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The mission of the Prepaid College Plan is to offer a simple,
convenient, safe and efficient college savings program that will:

e Make a college education more accessible and affordable
to more West Virginians

e Encourage more families to save ahead for the costs of
college

e Promote attendance at West Virginia’s public and
private institutions of higher learning

e Establish college attendance as the norm for more of
West Virginia’s youth

o Express the quality, user-friendliness, professionalism
and innovation inherent in the Treasurer’s Office.
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State of West Virginia

OFFICE OF THE STATE TREASURER
CHARLESTON, WV 25305

John D. Perdue
State Treasurer

Paul W. Hill
Assistant State Treasurer

The Honorable Members of the Legislature
The Members of the Board of Trustees of the
West Virginia College Prepaid Tuition and Savings Program
The Prepaid Tuition Plan Contract Holders
The Savings Plan Participants
Citizens of West Virginia:

| am pleased to provide you with the Comprehensive Annual Financial Report (CAFR) of the
West Virginia College Prepaid Tuition and Savings Program for the year ended June 30, 2008.
The financial statements contained herein have been audited by an independent certified public
accounting firm.

The CAFR exemplifies the Office of the State Treasurer’s commitment to financial
accountability and adheres to nationally recognized standards. The Program is committed to
providing a safe and secure means for making college costs affordable. The CAFR is designed to
provide the reader with clear, concise and complete financial data.

This report is made possible through the efforts of many people throughout the Treasurer’s
Office dedicated to providing reliable and credible financial information in conformity with
accounting principles generally accepted in the United States. Their commitment and dedication
to national reporting standards have resulted in the Program’s achievement of a high level of
financial accountability.

Sincerely,

91_9_ fonctoe.

John D. Perdue
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SMARI 529

WEST VIRGINIA'S COLLEGE SAVINGS SOLUTION

December 19, 2008

Honorable John D. Perdue, State Treasurer
Office of the State Treasurer

Honorable Members of the West Virginia Legislature

Board of Trustees
West Virginia College Prepaid Tuition and Savings Program

Contract Holders of the Prepaid Tuition Plan
Participants in the Savings Plan

Citizens of West Virginia

Ladies and Gentlemen:

The Comprehensive Annual Financial Report (“CAFR”) of the West Virginia College Prepaid
Tuition and Savings Program (the “Program”) for the year ended June 30, 2008, is hereby
respectfully submitted. This report was prepared by the Office of the Financial Director of the
Program. Responsibility for both the accuracy of the presented data and the completeness and
fairness of the presentation, including all disclosures, rests with management of the Program. We
believe the information, as presented, is accurate in all material respects, and that it is presented
in a manner designed to fairly set forth the financial position of the enterprise funds and fiduciary
fund of the Program and the respective changes in financial position and cash flows where
applicable. All disclosures necessary to enable the reader to gain an understanding of the
Program’s financial activities have been included.

Management is responsible for establishing and maintaining internal control designed to ensure
that the assets of the Program are protected from loss, theft or misuse and that the preparation of
the financial statements is in conformity with accounting principles generally accepted in the
United States. Internal control is designed to provide reasonable, but not absolute, assurance that
these objectives are met. The concept of reasonable assurance recognizes that (1) the cost of a
control should not exceed the benefits likely to be derived from it, and (2) the valuation of costs

John D. Perdue, State Treasurer

Office of the State Treasurer - 1900 Kanawha Blvd. East, Charleston WV 25305 - 304-558-5000 - FAX 304-558-4177
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and benefits requires estimates and judgments by management. Management of the Program has
established a comprehensive internal control framework that is designed to provide a reasonable
basis for making representations concerning the finances of the Program. Because the cost of
internal control should not outweigh its benefits, the Program’s comprehensive framework of
internal control has been designed to provide reasonable rather than absolute assurance that the
financial statements will be free from material misstatement. As management, we assert that, to
the best of our knowledge and belief, this financial report is complete and reliable in all material
respects.

Accounting principles generally accepted in the United States of America require that
management provide a narrative introduction, overview, and analysis to accompany the basic
financial statements in the form of Management’s Discussion and Analysis (“MD&A”). This
letter of transmittal is designed to complement MD&A and should be read in conjunction with it.
The Program’s MD&A can be found immediately following the report of the independent
auditors in the financial section of this report.

Actuarial Soundness Review

The Program’s Prepaid Tuition Plan is required by Chapter 18, Article 30 of the West Virginia
Code to have an annual actuarial soundness review performed by a qualified actuary. The firm
Actuarial Resources Corporation performed the review as of June 30, 2008. The report is
available for public distribution and may be obtained from the Program.

Audit

The Program is required by Chapter 18, Article 30 of the West Virginia Code to have an annual
audit by an independent certified public accounting firm. The firm of Deloitte & Touche LLP
performed the financial statement audit for the fiscal year ended June 30, 2008, in accordance
with auditing standards generally accepted in the United States of America. The auditors’ report
on the Program’s financial statements is included in the financial section of this report.

Profile of the Program

The Program operates under the West Virginia State Code Chapter 18, Article 30, West Virginia
College Prepaid Tuition and Savings Program Act. This Act was formerly known as the West
Virginia Prepaid Tuition Trust Act until amended by the West Virginia Legislature on April 12,
2001. The State Treasurer under the direction of the nine-member West Virginia College
Prepaid Tuition and Savings Program Board of Trustees (the “Board”) administers the Program.

The purpose of the Program is to offer a Prepaid Tuition Trust Fund (the “Prepaid Tuition Plan™)
that provides individuals and organizations the opportunity to prepay tomorrow’s college tuition
and mandatory fees at West Virginia public and private colleges and universities, and to offer a
Savings Plan Trust Fund (the “Savings Plan”) that provides a means of saving to pay for the
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variety of costs of attending college.

The Program began operating its Prepaid Tuition Plan in July 1997 with the initial enrollment
period commencing on October 1, 1998 and ending January 31, 1999. Approximately 9,730
Prepaid Tuition Plan contracts have been sold. The Savings Plan opened in March 2002. Nearly
106,000 Savings Plan accounts have been opened since inception through June 30, 2008.

As discussed in Note 9 in the Notes to Financial Statements, the West Virginia Legislature closed
the Prepaid Tuition Plan to new enrollment effective March 8, 2003 until the Legislature
authorizes the plan to reopen. Under State Code 818-30-6 (g), the Prepaid Tuition Plan will
continue in existence and closing the plan to new contracts shall not affect any contracts in effect
on March 8, 2003. No Prepaid Tuition Plan contracts were sold in the year ended June 30, 2008.

The Program’s Board selected Hartford Life Insurance Company (“Hartford Life”) to provide
records administration, cash management, and customer service for both plans, and investment
management services for the Savings Plan. Both plans are known collectively as SMART529™
The College Savings Solution. The Program is an Internal Revenue Service Section 529
Qualified State Tuition Program. A more detailed description of the Program can be found in
Note 1 in the Notes to Financial Statements in the financial section of this CAFR.

Revenues of the Prepaid Tuition Plan are recognized primarily from the present value of prepaid
tuition contracts and from investment earnings. Expenses of the Prepaid Tuition Plan are for
tuition contract benefits and for general and administrative operating activities. Additions to the
Savings Plan come primarily from participant contributions and investment earnings; deductions
are primarily the result of participant withdrawals and administrative expenses. Sources of
revenue for operating the overall Program come from annual appropriations from the West
Virginia State Legislature and from fees charged to Program participants.

