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MANAGEMENT’S DISCUSSION AND ANALYSIS (Unaudited) 
 

 
The Virginia College Savings Plan’s Management Discussion and Analysis is required supplemental 

information under the Governmental Accounting Standards Board (GASB) reporting model.  It is designed to 
assist the reader in focusing on significant financial issues and provides an overview of financial activity.  
This discussion includes an analysis of the Plan’s financial condition and results of operations for the fiscal 
year ended June 30, 2006.  Since this presentation includes summarized data, it should be read in conjunction 
with the accompanying financial statements and notes. 
 

The Virginia College Savings Plan (the Plan) operates the Commonwealth’s Internal Revenue Code 
(IRC) Section 529 qualified tuition program, which offers three options, the Virginia Prepaid Education 
Program (VPEP), the Virginia Education Savings Trust (VEST), and CollegeAmerica.  VPEP is considered a 
defined benefit plan which offers contracts, for actuarially determined amounts, guaranteeing full future 
tuition and mandatory fee payments at the Commonwealth’s higher education institutions and differing 
payouts at private or out-of-state institutions.  Annually, the Plan’s actuary determines the actuarial soundness 
of VPEP.  Key factors used in the soundness analysis include potential tuition increases (both short and long-
term) as well as anticipated investment performance.   
 

VEST is a defined contribution program which allows participants to make contributions into their 
selected investment portfolio(s).  VEST accounts are subject to market investment risk, including the possible 
loss of principal.  CollegeAmerica is also a defined contribution plan which offers 21 different American 
Funds mutual fund products as investment options.  CollegeAmerica participants also bear all market risk for 
their investment, including the potential loss of principal.  The American Funds acts as program manager for 
this program and provides all back office and operational activities for the program. 
 

Financial Highlights 
 

• Total VPEP cash, cash equivalents, and investments increased by $216.4 million, 
or 20.2 percent, due to both new participation in the program and continued 
favorable market conditions. 

• VPEP’s actuarially determined tuition benefits payable liability increased by 
$187.1 million, or 13.1%, which was primarily due to the additional obligation for 
over 5,700 new contracts opened during the 2005 – 2006 enrollment period.     

• VPEP’s total net assets increased by $33.5 million to an actuarially determined 
deficit of $26.5 million as compared to a deficit $60.0 million in the prior year.  

• VEST net assets held in trust for program participants increased by $172.8 million 
or about 31 percent, which was due to strong investor participation and continued 
favorable market conditions.  

• CollegeAmerica net assets held in trust for program participants increased more 
than 43.6 percent over the previous year to $15.8 billion, due to the continued 
popularity of the program as well as favorable market conditions.  CollegeAmerica 
remained the largest IRC Section 529 program in the nation at June 30, 2006.   
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Overview of Financial Statements 
 

This discussion and analysis is an introduction to the Plan’s basic financial statements, which 
includes the Plan’s business-type activity or enterprise fund, the fiduciary or private purpose trust funds, and 
the notes to the financial statements. 
 
Business-Type Activity 
 

All VPEP activities are accounted for in an enterprise fund, which is used to account for 
governmental operations that are financed and operated in a manner similar to a private sector business.  
Enterprise funds report activities that charge fees for supplies or services to the general public.  This activity 
is reported on the full accrual basis of accounting.  This means that all revenue and expenses are reflected in 
the financial statements even if the related cash has not been received or paid as of June 30. 
 

The Statement of Net Assets presents information on all VPEP assets and liabilities, with the 
difference between the two reported as total net assets.  Over time, increases and decreases in net assets 
indicate whether VPEP’s financial position is improving or deteriorating. 
 

The Statement of Revenues, Expenses, and Changes in Net Assets presents the revenues earned and 
expenses incurred during the year, including both actual as well as actuarially determined contributions from 
participants and distributions for higher education expenses. 
 

The Statement of Cash Flows presents information related to cash inflows and outflows summarized 
by operating, financing, and investing activities. 

 
Fiduciary Funds
 

VEST and CollegeAmerica are reported as private purpose trust funds.  Private purpose trust funds 
account for transactions of trust arrangements in which the principal and income benefit individuals, private 
organizations or other governments, and use the full accrual basis of accounting.  The activities of the Plan’s 
private purpose trust funds are reported in the Statement of Fiduciary Net Assets and the Statement of 
Changes in Fiduciary Net Assets.   
 
Notes to the Financial Statements 
 

The notes provide additional information that is essential to a full understanding of the data provided 
in the financial statements. 
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Analysis of Enterprise Fund Financial Activities 

 
VPEP’s net liabilities exceeded assets by $26.5 million during the fiscal year.  Table 1 reflects the 

condensed Statement of Net Assets for fiscal year 2006 compared to fiscal year 2005. 
 

Table 1 
Statement of Net Assets as of June 30, 2006 and 2005 

(dollars in millions) 
 

      2006        2005   

Current assets    $    188.3     $   171.2 
Investments       1,177.8           975.9 
Other noncurrent assets          237.8              234.0

     Total assets       1,603.9             1,381.1
   
Current liabilities            77.0            71.5 
Noncurrent liabilities       1,553.4          1,369.6

     Total liabilities       1,630.4          1,441.1
Net assets: 
  Invested in capital assets 

 
            0.2   

 
             0.1 

  Unrestricted          (26.7)           (60.1) 
   
     Total net assets    $    (26.5)    $     (60.0)   

 
Overall the net assets increased by approximately $33.5 million. 

 
Assets 

 
Current assets increased by $17.1 million over the previous year.  This was due to several factors.  

Cash and cash equivalents, which includes short-term investments, increased by $12.7 million and may be 
attributed to the short-term investment decisions made by selected VPEP investment managers who elected to 
hold more short-term, liquid investments at year end.  In addition, cash equivalents and investments held by 
the Treasurer as part of the Commonwealth’s securities lending program increased from the previous year by 
approximately $2 million.  Current tuition contributions receivable increased over the prior year by $900,000 
and represents the net increase in the actuarially determined amount expected to be collected from contract 
holders of record in the coming fiscal year.  Finally, accounts receivable increased by $1.2 million.  This 
amount represents the increase in second quarter administrative fee revenue to be collected from the 
CollegeAmerica program.  
 

Investments increased by $201.9 million, or approximately 20.7 percent, due in part to strong 
investment performance during the fiscal year.  In addition, tuition contributions increased over the prior year 
due to lump sum/down payments on new contracts as well as continued participation by existing contract 
holders. 

