous factors (216,675)
Changes in actuarial assumptions 4,373,692
Changes in Prepaid Tuition Plan provisions (919,426)
Tuition benefit payments and refunds (11,230,838)
Ending balance, June 30, 2015 $ 81,529,807

The actuarial gain was the result of tuition increases for the 2015-16 school year being less than expected.
Weighted average tuition had been assumed to increase 9.0% but instead increased 7.8%. Changes in
actuarial assumptions were not favorable because investment return projections were lowered to reflect the
winding down of the Prepaid Tuition Plan and the corresponding shift of investment allocations to less risky
fixed income securities, and the projection of annual tuition increases was increased for the long term.
Changes in Prepaid Tuition Plan provisions were favorable and reflect policy changes made to affect the
closing of the Plan on June 30, 2022.

5. Tuition Contract Revenues and Tuition Contract Benefits and Expenses

The tuition contract revenues and tuition contract benefits and expenses represent current revenues and
expenses of the Prepaid Plan. Such amounts are determined by the time value of money as a result of
changes in actuarial assumptions year over year. Because the Prepaid Plan is closed to new enrollments,
the revenues and expenses related to such accounts are determined directly and solely by actuarial
assumptions, estimations, and economic factors, such as the actuarial interest rate, tuition growth
projections, account cancellations, economic inflation, beneficiaries’ choices of schools, and actual
experience versus actuarial expectations. In any given year, fluctuations in actuarial assumptions and/or
actual experience can significantly change revenues and expenses, and, under certain circumstances, create
negative revenues and expenses. An actuarial gain in the accrued contract expense liability in the
Administrative Account created negative tuition contract expenses for Fiscal Year 2015.

The following represents components of tuition contract revenues and tuition contract benefits and

expenses reported on the Statement of Revenues, Expenses and Changes in Net (Deficit) Position for the
Year Ended June 30, 2015:
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Tuition contract revenues

Actuarially estimated tuition contract revenues for Fiscal Year 2015 $ 23,663
Decrease in tuition contracts receivable due to miscellaneous factors during the year (3,774)
Tuition contract revenues for Fiscal Year 2015 (an actuarial gain on tuition contracts

receivable) $ 19,889

Tuition contract benefits

Interest growth in actuarially estimated tuition contract benefits for Fiscal Year 2015  $ 4,504,844
Decrease in accrued contract benefits liability due to lower tuition growth than

estimated for the 2015-16 school year (1,040,850)
Increase in accrued contract benefits liability due to changes in various actuarial

assumptions at June 30, 2015 4,373,692
Decrease in accrued contract benefits liability due to changes in Prepaid Tuition Plan

provisions (919,426)
Decrease in accrued contract benefits liability due to miscellaneous factors (216,675)
Tuition contract benefits for Fiscal Year 2015 (an actuarial loss on accrued contract

benefits liability) $ 6,701,585

Tuition contract expenses

Interest growth in actuarially estimated tuition contract expenses for Fiscal Year 2015 $ 27,880
Decrease in accrued contract expense liability due to assumed actuarial payments

during Fiscal Year 2015 (129,936)
Decrease in accrued contract benefits liability due to changes in Prepaid Tuition Plan

provisions and miscellaneous factors (65,699)
Tuition contract expenses for Fiscal Year 2015 (an actuarial gain on accrued contract

benefits liability) $ (167,755)

6. Change in Accounting Principle and Restatement of Net Position

As discussed in Note 2 to these financial statements, the Program adopted GASB Statement No. 68,
Accounting and Financial Reporting for Pensions—an amendment of GASB Statement No. 27, and GASB
Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date — an
amendment of GASB Statement No. 68 for fiscal year 2015. As a consequence of adopting the new
standards, the Program was required to restate the net position of the Administrative Account as of July 1,
2014, to account for the cumulative effect of the change in accounting principle related to accounting for

pensions. The effect of the restatement was a decrease to beginning net position of the Administrative
Account as follows:

Net position as reported June 30, 2014 $ 995,737
Cumulative effect of change in accounting principle (213,483)
Net position as restated June 30, 2014 $ 782,254
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The decrease is the result of applying requirements of these Statements, which require state government

employers to recognize their proportionate share of the net pension liability of the state’s pension plans as
of the measurement date of June 30, 2014.