As detailed in Note 2 in the Notes to Financial Statements, the Office of the State Treasurer
includes appropriation requests for the Program in the State Treasurer’s budgetary schedule that
is submitted to the Secretary of the West Virginia Department of Administration each year. The
schedule is subject to annual budget review and approval by the West Virginia State Legislature.

Budgetary control is maintained through legislative appropriation and the Executive Branch
quarterly allotment process. Agencies submit budgetary requests to the State Department of
Administration, which compiles the Executive Budget on behalf of the Governor, who submits it
to the Legislature. After approval of the budget, the Department of Administration maintains
control over the spending patterns of the state at the activity level and by use of the quarterly
allotments. Annual appropriations are released for spending in quarterly installments or
allotments. The State Auditor exercises control over spending at the annual appropriation level.
All appropriations, except funds that are re-appropriated, expire 31 days after fiscal year end. All
re-appropriated funds are available, in the aggregate, on the first day of the fiscal year. The
State’s fiscal year is July 1 through June 30.

-11 -
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Financial Condition & Other Information

College costs continue to rise faster than general inflation as measured by the Consumer Price
Index. The Prepaid Tuition Plan’s weighted average benefit value for West Virginia public
college and university tuition and fees for state residents increased 6.9% from school years 2007-
08 to 2008-09, while the Consumer Price Index increased 5.6% between July 1, 2007 and June
30, 2008. By comparison, the previous weighted average benefit value increase was
approximately 5.8% from school years 2006-07 to 2007-08. According to The College Board,
average tuition and fees for in-state students at four-year public colleges and universities
increased 6.4% nationwide for the 2008-09 school year, and the increase was 4.7% for two-year
public institutions. Total costs including tuition, fees, room and board increased 5.7%
nationwide for in-state students attending four-year public institutions. The College Board,
which administers the Scholastic Aptitude Test (SAT) college entrance exam, is a national
nonprofit membership association composed of more than 5,400 schools, colleges, universities,
and other educational organizations.

In the fall of 2007, approximately 57.5% of West Virginia high school students graduating from
a state high school continued their education at an institution of higher education. This was down
from the rate of 57.8% in the fall of 2006. The national figures showed a projected college-going
rate of 61.6% in 2006.

The weighted average tuition for West Virginia public college and university tuition and fees for
state residents was $2,180 per semester for the 2008-09 school year, up from $2,049 for the prior
year. The actuarially determined tuition contract benefits liability is based on the weighted
average tuition, current tuition value, estimated tuition growth, and the expected rate of return on
investments. Current tuition value, which is the benefit paid to beneficiaries attending in-state
private or out-of-state institutions, was $2,363 for the 2008-09 school year, up from $2,211 for
the prior year. Tuition is assumed to grow 9% for the 2009-10 school year and 7% each year
thereafter. A flat annual rate of return of 0% is assumed on Prepaid Tuition Plan investments for
Fiscal Year 2009, and 7.25% each fiscal year thereafter. If either or both of those assumptions
vary significantly from actual results, the liability will change accordingly as well as the net
assets deficiency. For example, if tuition growth for the next year is more than the assumed
9.0%, the tuition contract benefits liability will increase beyond actuarial expectations and the net
assets deficiency will increase accordingly. If the rate of return on investments is less than the
assumed 0%, the liability will increase beyond actuarial expectations as well as the net assets
deficiency. In the same manner, if the tuition growth assumption exceeds actual growth or if the
rate of return assumption is less than actual returns, the tuition contract benefits liability will
decrease below actuarial expectations as well as the net assets deficiency. In summary, if the
actual results vary significantly from the assumptions, the deficiency in net assets of the Prepaid
Tuition Plan could significantly change. See the MD&A in the financial section of this report for
a more detailed discussion about actuarial assumptions.

The Prepaid Tuition Plan’s investment portfolio had a total loss of 6.1% for the fiscal year ended
June 30, 2008, a gain of 17.6% for the prior year and a gain of 9.1% for the year ended June 30,
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2006. The Prepaid Tuition Plan’s investment mix throughout the fiscal year was 60% equity
securities and 40% fixed income securities. The fiscal year was not a good year for the Prepaid
Tuition Plan’s equity investments, with domestic stocks losing 9.3% and international stocks
losing 10.0%. The Prepaid Tuition Plan’s fixed income investments lost 0.5% for the year.

The Prepaid Tuition Plan has a net assets deficiency—also referred to as an actuarial deficit or
unfunded liability—of $18.4 million at June 30, 2008. The deficiency was caused primarily by
less than expected investment gains in prior years and again this year, unexpected tuition
increases, changes in prior years and this year of estimates of rates of future investment earnings
and tuition growth, and investment losses. There was a change this year in the actuarial
assumption relating to the choice of colleges among Prepaid Tuition Plan beneficiaries as
compared to the choice of colleges among the general population. The change increased tuition
benefits liabilities, which in turn increased the deficit. The Prepaid Tuition Plan’s financial
condition is dependent on its investment earnings and adequate cash flows. As discussed in Note
9 in the Notes to the Financial Statements in the financial section of this report, steps have been
taken to ensure financial stability, which includes closure of the plan to new enrollment and a
pledge of funds from the State to support payment of benefits. Management believes the Prepaid
Tuition Plan will have sufficient resources to meet its obligations as they become due.

The West Virginia Legislature established the Prepaid Tuition Escrow Account to be funded
from the state’s Unclaimed Property Trust Fund. The Escrow Account provides funding to
support the deficit in the Prepaid Tuition Trust Fund, and the annual transfer is triggered by the
actuarial unfunded liability at the end of the fiscal year. The Escrow Account is discussed further
in Note 9 in the Notes to Financial Statements in the Financial Section of this report.

In January 2008, end-of-year individual account statements summarizing activity through
December 31, 2007, were mailed to all Prepaid Tuition Plan and Savings Plan account owners.

The West Virginia Prepaid Tuition Plan Disclosure Statement and Participation Agreement was
revised effective January 24, 2008, and mailed to all Prepaid Tuition Plan account owners. This
document also included a Summary of the Financial Condition of the Prepaid Tuition Trust Fund
as of June 30, 2007.

The Savings Plan’s various investment options showed rates of return ranging from a negative
30.9% to a positive 14.9% for the fiscal year, with many equaling or outperforming their
benchmarks. This was the fourth year for the Savings Plan. Contributions to the Savings Plan
were 32.4% more this fiscal year than last year. Investment losses this year in the Savings Plan
were $77.5 million. There was a $156.6 million investment gain last fiscal year.

There were a number of revisions to Savings Plan Offering Statements during the fiscal year.
The Offering Statement for The Hartford SMART529, which was formerly called Director
SMART529, was revised and issued effective October 1, 2007 and mailed to all account owners.
Offering Statements for SMART529 Select, and SMART529 WYV Direct were revised and issued
effective October 3, 2007 and mailed to all account owners. On November 9, 2007, a supplement
was issued to the Offering Statement for Cornerstone SMART529 relating to the merger of the
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Putnam Limited Duration Government Income 529 Fund into the Putnam U.S. Government
Income Trust. On November 15, 2007, a supplement was issued to the Offering Statement for
SMART529 WV Direct relating to the addition of The SMART529 Vanguard 500 Index Fund.
On December 3, 2007, a supplement was issued to the Offering Statement for SMART529 WV
Direct renaming The SMART529 Vanguard 500 Index Fund to The SMART529 500 Index
Fund. On December 21, 2007, Cornerstone SMART529 and Leaders SMART529 account
owners were mailed the Offering Statement for The Hartford SMARTS529 and letters describing
the reorganization of each plan into The Hartford SMARTS529 effective March 14, 2008. On
March 17, 2008, a supplement was issued to Offering Statement for The Hartford SMARTS529
relating to the addition of five individual fund options which were closed to new investors but
remain open to existing investors merging from Cornerstone SMART529 and Leaders
SMART529. On April 21, 2008, a supplement was issued to the Offering Statement for
SMART529 WV Direct relating to varying administrative service payment arrangements that the
Program Manager may receive and retain from certain underlying funds or related parties.