 
Other noncurrent assets increased by $3.8 million, which was due to the increase in the noncurrent 

portion of the tuition contributions receivable. Again, this represents the increase in the actuarially determined 
amount expected to be collected from contract holders of record in future years. 
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Liabilities 
  

Total tuition benefits payable, reflected in both current and noncurrent liabilities above, increased by 
$187.1 million, or approximately 13.1 percent.  Of this total change, $3.4 million is reflected as current, while 
the remainder is reflected in noncurrent liabilities.  The total increase represents the change in the actuarial 
present value of the future tuition obligation.  Changes in the present value of the future tuition benefit 
obligation can be attributed to the changes in the present value discount due to the passage of time, 
differences between actual experience and the actuarial assumptions used, and any modification of the 
actuarial assumptions.  However, this increase is primarily due to the additional estimated obligation for over 
5,700 new contracts issued during the 2005 – 2006 enrollment period. 
 
Actuarial Highlights 
 
 During fiscal year 2006, VPEP’s actuarial deficit position, as calculated by the Plan’s actuary and 
reported in the 2006 Actuarial Valuation Report, improved by $33.5 million, from a deficit of $60.0 million to 
a deficit of $26.5 million.  This improvement is mostly attributable to larger than anticipated gains on the 
Plan’s investments and revenue from new sales.  Offsetting these increases was the loss associated with 
greater than anticipated tuition increases.  Average tuition rates for the 2006-2007 academic year increased 
approximately 9.0 percent for universities and 6.3 percent for community colleges, compared to the 8.0% and 
7.0% rates assumed in the prior valuation.  This resulted in an actuarial loss of $9.8 million. 
 

The return on investments for the fiscal year was 9.8% on a time-weighted basis and 9.7% on a 
dollar-weighted basis.  For the June 30, 2005 actuarial valuation, a 7.0 percent return was assumed.  This 
produced a net actuarial gain of approximately $29.4 million. 
 
 The Plan sold over 5,700 new contracts during the year.  Each contract was priced so as to contribute 
to the reduction of the Plan’s deficit.  The deficit was decreased by approximately $20.4 million from these 
new contracts. 
 
 In prior year’s valuations, beneficiaries were assumed to use their tuition contract benefits beginning 
at their matriculation date.  However, some families have elected to delay the use of their contract benefits.  A 
new tuition usage assumption was determined by the actuary based upon the actual past experience.  This 
resulted in an increase to the deficit.  In addition, the assumption for the average reasonable rate of return in 
the future was increased from 3.75% to 4.5%.  The net change in these assumptions increased the present 
value of obligations and the actuarial deficit by $8.9 million.  
 

The Plan received administrative fee revenue from all the Plan’s programs, including 
CollegeAmerica.  This decreased the deficit by a net $12.4 million.  In addition, it was projected that the 
actuarial deficit would grow during the year by approximately $4.2 million due to the passage of time.  This is 
due to the calculation of the obligations as present values which grow with interest with the passage of time.    

 
The overall effect of the changes on the actuarial reserve (deficit) is summarized in the following 

table.  Please note that the 2006 Actuarial Valuation Report may be obtained from the Plan. 
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Table 2 

(amounts in millions) 
 

Actuarial reserve (deficit) at June 30, 2005 $  (60.0) 
Tuition gain (loss)                                                                        (9.8) 
Investment gain (loss)  29.4 
Sales of new contracts                                                                       20.4 
Change in assumptions    (8.9) 
Net Administrative Fee Revenue from VCSP 12.4  
Interest on prior deficit at 7.00%  (4.2) 
Miscellaneous                                                               (5.8) 
 
     Actuarial reserve (deficit) at June 30, 2006 $  (26.5) 

 
Table 3 reflects a condensed Statement of Revenues, Expenses, and Changes in Net Assets for fiscal 

year 2006 as compared to the prior year. 
 
 

Table 3 
Statement of Revenues, Expenses, and Changes 

in Net Assets for June 30, 2006 and 2005 
(dollars in millions) 

 
     2006          2005       

Operating revenues:    
   Interest and dividends    $      74.4     $       46.8 
   Net increase (decrease) of                      
      fair value of investments            31.1              39.7 
   Tuition contributions          149.6            279.1 
   Other             16.6              13.8

          Total operating revenue          271.7                  379.4
    
Operating expenses:    
   Personal services              3.5               3.1 
   Contractual services              3.8               3.2 
   Tuition benefits expense          230.1           304.0 
   Other              0.7                  0.7

          Total operating expenses          238.1              311.0
    
Operating income (loss)           33.6          _ 68.4
    
Transfer to Commonwealth            (0.1)               (0.1) 
             
          Change in net assets           33.5            68.3 
    
   Net assets – beginning          (60.0)         (128.3) 
    
   Net assets – ending    $    (26.5)     $    (60.0)   
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Market conditions remained positive throughout most of the fiscal year and VPEP investments 

continued to perform well, with an increase in interest, dividends, and realized gains of $27.6 million, or 
approximately 59%.  However, the net increase in fair value reported this year as compared to last decreased 
by approximately $8.6 million, or 21.6%.  Investment fair value changes on a daily basis depending upon 
market conditions each day.  Therefore, this number will fluctuate from year to year, depending upon market 
conditions on June 30th, or the last business day of the quarter.  
 

Actual tuition contributions from participants decreased by $54.0 million over prior year receipts.  In 
any enrollment period, well over 30% of new contract holders elect to fund their contracts with upfront, lump 
sum payments.  In the 2005 – 2006 enrollment period, 5,300 fewer contracts were sold than in the prior year.  
Accordingly, actual tuition contributions from participants also decreased.  In addition, actuarially estimated 
tuition contributions decreased significantly as a result of fewer contract sales during the fiscal year.   

 
The tuition benefits expense reflected in Table 3 represents both the actual distributions made to 

higher education institutions on behalf of program participants and the additional amount accrued for 
estimated expenses each year, which is determined by the Plan’s actuary.  Actual distributions increased over 
the prior year by $11.6 million, or 37%.  This is attributable to an increase in the number of students using 
their benefits and to increases in tuition and mandatory fees at the higher education institutions.  The 
actuarially estimated expense decreased over the amount accrued in the prior year by $85.5 million, or 
approximately 31.4%.  Again, this can be attributed to 5,300 fewer contracts being sold during the year, 
which reduced the amount required to be accrued.   
 

Table 4 reflects the condensed Statement of Cash Flows. 
 