7. Compensated Absences and Other Postemployment Benefits

Compensated Absences

The accruals for compensated absences represent obligations that may arise for earned but unused annual
leave as of June 30, 2015. Current liabilities of $63,751 represent obligations for compensated absences

that can become due within a year from June 30, 2015.

The accrued compensated absences liability at June 30, 2014, and changes for the fiscal year then ended
are as follows:

Beginning balance, June 30, 2014 $ 60,021
Addition: Annual leave earned 38,111
Reduction: Annual leave used (33,855)
Reduction: Decrease in employer

contribution for fiscal year 2016 (526)
Ending balance, June 30, 2015 $ 63,751

Other Postemployment Benefits Plan Description

The State of West Virginia sponsors the West Virginia Other Postemployment Benefits Plan (the “OPEB
Plan”), a cost-sharing multiple-employer defined benefit postemployment plan administered by the West
Virginia Public Employees Insurance Agency (the “PEIA”), to provide medical benefits to retired state and
local government employees. Chapter 5, Article 16D of the West Virginia Code created the West Virginia
Retiree Health Benefits Trust Fund (the “RHBT”) and assigns the authority to administer the plan to PEIA.
The PEIA issues a publicly available financial report that includes financial statements and required
supplementary information for the Trust. That report can be obtained by writing to PEIA, 1900 Kanawha
Boulevard East, Charleston, WV 25305, or by calling (304) 558-7850.

Other Postemployment Benefits Plan Funding Policy

The State Code requires the OPEB Plan to bill the participating employers 100.0% of the Annual Required
Contribution (“ARC”), an amount actuarially determined in accordance with the parameters of GASB 45.
The ARC represents a level of funding that, if paid on an ongoing basis, is projected to cover normal cost
each year and amortize any unfunded liabilities (or funding excess) of the plan over a period not to exceed
thirty years. State of West Virginia plan employers are billed per active health policy per month. The latest
OPEB actuarial valuation was performed as of June 30, 2014, and the ARC amounts were applied
prospectively to the fiscal year beginning July 1, 2014,
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The Program’s ARC to the OPEB Plan for the year ended June 30, 2015 was $23,340. During the year, the
Program paid $12,236 in ARC. The remaining ARC amount of $11,104 was neither billed nor paid and is
recorded as additional noncurrent other postemployment benefits liability as of June 30, 2015.

8. Retirement Benefits
General Information about the Retirement Plan

Retirement Plan Description

The Program contributes to the Public Employees Retirement System (the “PERS”), a cost-sharing
multiple-employer defined benefit pension plan administered by the West Virginia Consolidated Public
Retirement Board (the “CPRB”) pursuant to Chapter 5, Article 10D of the West Virginia Code. The CPRB
issues a publicly available financial report that includes financial statements and required supplementary
information for the PERS. That report can be obtained at the CPRB’s internet address
http://www.wvretirement.com/ or by writing to CPRB, 4101 MacCorkle Avenue Southeast,
Charleston,WV 25304.

Benefits Provided
The PERS provides retirement, disability and death benefits to plan members and beneficiaries.

Qualification for normal retirement is age 60 with five years of service or at least age 55 with age and
service equal to 80 or greater. The straight-life annuity retirement benefit is equivalent to 2% of average
salary multiplied by years of service. Average salary is the average of the three consecutive highest annual
earnings out of the last fifteen years of earnings. Terminated members with at least five years of contributory
service who do not withdraw their accumulated contributions may elect to receive their retirement annuity
beginning at age 62.

Disability benefits shall not be less than 50% of a member’s FAS. At age 65 the benefit is calculated on
actual years of service and may be reduced, but the straight life benefit or equivalent may not be less than
20% of FAS.

