© Congress of the Enited States

THaghington, BDE 20513
April 13, 2000

The Honorable William J. Clinton
President of the United States
The White House

Washington, DC 20500-0003

Dear My, President:

As moderate and conservative Democrats who strongly support your policies ef helping provide
opportunity fot the less fortunate in society, we applaud your commitment 1o work \»i:zh Speeker -
Hastert on legislation to encourage economic development in economically disadvantaged
communities. As you continue this effort, we encourage you 1o work to include provisions that
will help low-income workers by expanding the use of an innovative new financial instrument
known as the Individeal Development Account (IDA). ;

}
Encouraging business growth and job development in economically distressed communitiesis a
worthy goal which we support. Legislation expanding access to Individual Development
Accounts would be a natural complimentto such proposals.  Strong communities rgquirz:
indtviduals equipped with {ools necessary 1o take advantage of these opportunities ané move jnto
the middle class, i
Individual Development Accounts have been tremendously successful in helping ioylwinccmc
famities move up the economic ladder. Non-profit organizations and financial institutions work
with families q’mving off of welfare and other low-income families 16.establish Individual
Development Accounts. The organizations provide matching funds to supplement what the
individuals can save. These organization also provide financial education and counseling to the
participating individuals. These special savings accounts rewsrd savings by matching deposits
dollar-for-dollar. The savings accumulated in IDAs can be applied toward buying a home,
investing in higher education, vocational trainiag, or starting a smatl business. £

A number of state and local [DA pilot programs are reporting real success in spum'lng savings
and asset-bailding, In the Corporation for Enterprise Development's Dow'lpaymams on the
American Drgam Policy Demonstration, 1,326 aceount-holders saved $378,708 whlch leveraged
741,609 in matches. Monthly savings averaged $33, with the very poor (those eammg, less than
50 percent of the federal poverty ling) saving § percent of thelr incomes while the moderate poor
{those earning between 130 percent and 200 percent of poverty) saved 2 percent of their income.
In other words, 1DAg have been tested and shown to work: poor people can save, build assets,
and dramancail} improve their Hives through IDAs.

However, current IDA efforts have been limited in scope because of a ldck of funds Given the
suceess of IDA efforts at the local level, we believe that it is worthwhile for the federal
government to expand the benefit across this country by providing federal 1ax incentives
encouraging the development of IDA programs.
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Representatives Joe Pitts and Charlie Stenholm will be introducing legislation, The Savings for
 Working Families Act of 2000, which will provide federal tax credits for financial institutions
arsd the broad range of non-profits that would partner with them. Similar iegzs ation %zas been
imtroduced in the Senate by Senators Joe Licbermon and Ruck Santorum. These creézis will also
levernge private sector tnvestments and community involvement in 1DAs. Eﬂcoazagmg the
development of {I¥As program will not require a big government burcaucracy. Rather itis an
innovative partnership of government, financial institutions and non-profits to help people who
help themselves.’

One of the biggest hurdles facing the working poor today is the growing wealth gap. A recent
report by the Federal Reserve found that while the net worth of the typical family has risen
substantially in recent years, it actually has dropped substantially for low-income families.
Expanding the use of IDAs alter this imbalance, and thus enhance the economic independence of
America’s working poot.

We were pmud to work with you in enacting welfare reform. Simply reducing the wclfare rolls
1s not enough; our goal must be moving families from welfare into the middle class. As you
have said eloquently on many occasions that we must continue or efforts 10 help md;vzduais who
ars leaving welfare become selfosufficient.  TDAs can be a valuable part of our effort 10 help
low-income fm&izes help themselves as they work toward self-sufficiency. E

We also share your commitment to maintaining fiscal discipline. Legislation creating tax
incentives for IDAs, as well as the broader legisiation creating tax incentives for economic
development in poor communities, must be considered in the context of a fiscally responsible
framework. We believe that the modest costs of this fegislation can and should paid be for with
offsets. ’

. Thank you for your iczzdersth on ihzs igsue. We look forward to comtinuing to work W;Z?} you on
this and other issues.

Sincerely,
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- Members Signing Letter to the President
Regarding Individual Development Accounts
Charlie Stenholm D-TX
John Tanner D-TN
Ronnie Shows D-MS
Mike Mclntyre D-NC
Tim Roemer D-IN
David Phelps D-IL
James Maloney D-CT
Cal Dooley D-CA
Tim'Holden D-PA
Loretta Sanchez D-CA
John Larson D-CT
Tom Barrett D-WI-



HR 4106, The Savings for Working Families Act: :
, i
Sponsor; ch-ik}e Pitts {(R-PA) i
|

Cosponsors: {10) Charlie Stenholm (D-TX), John Kasich (R-QH), Tony Hall (D-OH), Mark
Souder (R-IN}), Rosa Delauro (R-CT), David Camp (R-MI), John Larson (R-CT), Carolyn
Maloney (R~C’I}, John Tanner (D-TN) and Tom Barret (R-W1) .
H
Related legislation: S 2203, introduced in the Senate by Senator Joe Lieberman with ten
cosponsors — Rick Santorum (R-PA}, Spencer Abraham {(R-MI), Dianne Feinstein (D-CA), Mary
Landrieu (D-LA), Rod Grams (R-MN), Charles Robb'{D<V A}, Evan Bayh (D-IN}), Bob Kerrey
{D-NE}, Richard Durbin (D-IL} and Diane Feinstein {D-CA). ;