Table 4 
Statement of Cash Flows for June 30, 2006 and 2005 

(dollars in millions) 
 

     2006       2005    

Cash provided (used) by:    
  Operating activities    $     109.7      $    174.1 
  Noncapital financing activity             (0.1)                (0.1) 
  Capital and related financing activities             (0.1)    - 
  Investing activities           (96.8)             (186.5) 

       Net increase (decrease) in cash            12.7                  (12.5) 
    
Cash – beginning of year            86.3             98.8  
    
Cash – end of year    $      99.0      $     86.3   

 
As stated previously, tuition contributions decreased from the previous year by $54.0 million, thus reducing 
the overall cash provided (used) by operating activities.  In addition, tuition benefit payments to higher 
education institutions increased by $11.6 million, which was a primary use of operating cash.  Somewhat 
offsetting these cash decreases, net cash administrative fee revenue collected by VCSP increased by 
approximately $2.4 million from the continued growth of CollegeAmerica.  The Plan receives 10 basis points 
annually in administrative fees, which is accumulated daily and paid on a quarterly basis based on the daily 
market value of total assets in CollegeAmerica.   
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The change in the amount reflected as investing activities for 2006 represents an overall net increase 
in the amount of proceeds from sales or maturities of investments and actual interest earnings.  Overall, the 
markets continued to perform well during the fiscal year and the Plan’s investment managers sought to 
maximize the portfolio’s performance. 
 
 

Analysis of Fiduciary Fund Financial Activities 
 

Participation in the VEST program continued to grow during the fiscal year.  Contributions from Plan 
participants increased over the previous year by approximately $26.9 million.  Contributions represent 
participation from new account holders as well as continued contributions from existing participants.  Due to 
continued favorable market conditions during the fiscal year, interest earnings, dividends, and realized gains 
on investments increased by $26.1 over the prior year.  As anticipated, overall deductions increased over the 
prior year, by approximately 30.0%, as more participants withdrew funds to cover tuition expenses.   

 
Assets under management in CollegeAmerica, which launched February 15, 2002, increased by 

43.6% during the fiscal year, from $11.0 billion to $15.8 billion.    New unique accounts opened during the 
year were approximately 287,000.  As expected, the total of tuition benefits paid and shares redeemed in 
CollegeAmerica increased significantly this fiscal year over last, by over $494.2 million, as more 
beneficiaries become eligible to use their benefits.  CollegeAmerica remains the largest Section 529 program 
in the country.        
 

Economic Factors and Outlook 
 

The Plan continues to remain optimistic that market conditions over the long term will be positive and 
that the Plan’s portfolio will continue to exceed performance expectations.  However, the Plan anticipates that 
tuition and fee increases at Virginia’s public higher education institutions will increase annually by 
approximately 8% for the next three years and by 7% annually thereafter.  Tuition increases above these 
projections would have an immediate, detrimental impact on the Plan’s outstanding long-term obligation.  
However, with the legislative requirement that the institutions provide updated, long-term tuition projections, 
the Plan remains in a much better position to prepare for future tuition and fee increases. 
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VIRGINIA COLLEGE SAVINGS PLAN
STATEMENT OF NET ASSETS - ENTERPRISE FUND 
VIRGINIA PREPAID EDUCATION PROGRAM
As of June 30, 2006

Current assets:
   Cash and cash equivalents (Note 1D, 2 and 3) 104,582,044$       
   Investments held by the Treasurer of Virginia (Note 3) 5,572,680
   Interest receivable 3,028,643
   Tuition contributions receivable (Note 1E) 71,200,000
   Accounts receivable (Note 1F) 3,876,890

               Total current assets 188,260,257

Noncurrent assets:
   Investments (Note 1D and 2) 1,177,797,605
   Tuition contributions receivable (Note 1E) 237,616,590
   Depreciable capital assets, net (Note 1G and 6) 179,223

               Total noncurrent assets 1,415,593,418

               Total assets 1,603,853,675

Current liabilities:
   Accounts payable 1,272,689
   Due to program participants (Note 1H) 96,233
   Obligations under securities lending (Note 3) 11,203,841
   Tuition benefits payable (Note 5) 64,300,000
   Compensated absences (Note 1I and 5) 127,617

               Total current liabilities 77,000,380

Noncurrent liabilities:
   Tuition benefits payable (Note 5) 1,553,216,590
   Compensated absences (Note 1I and 5) 137,014

               Total noncurrent liabilities 1,553,353,604

               Total liabilities 1,630,353,984

NET ASSETS
  Invested in capital assets, net of related debt 179,223
  Unrestricted (Note 9) (26,679,532)

               Total net assets (26,500,309)$        

The accompanying notes are an integral part of this financial statement.

ASSETS

LIABILITIES

 9



VIRGINIA COLLEGE SAVINGS PLAN
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS 
ENTERPRISE FUND - VIRGINIA PREPAID EDUCATION PROGRAM
For the Fiscal Year Ended June 30, 2006

Operating revenues:
   Charges for sales and services 16,571,524$         
   Interest, dividends, rents, and other investment income 74,372,553
   Net increase in fair value of investments 31,136,168
   Tuition contributions (Note 7) 145,000,954
   Actuarial tuition contributions (Note 7) 4,633,206

               Total operating revenues 271,714,405

Operating expenses:
   Personal services 3,478,821
   Contractual services 3,752,137
   Supplies and materials 47,843
   Depreciation 52,204
   Rent, insurance, and other related charges 221,436
   Tuition benefits expense (Note 7) 42,996,162
   Actuarial tuition benefits expense 187,133,206
   Expendable equipment 70,746
   Other 325,061

               Total operating expenses 238,077,616

Operating income 33,636,789

Transfers:
   Transfers to the General Fund of the Commonwealth (141,314)

               Change in net assets 33,495,475

Net assets - July 1, 2005 (59,995,784)

Net assets - June 30, 2006 (26,500,309)$        

The accompanying notes are an integral part of this financial statement.
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VIRGINIA COLLEGE SAVINGS PLAN
STATEMENT OF CASH FLOWS 
ENTERPRISE FUND - VIRGINIA PREPAID EDUCATION PROGRAM
For the Fiscal Year Ended June 30, 2006

Cash flows from operating activities:
   Receipts for sales and services 15,325,117$         
   Payments to suppliers for goods and services (339,647)
   Payments to employees (3,524,916)
   Tuition contributions received 145,093,276
   Payments for contractual services (3,822,916)
   Tuition benefit payments (42,996,162)

               Net cash provided by (used for) operating activities 109,734,752

Cash flows from noncapital financing activities:
   Transfer to the General Fund of the Commonwealth (141,314)

               Net cash provided by (used for) noncapital financing activities (141,314)

Cash flows from capital and related financing activities:
   Acquisition of fixed assets (111,769)

               Net cash provided by (used for) capital and related financing activities (111,769)

Cash flows from investing activities:
  Purchase of investments (2,011,929,286)
  Proceeds from sales or maturities of investments 1,841,168,819
  Interest income on cash, cash equivalents, and investments 73,951,788

               Net cash provided by (used for) investing activities (96,808,679)

               Net increase in cash and cash equivalents 12,672,990

Cash and cash equivalents - July 1, 2005 86,277,893

Cash and cash equivalents - June 30, 2006 98,950,883$         

Reconciliation of cash and cash equivalents:
  Per the Statement of Net Assets:
    Cash and cash equivalents 104,582,044$       
  Less:
    Securities Lending Cash Equivalents (5,631,161)            

