GUARANTEED EDUCATION TUITION COMMITTEE MEETING
REGULAR MEETING

Monday July 15, 2002
2:00 pm -5:00 pm
State | nvestment Board
2424 Heritage Ct SW
Olympia, Washington

AGENDA
1. Cadl to Order
2. Approva of March 12, 2002 Minutes ACTION Tab1l
Approval of June 17, 2002 Minutes
3. Year-End Sales Update INFORMATION

4. Update on development of a College SavingsPlan INFORMATION

5. Marketing Plan 2002-03 INFORMATION
Wendy Dore and Cathy Stevens
The Marketing Partners

6. Investment Update INFORMATION Tab 2
Gary Bruebaker, Chief Investment Officer
Washington State Investment Board

7. Approva of Revised FY 03 Budget ACTION Tab 3
8. Proposed Enrollment Dates for 2002-03 DISCUSSION Tab 4
PUBLIC COMMENT
ACTION
9. Actuaria analysis and unit price setting DISCUSSION Tab 5
Enrollment year 2002-03 PUBLIC COMMENT
Bill Reimert, Principal & Consulting Actuary ACTION
Milliman USA
10. Director’s Report INFORMATION

11. Possible Executive Session
May be held for any of the purposes set forth in RCW 42.30.110

12. Action Items, if any, made necessary by Executive Session
13. Adjournment of Regular Meeting

Next Regular Meeting, September 17, 2:00 — 5:00 p.m.
State Investment Board, 2424 Heritage Court SW, Olympia, WA

10/24/02
2:15PM



Guaranteed Education Tuition Committee Special Meeting
Monday, June 17, 2002
State Investment Board
2424 Heritage Court SW
Olympia, WA

MINUTES

CALL TO ORDER

Marc Gaspard, HECB Executive Director and Committee, Chair, called the meeting to
order at 2:05 p.m. Committee members in attendance in addition to the Chair included
Michael J. Murphy, State Treasurer, Marty Brown, Director of OFM, Beth Stecher
Berendt, Citizen Member and Mooi Lien Wong, Citizen Member (via conference call).

HECB staff in attendance: Guestsin attendance:

Betty Lochner, GET Director Howard Fischer, Office of the Attorney
Larry Lee, GET Operations Manager General

Lyle Jacobsen, HECB Specia Assistant Nancy Calkins, State Investment Board
Debra Blodgett, GET Administrative Gary Bruebaker, State Investment Board
Assistant Joe Dear, Frank Russell Company

Elaine Emans, Office of the State Treasurer

WELCOME
Marc opened the meeting with introductions of the committee members. Staff and guests
were asked to introduce themselves for the record.

Betty gave an overview of the agenda and indicated there were no changes.

UPDATE ON GET ENROLLMENT YEAR

Betty reported that there are no official statistics yet, however, the hand count is currently
at 10,669 new enrollment forms for the 2002-03 enrollment year that ended May 31.

The number of on-line enrollments that were received is 2,300. On-line enrollment was
only available during the last 3 weeks of the enrollment period. In addition, there are
1,200 incomplete on-line enrollments that were due to the over capacity of the system
that was experienced in the last few days. Staff isworking through sorting out which are
duplications and which need to be completed with the customer. Tota active accounts to
date stands at approximately 24,000. The final numberswill be presented at the July
GET Committee Mesting.

Mike asked if the on-line enrollment process saved time. Larry explained the process and
indicated that entering on-line enrollments takes about half of the time as paper forms
received.

Betty informed the committee that 5,400 calls were received in the month of May with
over 2,000 of those received in the last 4 days of the month. In addition, the program
received 80 walk-ins with enrollments on the last day. Seven additional temporary staff
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have been hired to work to get al enrollment forms entered. To date 6,600 enrollment
forms have been entered into the data system.

Marc commended the staff for their tremendous efforts and high level of customer
service maintained. He reminded the committee that price setting for the next enrollment
period will take place at the July 15 Committee meeting.