H

Status: R.cferred to the Committee on Ways and Means on March 28, 2000. i

Purpose: To provnéc for the establishment of individual development accounts (1 DAs} projecis

for the foliewmg objectives: |

1. providing individuals and families with limited means an opportunity to accumulate
~assets'and to enter the financial mainstream;

2. promoting education, homeownership, and small business development; and

3. stabilizing families and building communities. '

Summary:
Title 1: Individual Development Accounts For Low-Income Workers |

[
Sets forth reguirements for IDAs for low-income workers, including the following: (1) the basic
structure and administration of DA programs established by qualifted financial institutions
{QFIs) either alone or in partnership with communty-based, nonprofit organizations; {2)
procedures for opening an IDA with a QFI and contributing money {(of up to a certain amount,
except in the case of qualified rollovers) in secordance with specified guidelines to qualify for
matching funds from QFIs, State, local, or private scurces 1o be held in either one of two special
separate described accounts; {3} QF!I deposits of all matching funds (matched dollar-for-dollar
for the first 3500 contributed by an eligible individual to an IDA for any taxable year) for each
1DA in one such an account which is interest-bearning; {4) withdrawal procedures for DA holders
who have completed a QFI economic literacy course to obtam matching funds to pay for
qualified expenses upon obtaining appropriate permission; (5} certification to the Secretary of the
Treasury thot IDAs and other described accounts are operating pursuant to this Act, and
termination of IDA programs if the Secretary determines that a QFI is not operating an IDA
program tn accordance with this Act; and {6) reporting and evaluation requirements.) Authorizes
appropriations.: . i



H
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Title If:  Individual Development Account Investment Credifs ;

Amends the Internal Revenue Code to allow a tax credit for & QF's IDA investment during the
taxable vear, including the aggregate amount of dollar-for-dollar matches under the IDA
program, plus the lesser of $100 times the number of IDA accounts maintained by the QF[, ora
specified portion of certain costs of providing economic literacy training to IDA holders and
underwriting the activities of collaborating community-based, not-foc-profit organizations.

{Sec. 202) Declares that QFIs which establish [DA programs shall receive credit for funding,
administration, and education expenses under the services test contained in regulations for the

Community Reinvestment Act of 1977 for those activities related o [DAs. F

{Sec. 203} Awthorizes an individual to designate that a specified portion (not less than $1) of any
overpayment of tax for a taxable vear which is attributable to the samed income credn shall be
deposited by the Secremry into the individual's IDA

R —
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i  The Savings for Working Families Act

The Savings for Working Families Act offers lower-income working families an industry-led
incentive~-driven opportunity to save woward developing assets and bettering their lives. Here ig
how it works:

. The Act allows for the creation by federally insured banks and not-for-profit institutions,
such as credit unions, of Individual Development Accounts (1DAs) for LS. citizens or
legal residents aged 18 or over. Candidates for this 1DA program will have a household
income of not more than 80 percent of the area median income (AMI), and 173 of the
IDAs cstablished in @ particular community must be for qualified individuals at or below
50% of %Mi, ;

» “IDAs are dedicated savingsaccounis. “When a person deposits money into ong, they
receive dollar-for-deollar matching funds towards the purchase of a first home, education,
1ob training, or business start-up {for the account holder, spouse or dependent). Any
other use of this money will forfeit the use of the matching funds. Money in these
accounts will accrue tax-free untit withdrawal, and shall not be counted against federal
means tested assistance programs (e.g., food stamps). §

¥

. The federal government will provide to all participating financial institutions ;zp to $500
in matching funds for each [DA, plus initial administrative costs, in the form of a tax
credit, All other sources of matching funds are welcome as well, including employers,
charitable organizations, and the financial institutions themselves. |

E
1

. Before an individual can open up an IDA, he ‘or she must complete an-economic literacy
course that will be offered by participating banks and community organizations. The
course will teach about saving, banking, investing, and iDAs.

. Two years from its establishment, the Act requires the Secretary of the Treasury o review
the program for its cost-effectiveness and make recommendations as necessary to the
Congress.

IDA programs already exist in pockets throughout the country now, This legislation will build

on these successes by encouraging more of these programs 1o be established nationwide. Tt does -
not mandate that banks participate, but instead sets out to make it economically aftractive for
them to do so. As much as posstble, this should be an indusiry-led effort. Many banks, like
Citigroup, Bank of America, and Nationsbank have already started similar programs to benefit

the communities they serve. In the process, they are increasing their long-term customer base, |
improving their public image, and encouraging investment in the American economy. What’s
more, because this Act allows individuals to divert some of thelr Earned Income Tax Credit into
their 1DA, it will increase the pool of resources that banks can draw from. So this is a winner for
both banks and working families.

®
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H.R. 4106, The Savings for Working Families Act of 2000
. : !
What is the pm‘pi};se? This legislation aims help more Americans share in the nation’s|
unprecedented prosperity, by promoting savings and asset ownership among low-income families,
To encourage and enable more working-poor families to save and invest in their own futures, this
legislation would expand the use of an innovative new financial instrument knows as the Individual
Development Account, or IDA. '

The Savings for Working Families Act of 2000 offers working families an opportunity to develop
assets, better their lives, and join the economic mainstream. Far too often, lower-income working
families find that they are caught in a cycle whereby daily living expenses soak-up so much
disposable income, that they are uaable fo save and wark toward owning a picce of Ameérica’s
economic success. The Savings for Working Families Act offers lower-income working families an
industry-led incentive-driven opportunity to save toward developing assets and bettering their lives.