In October 2007, the Savings Plan moved its Customer Service Center and plan administration
from Connecticut to Woodbury, Minnesota. This move allowed enhancements to the records
system by using a new platform called DST TA2000 which offers greater usability and
flexibility. The TA2000 platform was already being used by The Hartford to run its mutual fund
operations, which are also serviced out of the Woodbury office.

Cash Management

The West Virginia Investment Management Board, Hartford Life, and the Office of the State
Treasurer manage the Prepaid Tuition Plan’s cash and cash equivalents. Hartford Life and the
Office of the State Treasurer manage the Savings Plan cash and cash equivalents.

Certificate of Achievement for Excellence in Financial Reporting

The Government Finance Officers Association of the United States and Canada (“GFOA”™)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the Program for
its comprehensive annual financial report for the fiscal year ended June 30, 2007. This was the
seventh consecutive year that the Program has achieved this prestigious award. In order to be
awarded a Certificate of Achievement, a government must publish an easily readable and
efficiently organized comprehensive annual financial report. This report must satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement
Program’s requirements, and we are submitting it to the GFOA to determine its eligibility for
another certificate.

Acknowledgments

The Program’s success would not be possible without the support and leadership of the State
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Treasurer, the Legislature and the Program’s Board of Trustees. Their commitment and
dedication to providing an affordable higher education has provided the Program with a blueprint
for success. The Program’s staff, Hartford Life, and the staff of the Office of the State Treasurer
provided diligent and dedicated service in building the Program and establishing it as the national
model of achievement that it is today. The preparation of this report was accomplished only
through the many hours and long days of work generously given by Program staff and the many
hardworking individuals at Hartford Life who are essential for the success of this program.

Respectfully, I hereby submit the Comprehensive Annual Financial Report of the West Virginia
College Prepaid Tuition and Savings Program for the year ended June 30, 2008.

Sincerely,

ot lorm

David S. Thomas, CPA
Financial Director
West Virginia College Prepaid Tuition and Savings Program
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Deloitte

City Place
185 Asylum Street — 33" FI.
Hartford, CT 06103 USA

Tel: (860) 725-3329
Fax: (203) 905-3062
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

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

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, 2008,which collectively comprise
the Program’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the Program’s management. Our responsibility is to express
an opinion on the respective financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the respective financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Program’s internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining,
on a test basis, evidence supporting the amounts and disclosures in the respective financial
statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

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, 2008, and the respective changes in financial
position and respective cash flows, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note 3 to the financial statements, the financial statements of the enterprise funds
include investments valued at $93,543,462 (94.5% of total assets) as of June 30, 2008. The fair
value has been estimated by management based on valuations provided by the West Virginia
Investment Management Board (the “WVIMB”) as the fair value of the enterprise funds’ shares
of the WVIMB public investment pools in which the funds participate. The estimate is made in
the absence of readily determinable fair values of those shares.
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The management's discussion and analysis on pages 23 through 29 is not a required part of the
basic financial statements but is supplementary information required by the Governmental
Accounting Standards Board. This supplementary information is the responsibility of the
Program’s management. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation
of the supplementary information. However, we did not audit such information and we do not
express an opinion on it.

Our audit was conducted for the purpose of forming an opinion on the Program’s respective
financial statements that collectively comprise the Program’s basic financial statements. The
Supplemental Information listed in the table of contents is presented for purposes of additional
analysis and are not a required part of the basic financial statements. This supplementary
information is the responsibility of the Program’s management. The Supplemental Information
has been subjected to the auditing procedures applied by us in the audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole. The Introductory Section and Statistical Section, listed in
the table of contents, have not been subjected to the auditing procedures applied in the audit of
the basic financial statements and, accordingly, we express no opinion on them.

M ¢ Toeetic LLA

December 16, 2008
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West Virginia College Prepaid Tuition and Savings Program

Management’s Discussion and Analysis

June 30, 2008

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, 2008. 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

Net assets of the Program’s enterprise funds decreased more than $17.3 million for the fiscal year
ended June 30, 2008. The actuarially funded ratio, which is assets divided by liabilities, was
84%. The ratio was 98% for the fiscal year ended June 30, 2007. The decrease in net assets was a
result of deep investment losses for the year and changes in actuarial assumptions for the next
fiscal year.

The investment portfolio of the Program’s enterprise funds had a 6.1% loss for the fiscal year,
which was far below the 17.6% gain for the prior year and the 9.1% gain for the fiscal year ended
June 30, 2006. Deterioration of the enterprise funds’ net assets also was driven by a sharp
increase in actuarially derived tuition benefit liabilities as a result of changes in three primary
assumptions. (1) The Program’s investments are projected to break even for the next fiscal year
but earn an average of 7.25% annually thereafter. (2) State tuition is projected to increase 9.0%
for the school year 2009-10, but only 7.0% per year thereafter. (3) An actuarial adjustment was
made this year to reflect actual experience with enrollment distributions at higher price schools in
West Virginia. Previously, the adjustment had been made based on broad experience of other
states because the Program was still in its infancy. All three factors affect the actuarial estimate
of accrued contract benefits liability.

Net assets of the Program’s fiduciary fund increased nearly $46.6 million for the fiscal year
ended June 30, 2008. The increase was primarily the net result of $127.4 million in net
contributions over redemptions for the year and more than $77.5 million in net investment losses.
Net assets of the fiduciary fund represent funds held in trust for individual investors, and, as
such, are not available to support operations of the Program.

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
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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.

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 Assets presents information on the enterprise funds’ assets and liabilities,
with the difference between the two reported as either net assets or net assets 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 assets also represent the actuarially funded level of the plan, and, over time, increases
or decreases in net assets 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 Assets 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.

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 Assets presents information on the fiduciary fund’s assets and
liabilities, with the difference between the two reported as net assets held in trust for individuals
or organizations.

The Statement of Changes in Fiduciary Net Assets 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.
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Financial Analysis of the Prepaid Tuition Plan and Administrative Account

Net assets. The following are combined, condensed Statements of Net Assets of the enterprise
funds, which are the Prepaid Tuition Plan and the Administrative Account, as of June 30, 2008
and 2007.

2008 2007

Current assets $ 3,591,221 $ 4,619,677
Noncurrent assets 96,601,426 108,870,352
Total assets 100,192,647 113,490,029
Current liabilities 11,213,690 9,448,678
Noncurrent liabilities 106,296,608 106,535,518
Total liabilities 117,510,298 115,984,196
Net assets (deficit):

Restricted 1,094,872 891,380

Unrestricted (18,412,523) (3,385,547)
Total net assets (deficit) $(17,317,651) $ (2,494,167)

The net assets deficit increased 594%, or $14,872,032. Net assets are the excess of total assets
over total liabilities, and a net assets deficit occurs when liabilities exceed assets. The actuarially
funded status (assets divided by liabilities) of the Prepaid Tuition Plan at June 30, 2008 and
2007, was 84% and 98%, 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% 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 increases, the funding soundness level increases.