UPDATE ON DEVELOPMENT OF A COLLEGE SAVINGSPLAN

Betty directed the committee to the staff report on the development of a college savings
plan. There were twelve proposals submitted for investment management, two for
records administration and two for marketing services. The Washington State Investment
Board (WSIB) reviewed the twelve proposals received for investment management. The
records administration and marketing services proposals were reviewed by awork group
of staff from the HECB and the Office of the State Treasurer. The review found that the
cost to participants would be significantly higher than had been anticipated. A memo
from Gary Bruebaker, WSIB to Betty Lochner expressed serious concerns about the level
of fees and investing any more WSIB staff time in the selection process.

Betty indicated that Gary Bruebaker, Acting Executive Director of the WSIB, was here if
the Committee had any questions for him. Marc asked Gary for his comments on the
review process.

Gary responded with an overview of the RFP process from the WSIB standpoint. They
reviewed the proposals and worked to narrow down to the finalists, which were discussed
with the WSIB Public Markets Committee. The WSIB staff worked with the HECB
review group on how the plan might work and came up with combined costs of up to 233
basis points. In reviewing what some of the other states were charging, they found that
excluding the brokerage arrangements, it appeared that Washington would end up being
one of the highest cost programsin the nation, if not the highest. The Public Markets
Committee had serious concerns about taking on this project. Gary commented that most
states have gone to bundled approaches or retail options to keep costs low.

Mooi Lien asked if theinterna management fee was included in the basis point total.
Gary indicated that it was. Mike asked about costs if we didn’t do any marketing. Gary
indicated the fee would be 51-83 basis points for just investment management and
records administration.

Marc asked Betty to outline the options for the next step. Options discussed included
going back to the legislature for authority to borrow additional money from GET and a
longer repayment period, exploring partnerships with other states, and conducting a
feasibility study to determine if further program development should continue. Based on
other state’s experienceit is believed that a vendor can be found who can manage the
entire program in a bundled approach and keep costs low.

The recommended option would require hiring a consultant to develop the RFP for a
bundled approach, review and analyze proposals, and make recommendations of
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approximately three finalists to the GET Committee. The selected firm would be
required to cover the costs of the procurement, estimated at between $15,000 and
$20,000. The GET Program is already under contract with Milliman USA for actuary
and investment consulting to include development of an RFP for a college savings plan,
so further contracting for this processis not necessary. The proposed timeline would
have a proposal ready for committee review by the end of July and a recommendation to
the committee by October.

Marty asked when the program would open. Betty responded that we are still hopeful it
would launch by the end of the calendar year.

There was active discussion about the approach and costs associated. Marc indicated that
issue before usiswhat is the next step and reviewed the staff recommendation to proceed
with the RFP process through Milliman with a bundled RFP approach. Marty made a
motion to move forward with an RFP process for a bundled approach. Mike asked that
the cost issue be reviewed with legal counsel before moving forward with the motion.

An executive session was held for the purposes of consulting with legal counsel
about the college savings plan. No action was taken.

Public meeting reconvened.

Marty Brown moved to not take any action on the current proposalsreceived, and
to develop a new bundled approach RFP using Milliman asthe investment
consultant. Recommendations would be presented to the committee as soon as
possible. Mike Murphy seconded the motion.

Further discussion followed. Mike commented that the responses should include what net
VS. gross costs are and that review of those costs should be reported to the GET
committee on aregular basis. He also asked how state administration costs would be
covered. Betty indicated that the proposed $50 application fee would be for that purpose.
Marty asked staff to make sure that the consultant gets the comments from the committee
regarding these issues. Mooi Lien commented that the customer would be looking at the
cost and the investment performance. Investment managers will not recommend the
Washington program to their clientsif it is not a good program.

The previous Motion carried unanimously.
Marc called for public comments by anyone in the audience. There were no public
comments made.

ADJOURNMENT
There being no other business, the meeting was adjourned at 2:55 p.m.

NEXT MEETING
Next Regular scheduled meeting July 15, 2002, State Investment Board.



Washington State Higher Education Coordinating Board - Guaranteed Education Tuition Committee

Proposed Change for 2002-03 Enrollment Dates

July 15, 2002

Background

For the first three years of the GET program, there were two annual enrollment periods
for new GET participants:

Custom Monthly Plans: September 1 — January 15

Lump Sum Plans: September 1 — June 30

The GET 2001-02 enrollment year for both payment plans was:
September 15, 2001 to May 31, 2002*
* Current account holders are allowed to purchase additional units at the current
unit price through August 31, 2002.