What are IDAs? IDAs are special savings accounts that mateh deposits dollar-for-dollar, but limit -
depositors to using the proceeds to invest 1n three specific kinds of agsete: (1) buving a first home; (2}
pursuing a post-secondary education or training; or (3) starting a small business. Individual and
matching deposits are not co-mingled; all matching dollars are kept in a separate, paraliel account.
When the account helder has accumulated enough savings and matching furkds 10 purchase the asset
{typically over two to four years), and has compicted an approved financial education course
provided by the qualified financial institution or non-profit organization, payments from the IDA will
be made directly to the asset provider. Both private sector and public funds could also be contributed

to the accounts. - g

How does the bill work? IDAs are currently operating through a select number of state and focal
pilot programs around the country, which not enly provide monctary contributions but also financial
guidance, teaching depositors the skills they need to make the most of their iovestments. To
encourage more banks, credit unions and comrnunity groups to start their own IDA programs, the
Savings for Working Families Act would provide them with a tax credit o offset much of the cost of
their matching contributions. Specifically, it would create two different credits:

1. Financial Institurions Tax Credit, Banks would receive a 90 percent federal credit-for every
dollar contributed to an IDA, up to $500 in each account and up to $100 million overall. Sothe
maximum.tex cregiit would be $450 per account and a total of $50 million. i
2. IDA Investment Tax Credit. To leverage private sector investments and broader coramunity
involvement in IDAs, any taxpayer that contributes to an {DA program would receive a 30 percent
“Investment” credit for every dollar contributed, up to $500 per account and $5 million per taxpayer.

Who Can Participate? Under this bill, IDAs would be available to citizens or legal residents of the
U.S. at least 18 yéars of older, and whose househnld income does not exceed 80% of the aren median
income {AMI). But at least one-third of the IDAs in cach program would bave to be mrgctezd to

households at 50% or bni{}w of the AMI,
i

1

¢
i
)
¥

?



What other rules apply? Individual contributions to an FDA are limited 1o $2,000 per yvear. All
IDAs must be held at a qualified financial institution, which is any financial ingtitution eligible o
hold an IRA. All IDAs must be part of a qualified [DA program that meets performance standards set
by the Secretary of the Treasury or an organization appointed by the Secretary.

What is the tax treatment of IDAs? Individual deposiis come from afier-tax dollars, and interest
earned on those deposits are taxable, but all matching funds and earnings thereon would be tax-free.

How do IDAs work with the EITC? Recipients of the Earned Income Tax Cradit would be
permitted to deposit their EITC refunds directly imto their IDAS as matchable income,

Will IDAs affect eligibility for other programs? Individual deposits up to $10,000 and all
matching funds would be disregarded in determining eligibility for any federal program based on
need,

How will these programs be monitored? The Secretary of the Treasury, or an organization
designated by the Secretary, will be responsible for establishing an annual monitoring protocol. The
bill authorizes a $5 million appropriation for monitoring and evaluation. 1
Who Supperts the Bill?  The bill has the backing of a broad range of economic policy experts,
rational financial-groups, and community.development organizations, including the Corporation for
Enterprise Development, the National Center for Neighborhood Enterprise, and the Credit Union
National Association. The bipartisan Savings for Werking Families Act introduced in the House has
been cosponsored Reps. Joe Pitts (R-PA), Charlie Stenholm (D-TX), John Kasich (R-OH), Tony Hall
{D-OH}, Mark Souder (R-IN}, Rosa DeLaure (R-CT), David Camp (R-MI), John Larson (R-CT),
Carclyn Maloney {R-CT), John Tanner {D-TN) and Tom Barrett (R-WT1). In the Senate, the
legislation has been cosponsored by Senators Joe Lieberman (D-CT), Rick Santorum (R-PA),
Spencer Abraham (R-MI), Dianne Feinstein (D-CA), Mary Landrieu (D-LA), Rod Grams (R-MN),
Charles Robb (D-VA), and Evan Bayh {D-IN). '
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}
Ty provide for the establishment of Individual Developrent dcesunts {IDs) .
that wilt allow individuals and families swith limdred means an opportanicy
o aeeumulate assers, fo sovess eduestion, e own their own Bomes {
_ wied businesses, and ultimately to achieve sconomic selfanfticienyy, and | i
it for sther purposes. feiad
; :

3 IN THE HOUSE OF REPRESENTATIVES

1
) Alanci 28, 2000 i o
Mr, Prrey (for himselé, Mr. STENHOLM, Mr. FKaswH, e Hanh of Ohie, Mr. i
SouneR, Ms, Delavro, Me, Caxte, Mr. LagsoN, Mes. MALONEY of New i
York, Mr. TANNER, antt Mr. BARRETT of Wisconsin) introduced the fol- | i i
towing bill; which was refereed to the Committes on Wars and Means i iy
t {
;
i i
‘ i!
! |
A BILL |
! i
*

To provide for the establishment of Individual Development

Aceounts {TDAS) that sall allow individuals and famdies i

with Hmited means an opportunity to accumnlate nssets, z g

. to access edueation, to own their own howes and busi- i 5
nesses, and ultimately to achieve econemic selfssufti-
ciency, and for other purposes. i
! ]

i Be i enacted by the Senute and House of Representa-

2 tives of the United States of America in Congress assembled,

3 SECTION L SHORT TITLE; TABLE OF CONTENTS.

4 () SHORT TIrng —This Act may be cited as the
3

“Savings for Working Families Act of 20007
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{b) Tarne oF CoxTENTS.—The table of contents ot
this Actis as follows:
Son, b Short tike tnbde of simbonds,
Seu. 2. Pludings.