For death benefits, the PERS members may select beneficiary options based only upon the specific category
that describes his or her particular circumstance at the time a beneficiary form is completed (i.e., date of
hire, years of service and marital status).

Contributions

The PERS is funded by employee and employer contributions. Per Chapter 5, Article 10, employees
contribute 4.5% of annual earnings. Until June 30, 2015, the employer contributed 14.0% of the employee’s
gross monthly salary. Effective July 1, 2015, the employer will contribute 13.5% of the employee’s gross
monthly salary. Contributions as a percentage of payroll for employees are established by statutes, subject
to legislative limitations and are not actuarially determined. Contributions as a percentage of payroll for
employers are established by the CPRB. The employee and employer contributions are annually reviewed
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to assure that they result in actuarially sound funding for the PERS. The Program’s contribution to the
PERS was $38,263 for the year ended June 30, 2015.

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensions

At June 30, 2015, the Program reported a liability of $93,793 for its proportionate share of the PERS net
pension liability. The net pension liability was measured as of June 30, 2014, and the total pension liability
used to calculate the net pension liability was determined by an actuarial valuation as of that date. The
Program’s proportion of the net pension liability was based on a projection of the Program’s long-term
share of contributions to the PERS relative to the projected contributions of all participating employers,
actuarially determined. At June 30, 2014, the Program’s proportion was 0.0254%, which was a decrease
from its proportion of 0.0288% as of June 30, 2013.

For the year ended June 30, 2015, the Program recognized pension expense of $9,382. At June 30, 2015,
the Program reported deferred outflows of resources and deferred inflows of resources related to pensions
from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and actual experience $ - $ -
Changes of assumptions -
Net difference between projected and actual earnings on pension
plan investments - 99,220
Changes in proportion and differences between Program
contributions and proportionate share of contributions - 29,852
Program contributions subsequent to the measurement date 38,263 -
Total $ 38,263 $ 129,072

The $38,263 reported as deferred outflows of resources related to pensions resulting from Program
contributions subsequent to the measurement date will be recognized as a reduction of the net pension
liability in the year ended June 30, 2016. Other amounts reported as deferred inflows of resources related
to pensions will be recognized in pension expense as follows:

Year ended June 30:

2016 $ 26,835
2017 26,835
2018 26,835
2019 26,835
2020 21,732
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Actuarial Assumptions

The total pension liability in the June 30, 2014 actuarial valuation was determined using the following
assumptions, applied to all periods included in the measurement:

Inflation 2.2%
Salary increases 4.25-6.0%
Investment rate of return 7.5%

Mortality rates were based on mortality tables as follows:
e Healthy males: 1983 GAM male
e Healthy females: 1971 GAM female, set back 1 year
e Disabled males: 1971 GAM male, set forward 8 years
e Disabled females: Revenue Ruling 96-7 disabled female table

Experience studies are performed at least once in every five-year period. The valuation was prepared on
the basis of assumptions that were recommended to and adopted by the CPRB Board on the basis of an
experience study covering the period from July 1, 2004, to June 30, 2009. These assumptions will remain
in effect for valuation purposes until such time as the CPRB Board adopts revised assumptions.

The long-term rates of return on pension plan investments were determined using the building block method
in which estimates of expected real rates of return (expected returns, net of pension plan investment expense
and inflation) are developed for each major asset class. These ranges are combined to produce the long-
term expected rate of return by weighting the expected future real rates of return by the target asset
allocation percentages and by adding expected inflation. Rates summarized in the following table include
the inflation component and were used for all defined benefit plans:
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Long-Term
Target Expected Rate
Asset Class Allocation of Return
US equity (Russell 3000) 27.5% 7.6%
International equity (ACWI ex US) 27.5 8.5
Core fixed income * 15.0 2.9
High yield fixed income * - 4.8
TIPS - 2.9
Real estate 10.0 6.8
Private equity 10.0 9.9
Hedge funds 10.0 5.0
Inflation (CPI) - 2.2
Cash ** - 0.0

Total 100.0%

* Allocation of 15.0% is for total fixed income.

** Cash is included in fixed income.

Discount R