The end date of May 31, 2002, was chosen to allow the program to be open the maximum
number of calendar months possible and still allow time for the end of enrollment process
and price setting for the next year.

The unit price for the 2001-02 enrollment year was set at $42 and was based on the
assumption that the 2002-03 academic year would allow a6.1% tuition increase, as
approved by the legislature. During the 2002 legislative session, the 6.1% tuition
increase authority was raised to 16%. Although institutions could decide whether or not
to use the full 16% authority, it was clear at the end of the legidlative session that the
6.1% tuition increase assumption was no longer accurate.

By virtue of the contract and promotional material language, the programis required to
continue selling units at the previously established price for the remainder of the
enrollment period, and through August 31%. A policy that allows the program enrollment
to end after the legidative session, in which tuition increases are authorized, without an
adjustment of the unit price, creates some actuarial concerns for the program.

To eliminate having asimilar situation occur during the 2002-03 enrollment year, it has
been recommended by our actuarial consultants, Milliman USA, that the unit price be
adjusted at |east twice per year, and preferably as often as needed, to ensure the actuarial
soundness of the program. Thiswould allow the adjusted unit price to more accurately
reflect proposed or actual tuition increases and reduce potential liability for the program.




Proposed 2002-03 Enrollment Dates
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Proposed Options
Several options were explored including:

1. Adjust unit price as needed without notice — thisis by far the best risk
management tool, and the option recommended by Milliman USA.

2. Adjust the unit price quarterly, with notice — a practice that other states, including
West Virginia and Ohio have adopted.

3. Set the price annually on September 1 and adjust it annually on April 1 or later as
needed.

RCW 28B.95.030 (6) provides, “The governing body shall annually determine the current
value of atuition unit,” and RCW 28B.95.080 provides, “If funds are not sufficient to
ensure the actuarial soundness of the account, the governing body shall adjust the price of
subsequent tuition credit purchases to ensure its soundness’.

After consulting legal counsdl, it is recommended that the price be set annually and then
adjusted annually, if necessary, to maintain the actuarial soundness of the program.

Staff Recommendation —2002-03 Enrollment Y ear

It is recommended that the 2002-03 Enrollment Y ear be set from September 15, 2002 to
March 31, 2003, to allow the program enrollment to end prior to adjournment of the
legidlative session.

Current account holders would be allowed to purchase additional units at the current
price through March 31, 2003.

The price would be adjusted, if necessary, to ensure actuarial soundness of the Program
on April 1, 2003, or such later date as the Committee determines. Existing account
holders would be able to purchase units on alump sum basis at the new adjusted price
through August 31, 2002, when the price approved for the next enrollment period takes
effect.

For the 2003-04 enrollment year, the new unit price would be set in the summer and
effective September 1, 2003.



Higher Education Coordinating Board — Guaranteed Education T uition Committee

Actuarial Analysisand Price Setting for Enrollment Year 2001-02

August 15, 2002

Background

The following includes the history of GET unit prices and benefit payout since the
inception of the GET program. Complete information regarding the actuarial analysis
and recommendations for the 2002-03 unit price will be presented to the committee at the
July 15, 2002 meeting by Bill Reimert, Principal and Actuary with the firm of Milliman,
USA.

History of GET Unit Price Increases

1998-99 $35
1999-01 $38
2000-01 $41
2001-02 $42

History of GET Unit Payout*

2000-01 $36.41
2001-02 $38.98
2002-03 $45.20

*The annual value of each GET unit purchased is based on one percent of the resident
undergraduate tuition, plus state mandated fees, for the highest-priced Washington public
university for the academic year.

Proposed Unit Pricefor the 2002-03 Enrollment Y ear

Dueto the increased enrollment for the 2002-03 enrollment year, and adelay in receiving
the final tuition benefit amount from ingtitutions, it has taken longer than anticipated to
complete the actuaria file used to develop and cal cul ate the proposed unit price.

Complete information, including a recommendation for the new unit price, will be
presented at the July 15, 2002 meeting. It is anticipated that preliminary information
will be available afew days before the meeting. The information will be faxed to
committee members as soon as it becomes available.
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