Hew Parpomes,
Qe ¢, Debinitions.

P S

TITLE T—mQ{z’ALif‘IEE} INDIVIBLAL DEVELOPMENT ALCUUNTS FOR
LOWUINCOME WORRKERS

See. 101, Srenemre awd adwiinistration of quebibicd Dudiviinal develsponsat ae-
gopitl gryoprams, '
See. 102, Drocaluses Ba oopeping wo Dedividued Devdlopaent Aecount sl
| ousitnng foe cuatching husls, _
ey, 0L Contrllmtions o Individnad Develapmont Aesemds, ;
“See. W4 Duposits by gqunlified dndividuat devedopieent sueannt grogesas, ;
Seo. 105 Witkkiruwal procedwes. :
Sec. 1. Cordilention anil ferminosion of qualifiod ixdividual developnent m -
LEmEl prigrans,
See. 107, Reporiing, somirering, sl evalustion.
- Se. W08, Funds i parudiel secounts of progriun partivipants disregarded fui
prpased of eertain means-Tested Futloral prograns.,

i
E
.i

TITLE HemQUALIFIED INDIVIDUAL DEVELOPMENT ACCOUNT!

: PROGRAM INVESTHMENT CREBITY i
. Rea 2080 Quulitied iodividual ds,\rl«'}g pent ageonnt progin nvestment grodd {s
See, 2000 CRA sradit brentinent for guadiBed Sndividosl desciopisent &s«mu'*

FINETRIN avastnienta, ;
Heeo 203, Designution of eprned ingoms tax eredit paypents for deposit to fedil-

vidual Sevelopment Aceounts. %
SEC. 2. FINDINGS, ;
Congress makes the following indings: f
(1) One-third of all Americans have na nsazf:t\
;

availuble for investment, and ancther 20 percent
i
have only negligible assets. The lieusehold Mavi g
vate of the United States lags fur bebind other ‘1
dustrial nations, presenting a harrer to ﬁztti(::m%?

economic growth and preventing many Americans

from entering the sconemiz mainstrsam by buying a

~HI 4108 FH



http:Acc(nu.ts

D

~

r

3

3
t . : :
house, obtaining an adequate education, or starting

l hu%iness.

l(?) By building assets, Americans can inuyrn\-o
their economic ncependence and stability, stimnlate
the development of human anfl other capital, and
worle toward a viable ang hopetu! future for them-
sel\'els and their children. Thus, cconomic well-'l)cing
doest not eome solely from Ingome, spending, and
c(msl{lmption} but also requires savings, investment,
andl hccumulation of assets.

{3)  Traditional public  assistance [rograms
based on income ang consumption have ravely been

suceessful in bromoting and supporting the transi-

tion"to increased economic seltsufficiency. [ncome--

based social policies that meet consumption needs
F

{(inchiding food, child-care, rent, clothing, and health

1

care) should be complemented by aséet-basecl policiey
that' can provide the means to achieve long-term
ndependence ynd economic well-being,

{4) Individgusl Developmaent Accounts (ITDAs)

can provide working Americans wit strony ingen-
J

tives to build A8Sets, basic finaneial management
training, and uccess to secure and relatively inexpen-

sive banking services.
I

*HR 4106:IH
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{(3) There is reason to believe that Indivdun
Development Acconuts would alse foster greater par-

ticipation in gleetric fund wansfers (EFT), generate

financial returng, incloding wereased meome, tax

revenue, and decreased welfare cash assistunce, tiat

will far exceed the cost of public tnvestment m the

F

program,
SEC. 3. PURPOSES.

The purposes of this Act are to provide for the estab-
!

ishment of individual developrment cecount prograns that
‘\'\‘»:lll'"m

{1} provide individuals and families with Hulted

o . é
means an opportunity fo ucenrmuiate assets wnd
enter the BEnancial mainstream:

_ : . |
(2) promeote education, homeownership, and the

development of snmall businesses; 5
§
(3} stabilize families and build commumuies;

{

H
4

{4} support continued United States economic
£

arick

EXPISION.

SEC. 4. DEFINITIONS, ' ;
As nsed in tins Act

(1} ELICIBLE INDIVIDU AL — *-

(A) Ix GENERaL.—The term “eligible aili-

vidual' means an indivicdual who—

IR {108 1H |
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(1) has attainec the age of 18 years;
{10} 18 & citizen op fegnl resident of the

United States: and

{01} 05 2 mewbher of &4 household the

gross ineome of which does not exceed 30

percent of the area median meome {as

pablished Iy the Department of Housing
and Urban &8faing,

(B} HOUSEHOLD - The term “household”
means all individuals wha share use of » dwell-
ing unit as primary quarters for living and eat-
ing separate from other melivicluals.

