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ARTICLE 5. ARIZONA FAMILY COLLEGE SAVINGS PROGRAM

R7-3-501. Definitions
A. "Account Year" means the period beginning on October 1 and ending on September 30 of each year.
B. "A.R.S." means Arizona Revised Statutes.

C. "Cash" means currency, bills and coin in circulation, or converting a negotiable instrument to cash by
endorsing and presenting to a financial institution for deposit. An automatic transfer, cashier's check, certified
check, money order, payroll deposit, traveler's check, personal check, and wire transfer will be treated as
cash. Deposits will also be accepted by credit card.

D. "Code" means the Internal Revenue Service Code of 1986, as amended, or the corresponding provision
of any future United States Internal Revenue law.

E. "Commission" means the Commission for Postsecondary Education as defined in A.R.S. § 15-1871.

F. "Committee" means the Family College Savings Program Oversight Committee as defined in A.R.S. § 15-
1871.

G. "Higher education institution" means a higher education institution as defined in A.R.S. § 15-1871(7),
provided that, solely for the purposes of determining whether a withdrawal or distribution is subject to a

penalty under R7-3-506, the term shall not include any institution that is not also an "eligible educational
institution" as defined in Code §§ 529(e)(5).

H. "Negotiable instrument" means negotiable instrument as defined in A.R.S. § 47-3104.

I. "Qualified Tuition Program" means a qualified tuition program as defined in § 529 of the Code.
Historical Note

Adopted effective October 31, 1997, under an exemption from the Administrative Procedure Act pursuant to
A.R.S. § 15-1852(C) (Supp. 97-4). Amended effective December 21, 1998, under an exemption from the
Administrative Procedure Act pursuant to A.R.S. § 15-1852(C) (Supp. 98-4). Amended by exempt rulemaking
at 6 A.A.R. 917, effective February 10, 2000 (Supp. 00-1). Amended by exempt rulemaking at 8 A.A.R. 486,
effective January 9, 2002 (Supp. 02-1). Amended by exempt rulemaking at 8 A.A.R. 3743, effective August
8, 2002 (Supp. 02-3).

R7-3-502. Fees

A. Application fee. The application fee is $10. Application fees shall be forwarded to the Commission at the
end of the month in which the account is opened. A financial institution may waive the application fee but will
nevertheless be responsible for tendering to the Commission $10 for each new account opened; said tender
to be made at the end of the month in which the account is opened. The Committee shall review the
application fee every 24 months and recommend to the Commission whether the application fee should be
adjusted.

B. Administrative fee. For each account opened, the financial institution shall pay to the Commission a one-
time fee of $3 at the end of the month in which the account was opened. The Committee shall review the
administrative fee every 24 months and recommend to the Commission whether the administrative fee should
be adjusted. The financial institution shall not charge the account holder the administrative fee.

C. Marketing fee. The financial institution shall pay to the Commission an annual marketing fee. The
marketing fee shall be paid at the beginning of each calendar year as a $200 flat fee. If a financial institution
begins participating in the Arizona Family College Savings Program after the beginning of a calendar year,
the financial institution shall pay a pro-rated marketing fee based upon the month in which it begins
participation in the Program regardless of the day in the month. The Committee shall review the marketing
fee every 12 months and recommend to the Commission whether the marketing fee should be adjusted. The
Commission may review the marketing fee prior to the committee's required 12-month review. The financial
institution shall not charge the account holder the marketing fee.

Historical Note

Adopted effective October 31, 1997, under an exemption from the Administrative Procedure Act pursuant to
AR.S. § 15-1852(C) (Supp. 97-4).

R7-3-503. RFP Process

The Commission may require any and all information for participation, including the ability of the investment
instruments to track estimated costs of higher education as calculated by the Commission.
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Historical Note

Adopted effective October 31, 1997, under an exemption from the Administrative Procedure Act pursuant to
AR.S. § 15-1852(C) (Supp. 97-4).

R7-3-504. Changing Designated Beneficiary

An account owner may change the designated beneficiary so long as the new designated beneficiary is a
member of the family, as defined in A.R.S. § 15-1871(8), of the previously named designated beneficiary.
The account owner must certify and provide to the financial institution the name, address, social security
number, and relationship of the new designated beneficiary to the previously named designated beneficiary.
The change shall be effective upon the financial institution's receipt of such certification.

Historical Note

Adopted effective October 31, 1997, under an exemption from the Administrative Procedure Act pursuant to
A.R.S. § 15-1852(C) (Supp. 97-4). Section repealed; new Section adopted effective December 21, 1998,
under an exemption from the Administrative Procedure Act pursuant to A.R.S. § 15-1852(C) (Supp. 98-4).