The increase in the net assets deficit and the decrease in total assets were the result of investment
losses for the year and changes in some primary actuarial assumptions for the next fiscal year.
The Prepaid Tuition Plan’s investment portfolio suffered a loss of 6.1% during the fiscal year
ended June 30, 2008, as compared to a gain of 17.6% rate of return for the prior year. The
liability for tuition benefit payments increased much more than expected as a result of changes in
three primary actuarial assumptions. (1) Last year, the tuition inflation assumption was 7.0% for
all future years beginning with the 2009-10 school year. This year, the assumption was changed
to 9.0% inflation for the 2009-10 school year, and 7.0% thereafter. Program management
believes there is reason to believe that near future tuition increases may be higher than historical
norms. Also, several states have reported a slowdown in state revenues, which usually is
indicative of a developing recession and cutbacks in appropriations for higher education. (2) The
investment return assumption was changed to a flat 0.0% for the next fiscal year. The Prepaid
Tuition Plan suffered significant losses on its investments, which was much less than the 0.0%
return we had projected for the year. The financial prognosis for fiscal year 2009 is unclear, but
current indications are that the year could just as easily produce investment losses as gains. (3)
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An adjustment was made in the actuarial assumptions to account for Prepaid Tuition Plan
beneficiaries attending higher price institutions than projected. In previous years, the assumption
was based on the broad experience of other states because the Prepaid Tuition Plan was not old
enough to have a history of benefit usage. This year, the actuary was able to base the assumption
on historical data specific to West Virginia and Prepaid Tuition Plan beneficiaries, and the result
is that the adjustment was higher than estimated in prior years. The changes in actuarial
assumptions more than offset the less than expected tuition growth, and as a result, the accrued
contract benefits liability increased much more than expected and thus the net assets deficit
increased significantly.

Changes in net assets. The following are condensed Statements of Revenues, Expenses and
Changes in Net Assets of the enterprise funds for the years ended June 30, 2008 and 2007.

Year Ended June 30,

2008 2007
Revenues
Operating revenues:
Tuition contracts $ 57,736 $ 150,100
Savings Plan administrative fee 848,452 872,399
906,188 1,022,499
Nonoperating revenues:
Investment (loss) earnings (6,410,657) 16,043,790
Appropriations from State of West Virginia 153,039 150,880
Other postemployment benefits contributions 5,807 -
(6,251,811) 16,194,670
Total revenues (5,345,623) 17,217,169
EXxpenses
Operating expenses:
Tuition contract benefits and expenses 8,674,055 13,854,977
General and administrative expenses 852,354 596,634
Total expenses 9,526,409 14,451,611
(Decrease) increase in net assets (14,872,032) 2,765,558
Net assets (deficit) at beginning of year (2,494,167) (5,259,725)
Effect of adopting GASB 45 in Fiscal Year 2008 48,548 -
Net assets (deficit) at beginning of year, restated (2,445,619) (5,259,725)
Net assets (deficit) at end of year $(17,317,651) $ (2,494,167)

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. The
Administrative Account also includes appropriations from the State, which are recorded as
nonoperating revenues. As discussed in Note 8 to these financial statements, during fiscal year
2003 the West Virginia Legislature closed the Prepaid Tuition Plan to new enroliment until the
Legislature authorizes the plan to reopen. Because of the closure, no new prepaid tuition
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contracts were sold during fiscal years 2007 and 2008. Nonoperating revenues represent
investment earnings, appropriations from the State, and payments made by the State for other
postemployment benefits premiums on behalf of the Prepaid Tuition Plan. Investment losses for
fiscal year 2008 were $6,410,657 and the rate of return was a negative 6.1%. For fiscal year
2007, the rate of return was a gain of 17.6%, resulting in an investment gain of $16,043,790 for
that year. The Prepaid Tuition Plan’s finances are structured such that investment earnings are a
key, integral component of total revenues, and when the investment portfolio’s performance is
less than expected, net assets can decrease significantly. Operating expenses represent prepaid
tuition contract benefits and expenses and general and administrative expenses. Prepaid tuition
contract benefits and expenses were $8,674,055 and $13,854,977 for the current and past years,
respectively. Prepaid tuition contract benefits and expenses are affected by actuarial factors such
as the assumed rate of return and tuition growth, which is discussed in the Economic Factors
section later in this discussion and analysis.

Financial Analysis of the Savings Plan

Net assets. The following are condensed Statements of Fiduciary Net Assets of the Savings Plan
fiduciary fund as of June 30, 2008 and 2007.

2008 2007
Assets $1,113,852,776 $ 1,077,319,105
Liabilities 1,554,253 11,616,839
Net assets $1,112,298,523 $ 1,065,702,266

Net assets increased 4% or $46,596,257 during the current fiscal year. Net assets are the excess
of total assets over total liabilities. Although contributions increased $64.7 million, redemptions
increased $85.2 million, for a net decrease of $20.5 million in investor activity. Significant
investment losses for the year restrained growth in net assets. The Savings Plan began operations
in March 2002, and the current fiscal year is the sixth full year of operations.

Investments make up 99.8% of total assets, and the remaining assets includes receivables for
units and securities sold, and dividends receivable. Approximately 96.1% of liabilities consists of
payables for securities purchased and units redeemed, and the remaining amount represents
accrued fees and other payables.
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Changes in net assets. The following are condensed Statements of Changes in Fiduciary Net
Assets of the Savings Plan fiduciary fund for the years ended June 30, 2008 and 2007.

Year Ended June 30,

2008 2007

Additions

Contributions $ 264,783,788 $ 200,110,173
Net investment (loss) earnings (77,472,283) 156,582,083
Total additions 187,311,505 356,692,256
Deductions

Redemptions 137,408,368 52,172,024
Administrative expenses 3,306,880 3,043,577
Total deductions 140,715,248 55,215,601
Increase in net assets 46,596,257 301,476,655
Net assets at beginning of year 1,065,702,266 764,225,611
Net assets at end of year $1,112,298,523 $ 1,065,702,266

Contributions for the current fiscal year were 32% more than those of the prior year. The various
investment portfolios and funds that make up the Savings Plan had rates of return for the current
fiscal year ranging from (30.9) % to 14.9%.

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, 2008, is based on various actuarial assumptions. Key
assumptions include average tuition inflation of 9.0% for the 2009-010 school year and 7.0%
thereafter, and a flat 0.0% rate of return on Prepaid Tuition Plan investments for the upcoming
fiscal year 2009 and 7.25% thereafter. The actual weighted average tuition for in-state, full-time
students increased 6.4% from school years 2007-08 to 2008-09, and 5.0% from school years
2006-07 to 2007-08. The plan’s actual rate of return on its investments was a negative 6.1% for
fiscal year 2008 and 17.6% for 2007.

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, 2008 and 2007.

As discussed in Note 8 to these financial statements, during fiscal year 2003 the West Virginia
Legislature closed the Prepaid Tuition Plan to new enrollment until the Legislature authorizes the
plan to reopen. No new contracts were sold in fiscal years 2007 and 2008. The Prepaid Tuition
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Plan will continue in existence and no current contracts will be affected by the closure. It is not
known what effect, if any, the closure to new enrollment will have on the financial position of the
Prepaid Tuition Plan.