  Cash and cash equivalents per the Statement of Cash Flows 98,950,883$         
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VIRGINIA COLLEGE SAVINGS PLAN
STATEMENT OF CASH FLOWS - ENTERPRISE FUND
VIRGINIA PREPAID EDUCATION PROGRAM (continued)
For the Fiscal Year Ended June 30, 2006

Reconciliation of operating income to net cash provided
   by operating activities:
      Operating income 33,636,789$         

Adjustments to reconcile operating income to net cash provided
   by (used for) operating activities:
      Depreciation 52,204                  
      Interest, dividends, rents and other investment income (73,951,788)          
      Net increase in fair value of investments (31,136,168)          
Changes in assets and liabilities:
   (Increase) decrease in receivables (1,737,651)            
   (Increase) decrease in tuition contributions receivable (4,633,206)            
   Increase (decrease) in accounts payable 218,278                
   Increase (decrease) in amounts due to program participants 93,156                  
   Increase (decrease) in current tuition benefits payable 3,400,000             
   Increase (decrease) in current compensated absences (7,327)                   
   Increase (decrease) in noncurrent tuition benefits payable 183,733,206         
   Increase (decrease) in noncurrent compensated absences 67,259                  

     Net cash provided by (used for) operating activities 109,734,752$       

Noncash investing, capital, and financing activities:
 The following transaction occurred prior to the statement of net assets date:
  Change in fair value of investments 31,136,168$         

The accompanying notes are an integral part of this financial statement.
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VIRGINIA COLLEGE SAVINGS PLAN
STATEMENT OF FIDUCIARY NET ASSETS -
PRIVATE-PURPOSE TRUST FUNDS
As of June 30, 2006

Virginia Education
Savings Trust CollegeAmerica Total

Assets:
   Cash and cash equivalents (Note 1D and 2) 4,335,620$           -$                           4,335,620$            
   Receivables:
      Interest and dividends 792,252                -                             792,252                 
   Investments: (Note 1D and 2)
      Mutual funds 391,713,690         15,826,986,177     16,218,699,867     
      Index funds 171,953,638         -                             171,953,638          
      Guaranteed investment contracts 122,498,520         -                             122,498,520          
      Common stock 39,048,942           -                             39,048,942            

               Total investments 725,214,790         15,826,986,177     16,552,200,967     

               Total assets 730,342,662         15,826,986,177     16,557,328,839     

Liabilities:
      Accounts payable 723,519                -                             723,519                 
      Due to program participants (Note 1H) 69,381                  -                             69,381                   

               Total liabilities 792,900                -                             792,900                 

Net assets held in trust for program 
   participants 729,549,762$       15,826,986,177$   16,556,535,939$   

The accompanying notes are an integral part of this financial statement.
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VIRGINIA COLLEGE SAVINGS PLAN
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS - 
PRIVATE-PURPOSE TRUST FUNDS
For the Fiscal Year Ended June 30, 2006

Virginia Education
Savings Trust CollegeAmerica Total

Additions:
   Contributions:
      From participants 154,400,148$       4,417,066,323$     4,571,466,471$     
      Charges for services 225,235                -                             225,235                 

                Total contributions 154,625,383         4,417,066,323       4,571,691,706       
   Investment income:
      Net increase in fair value of investments 12,118,754           971,039,835          983,158,589          
      Interest, dividends, and other investment income 41,775,876           491,473,077          533,248,953          

               Total investment income 53,894,630           1,462,512,912       1,516,407,542       

Less investment expenses (1,710,830)            (12,447,708)          (14,158,538)          

               Net investment income 52,183,800           1,450,065,204       1,502,249,004       

               Total additions 206,809,183 5,867,131,527 6,073,940,710

Deductions:
   Tuition benefits paid 26,677,315           367,902,731          394,580,046          
   Shares redeemed 7,096,255             673,563,275          680,659,530          
   Administrative expenses 225,235                13,524,168            13,749,403            

               Total deductions 33,998,805           1,054,990,174       1,088,988,979       

Net increase 172,810,378         4,812,141,353       4,984,951,731       

Net assets held in trust for program 
   participants:
      July 1, 2005 556,739,384         11,014,844,824     11,571,584,208     

      June 30, 2006 729,549,762$       15,826,986,177$   16,556,535,939$   

The accompanying notes are an integral part of this financial statement.
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VIRGINIA COLLEGE SAVINGS PLAN 
 

NOTES TO FINANCIAL STATEMENTS 
 

AS OF JUNE 30, 2006 
 
 
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

The Virginia College Savings Plan (the Plan), an independent agency of the Commonwealth 
of Virginia, was created in 1994 by the Virginia General Assembly and its enabling legislation is 
codified at §23-38.75 through §23-38.87 of the Code of Virginia, as amended.  The Plan operates the 
Commonwealth’s IRC §529 qualified tuition program, which offers three options, the Virginia 
Prepaid Education Program (VPEP), the Virginia Education Savings Trust (VEST), and 
CollegeAmerica. 

 
VPEP is a defined benefit program, which offers contracts, for actuarially determined 

amounts, guaranteeing full future tuition and mandatory fee payments at Virginia higher education 
institutions.  The contract provisions also allow benefits to be used at private or out-of-state 
institutions with a payout based on the amounts charged by Virginia’s higher education institutions.  
VPEP has a limited enrollment period each year, and is open to children in the ninth grade or younger 
if the child or participant is a Virginia resident.  Since inception, over 85,000 accounts have been 
opened, with approximately 70,000 contracts remaining active at year-end.  The program had total 
assets invested from contributions and net earnings of approximately $1.3 billion as of June 30, 2006.  
The program invests contract payments to meet future obligations.  Operating costs are paid from 
program earnings.  The Plan does not receive any general fund appropriations.  The program’s assets 
and income are exempt from federal, state, and local income taxation.  Legislation was passed in 1998 
to provide a financial guarantee to cover VPEP contractual obligations in the event of a funding 
shortfall. 

 
VEST is a defined contribution program, which allows participants of all ages to save for 

qualified higher education expenses, including tuition and fees, at any qualified higher education 
institution by making contributions into the investment portfolio(s) of their choice.  New participants 
are allowed to select from among 16 investment portfolios.  Two additional portfolios are still 
actively traded in the VEST program but are closed to new participation.  The VEST program, which 
is open year round, has no age or residency restrictions, and carries no legislative guarantee of return 
of principal.  VEST accounts are subject to market investment risk, including the possible loss of 
principal.  VEST began operation in December 1999.  As of June 30, 2006, over 75,000 accounts 
have been opened with a net asset value of approximately $730 million.  Investment management fees 
and VEST operating expenses are paid on a pro-rata basis by each VEST account owner and vary 
according to the portfolio selected.  VEST accounts provide investors with the same federal and state 
tax benefits available to participants in the prepaid program.   