(2) INDIVIDUAL DEVELOPMENT  ACCOUNT o
The term “Individuai Development Account” means.
a regular interest bearing savings account estab-
lished for an eligible indivicuzs! as part of & qualified

individual development atcount program, but only if

i
the written guverning instrument ereating the ae- j
count meets the following requirements: f
(A} The sole ewuer of the acconnt iy the g
eligible individual.
(B} Ne contribution will be accepted nnless
IS in cash, by check, or by elec%mnia fund
transfer. Ji
i
!
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(0) The holder of the account s guali-

fed Hunodal ingtitution or a quaiified zu;zzpt'nfif
;

organization. ‘ '
{13) The asxets of the aweount will uot be
commmgled with other property exeept o A
common  eust fund  or common investuent
¥

fundd, ;
(K) Bxeept us provided in Stii".tioﬁn 1{35[‘1}}',

any amount in the account may be paid out
ouly for the purpose of puxing the qualified ex-
penses of the eligible individual. |

{3) PARALLEL account—The tenn “paraliel
account” means a separate, parsllel individwal or
pocled aceount for all matehing funds and ezlz‘zz‘mgs

i

tledicated to an eligible individual as part of a quali-
fled wdividual account program, the sole owner of
which 15 o qualified finavcial institution vr a qzz;-;‘;i«
fied nonprofit organization. j
{4) QUALIFIED FINANCIAL INSTITUTION mor

(A) IN GENERaL —The teru “qxuﬁéfied{ﬁ»
nanclal institution” means wany person aufisé;r-
ized to be 4 trustee of any individaal retirenent
account under section 403{a){Z).

(3) RULE OF COXSTRUUTION »—Nothing

this poragraph shall be construed as preveuting

HR 4106 {H
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a person desertbed i subparagraph {A) fron

o eollaborating with 1 or mere qualified nunprofit : %;’
e
organizations to carry ont an individual devel- % i
opnent aceount program established uuder sec- ;
tion 101, |
(5) QUALIFIED NONPROFIT ORGANIZATION— %
The  term  Tqualified  nonprofit organization” | ‘3
HEANS—
(A) any organization deseribed i section :
H01{eH3) of the Internul Revenue Code of 1588
amd exermpt from taxation under section 301{a} ;
of such Code: %
f (B} any community development financlal :
: |
" instituiion as certified by the Community De- :
velopment Finanelal lostitution Fund; or %
f (C) any eredit union vertified by the Na-
; tional Creclit Union Administration, |
:t%mt meets standards for financial nmmnagement and
Ifi(iueizxz‘y respousibility as defined by the Secretary |
or an orgawization designated hy the Secretary. f ;
(6} QUALIFIED INDIVIDUAL DEVELOPMENT AU~ 1
COUNT PROGRAM.—The term “qualified individual f t
develppment program™ means z program established i
under section 101 under which— ; :
! ; |
i

“HR 4108 H
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| (A) indwirinal develonment aecounts anc; 5
: i :
1 b
-y N . S g ’
pi parallel necounts are held by a qualified fnan-i i
3
- + . - P o - 3
3y el Institation or a qualitied vonprofit organi- :
3 zatlon; and 5
5 {B} additional wetivities determined by the i
: v
6 Semeam or an organization designuted by ihe ;g
7ol Secretary, ng necessarv to responsibly develo D i
< " B &;rd..
, . ‘ ‘ A g
3 and administer accounts, including recimiting, i
9 j providing financlal edueation and other training
T 1o to acconnt holders, and regular prograe monit
il toring, are carriéd ont™ by such institution {}z
12 nonprofit organization, '
| £3 - {7) QUALIFIED EXPENSE DISTRIBUTION —
4 (A) IN GENERALThe termt “qualified ex-
15 pense distribution” means any amount paid or
; o i
16 cdistributed cut of an Individual Development
17 Account und a parailel account established tor
18 : an eligible individual if such amounte—
19 (1) Is used exelusively to pay the quali-
20 fled expenses of sueh indivichial or such i
21 dividual's spouse or dependents,
22 (i) 8 puid by the qualified finaneial
i3 mstitubion or quatified nonprotit <n=gaﬁizgsz~
24 tion dirsctly to the person to whom the

i
f

«HR 4106 13
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AWOUNg is zae( OF to another Individual De-
velopraent Aceoun L, and

(i) s paidd atter the holder of the In-
dividual Developmen Aceount hag com-
pleted o Bnaneiyl education eourse ug v
guidred zzzzdzzz‘vs;ez;%:if}z‘z 102{h).
(B} QuaLimep EXPENSES, o

{1} In GENERAL ~—Tha ferm “ualifisd

expenses” means any of ths fellowing:

(I} Qualified Ligher education ex-

penses.

(i1} Qualified tist-tinie  home-
buver costs.

(I} Qualified -business capitsl
1Zation costs.

(IV) Qualified rollovers,

(i) QUALIFIED HIGHER EDUGCATION
EXPENSES. —

(I} IN  GENERAL —The term
“qualified higher sducation expenses’
bas the meaning given such term by
section T200(7) of the [nternal Rev-
enua Code of 1886, determinzd by

treating postsecondury voeational e

B

-,
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10
cational schools as eligible edneationnl
mstitutions.

