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How state tuition guarantee plan works

By Tim Richard
slaft writer

ITH a lump sum pay-
ment of about $6,400,
parents can guarantee

thelr newborn  child
four years tuition at a state college
when the child is ready.

Invested by the state, money in the
the Michigan Education Trust
fund will cover fees estimated to to-
tal $26,000 for four years of college
by the year 2008, said Treasurer
Robert Bowman.

The way it works: A parent’s capi-
tal will earn 10 pereent and be com-
pounded; tuitions are estimated to
rise 6-7 percent a year; and the 3-
percent “spread” enables the state
to guarantce the 1988's Investment
will cover 2006's tuition,

For two hours Wednesday night,
Bowman llelded dozens of questions
In the Southfield-Lathrup High
‘The audience started at nearly 2,000
but dwindled to 100 by what Bow-
man said was his 10 p.m. bedtime,

“We never dreamed we'd have this
kind of turnout,” said Gov. James
Blanchard, who hired (he. former
Wall Street Investment banker as hls
top economle alde in 1983, Blanc-
hard spoke briefly but left all the
tough questions to the 33-year-old
graduate of Harvard and Pennsylva-
nia’s Wharton School of flnance.
Some* questlons and hls answers
(paraphrased):

Q. Suppose the child docsn't want
10 go to college.

A. You get back what you pald in,
plus interest, minus adminlstrative
costs. Same thing If the child dies be-
fore enrolling In coliege.

Q. What {f the child wants to go to
2 private college such as the Univer-
sity of Detroit or an out-of-state
school such as Ohlo State?

A. The state will pay the equiva-
lent of the average tuition at a Mich.
igan_college but can't guaranice to
cover 100 percent of the cost, as it
;vlll if the child goes to a state col-
ege.

Q. When can I enroll my child?
A. There will be a five-day period

this June when the state will guaran.
tee to enroll all applicants reglstered
at onc of the {ive state Treasury of-
fices. In future years, there may bea
quota on how many can be enrolled,

The Detroit offlce Is at 1200 Slxth
St. The main office address is: State
Treasurer, Lansing 48822,

To get the enroliment form and
a copy of the contract, call toll.
free 1-800-MET-4-KID. Request
one tl:lopy {or cach child you plan to
enroll.

Q. We don't have $6,400 o loose
cash, Can we nrrange payments?

A. Yes, through any savings and
loan association in the state. S&Ls
will be the “delivery” arm of the
program.

You can borrow your investment
from the S&L for payments as low
as $25-$30 a month. The loan s guar-
anteed by the'state,

If you use your house as cquuy
you can deduct the mortgage inter-
est from taxable income. The inter-
est your education trust fund equ]ty
earns wlll be tax free.

Q. Can I invest Jost enough to
guaraniee one, two or three years of
college?

. Yes,

Q. If my first chlld decldes agalnst
college, ean I transfer It to my sec-
ond child? |

A, Yes —
medlate family.

Q. How are tultion payments ban. "
dled’

A. The state pays it directly to the
college.

Q. You've talked mbout what it
would cost to enroll a newborn, but

, my children are five and elght yun

away from collcge.

A, Costs for older children wlll be
outllned in a brochure. Coats will be
higher. For those already in: high
school, the cost will be about §$2,300
per year of college — nearly full
prepayment. Those enrolling as high
school students must Indlcate their
college of choice because costs vary
widely between state colleges.

“Unique job’

Actuarles calculated”

MET payment cosrs

By Tim Richard
statf writer

Figuring what parents must invest
in the Michigan Education Trust to
prepay .their kids' college tultlon
took more than a knowledge of in-
vestments, Much of the work was
done by actuaries — people who cal-
culate Insurance rates,

“It was a unique job," sald Rick
Kaye, a West Bloomfleld resldent
who was involved in setting the first-
iﬁ -the-nation guarantee of college tu.

on, -

“No one's ever done It before, Ac: .
tuaries don't deal with tuitlon rates,”
said Kaye, managing partner of the
actuarial beneflts consulting divislon
of Coopers & Lybrand, certified pub-
lic accountants and actuarles,

KAY HAS a degree In math and
and master's in actvarial sclence
from the Unlversity of Michigan.
Coopers & Lybrand's usua) line of
work is advising businesses on re-
tirement and fringe benelils — how
to fund them to keep them solvent.
Having the state treasurer as a cli-
ent was different.

“We're the ones who determine
the prices,” sald Kaye, The MET
board is expeceted to announce soon
how much a parent will have to in-
vest, at a child’s blrth, to guarantee
the youngsler four years of tultion at
one of Michigan's 15 state colleges
and tnlve .