Also during fiscal year 2003, as discussed in Note 8 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, 2008,
there was $2,519,616 in the Escrow Account, which consisted of $2,254,008 in total transfers
from the Unclaimed Property Trust Fund and net investment gains of $265,608. Because there is
an actuarially determined unfunded liability of approximately $18.4 million in the Prepaid
Tuition Plan at June 30, 2008, $1,000,000 is expected to be transferred from the Unclaimed
Property Trust Fund to the Escrow Account on or before December 15, 2008, 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.

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 for both
good and bad. 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.

kKX k X%k
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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

Liabilities

Current liabilities:
Accounts payable
Accrued contract benefits liability
Compensated absences

Total current liabilities

Noncurrent liabilities:
Accrued contract benefits liability
Compensated absences

Total noncurrent liabilities

Total liabilities

Net assets (deficit):
Restricted for payment of general and
administrative expenses
Unrestricted

Total net assets (deficit)

Enterprise Funds of the

Statement of Net Assets
June 30, 2008

Prepaid Tuition

College Prepaid
Tuition and
Savings Program
Administrative

Total Enterprise

Trust Fund Account Funds
$ 1,472,295 $ 985412 $ 2,457,707
- 16,515 16,515
923,896 - 923,896
- 193,103 193,103
2,396,191 1,195,030 3,591,221
3,057,964 - 3,057,964
93,543,462 - 03,543,462
96,601,426 - 96,601,426
98,997,617 1,195,030 100,192,647
- 55,711 55,711
11,120,448 - 11,120,448
- 37,531 37,531
11,120,448 93,242 11,213,690
106,289,692 - 106,289,692
- 6,916 6,916
106,289,692 6,916 106,296,608
117,410,140 100,158 117,510,298
- 1,094,872 1,094,872
(18,412,523) - (18,412,523)
$ (18,412,523) $ 1,094,872 $ (17,317,651)

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 Assets

For the Year Ended June 30, 2008

Prepaid Tuition

College Prepaid
Tuition and
Savings Program
Administrative

Total Enterprise

Trust Fund Account Funds

Operating revenues

Tuition contracts $ 57,736 $ - $ 57,736
Savings Plan administrative fee - 848,452 848,452
Total operating revenues 57,736 848,452 906,188
Operating expenses

Tuition contract benefits and expenses 8,674,055 - 8,674,055
General and administrative expenses - 852,354 852,354
Total operating expenses 8,674,055 852,354 9,526,409
Operating (loss) gain (8,616,319) (3,902) (8,620,221)
Nonoperating revenues

Investment earnings (6,410,657) - (6,410,657)
Appropriations from State of West Virginia - 153,039 153,039
Other postemployment benefits contributions - 5,807 5,807
Total nonoperating revenues (6,410,657) 158,846 (6,251,811)
Change in net assets (15,026,976) 154,944 (14,872,032)
Net (deficit) assets at beginning of year (3,385,547) 939,928 (2,445,619)
Net (deficit) assets at end of year $ (18,412523) $ 1,094,872 $ (17,317,651)

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

For the Year Ended June 30, 2008

College Prepaid
Tuition and
Savings Program
Administrative

Prepaid Tuition Total Enterprise

Trust Fund Account Funds

Cash flows from operating activities
Cash received from contract purchasers $ 1,127,461 $ - $ 1,127,461
Cash received from Savings Plan administrator - 902,223 902,223
Tuition benefit payment (7,123,409) - (7,123,409)
Payments to employees - (309,245) (309,245)
Payments to suppliers - (513,297) (513,297)
Net cash used for operating activities (5,995,948) 79,681 (5,916,267)
Cash flows from noncapital financing

activities
Appropriations from the State of West Virginia - 160,743 160,743
Net cash provided by noncapital financing

activities - 160,743 160,743
Cash flows from investing activities
Investment earnings 8,028,155 - 8,028,155
Purchase of investments (7,949,032) - (7,949,032)
Proceeds from sale of investments 4,900,000 - 4,900,000
Net cash provided by investing activities 4,979,123 - 4,979,123
Net increase in cash and cash equivalents (1,016,825) 240,424 (776,401)
Cash and cash equivalents at beginning of year 2,489,120 744,988 3,234,108
Cash and cash equivalents at end of year $ 1,472,295 $ 985412 $ 2,457,707

(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, 2008

Prepaid Tuition

College Prepaid
Tuition and
Savings Program
Administrative

Total Enterprise

Reconciliation of operating loss to net
cash used for operating activities
Operating (loss) gain $ (8,616,319)
Adjustments to reconcile operating loss to
net cash used for operating activities:
Changes in assets and liabilities:
Tuition contracts receivable 1,069,725
Other receivables -
Accounts payable -
Tuition contract benefits and expenses 1,550,646
Compensated absences -
Other postemployment benefits

Net cash used for operating activities

Noncash investing activities
Unrealized loss in investments $ (14,438,812)

On-behalf-of payments transferred from State
of West Virginia to the West Virginia

Trust Fund Account Funds
$ (3,902) $ (8,620,221)
- 1,069,725
53,771 53,771
15,885 15,885
- 1,550,646
7,011 7,011
- 6,916 6,916
$ (5,995,948) $ 79,681 $ (5,916,267)
$ - $ (14,438,812)
$ 5,807 $ 5,807

Retiree Health Benefit Trust Fund $ -

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 Assets

June 30, 2008

Assets

Investments at fair value $ 1,111,427,017
Receivables for units and securities sold 1,561,844
Dividends receivable 863,915
Total assets 1,113,852,776
Liabilities

Payables for units redeemed and securities purchased 1,493,734
Accrued fees 60,519
Total liabilities 1,554,253
Net Assets

Net assets held in trust for individuals and organizations 1,112,298,523
Total net assets $ 1,112,298,523

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 Assets

For the Year Ended June 30, 2008

Additions
Contributions:
Account holders $ 264,645,788
Deposits to establish new investment funds 138,000
Total contributions 264,783,788

Investment earnings:

Net decrease in fair value of investments (159,858,508)
Dividends and capital gains 87,263,993
Total investment loss (72,594,515)
Investment expense 4,877,768
Net investment loss (77,472,283)
Total additions 187,311,505
Deductions
Redemptions:

Payments in accordance with trust agreements 137,408,368
Administrative expense 3,306,880
Total deductions 140,715,248
Change in net assets held in trust for individuals and organizations 46,596,257
Net assets at beginning of year 1,065,702,266
Net assets at end of year $ 1,112,298,523

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

Notes to Financial Statements

June 30, 2008

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”) and to enhance and complement the Prepaid Tuition Plan by authorizing the
creation of the Savings Plan Trust Fund (the “Savings Plan”).

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
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Code (818-30-6 (g)), 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 instaliments, penalties
and fees, and the Prepaid Tuition Plan will continue to pay all benefits due. No contracts were
sold in fiscal year 2008.

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.

While the beneficiary has up to ten years after high school to use the Prepaid Tuition Plan
benefit, four other options are available: 1) the purchaser may transfer the contract benefits to an
eligible substitute beneficiary; 2) 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; 3) 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 4) 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.