R7-3-505. Account Balance Limitations

A. For each designated beneficiary, the balance in all qualified tuition programs, as defined in § 529 of the
Code, shall not exceed the lesser of:

o 1. The product (rounded down to the nearest multiple of $1000) of 7 and the average one
year's undergraduate tuition, fees, room and board at independent 4 year higher education
institutions as measured and last published by the College Board's Independent College
500 Index; or

o 2. The cost in current dollars of qualified higher education expenses the account holder
reasonably anticipates the designated beneficiary will incur.

B. No person shall make any contribution to a qualified tuition program during an account year that would
cause the sum of the account balances in all qualified tuition programs of the designated beneficiary as of
the first day of the account year plus contributions made during the account year less withdrawals during the
account year to or from any such account to exceed the maximum allowable balance set forth in subsection
(A). Any excess contributions with respect to a designated beneficiary shall be promptly withdrawn as a non-
qualified withdrawal or transferred to another account in accordance with A.R.S. § 15-1875(F).

C. No financial institution shall accept for deposit in any account a contribution if the contribution would cause
the sum of the values (as of the beginning of an account year) of all qualified tuition programs of the
designated beneficiary that are managed by the financial institution and contributions to such accounts less
withdrawals from such accounts during the account year to exceed the maximum allowable balance set forth
in subsection (A).

D. Each year, the Commission shall review the amounts set forth in subsection (A).

E. Persons making a contribution to an account shall certify that as to the account's designated beneficiary,
and to the best of the contributor's knowledge, the contribution shall not cause the balances in all qualified
tuition programs to exceed the account balance limitations described in subsection (A).

F. If the Commission determines that contributions have been made to program accounts in violation of
subsection (B) or (C), it shall notify the designated beneficiary and the account owners of all accounts of
such designated beneficiary. The account owners shall have 60 days after receipt of such notice to reduce
the balances of the qualified tuition programs through distributions and/or changes in beneficiaries to a level
less than or equal to the maximum account balance described in subsection (A). If the balances are not
appropriately reduced, the Commission will disqualify such accounts in reverse order of their date of opening
until the sum of the balances in the accounts does not exceed the maximum allowable balance set forth in
subsection (A). This subsection shall not apply to any contribution made at a time when such contributions
did not cause the account balance limits to be exceeded.

Historical Note

Adopted effective October 31, 1997, under an exemption from the Administrative Procedure Act pursuant to
A.R.S. § 15-1852(C) (Supp. 97-4). Section repealed; new Section adopted effective December 21, 1998,
under an exemption from the Administrative Procedure Act pursuant to A.R.S. § 15-1852(C) (Supp. 98-4).
Amended by exempt rulemaking at 6 A.A.R. 917, effective February 10, 2000 (Supp. 00-1). Amended by
exempt rulemaking at 7 A.A.R. 5699, effective November 26, 2001 (Supp. 01-4).

R7-3-506. Withdrawals; Reporting of Non-qualified Withdrawals; Penalties
A. An account owner may withdraw funds from an account at any time. The designated beneficiary of an
account shall not have any authority to withdraw funds from an account unless the account is structured to

give the designated beneficiary such right of withdrawal upon matriculation or upon incurring qualified higher
education expenses.
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B. Withdrawals