 
In 2001, the Board of the Virginia College Savings Plan entered into a 15-year contract with 

Capital Research and Management Company, American Funds Distributors, Inc., and American 
Funds Service Company, Inc. (together, the American Funds) to administer a broker-sold IRC §529 
college savings option using 21 of the American Funds.  This program, called CollegeAmerica, is a 
defined contribution plan which launched on February 15, 2002.  The American Funds acts as 
program manager and provides all back office and operational activities for the program.  As a result 
of this structure, the Plan’s staff has minimal day-to-day administrative responsibility, other than 
program oversight and review. 
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Like VEST, CollegeAmerica allows participants of all ages to save for qualified higher 
education expenses by selecting from among the 21 offered funds.  CollegeAmerica is available year 
round, has no age or residency restrictions, and carries no legislative guarantee of return of principal.  
Accounts are subject to market risk, including the possible loss of principal.  As of June 30, 2006, 
approximately 1.2 million unique accounts had been opened with net assets in excess of $15.8 billion.  
(A unique account represents all accounts with the same contributor and beneficiary combination.)  
Fees and expenses of the program are also paid on a pro-rata basis by each account owner and vary 
according to the fund and share class selected.  CollegeAmerica provides investors with the same 
federal and state tax benefits available to participants in VPEP and VEST. 

 
While CollegeAmerica activity is reflected in total in this report, a separate audited report for 

each of the 21 funds offered in the CollegeAmerica program is published annually by the American 
Funds.  Each of the funds has a different year ending date, so these audited reports are published 
throughout the year.  An individual fund audit report includes that fund’s results for all share classes 
offered in the fund, including the five IRC §529 share classes created for the CollegeAmerica 
program.  These individual fund reports are available from the American Funds. 

 
An eight-member Board administers the Plan, consisting of four members who sit on the 

Board by virtue of the state offices they hold and four citizen members appointed by the Governor.  
The ex-officio members are the Executive Director of the State Council of Higher Education for 
Virginia, the Chancellor of the Virginia Community College System, the State Treasurer, and the 
State Comptroller.  State law mandates that the four citizen members have significant experience in 
finance, accounting, and investment management. 

 
A separate report is prepared for the Commonwealth of Virginia, which includes all agencies, 

boards, commissions, and authorities over which the Commonwealth exercises or has the ability to 
exercise oversight authority.  The Plan is an integral part of the reporting entity of the Commonwealth 
of Virginia and is included in the basic financial statements of the Commonwealth. 

 
The following is a summary of significant accounting policies employed by the Virginia 

College Savings Plan. 
 

A. Basis of Presentation 
 
The accompanying financial statements have been prepared in conformance with 

accounting principles generally accepted in the United States of America as prescribed by the 
Governmental Account Standards Board (GASB) and the Financial Accounting Standards 
Board (FASB).  

 
B. Reporting Entity 

 
The accompanying financial statements report the financial position, and the changes 

in financial position and cash flows of the Plan as of and for the fiscal year ended June 30, 
2005.  For financial reporting purposes, the Plan includes all funds and entities over which 
the Plan exercises or has the ability to exercise oversight authority. 

 
C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation 

 
The Plan reports the activity of the Virginia Prepaid Education Program as an 

enterprise fund, which is a type of proprietary fund.  Enterprise funds account for transactions 
related to resources received and used for financing self-supporting activities of the Plan that 
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offer products and services on a user-charge basis to external users.  All operating expenses 
and all administrative fee revenue collected to support Plan operations, including 
administrative revenue and expenses of VEST and CollegeAmerica, are reflected in the 
enterprise fund.  

 
The Plan reports the activity of the Virginia Education Savings Trust and 

CollegeAmerica as private-purpose trust funds, which is a type of fiduciary fund.  Private-
purpose trust funds account for transactions of trust arrangements in which the principal and 
income benefit individuals, private organizations, or other governments. 

 
The financial statements of the proprietary and fiduciary funds are reported using the 

economic resources measurement focus and the accrual basis of accounting.  Revenues are 
recorded when earned and expenses are recognized when a liability is incurred, regardless of 
the timing of related cash flows. 

  
Proprietary funds distinguish operating revenues and expenses from nonoperating 

items.  Operating revenues and expenses generally result from providing services and 
producing and delivering goods in connection with a proprietary fund’s principal ongoing 
operations.  Revenues and expenses not meeting this definition are reported as nonoperating.  
The principal operating revenues of the Plan are tuition contributions for program participants 
and investment income.  Operating expenses of the plan include tuition benefits expense and 
contractual and personal services. 

 
GASB Statement No. 20, Accounting and Financial Reporting for Proprietary Funds 

and Other Governmental Entities That Use Proprietary Fund Accounting, provides 
governments two options for using proprietary fund activities.  All proprietary funds reported 
herein apply all applicable Governmental Accounting Standards Board pronouncements and 
all Financial Accounting Standards Board Statements and Interpretations, Accounting 
Principle Board Opinions, and Accounting Research Bulletins issued on or before November 
30, 1989, unless they conflict with or contradict GASB pronouncements.  

 
D. Cash Equivalents and Investments 

 
Money market investments of the Plan, which are deemed short-term, highly liquid 

investments, are reported at amortized cost.  Long-term investments of the Plan are recorded 
at fair value based upon quoted market prices.  Cash equivalents are investments with an 
original maturity of three months or less. 

 
The Plan also participates in the Commonwealth’s General Account pool, which is 

managed by the State Treasurer.  These pooled investments are valued on an amortized cost 
basis.  The Plan receives income on a quarterly basis from the Commonwealth based on the 
Plan’s relative participation during the quarter.  The Plan receives no additional distribution 
of unrealized gains or losses in the fair values of the pool’s investments.  

 
E. Tuition Contributions Receivable 

 
Tuition contributions receivable in VPEP represents the actuarially determined 

present value of future payments anticipated from contract holders. 
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F. Accounts Receivable 
 

Accounts receivable reflected in VPEP include the amount due from the American 
Funds for second quarter administrative fees collected on behalf of the Plan from the 
CollegeAmerica program.  The American Funds pays the Plan an annual fee equal to one 
tenth of one percent (.10 percent) of the average daily net asset value of the underlying funds 
held in CollegeAmerica.  This fee is accrued daily and paid to the Plan on a quarterly basis.   

 
G. Capital Assets 

 
Fixed assets are capitalized and depreciated on a straight-line basis over their useful 

lives.  Fixed assets are valued at historical cost.  The Plan capitalizes all property, plant, and 
equipment that have a cost or value greater than $5,000 and an expected useful life of greater 
than two years; however, prior to fiscal year 2006 all computer equipment was capitalized 
regardless of cost or value.     