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 overall 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 of West Virginia. 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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The accompanying financial statements report the financial position, results of operations, and
cash flows for the fiscal year ended June 30, 2008, 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 55 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 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 assets are available. As permitted by
Governmental Accounting Standards Board (“GASB”) Statement No. 20, Accounting and
Financial Reporting for Proprietary Funds and Other Governmental Entities That Use
Proprietary Fund Accounting, the Program has elected not to adopt Financial Accounting
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Standards Board (“FASB”) statements and interpretations issued after November 30, 1989,
unless the GASB specifically adopts such FASB statements or interpretations.

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 10 to these financial
statements. Assets of the Program’s 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.

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 a 7.25% discount rate in calculating such present value; however, a flat rate of 0.0% is
assumed for the upcoming fiscal year 2009. The discount rate is based on the anticipated rate of
return on investments for the life of the enroliment plan. Contracts receivable are reduced by the
annual amounts of contract payments received, and the remaining contracts receivable is
recorded at present value. Increases in the present value of the remaining contracts receivable are
recognized as revenue in the year of the increase. 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 a
7.25% discount rate with the exception of a flat 0.0% return for the upcoming fiscal year 2009.

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 (“PEIA”), or can be converted into a greater
retirement benefit under the State of West Virginia Public Employees Retirement System
(“PERS”). On July 1, 2007, the Program adopted Governmental Accounting Standards Board
Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions (“GASB 45”), which provides guidance on all aspects of other
postemployment benefit reporting by employers. Under GASB 45, the Program accrues for
obligations 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.

Restricted Assets and Net Assets

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 assets as of June 30, 2008.
Accordingly, such deficiency is included in the unrestricted net assets deficit. Assets of the
Administrative Account are restricted for the purposes of implementing, operating and
maintaining the Program.

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.
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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, 2008:

Fair value at end of year $ 93,543,462
Less cost of investments purchased during year (7,949,032)
Plus cost of investments redeemed during year 4,900,000
Less fair value at beginning of year (104,933,242)
Change in fair value of investments during year $ (14,438,812)

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 40% to
fixed income securities, 42% to U.S. equities, and 18% to international equities. The Program’s
enterprise funds are 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 $ 26,426,447 28.25%
Fixed Income 24,113,235 25.78%
Non-Large Cap Domestic 4,685,537 5.01%
Fixed Income Nonqualified 14,470,655 15.47%
International Equity 17,525,532 18.74%
International Nonqualified 5,278,699 5.64%
Short-Term Fixed Income 1,043,357 1.12%
Total pool assets $ 93,543,462  100.00%

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 are either not exposed to custodial credit risk or
held no securities at June 30, 2008, that were subject to custodial credit risk.

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 Pool — This pool holds equity securities of U.S. companies and money
market funds with the highest credit rating. These types of securities are not exposed to credit
risk.

Non-Large Cap Domestic Pool — This pool holds equity securities of U.S. companies and money
market funds with the highest credit rating. These types of securities are not exposed to credit
risk.

International Nonqualified Pool — This pool holds an institutional mutual fund that invests in
equities denominated in foreign currencies. This pool is not exposed to credit risk.

International Equity Pool — This pool has both equity securities and cash that are denominated in
foreign currencies. This pool is not exposed to credit risk.
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Fixed Income Nonqualified Pool — This pool holds positions in institutional mutual funds that
invest in mortgage-backed securities and corporate bonds. The mutual funds are unrated as to
credit risk.

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 Al by Standard & Poor’s and P1 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 Short-Term Fixed Income pool’s
investments at June 30, 2008. The table includes securities received as collateral for repurchase
agreements.

Percent of
Security Type Moody’s S&P Pool
Assets
Agency bonds Aaa AAA 31.5%
Commercial paper P1 A-1 29.4%
U.S. Treasury bills Aaa AAA 16.2%
Agency discount notes P1 A-1 11.8%
U.S. Treasury notes Aaa AAA 11.1%
Money market fund Aaa AAA 0.0%
Total rated investments 100.0%

Fixed Income Pool — The IMB limits the exposure to credit risk in the Fixed Income Pool by
maintaining at least an average rating of investment grade as defined by the Nationally
Recognized Statistical Rating of Organizations. The following table provides information on the
weighted average credit ratings of the Fixed Income pool’s asset types at June 30, 2008. The
table includes securities received as collateral for repurchase agreements.

Percent of

Security Type Moody’s S&P  Pool Assets
Corporate bonds and notes Baa BBB 22.0%
Agency mortgage backed securities Aaa AAA 8.5%
Corporate asset backed securities Aaa AAA 5.0%
Money market funds Aaa AAA 4.9%
U.S. Treasury bonds and notes Aaa AAA 2.7%
Agency discount notes P1 A-1 0.6%
Agency bonds Aaa AAA 0.2%
Total rated investments 43.9%

Unrated securities include commingled investment pools, swaps, options, and swaptions, which
in total represent 56.1% of the fair value of the pool’s investments.
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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.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The following IMB pools in which the Program participates are not exposed to
interest rate risk are: Large Cap Domestic Pool, Non-Large Cap Domestic Pool, International
Nonqualified Pool, and International Equity Pool. The following pools are exposed to interest
rate risk.

Short-Term Fixed Income Pool — The weighted average maturity of the investments in the Short-
Term Pool cannot exceed 60 days. The maturity of floating rate notes is assumed to be the next
interest rate reset date. The following table provides the weighted average maturities (WAM) for
the various asset types in the Short-Term Pool.

Carrying Value ~ WAM

Security Type (In Thousands)  (Days)
Repurchase agreements $ 75,621 1
Commercial paper 69,169 27
U.S. Treasury bills 37,994 5
Agency discount notes 27,640 51
Agency bonds 23,499 35
Money market fund 1 1
Total pool assets $233,924 19

Fixed Income Pool — The IMB monitors interest rate risk of the Fixed Income Pool by evaluating
the modified duration of the investments in the pool. The following table provides the weighted
average modified duration for the various asset types in the Fixed Income Pool.
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Modified
Fair Value Duration
Security Type (In Thousands) (Years)

Commingled investment pools $ 1,549,051 3.3
Corporate notes and bonds 609,697 6.2
U.S. Treasury notes and bonds 76,319 7.9
Corporate asset backed securities 137,308 7.0
Agency mortgage backed securities 234,846 10.8
Agency bonds 5,282 8.5
Money market fund 135,041 0.0
Agency discount notes 17,538 0.5
Total pool assets $ 2,765,082 5.4

The Fixed Income Pool invests in commercial and residential mortgage-backed and asset-backed
securities. The cash flows from these securities are based on the payment of the underlying
collateral. The modified 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 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, 2008, these securities were approximately 13% of the value of the Fixed
Income Pool.

Fixed Income Nongualified Pool — This pool holds positions in institutional mutual funds that
invest in mortgage-backed securities and corporate bonds. The mutual funds are unrated. The
weighted average modified duration of the underlying securities is 5.6 years.

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
not exposed to foreign currency risk: Large Cap Domestic Pool, Non-Large Cap Domestic Pool,
Short-Term Fixed Income Pool, Fixed Income Pool, and Fixed Income Nonqualified Pool. The
following pools are exposed to foreign currency risk.

International Nonqualified Pool — This pool holds an institutional mutual fund that invests in
equities denominated in foreign currencies. This investment, although denominated in U.S.
dollars, is exposed to foreign currency risk.