o
o

o

1. Qualified Withdrawals.
In order to make a qualified withdrawal, the account holder or the account holder's
designee must complete a certification, on a form approved by the Commission, declaring
that the funds will be used for the purposes set forth in A.R.S. § 15-1871(11). The form
shall include a statement advising the designated beneficiary and account owner of their
obligations to report, in accordance with R7-3-506(B)(3)(c), refunds received from a higher
education institution. In addition to the certification, a withdrawal shall be deemed qualified
only if:
= a. The financial institution is provided with a copy of an invoice from the higher
education institution, and the distribution is made directly to the higher education
institution; or
= b. The financial institution is provided with a copy of an invoice from the higher
education institution, and the distribution is made in the form of a check payable
to both the designated beneficiary and the higher education institution; or
= c. Within 30 days following the withdrawal, substantiation that the withdrawal was
actually expended for qualified higher education expenses is submitted to the
financial institution.
2. Withdrawal Based on Death, Disability, or Scholarship
A penalty-free withdrawal may be made as a result of the designated beneficiary's death,
disability, or scholarship, if written substantiation thereof is provided. Such written
substantiation must come from a party other than the designated beneficiary or the account
owner. In the case of a scholarship, the withdrawal may not exceed the amount of the
scholarship.
3. Non-Qualified or Unsubstantiated Withdrawals
Pursuant to A.R.S. §§ 15-1875 (H), (1), and (J), the Commission has authority to assess
penalties for non-qualified withdrawals. If an account holder fails to certify that a withdrawal
is qualified or penalty-free, as defined in R7-3-506(B)(1) and (2), above, or if a financial
institution has reason to believe that a withdrawal is non-qualified, the financial institution
shall withhold from such withdrawal an amount equal to 10% of that portion of that
withdrawal which constitutes income under § 72 of the Code. If an account holder seeks to
make a withdrawal in accordance with R7-3-506(B)(1)(c) and does not provide the required
substantiation at the time of the withdrawal, the withdrawal shall be limited so that the
balance remaining in the account is sufficient to pay the 10% of earnings penalty. If the
financial institution is not provided with the required substantiation within 30 days, the
withdrawal shall be treated as a non-qualified withdrawal, the penalty shall be assessed at
that time, and the financial institution shall withdraw the penalty from the account.
= a. If the withdrawal has not been declared, by the party making the withdrawal, to
be non-qualified, the amount of any penalty shall be remitted to the Commission
with the financial institution's first monthly report following the date that the
withdrawal is determined to be non-qualified. If the withdrawal has been declared
to be non-qualified, the amount of said withholding may be remitted to the
Commission with the financial institution's required monthly report.
= b. If the withdrawal has not been declared, by the party making the withdrawal, to
be non-qualified, the financial institution shall report any such withholding, in
writing, to the Commission with the financial institutions's first monthly report
following the date that the withdrawal is determined to be non-qualified. The
report shall include identification of the account holder, beneficiary, date of
withdrawal, amount of withdrawal, and a brief description as to why the financial
institution believes the withdrawal to be non-qualified. If the withdrawal has been
declared to be non-qualified, the report may be submitted to the Commission with
the financial institution's required monthly report. The financial institution shall
notify the account holder and beneficiary, in writing, of any withholding.
= c. If a qualified withdrawal is made from an account in any calendar year, within
60 days after the end of such year and within 60 days after the end of the
following year, any designated beneficiary or account owner who received a partial
or total refund from the higher education institution attended by the designated
beneficiary or the higher education institution that the designated beneficiary had
expected to attend shall provide to the financial institution a signed statement
identifying the amount of any refunds received. In addition, the designated
beneficiary or account owner shall provide an explanation as to what portion, if
any, of the refund is allocable to a qualified withdrawal. If all or a portion of a
refund is allocable to a qualified withdrawal, the designated beneficiary (or the
account owner) may provide the financial institution with substantiation of qualified
higher education expenses for which the refund was used or substantiation that the
refund was made by reason of scholarship, or the death, or disability of the
designated beneficiary. To the extent that a refund allocable to a qualified
withdrawal was not used to pay qualified higher education expenses or made on
account of death, disability, or scholarship of the designated beneficiary, it shall be
considered a non-qualified withdrawal subject to the penalty described in R7-3-
506(B)(3). The financial institution shall withdraw the penalty from the account
from which the original qualified withdrawal was made, if sufficient funds are
available in the account, or attempt to collect the penalty by billing the designated
beneficiary or account owner for the penalty, if sufficient funds are not available in
the account.
4. Substantiation Procedures
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o Before treating any withdrawal as qualified or penalty-free based on substantiation
provided, the financial institution shall review the substantiation to confirm that
substantiation is provided for the amount of a withdrawal that the account owner or
designated beneficiary asserts is qualified or penalty-free, that the substantiation complies
with the program rules, and, in the case of a withdrawal to pay qualified higher education
expenses, that the substantiated expenditures are of a nature and in amounts that can be
treated as qualified higher education expenses. The financial institution may seek additional
information from the account owner, the designated beneficiary, or the higher education
institution before approving or rejecting substantiation, and the financial institution may seek
guidance from staff of the Commission. If the financial institution determines that
substantiation is inadequate, it shall promptly notify the account owner and defer making
any distribution with respect to any inadequately substantiated request until proper
substantiation is provided or the account owner instructs the financial institution to make
the requested distribution and either withhold the penalty from the distribution or from other
funds in the account.

o 5. Distributions Made after December 31, 2001

o R7-3-506(B)(1) through (4) shall not apply to any withdrawals made after December 31,
2001, except to the extent that any provision contained therein is required for the Family
College Savings Program to qualify as a qualified tuition program under § 529 of the Code.
A financial institution shall not be required to collect a penalty on any withdrawal made
after December 31, 2001. Withdrawals may be made pursuant to forms prepared or used
by the financial institution and meeting the requirements of R7-3-501 through R7-3-507, if
any, and any requirements for the Family College Savings Program to qualify as a qualified
tuition program under § 529 of the Code. To the extent that A.R.S. § 15-1875 requires
provisions that will generally enable the Commission to determine whether withdrawals are
qualified or nonqualified withdrawals, a financial institution shall require an account owner
to state whether the account owner expects that the withdrawal will be a qualified or
nonqualified withdrawal.