D POSTSECONDARY  UN(A-

TIONAL  BDUCATION  SCHOOL.~The

“term “postsecondary vocational edu-

cational school” means an area voos-
tionul education school {ns defined in
subparagraph (C) or () of section
32104} of the Carl D. Perkins Vogu-
tional and Applied Technology Edn-
gatlon Act {20 U.S.C. 2471{)Hn
which 1§ In any State {(as defined in
seetion 52133} of such Act), as such
sections-are in effect on the date of
enactment of this Act.

(1T} CoorDINATION  WITH
OTHER BENEFITS~-The zmount of
gqualified higher education expenses
for any taxable vaar shall be reduced
as provided in section Z3A{M2) of
such Code and by the amount of such

expenses for which a credit or exelu-

sion s allowed under chapter 1 of

sueht Gode for such taxable vear

T SEMATIA IS Ao 04 250 G e N S R b A S MY
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(1) QuatiFED FIRST-TIATE (633~
RUYER COSTS —The term “qualified fipv-
time homebuver costs™ means quabified aee
quisifion  costs  (ag defined  in seetion
T20){8} of such Code withaut regard o
subparagrapt (B thereat) with respect o
A pringipal residence (within the menning
of section 191 of such Code) tor a guahfied
first-time homehuver (ag defined in seetion
T2U84B) of such Cocle),

(v) Qualarrzp BUSINESS  APITAL-
TZATION COSTS wm

() IN eBENERAL—~The  tern

“analitied © business eapitalizatinn

COSES” taeans qualifier) expeaditures

for the capitalization ot a Quﬂiiﬁ;’id

business pursnant to o qualificd busi-

ness nlan,

{1 QUALIFIED EXPENT-
TURES.~—The term Paualified expencl-
tures” meuns expenditures micluded 1

& alified husiness plan, ineluding

R

{1

Gapttal, plant,  equi sment,  working
3 : i ¥ 1

capital and HYERtory expenses,
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(III)  QUALIFIED  BUSINESS.—
The term “qualified business” means
any business that does not vontravene
any faw,

{1\ GUALIFIED BUSINESY
PLAN~The term “qualified business
plan” means a business pian whieh
meets sueh requirements as the See-
retury or an orgatization designated
by the Sewretary wmav specify,

(v} QUALIFIED  ROLLOVERS—The
term Myualified rollover” means. with re-
speet to any distribution from an Indi-
vidual Development Account, the payment,
within 120 days of such distribution, of all
ar a portion of such distribution to such
aceount ov to another Individual Develop-
ment Account establishad i another guali-
fied tancial nstitution or gualified none
profit organization for the benefit of the el-
wible indvidual, Bales singlar fo the rules

of section 403(d3M3) of sueh Code (other

thun subparagraph () thereot) shall apply

for purposes of this clause.

¥ pme,
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(8) SecrErTany.~—The term “Secretany” means
the Seeretary of the Treasury.
TITLE I-—INDIVIDUAL DEVELOP-
MENT ACCOUNTS FOR LOW-
INCOME WORKERS

SEC. 181, STRUCTURE AND ADMINISTRATION OF QU&LL
FIED INDIVIDUAL DEVELOPMENT ACCOUNT
PROGRARMS.

(0} BSTABLISHMENT OF QUaLIFED INDIVIDUAL DE-
VELOPMENT ACCOUNT PrOGRA}MS.—Any qualified finan-
cial nstitution or qualified nonprofit organization may es-
tablish 1 or more qualified individual {xievei&mnent account
programs which meet the requirements of this Act.

(b) BASIC PROGRAM STRUCTURE Mo

(1) IN GENERM,—AHI guatified individual de-
velopment aceount programs shall consist of the fol-
lowing 2 components:

(A) An Individual Development Account o

wiuch  an eligible indivicaal may  coatribute

money in aceordance with section 102,

{B) A paraliel account to which all match-
ing funds shall be deposited in accordance with

Seetion 104,

{2) TAILORED DA PROGRAMS A ¢ualified b-

nanctal institution or gualified nonprofit organiza-
i a

HR S 108 (1H
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I tion may sallor, its qualified individaal {ic;ve‘mpmenfh
2 account program fo allow marching fande to be
3 spent on 1 or more of the categuries of yualified ex-
4 DENSEN, i

5 (e} ACCOUNT POPULATION DISTRIBUTION Rmmzzé

!