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

The carrying value in the Administrative Account of cash on deposit with the State Treasurer’s
Office, which approximate estimated fair value, was $985,412 at June 30, 2008. The cash is
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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 $1,472,295. 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.

4. Accrued Contract Benefits Liability

The actuarial present value of accrued contract benefits liability of $117,410,140 as of June 30,
2008, was based on the provision for contract benefits since inception of the Prepaid Tuition
Plan. Current liabilities of $11,120,448 represent obligations that will become due within a year
from June 30, 2008. Noncurrent liabilities of $106,289,692 represent obligations that will
become due more than a year after June 30, 2008.

Under the actuarial evaluation, tuition and fees are assumed to increase an average of 9.0% for
the 2009-10 school year and 7.0% per year thereafter. Investments are assumed not to have any
net annual earnings for the year ending June 30, 2009, but to earn an average rate of return of
7.25% per year thereafter.

The accrued contract benefits liability at June 30, 2008, and changes for the fiscal year then
ended are as follows:

Beginning balance, June 30, 2007 $ 115,859,494
Actuarial gain (2,702,255)
Contract cancellations and miscellaneous 19,471
Changes in actuarial assumptions 11,356,839
Tuition benefit payments and refunds (7,123,409)
Ending balance, June 30, 2008 $ 117,410,140

The changes in actuarial assumptions were threefold. (1) The assumption for tuition inflation
last year was 7.0% per year. This year, the assumption was adjusted to 9.0% for the 2009-10
school year and 7.0% thereafter. (2) The assumption for investment return last year was 7.25%
per year. This year, the assumption was adjusted to 0.0% for Fiscal Year 2009 and 7.25%
thereafter. (3) The adjustment for the difference in choices of colleges for Prepaid Plan
beneficiaries as opposed to the choices of the general college-going population was revised to
better reflect the historical experience of the Program. A more detailed discussion of the changes
in assumptions is in the Management’s Discussion and Analysis.

5. Change in Accounting Principle and Restatement of Net Assets

Beginning July 1, 2007, the Program adopted Governmental Accounting Standards Board
Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment
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Benefits Other Than Pensions, which provides guidance on all aspects of other postemployment
benefit reporting by employers. As a consequence of adopting the new standard, the Program
was required to restate the net asset balance of the Administrative Account as of July 1, 2007, to
account for the cumulative effect of the change in accounting principle related to accounting for
other postemployment benefits. The effect of the restatement was an increase to beginning net
assets as follows:

Net asset balance as reported June 30, 2007 $ 891,380
Cumulative effect of change in accounting principle 48,548
Net asset balance as restated June 30, 2007 $ 939,928

The increase is the result of applying the requirements of this Statement, which allows employers
to set their OPEB obligation at zero as of the beginning of the transition year and apply the
measurement and recognition requirements on a prospective basis. The State of West Virginia
has chosen this option and has directed State agency participants in its OPEB plan to set their
OPEB obligations at zero and restate their net assets as of July 1, 2007.

6. Compensated Absences, Retirement Benefit Plans, and Other Postemployment Benefits

As mentioned in Note 2, the Program adopted GASB 45 on July 1, 2007, which provides
guidance on all aspects of other postemployment benefit reporting by employers. Adoption of
the new standard removes the sick leave element from compensated absences and moves it to a
new balance sheet item, “other postemployment benefits,” which includes additional calculations
for retiree health insurance premiums. Following is a discussion of compensated absences,
retirement benefit plans, 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, 2008. Current liabilities of $37,531 represent obligations for
compensated absences that can become due within a year from June 30, 2008.

The accrued compensated absences liability at June 30, 2008, and changes for the fiscal year then
ended are as follows:

Beginning balance, June 30, 2007 $ 84,876
Effect of adopting GASB 45 on July 1, 2007 (48,548)
Additions: Annual leave earned 23,894
Reductions: Annual leave used (22,691)
Ending balance, June 30, 2008 $ 37,531

Retirement Plan Description

The Program contributes to the PERS, a cost-sharing multiple-employer defined benefit pension
plan administered by the West Virginia Consolidated Public Retirement Board (“CPRB”)
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pursuant to Chapter 5, Article 10D of the West Virginia Code. The PERS provides retirement,
disability and death benefits to plan members and beneficiaries. The CPRB issues a publicly
available financial report that includes financial statements and required supplementary
information for the PERS. That report can be obtained by writing to CPRB, 4101 MacCorkle
Avenue Southeast, Charleston,WV 25304.

Retirement Plan Funding Policy

Eligible employees are required to contribute 4.5% of their annual covered salary, and during the
current fiscal year the Program was required to contribute 10.5% of covered employees’ salaries
to the PERS. The contribution requirements of eligible employees and the Program are
established and may be amended by the CPRB. The Program’s contributions to the PERS were
$24,296, $21,454 and $20,441 for the years ended June 30, 2008, 2007 and 2006, respectively,
equal to the required contributions for the period.

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% 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 of 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, 2007, and the ARC amounts were applied prospectively
to the fiscal year beginning July 1, 2007.

The Program’s ARC to the OPEB Plan for the year ended June 30, 2008 (the year of
implementation of GASB 45), was $22,131. During the year, the state made ARC payments of
$5,807 on behalf of the Program, which reduced the Program’s net ARC liability by that amount.
During the year, the Program paid $9,408 in ARC. The remaining ARC amount of $6,916 was
neither billed nor paid and is recorded as noncurrent other postemployment benefits liability as of
June 30, 2008.
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7. Transactions with State Treasurer’s Office

The State Treasurer’s Office provides various administrative services at no cost to the Program
and pays certain administrative costs on behalf of the Program. Such administrative services and
costs approximated $22,000 for the year ended June 30, 2008.

8. Risk Management

The Program is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to and illnesses of employees; and natural
disasters.

The Program has obtained health coverage for its employees through PEIA. PEIA provides the
following basic employee benefit coverage to all participants: hospital, surgical, group major
medical, basic group life, accidental death, and prescription drug coverage for active and retired
employees of the State of West Virginia and various related State and non-State agencies.
Additionally, the Program has obtained coverage for job-related injuries through its participation
in the private, employer-owned mutual insurance company BrickStreet Insurance. There have
been no workers’ compensation claims since the inception of the Program.

Furthermore, the Program uses the West Virginia State Board of Risk and Insurance
Management, which provides a public entity risk pool, to obtain coverage in the amount of
$1,000,000 per occurrence for general liability and property damage. There have been no claims
since the inception of the Program.

9. Net Assets Deficiency

The Prepaid Tuition Plan has a net assets deficiency of approximately $18.4 million as of June
30, 2008. This deficiency was largely caused by investment losses in fiscal years 2002 and 2008,
unexpected tuition increases beginning with the 2002-2003 school year, changes in prior years of
estimates of future investment rate of return and tuition growth, and adjustments in actuarial
assumptions in fiscal year 2008.