C. The account holder may dispute any withholding made by a financial institution under subsection (B) by
submitting written notice, to the Commission, within 30 days from the date of such withholding. The
Commission shall make a written determination regarding the dispute within 30 days of the receipt of its
notice from the account holder. If the account holder disagrees with the Commission's determination, the
matter shall be adjudicated in accordance with A.R.S. § 41-1092 et seq.

Historical Note

Adopted effective December 21, 1998, under an exemption from the Administrative Procedure Act pursuant
to A.R.S. § 15-1852(C) (Supp. 98-4). Amended by exempt rulemaking at 6 A.A.R. 917, effective February
10, 2000 (Supp. 00-1). Amended by exempt rulemaking at 6 A.A.R. 2486, effective June 7, 2000 (Supp. 00-
2). Amended by exempt rulemaking at 8 A.A.R. 3743, effective August 8, 2002 (Supp. 02-3).

R7-3-507. Oversight of Financial Institutions

A. Disclaimer of state liability. Every document pertaining to the Family College Savings Program shall clearly
indicate that "The account is not insured by the state of Arizona and neither the principal deposited nor the
investment return is guaranteed by the state of Arizona." A rubber stamp may be used to imprint this
language on deposit slips, account statements, payroll stubs, or other documents pertaining to the Family
College Savings Program. This language may also be handwritten or typed or provided by any other method
to facilitate compliance.

B. No Investment Direction. A financial institution shall not permit an account holder to move funds, once
deposited, that in any way would result in investment direction under § 529(b)(5) of the Code.

C. Reporting Requirements

o 1. To account holders
= a. At least quarterly, every financial institution shall provide each account holder
with a statement. The statement shall list a beginning balance, all activity during
the quarter, including any interest paid or dividends earned and any penalties
charged, and an ending balance. Additionally, the statement for the 4th quarter
shall include the following information: an annual beginning balance, an annual
total of the interest earned or dividends paid, an annual total of any penalties
charged, and a year-end balance.
= b. Within the time-frames established by the Code, financial institutions shall
provide Form 1099G to account holders.
o 2. To Commission. A copy of the statement described in (C)(1)(a) and (b) shall be sent to
the Commission. Additionally, each financial institution shall provide the Commission with
the information required by A.R.S. § 15-1874(F).

D. Access to books and records. No contractor shall have access to the books and records of a financial
institution or Program Manager unless the Commission or its designee 1st approves, with or without
modification, such request for access.

E. Non-renewal. The Commission's failure to renew a contract with a financial institution shall not be
construed as "good cause" as referred to in A.R.S. § 15-1874(l).
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F. Marketing programs

o 1. Any financial institution or group of financial institutions that wishes to engage in its own
marketing program may do so provided that any proposed marketing program is 1st
submitted to the Commission for review. If, within 30 days, the Commission does not notify
the financial institution or group of financial institutions, in writing, that the proposed
marketing program is rejected or requires modifications, the proposed marketing program
shall be deemed approved.

o 2. Any financial institution or group of financial institutions that chooses to engage in its
own marketing program may petition the Commission for a credit against future marketing
fees.

Historical Note

Adopted effective December 21, 1998, under an exemption from the Administrative Procedure Act pursuant
to A.R.S. § 15-1852(C) (Supp. 98-4). Amended by exempt rulemaking at 8 A.A.R. 3743, effective August 8,
2002 (Supp. 02-3).

R7-3-508. IRS Regulations, Rulings, Notices, and Other Guidance

A. If (i) the Internal Revenue Service issues on or after February 27, 2002, any regulation, ruling, notice or
other precedential guidance on procedures or activities that a qualified tuition program may adopt or
undertake without jeopardizing its exemption under § 529 of the Code, (ii) such guidance is less restrictive
than any rule contained in Title 7, Chapter 3, Article 5, and (iii) the more restrictive rule was not mandated by
A.R.S. §§ 15-1871 to 15-1877, then the more restrictive rule shall be deemed liberalized to the maximum
extent possible without violating A.R.S. §§ 15-1871 through 15-1877 or any requirements for a program to
qualify as a qualified tuition program under § 529 of the Code.

B. If (i) the Internal Revenue Service issues on or after February 27, 2002, any regulation, ruling, notice or
other precedential guidance on procedures or activities that a qualified tuition program shall or shall not
adopt or undertake to avoid jeopardizing its exemption under § 529 of the Code and (ii) the rules contained in
Title 7, Chapter 3, Article 5 or the statutes contained in A.R.S. §§ 15-1871 to 15-1877 do not include such

requirement or prohibition, then these rules shall be deemed amended to the maximum extent possible
without violating A.R.S. §§ 15-1871 through 15-1877 to adopt such requirement or prohibition.

Historical Note

New Section made by exempt rulemaking at 8 A.A.R. 3743, effective August 8, 2002 (Supp. 02-3).

Updated October 2002
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