 
H. Amounts Due To Program Participants 

 
Amounts due to program participants reflects amounts due to participants who 

cancelled or overpaid prepaid tuition contracts or savings trust accounts, or requested 
qualified withdrawals, prior to June 30, 2006, but had not yet received a refund or 
disbursement.   

 
I. Accrued Leave Policy 

 
Employees accrue annual leave at a rate of four to nine hours semi-monthly, 

depending on their length of service.  The maximum accumulation is dependent upon years of 
service, but in no case may it exceed 42 days.  All employees leaving the agency are paid for 
accrued vacation leave up to the maximum calendar year limit at their current earnings rate.  

 
In conformance with Section C60 of GASB Codification, the monetary value of 

accumulated annual leave payable upon termination is included in the accompanying 
financial statements.  The liability at June 30, 2006, was computed using salary rates effective 
at that date and represents vacation and compensatory leave earned up to the allowable 
ceilings.  In accordance with GASB Statement No. 16, Accounting for Compensated 
Absences, included in the liability is the agency’s share of FICA taxes on leave balances for 
which employees will be compensated. 

 
Employees of the Plan have elected to participate in the Virginia Sickness and 

Disability Program.  The Virginia Retirement System (VRS) administers the program to 
provide income protection for absences due to sickness or disability from the first day on the 
job.  After a seven calendar-day waiting period following the first incident of disability, 
eligible employees receive short-term disability benefits ranging from 60 to 100 percent of 
compensation up to a maximum of 125 work days, based upon months of State service.  After 
a 180 calendar-day waiting period (125 work days of short-term disability) eligible 
employees receive long-term disability benefits equal to 60 percent of compensation until 
they return to work, until age 65, or until death.  Employees enrolled in this program are not 
eligible for disability retirement benefits under the VRS. 

 
All State agencies are required to contribute to the cost of providing disability 

benefits.  Initial contribution requirements to fund the program were determined by the VRS 

 19



actuary based on an estimate of the amount of the liability for disability benefits that would 
transfer from VRS to the new program.  The contribution requirement was 1.07 percent of 
payroll for State employees.  Further information about this program can be found in the 
Commonwealth of Virginia’s Comprehensive Annual Financial Report. 

 
 

2. CASH, CASH EQUIVALENTS, AND INVESTMENTS  
 

The Board of the Virginia College Savings Plan has established investment guidelines for 
each of the Plan’s investment programs which are in accordance with §23-38.80 of the Code of 
Virginia, as amended.  This section of the Code requires the Board to discharge its duties in a manner 
which will provide the investment return and risk level consistent with the actuarial return 
requirements and cash flow demands of the Plan and conforming to all statutes governing the 
investment of Plan funds.  The Board shall exercise the judgment of care under the circumstances 
then prevailing, which persons of prudence, discretion, and intelligence exercise in the management 
of their own affairs, not in regard to speculation but to the permanent disposition of funds, 
considering the probable income as well as the probable safety of their capital when investing funds.  
In order to meet the return requirements, the Plan’s portfolio shall be invested in a broadly diversified 
portfolio of domestic and foreign stocks, bonds, and cash equivalent investments, which are defined 
as investments with an original maturity of three months or less.  The Board’s allocation target for the 
overall VPEP portfolio, at market value, is 60 percent investment in equity securities and 40 percent 
investment in fixed income instruments.  The Board’s allocation targets for the VEST program vary 
according to the investment objective of each portfolio.  To assist with the investment of the Plan 
assets, the Board has selected a group of 22 external managers and/or funds.  In addition, the Plan has 
monies invested by the State Treasurer as part of the Commonwealth's General Account for both 
VPEP and VEST.  

 
The Board authorized its partner, the American Funds, to offer 21 of their mutual funds to 

investors in CollegeAmerica.  The Board has oversight and review authority for the investment 
activity and operations of the CollegeAmerica program.  The American Funds is required to seek 
renewed approval of the use of these mutual funds on an annual basis.    
  
Custodial Credit Risk 

 
Custodial Credit Risk – Deposits:  Custodial credit risk is the risk that in the event of a bank 

failure, the Plan’s deposits may not be returned to it.  All deposits of the VPEP and VEST programs 
are secured in accordance with the provisions of the Virginia Security for Public Deposits Act, 
Section 2.2-4400, of the Code of Virginia.  

 
Custodial Credit Risk – Investments:  For an investment, custodial credit risk is the risk that, 

in the event of the failure of the counterparty, the Plan will not be able to recover the value of its 
investments or collateral securities that are in the possession of an outside party.  At June 30, 2006, all 
investments of the VPEP and VEST programs, except those investments in open-end mutual funds, 
were held in the Plan’s name by the Plan’s custodian, Mellon Global Securities Services.  
Approximately 26 percent of total VPEP investments (reported as enterprise fund assets) and 78 
percent of total VEST investments (reported as a private-purpose trust fund) are invested in open-end 
mutual funds.  All investments of the CollegeAmerica program (also a private-purpose trust fund) are 
also invested in mutual funds.  Investments in open-end mutual funds are not exposed to custodial 
credit risk because their existence is not evidenced by physical securities.   
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Interest Rate Risk 
  

As of June 30, 2006, the Plan had the following investments and maturities.  
 

  Investment Maturities (in Years)
 

  Investment Type 
  

Fair Value 
 

Less than 1 
 

1 - 5
 

6 - 10
 

More than 10 

Money Market 
Funds 

 
$  31,173,626 

 
$ 31,173,626 

 
$                  - 

 
$                 - 

 
$               - 

U.S. Treasuries 72,384,131 - 38,913,703 14,097,278 19,373,150 
Agency Mortgage 
Backed Securities 

36,144,700 - - 9,396,066 26,748,634 

Asset Backed 
Securities 

8,799,925 - - 457,655 8,342,270 

Corporate Bonds 69,940,504 - 12,900,064 32,668,030 24,372,410 

Other Bonds 132,497,166 274,254 13,892,190 10,382,131 107,948,591 

Bond Funds 24,773,631 - 10,778,379 13,995,252 - 

Guaranteed 
Investment 
Contracts 

69,943,010 - 69,943,010 - - 

Repurchase 
Agreement 

 
   34,800,000

                       
  34,800,000   

 
                    -

 
                   -

 
                   -

      
          Total $480,456,693 $ 66,247,880 $146,427,346 $80,996,412 $186,785,055 

 
The Plan’s investment policy does not limit investment maturities as a means of managing its 

exposure to fair value losses arising from increasing interest rates. 
 