CMENT.—An individual development account program shall
H
H

s be treated as qualified under this St only if nob less than

: . . |
one third of the Individun! Development Accounts nnder

LC R v« SRS T 44

such program are owned by eligible individuals each of

10 whont is w member of a household the gross mncome of
11 which does not exgeed B0 percent of the area median~in-
12 come (25 published by the Department of Housing and

13 Urban Affairs). |

1
4 {c} TaX TREATMENT OF+ ACCOUNTS ~-Any account
. |

R 15 described in subparagraph (B) of subsection {(h}{1) 15 e

16 empt from taxation under the Internal Revepue Code of
i

17 1986 unless such account has ceased to be sueh an ae-

i

. . . - _ . R
I8 count by reason of sectivn 105{(c) or the termination ol

19 the qualified individual development account progtam

i

2{3 wnder section 106(h). )

71 SEC. 102. PROCEDURES FOR OPENING AN INDIVIDUAL (DE-

22 VELOPMENT ACCOUNT AND QUALIFYING ?QR
23 MATCHING FUNDS. - .

24 {a) OPENING aN ACCOUNT—aAn eligible individual
25 wust open an [ndivideal Deveiz)'pmex%, Aceount with o

~HR 4196 {(H ;
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I guatitied finaneial instisution or qualified nonprofit vrga-
2 nization-und contribute money in accordance with secﬁ;éen‘ ': o
3 103 to quality for matehing funds in a parallel account.
4 b} REQUIRED COMPLETION 0F FINa¥caL EDU- |

S CATION QOURSE.~—

6 (1) IN GENERAL—Before becoming eligible to
7 wiz;izdé*aw matching funds to pay for qualifisd ex- 5
8 penses, holders of Individual Development Accounts !
9 must scompieze a financial education course offered ;
;
Lg by a qualified finanewal institution, a qualified non- :
11 profit: organization, or a government entity.
12 {2) STANDARD AND  APPLIGABILITY OF :
13 COUR;S;E,—MThe Secretary or an organization des- i
id ignated by the Secretary, in consultabion with rep- :
{5 resentatives of qualified dividual development ac- ‘
i6 count programs and financial educators, shall estab- :
17 fish mintmum performance standards for financial
18 education courses offered nnder paragraph (1) and ;
19 a protocol to exempt sligible individuals from the re- 2
20 - quirement undar paragraph {1} because of hardship g
21 ot Lick of need. 5

22 SEC. 103, CONTRIBUTIONS TO INDIVIDUAL DEVELOPMENT
23 ACCOUNTS.
24 {(a) TN GENERAL.—Except in the case of a gualified

25 rollover, individual contributions to an Individual Develop-

HR 4198 I8

§
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I ment Account will not be accepted for the taxable year

[C9]

in excesy of the lesser o

(1) $2,000; op | |

Fhba e D sk g bk AL

B el

(2) an amount equal to the compensation {as

LN

defined in section 2Y9({1) of the Diternal Revenue

Lot 8

Code of 1936} ineludible in the individual's gross in- !
i

7 " eome for sueh taxabie veur, :

A

. {b) PROOP OF COMPENSATION AND STATUS AR AN

3
9 ELIGIBLE INDIVIDUAL ~Federal W-2 forms and other
0

forms spacified by the Secretary proving the eligible indi-

LD widual’s wages and other compensation sl the status of i
12 the individual as an eligible individuel shall be presanted !
13 at the time of the establishment of the Individual Develop-
14 ment Account and at.least once annually thersatier,

15 {e) Tive WHEN CONTRIBUTIONS DEEMED MADE.— -
16 For purposes of this section, a taxpayer shall be deemed | |
17 to have made a contribution to an Individual Development

13 Aceount on the last day of the preceding tagable year if

19 the confribution is made on aceount of such taxable year: ‘
20 aud is male not later than the time preseribed by law for,
21 fling the Faderal income tax return for such taxable year

Il

22 {not including extensions thereof).

«HE 4188 [H



http:inCOl"l.l8

- % S 2

N LR - oh it

10
il

13
4

-

13

17
{1} Cross REFERENCE. —

For designation of earned income fax credit pay-
ments for deposit to an Individual Development Ac-
count, see section 32{0) of the Interna]l Hevenue
{ode of 1986,

SEC. 104, DEPOSITS BY QUALIFIED INDIVIDUAL DEVELOP-
MENT ACCOUNT PROGRAMS.

{n) PA,I"?.;LLLEIJ ACCOUNTS —The qualified financial
ingtitution or gualitied nonprofit organization shall deposit
all mzlt{ihizzg; funds for each Individual Development Ac-
eount into a parallel aceonnt at a quabified {inancial instl-
tution or gqualified nonprofit organization. The parallel ac-
eount or accounts shall sarn not less than the marker rate
of interest.

(b) REGULAR DEFPOSITS OF MATCHING FUNDS -~

(1) IN GENERAL-—Subject to paragraph (2},
the qualified financial institaiion or qualified non-
profit organization shall deposit not less than quar-
terky mto the parallel ‘sccount wath respect 1o euch
eligible individual the following:

(A} A dollur-for-dollar mateh for the first
$500 contributed by the eligible indlivicual into
an Individuad Development Account with re-
spect to any taxable year.

. (B) Any matching tunds provided by State,
inc::a-,ﬁ:, gr private sources in accordance fo the

matehing ratio set by those sources.

<HR 4108 |
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.
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i {2} CROSN REFERENCE ——

For allowance of tax credit to qualified financial
institutions for Individual Development Account |
subsidies, including matching funds, ses section 0B
of e Internal Bevenue Code of 1588,

-
P ERE gy i gt L By S R
- * B

2 {¢) FORFEITURE OF MATUHING FUNDS~—Matehing ;
3 funds that ave furfeited ander section 105{h) shall he used |

A

by the qualified fnancal tnstitation or gualified vonprofls
3

prgunization to pay matches for other Individual Develop-

LU —

ment Account contributions by cligible ndividuals, ‘
{d} UNIFORM ACCOUNTING REGULATIONS —The

Secretary shall prescribe regulations with respect to ac-

O e e} [ S ¥

eounting for matehing funds from all possible sources in

10 the paralisl accounts.