The Program’s ability to pay obligations of the Prepaid Tuition Plan is dependent on long-term
investment programs and adequate levels of future cash flows. Management sought and received
support from the State Legislature in the form of a pledge of assets from the State Unclaimed
Property Trust Fund to support payment of Prepaid Tuition Plan benefits. In March 2003, the
Legislature created the Prepaid Tuition Trust Escrow Account to guarantee payment of Prepaid
Tuition Plan contracts. Under the initial legislative action, 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. All earnings on the
transferred funds will remain in the Escrow Account. In the event the Prepaid Tuition Plan is
unable to cover the amount of money needed to meet its current obligations, funds may be
withdrawn from the Escrow Account to meet those obligations. Beginning in December 2003,
funds totaling $2,254,008 have been transferred to the Escrow Account because the Prepaid
Tuition Plan had actuarial deficits in fiscal years 2003-07. The funds were invested and have had

-50 -



W.Va. College Prepaid Tuition & Savings Program Comprehensive Annual Financial Report

a net investment gain of $265,608 for the five years ended June 30, 2008, leaving the account
with a balance of $2,519,616 at June 30, 2008. Because there was an actuarially determined
unfunded liability of approximately $18.4 million in the Prepaid Tuition Plan as of June 30,
2008, an additional $1,000,000 is expected to be transferred from the Unclaimed Property Trust
Fund to the Escrow Account on or before December 15, 2008, in accordance with the provisions
enacted by the Legislature. Funds transferred or to be transferred into the Escrow Account do not
affect the actuarial valuation of the Prepaid Tuition Plan and are not included in the Prepaid
Tuition Plan’s basic financial statements.

Effective March 8, 2003, the West Virginia Legislature closed the Prepaid Tuition Plan to new
contracts until the Legislature authorizes the plan to reopen. According to State Code (§18-30-6
(9)), closing the 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. Contract holders will continue to pay
any amounts due, and the Prepaid Tuition Plan will continue to pay all benefits due. It is
unknown what effect, if any, the closure to new enrollment will have on the financial position of
the Prepaid Tuition Plan.

Management believes that the Prepaid Tuition Plan will continue to have sufficient liquid
resources to meet its obligations as they become due through June 30, 2009. The accompanying
financial statements do not reflect any adjustments that might result should management’s
actions to eliminate the net assets deficiency fail to be successful.

10. Significant Accounting Policies - Savings Plan

Basis of Accounting

As a fiduciary fund, the Savings Plan’s financial statements are presented on the flow of
economic resources measurement focus and the accrual basis of accounting. As mentioned in
Note 2, the Savings Plan is a private-purpose trust fund, which is a type of fiduciary fund.
Fiduciary funds are used to report assets held in a trustee or agency capacity for others and
therefore cannot be used to support a government’s own programs. A private-purpose trust fund
is a fiduciary fund used to report all trust arrangements, other than pension (and other employee
benefit) trust funds and investment trust funds, under which principal and income benefit
individuals, private organizations, or other governments. Revenues mainly are derived from
investment income. Expenses consist primarily of investment expenses and administrative costs
associated with the Savings Plan.

Security Transactions and Investment Income

Security transactions of the Savings Plan are recorded on the trade date (date the order to buy or
sell is executed). Dividend income and capital gain distribution from the underlying funds, if any,
are recorded on the ex-dividend date. Realized gains and losses on securities transactions are
computed on the basis of identified cost.

Security Valuation
Investments in the underlying funds are valued at the closing net asset value per share of each
underlying fund on the day of valuation.
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The Savings Plan contains a guaranteed investment contract named the SMART529 Stable Value
Fund. This fund is managed by INVESCO International. The contract has a guaranteed interest
rate that resets quarterly. Following the guidance and provisions of Governmental Accounting
Standards Board Statement 31, Accounting and Financial Reporting for Certain Investments and
for External Investment Pools, the guaranteed investment contract is a nonparticipating contract
in which the redemption terms of the contract do not consider current market rates. The
nonparticipating guaranteed investment contract is valued at contract value (i.e., cost plus
accrued interest) as required under the current governmental accounting standards.

Units

Contributions by a participant are evidenced through the issuance of units in the particular
portfolio or fund. Contributions and withdrawals are subject to terms and limitations defined in
the participation agreement between the participant and the Savings Plan. Contributions are
invested in units of the assigned portfolio or fund on the same day as the credit of the
contribution to the participant’s account. Withdrawals are based on the unit value calculated for
such portfolio or fund on the day that the withdrawal request is accepted. The earnings portion of
non-qualified withdrawals, in addition to applicable federal and state income tax, may be subject
to a 10% non-qualified withdrawal penalty to be withheld from the withdrawal.

EXxpenses
Expenses in the Savings Plan financial statements reflect investment management fees, and
distribution and administrative charges.

Investments

Hartford Life invests and manages the Savings Plan investments in 55 different portfolios and
individual funds. Each portfolio and fund in turn is either a mutual fund or contains multiple
mutual funds. Investments are reported at fair value, which is the same as the value of the pool
shares, and are accounted for by the Savings Plan accordingly, with changes in the fair value
included in investment earnings.

The following represents a calculation of the net increase in the fair value of investments during
the year ended June 30, 2008:

Fair value at end of year $ 1,111,427,017
Less cost of investments purchased during year (356,378,739)
Plus cost of investments redeemed during year 150,315,040
Less fair value at beginning of year (1,065,221,826)
Change in fair value of investments during year $ (159,858,508)

The Program has adopted an investment policy for the Savings Plan that requires blended
benchmarks for the various funds and portfolios. While the diversified benchmarks represent the
diversification of the funds and portfolios — and diversification in general results in risk
reduction — the investment policy does not specifically address custodial credit risk, credit risk,
concentration credit risk, interest rate risk or foreign currency risk. Investments in the Savings
Plan represent units of mutual funds rather than specific securities, and as such are not exposed
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to those risks. Neither the Program, the Savings Plan, nor the funds and portfolios have been
rated for credit risk by any organization.

Related Parties and Fund Managers and Advisors

SMART529 WV Direct College Savings Plan & The Hartford SMART529 College Savings
Plan Except for the SMART529 Stable Value Portfolios and the Vanguard 500 Index Fund,
underlying funds in the Savings Plan’s SMART529 WV Direct College Savings Plan and
Director SMART529 College Savings Plan are managed by Hartford Investment Financial
Services, LLC (“HIFSCO”), which is a wholly owned indirect subsidiary of The Hartford,
Hartford Life’s parent company. The SMART529 Stable Value Portfolios are managed by
INVESCO Institutional (N.A.), Inc., which is a unit of AMVESCAP PLC global investment
management organization. HIFSCO supervises the investment activities of the investment sub-
advisors below. The Vanguard Group, Inc.(“Vanguard”), serves as advisor to Vanguard 500
Index Fund through its Quantitative Equity Group.

Hartford Investment Management Company (“HIMCQO”) is a wholly owned subsidiary of The
Hartford and is investment sub-advisor to The Hartford Total Return Bond Fund, The Hartford
Floating Rate Fund, The Hartford Inflation Plus Fund, The Hartford High Yield Fund, The
Hartford Income Fund, and The Hartford Money Market Fund.

Wellington Management Company, LLP (“Wellington Management”) is investment sub-advisor
to the following underlying funds: The Hartford Capital Appreciation Fund, The Hartford
MidCap Fund, The Hartford Global Growth Fund, The Hartford Stock Fund, The Hartford
Advisers Fund, The Hartford Dividend and Growth Fund, The Hartford Growth Opportunities
Fund, The Hartford Value Opportunities Fund, The Hartford International Growth Fund, The
Hartford SmallCap Growth Fund, and The Hartford Small Company Fund.

SMART529 Select College Savings Plan Dimensional Fund Advisors Inc. is investment
advisor to the underlying DFA portfolios in the SMART529 Select College Savings Plan.

Hartford Securities Distribution Company, Inc. (“