Best guess: $8,400 for a newborn,
$8,000 for a high'school senlor, ... .

The tuition investment trust is
kind-of a discount plan; Momer and |
dad pay a'lump sum now
lnlcmt and pays the big hul uun
on. And it doesn't have to be mother *
and dad — many grandparenls are
eyeing the plan, and state officials
hope private companies. will buy
them for employees' kids,

First, Kaye sald, the actuaries had
m caleulate how much tuition will

rise  between now’ and. 2008 AD“._
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says. is below, what state pcmlnn
funds have been earning In the high-
Interest rate days of the last decade.

Third, the MET must pay federa}
taxes on the. investment. Neither
parents nor kids will pay ma on..
. umlnval.ment. :

THEN JOB

' THE
goal was'a yield nqunl o lh::’?l:m ¢ Raye his three

ed average of tultions at the 15 four- '
year colleges.” " :
2ald they asstrie more “bots s

[

der]
on ogiluc tncwlnx lu ﬂund ‘ly

.into the preml

"= ona*at-Central:}

ik 1
" studcnts will set their sights ‘a guarantee, Mlt‘i forced savings.
know the' will

Rick Kaye
“unique ioh"

great dulerence between cosu of a

“regional” college such lu Northern
in the uppes

and the University of Mlchlxan. with

the hlghul public college tultion in -

the

"lf more went to NMU, our cost
could be Jowered,” said Klye. “And
the more that join, the more the risk
isspread.” -

Parents asked Bowman last week
whether the MET pn;grnm would

or
schools — U-M,
Michlgan State, Wayne State: and
Michigan Tech. «
. Bowmanp sald {t’ Ilkely ‘would,'
,Next task was to look.at.the his
torical evidence and see not only
-how. many .traditional - 18-year-olds
would ‘enrcll in college, but how

- many 16-year-old prodigles and how
-many late bloomers, The more who
.delay entering college, the more in- .

terest can bo earned by the MET.

“If- the actuaries And the 'MET
board guess wrong, Bowman" said,
they bave an opporiunity. to correet .
themselves cach year by .adjasting |
the enlry prlco !or new jolneu
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Q. Can I transfer money Into the
edocation trost fund from my IRA
without paylng income tax?

A. Not under current law,

“If you cashed in U.S, savings bonds
to buy into the educatlon trust fund,
you would have to pay tax on the
bond interest.

Q. If my child dgesn't go to college
and elects to take the money In cash,
will he have to pay Income tax on 187

A, Yes, but not much. The $20,000
can be spread over four years,

Q. Can my child stretch out his
colltge work over five years?
but the educatlon trust
fund will cover only four years of
college credlts. Likewise, the student
can attend summer school and com.
plete degree work In three calendar
years, but the state will cover four
years worth of college credits.,
We're not going to guarantee col-
lege for “professional students,”

Q. What If my child prodigy Is able

to start college at 15 or 167
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A. We've factored that into the
price. Tultion Is guaranteed. It's also
guaranteed for up to elght years af-
ter the normal college starting age.

Q. What If my child qualifies fora
scholarship?

A. Take the scholarshlp, then ap-
ply the education trust fund money
to room and board or transfer the
educatlon trust fund to another child,
or ask for a refund.

Q. Who controls the money — the

donor or beoeficiary?
A. For tax reasons, you will want
the beneliclary to control it.

Q. This program seems to be for
middle-income people. What about
the child from a welfare family or
whose parents cap't quallfy for a
loan to join the education trust fund?

A. You're right — It is for mlddle-
income people, but it's only one of
several state educational programs.
‘The TIP program covers (wo years
at a communlty college for a child
who has been on welfare.

Q. I this limlted to middle-income
ople?

A. No, people of any Income level
can joln. But it's frankly of most
beneflt to middle-income peuple.

Q. Suppose my kid flunks out alter
two years.
A. You' ll get the cquivalent of a
two-year refund. Bul if be stays in
longer than two years, the money
stays with the system.

Q. Suppose, beczuse of the popu.
larity of this program, there's an
overwhelming demand for one anl-
versity. Who decides which students
get in?

A. The university admisstons offi-
cer, There may well be stlff compe-
tition to get into certaln colleges.

Q. Can 1, as an adult, enroll In the
education trust fund now and go ta
college 20 years from now?

A. There would be no discount at
your age. It wouldn't be worth it.

Q. Does my child kave to have a
Soclal Security number?

A. We'd prefer it, but you don't
have to have one.
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