Credit Risk of Debt Securities 

 
The Plan’s investment policy requires its debt securities managers to invest in holdings 

which, on average, are comprised of high quality issues and may not include securities deemed to be 
below investment grade.  Investment grade is generally defined as a rating of BBB or above by one of 
the major ratings agencies.  This requirement does not apply to the Plan’s managers who are 
instructed to manage a specific “High-Yield” fixed income investment strategy, whether in a separate 
account or as a dedicated allocation within a broader fixed income portfolio.  The Plan’s rated debt 
investments as of June 30, 2006 were rated by Standard and Poor’s and the ratings are presented in 
the following chart.  The Plan participated in various open-end mutual funds that are unrated and are 
not included in this presentation. 
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Investment 

Type 
Quality Rating 

 AAA AA A BBB BB B Below B Unrated 
         
Money Market 
Funds 

$31,173,026 - - - - - - - 

U.S. Treasuries $72,384,131 - - - - - - - 
Agency 
Mortgage 
Backed 
Securities 

$36,144,700 - - - - - - - 

Asset Backed 
Securities 

$6,659,334 $490,500 $145,339 $281,413 $668,696 - $427,561 $127,080 

Corporate 
Bonds 

$3,080,408 $4,258,103 $17,892,346 $26,386,927 $9,865,683 $7,606,741 - $850,296 

Other Bonds $74,349,329 $1,150,688 $9,652,282 $15,696,293 $4,360,064 $15,163,778 $2,028,490 $10,096,242 
Bond Funds - - - - - - - $24,773,631 
Guaranteed 
Investment 
Contracts 

- - - - - - - $69,943,010 

Repurchase 
Agreement 

- - - - - - - $34,800,000 

 
 
 Concentration of Credit Risk 

 
At June 30, 2006, the Plan had no investments in any one issuer that represented 5 percent or 

more of total investments. 
 

Mutual Fund Risks 
 
 At June 30, 2006, the Plan participated in a number of open-end domestic and foreign equity 
and fixed income mutual funds.  These funds are subject to various investment risks, including the 
possibility that the value of the fund’s portfolio holdings may fluctuate in response to events specific 
to the companies in which the fund invests, as well as economic, political or social events in the 
United States or abroad.  Certain of the mutual funds may be subject to additional risks due to 
investments in a more limited group of sectors and industries than the broad market.  Those funds 
with holdings issued by entities based outside the United States are subject to foreign securities risks, 
including currency fluctuations.  
 
 The value of and the income generated by debt securities held by certain of the mutual funds 
the Plan participates in may be affected by changing interest rates and credit risk assessments.  Lower 
quality or longer maturity bonds may be subject to greater price fluctuations than higher quality or 
shorter maturity bonds. 
 
 Prospectuses for each of the mutual funds the Plan participates in may be requested from the 
Virginia College Savings Plan, P.O. Box 607, Richmond, VA  23218-0607, or at 
www.virginia529.com.  A prospectus may also be requested directly from each of the underlying fund 
managers.  Please see Appendix A for a listing of VPEP and VEST mutual funds. 
 
 Prospectuses for each CollegeAmerica mutual fund offering may be obtained directly from 
the American Funds or from a financial adviser.  Please see Appendix A for a listing of 
CollegeAmerica mutual funds. 
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3. SECURITIES LENDING TRANSACTIONS 
 

A portion of the balance sheet line item Cash and cash equivalents and the line item 
Investments held by the Treasurer represent the Plan’s allocated share of securities received for 
securities lending transactions held in the General Account of the Commonwealth.  Information 
related to the credit risk of these investments and securities lending transactions held in the General 
Account is available on a statewide level in the Commonwealth of Virginia’s Comprehensive Annual 
Financial Report.  

 
 

4. OPERATING LEASES 
 

The Plan leases satellite office facilities in West Chester, PA as a disaster recovery site as 
well as office space for the Plan’s information technology division, College Savings Systems, under 
an operating lease.  Total costs for this lease were $26,435 for the year ended June 30, 2006.  The 
future minimum lease payments for this lease are as follows: 

 
Year Ending June 30     Amount  
 
 2007 $ 27,228
        
         Total future minimum lease payments $ 27,228 
 

 
5. LONG-TERM LIABILITIES 
 

Long-term liabilities of the Plan include tuition benefits payable, which represents the 
actuarially determined present value of future obligations anticipated for payment of benefits and 
administrative expenses for the Virginia Prepaid Education Program.  Also, reflected in the enterprise 
fund are the accrued compensated absences for the Plan’s employees.  

 
 

  
  Enterprise Fund 

 Balance 
   July 1, 2005 

 
     Increases    

 
  Decreases  

Balance 
   June 30, 2006 

Due Within 
    One Year  

 Compensated  
   absences 

 
$       204,699 

 
$        165,668 

 
$     105,736 

 
$         264,631 

 
$       127,617 

 Tuition benefits  
   payable 

 
  1,430,383,384

                       
  236,622,652   

 
   49,489,446

 
  1,617,516,590

 
  64,300,000

       
           Total $1,430,588,083 $236,788,320 $  49,595,182 $1,617,781,221 $64,427,617 

 

 23



 
6. CAPITAL ASSETS 
 

The following schedule presents capital asset activity of the Plan for the year ended June 30, 
2006. 
 

               Enterprise Fund             July 1, 2005 Increases Decreases June 30, 2006
    Depreciable capital assets:     
       Equipment $   445,373 $  111,769 $             -  $     557,142 
     
    Less accumulated depreciation for:     
      Equipment      325,715      52,204                 -       377,919
     
             Total depreciable capital  
                assets, net of accumulated  
                   Depreciation 

 
$   119,658 $     59,565   $              - 

 
$    179,223 

 
 

7. ACTUARIAL TUITION CONTRIBUTIONS AND ACTUARIAL TUITION BENEFITS EXPENSE 
 

The actuarial tuition contributions and the actuarial tuition benefits expense line items 
represent the annual accrual of contributions receivable and the obligation for distribution expenses 
determined by the actuarial valuation.   

 
 
8. RETIREMENT AND PENSION PLAN 
 

Employees of the Plan are employees of the Commonwealth of Virginia.  The employees 
participate in a defined benefit pension plan administered by the Virginia Retirement System (VRS).  
The VRS also administers life insurance for employees and retirees.  Information relating to these 
plans is available at the statewide level only in the Commonwealth of Virginia’s Comprehensive 
Annual Financial Report.  The Commonwealth, not the Plan, has overall responsibility for 
determining contributions to these plans. 

 
 
9. DEFICIT NET ASSETS (ENTERPRISE FUND)  
 

The deficit net assets amount at June 30, 2006, reflected in the enterprise fund, represents the 
projected unfunded actuarial liability calculated for the fiscal year by the Plan’s actuary.  While the 
Plan remains in a deficit position, there was significant improvement over the prior year deficit, 
which was reduced from $60.0 million to the current $26.5 million.  This represents a 55.8% positive 
change in position.  This improvement is primarily attributable to actual returns on the Plan’s 
investments exceeding the assumed rate of return by a substantial margin, increases to the reserve 
from new contract sales, and the collection of administrative fee revenue from all Plan programs.  
Offsetting the positive movement, however, was the greater than anticipated cost of tuition for the 
2006-07 academic year.  

 
The Board will continue to address this issue by working with the VPEP actuary and 

investment consultant to continually monitor the investment allocation and determine if there should 
be any additional diversification or expansion into other investment strategies in order to enhance 
long-term investment returns.  It remains the Board’s intention to further reduce the actuarial deficit 
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over time by adding to the actuarial reserve through appropriate premium pricing in any future 
enrollment periods.   

  
 

10. RISK MANAGEMENT 
 

The Virginia College Savings Plan is exposed to various risks of loss related to torts; theft or, 
damage to, and destruction of assets; errors and omissions; non-performance of duty; injuries to 
employees; and natural disasters.  The Plan participates in insurance plans maintained by the 
Commonwealth of Virginia.  The state employee health care and worker’s compensation plans are 
administered by the Department of Human Resource Management and the risk management 
insurance plans are administered by the Department of Treasury, Division of Risk Management.  Risk 
management insurance includes property, general liability, medical malpractice, faithful performance 
of duty bond, automobile, and air and watercraft plans.  The Plan pays premiums to each of these 
Departments for its insurance coverage.  Information relating to the Commonwealth’s insurance plans 
is available at the statewide level in the Commonwealth of Virginia’s Comprehensive Annual 
Financial Report. 

 
 

11. VIRGINIA COLLEGE SAVINGS PLAN SCHOLARSHIP PROGRAM 
 

The Virginia College Savings Plan scholarship program consists of VPEP and VEST 
scholarship accounts established to provide a range of benefits to future beneficiaries.  The purpose of 
the program is to enable individuals, organizations, community groups, corporations, and trusts to 
make charitable contributions, which are used to purchase VPEP tuition and fee contracts and to open 
VEST accounts for at-risk youth.  The VCSP scholarship program will continue this mission to work 
with community partners to make the dream of college a reality for deserving youth in Virginia. 

 
At June 30, 2006, the VCSP owned 49 active VPEP contracts and 38 active VEST accounts. 
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APPENDIX A 
 

Mutual Funds By Program 
 

VPEP 
 
Investment Manager Underlying Mutual Fund 
 
Vanguard Group Institutional Index Fund 
Vanguard Group Small Cap Index Fund 
Vanguard Group Total Stock Market Index Fund 
Vanguard Group Total Bond Market Index Fund 
Vanguard Group Inflation-Protected Securities Fund 
Vanguard Group REIT Index Fund 
Templeton Institutional Funds, Inc. Templeton Foreign Equity Series 
Capital Research & Management Co. American Funds EuroPacific Growth Fund 
 
VEST
 
Investment Manager Underlying Mutual Fund 
 
Vanguard Group Institutional Index Fund 
Vanguard Group Small Cap Index Fund 
Vanguard Group LifeStrategy Growth Fund 
Vanguard Group LifeStrategy Moderate Growth Fund 
Vanguard Group LifeStrategy Income Fund 
Vanguard Group Prime Money Market Fund 
Vanguard Group Total Stock Market Index Fund 
Vanguard Group Total Bond Market Index Fund 
Vanguard Group Total International Stock Index Fund 
Vanguard Group Inflation-Protected Securities fund 
Vanguard Group REIT Index Fund 
Templeton Institutional Funds, Inc. Templeton Foreign Equity Series 
Capital Research & Management Co. American Funds EuroPacific Growth Fund 
Western Asset Management Western Core Bond Portfolio 
 
COLLEGEAMERICA (Investment Manager - American Funds) 
 
AMCAP Fund Washington Mutual Investors Fund 
The Growth Fund of America Capital Income Builder Fund 
The New Economy Fund The Income Fund of America 
EuroPacific Growth Fund American Balanced Fund 
New Perspective Fund American High-Income Trust Fund 
New World Fund The Bond Fund of America 
SMALLCAP Fund Capital World Bond Fund 
American Mutual Fund Intermediate Bond Fund of America 
Capital World Growth & Income Fund U.S. Government Securities Fund 
Fundamental Investors Fund The Cash Management Trust of America 
The Investment Company of America  
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  November 15, 2006 
 
 
 
The Honorable Timothy M. Kaine 
Governor of Virginia 
 
The Honorable Thomas K. Norment, Jr. 
Chairman, Joint Legislative Audit 
   And Review Commission 
 
Board Members 
Virginia College Savings Plan 
 
 
 

INDEPENDENT AUDITOR’S REPORT ON FINANCIAL STATEMENTS 
 

We have audited the accompanying basic financial statements of Virginia College Savings Plan (Plan) as 
of and for the year ended June 30, 2006, as listed in the Table of Contents.  These financial statements are the 
responsibility of the Virginia College Savings Plan’s management.  Our responsibility is to express an opinion on 
these financial statements based on our audit.    
 

We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by 
the Comptroller General of the United States.  Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  
An audit also includes 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.   
 

As discussed in Note 1, the basic financial statements of the Plan are intended to present the financial 
position and the changes in financial position and cash flows of only that portion of the business-type activities 
major enterprise fund, and aggregate remaining fund information of the Commonwealth of Virginia that is 
attributable to the transactions of the Plan.  They do not purport to, and do not present fairly, the Commonwealth 
of Virginia’s overall financial position as of June 30, 2006, and the changes in its financial position and its cash 
flows, where applicable, for the year then ended in conformity with accounting principles generally accepted in 
the United States of America. 
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In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the enterprise fund and private-purpose trust funds of the Plan as of June 30, 2006, 
and the respective changes in net assets, and where applicable, cash flows for the year ended in conformity with 
accounting principles generally accepted in the United States of America.   
 

The management’s discussion and analysis on pages 1 through 7 are not a required part of the basic 
financial statements, but are supplementary information required by the accounting principles generally accepted 
in the United States of America.  We have applied certain limited procedures, which consisted principally of 
inquiries of management regarding the methods of measurement and presentation of the required supplementary 
information.  However, we did not audit the information and express no opinion on it. 
 

In accordance with Government Auditing Standards, we have also issued our report dated November 15, 
2006 on our consideration of the Plan’s internal control over financial reporting and on our tests of its compliance 
with certain provisions of laws, regulations, contracts, and grant agreements and other matters.  The purpose of 
that report is to describe the scope of our testing of internal control over financial reporting and compliance and 
the results of that testing, and not to provide an opinion on the internal control over financial reporting or on 
compliance.  That report is an integral part of an audit performed in accordance with Government Auditing 
Standards and should be considered in assessing the results of our audit.             

                                        
 AUDITOR OF PUBLIC ACCOUNTS 
 
SHW:jab 
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