L1 (e} REGULag REPORTING OF ACCOUNTS——Any
12 quabfied financtal institusion or qualified nenprofit orgas |
13 nization shail report the balances in any Indlividual Devel-
14 opment Account and parallel account of an eligible indi- |

o L5 wadual on not less than a quarterly basis.

16 SEC. 105. WITHDRAWAL PROCEDURES.

17+ (2) WITIDRAWALS FOR QUALIFIED EXPENSES 10
18 withdraw money from an eligible individuals Individua]
19 Development Aceount to pay qualified ex;wnseé of surh
20 individual or such individoul’s soouse or dependents, the

21 qualified -financial anstitution or gualified nenpreilt orge-

22 nization shall directly transter sueh funds from the Indi-
23 vidhwl Developrugnt Avcount, and, if appheable, from the :
) s

«HR 4108 iH ;
i
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meirallel account glectronicully to the vendor or other Ind-

. ',._.q,.-.;r.:{a-'-*:\)ﬁ i Mw\}!wmw
- B

vidual Development Aceount. I the vendor s not sgrpped

]

to receive funds electronicaily, the qualified financial st

H

4
£

fution or qualified nonprotit organizativn may 13sue snch
funds by puper cheex to the vendor.

(b}  WITHDRAWALS FOR  NONQUALIFIED Ex-
PENAES —An Individual Developrment Ageount holder way
untaterally. withdraw funds from the Individual Develop- l
ment Account for purposes other than to payv qualified ex-
penses, but shall forfeit the corregponding matching funds
and interest earngd on the matching fuuds by doing so,
unless sueh withdrawn funds sre recontributed ww such Ae-

gount within 1 year of withdrawal.

e = e

(£} DEEMED WITHDRAWALS FrOM EA_C‘C’QUE’Z‘&‘ oF
NONELIGIBLE INDIVIDUALS —If the ’zlzzdividzml for whose
benefit an Individaal Development Account is established i
ceases to be an ellgible individual, such aeccount shall cense
to be an Individual Development Aceount as of the first
iy of the taxable vear of such individizal and any balavce
i such aceount shall be deemed to %azn-“e‘ bean withdrwnm |
o1 SIIC’I; Brst day by sueh individunl For parposes other
than to pay qualified expenses. i

()} Tax TREATMENT OF MATCHING FUNDS.—Any
amount withdeswn from a parallel account shall not be
nchurlible in an eligible individual's aTesS come.

“HR 41[;{»; £34
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SEC. 106, CERTIFICATION AND TERMINATION OF QUALI

FIED INDIVIDUAL DEVELOPMENT ACCOUNT
?ROGW.‘;S.

() CERTIFICATION PROCEDURES.—Upen  estab-
lishing a qualified Individual development aceount pro-
gram uncler section 101, a ynalified Hnancial mstitution
ot qualificd nonprofit orzanization shall certify to the Sec-
retury, or an erganization desigunted by the Seretary, on
forms preseribed by the Seeretary or such organization
and aceompanied by any docwmentation required by the
Sﬁér&iar‘y@r suchi-organization, thate

{1} the accounts deseribed in subparagraphs

{A) andcl (B} of section 101{bH 1) are operating pur-

stani to all the provisions of this Act; and |

{2} the qualified financial institution or guali- .
fied nonprofit organization agrees fo implement an

information system necessary to monitor the cost

and outcotes of the qualified {ndividual cevelopment

aceount prograni.
(by AUTHORPTY To TERMINATE QuaLirisy (34
I

PrOGRadL—IE the Secretary, or an orgamzation des-.

i
ignated by the Secretary, determines that a qualified fi-)
nancial nstitution or qualified nenprofit organization’

; H

under this Act is not operating » qualified lndividual devel-

opment account program in acesrdanes with the require-,
ments of this Act {and has not implemenited any corrgetive

: <HE 4106 IH \ i
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S

veconunendabions divected by the Secretury or such orga- |

pization), the Sceretary or sueh organization shall fevmi-
nate such izzzgtitzzai(_;n’a or nenprofit erganizationw’s puthor-
it to eonduct the program. I the Seeretuvy, or an organ-
zation designated by the SBecretary, & unable to dentify
a qualified financial institution or qualified nonprofit orga-
nizatlon to assunme the authertty o ennduet such program,
then any ascount established for the benefit of amv eligible
individual under such program shall cease to be an Indi-
vichual Deé*e%opment Aceount as of the first day of such
termination and any balunce in such account shall be
dewined i:& have been withdrawn on such first day by such
?Ildi‘@”‘idi‘z&ff for purposes other than to pay quabiied ex-
pEDSeS.

SEC. 167, I?.EPOR’I’F&G, MONTTORING, AND EVALUATION.

{a) RESPONSIBILITIES OF QUALIFIED FINANCIAL [N~
STITUTIONS AND QUALIFIED NONPROPIT ORGaNIZA-
TIONE. —Tuach quabfied financial lostitution or (gtl‘aiifii%d
nenprofit oreanization that establishes a qualified udi-
vidual development account program under section 101
shall repovt annually to the Secvetary, directly or thirough
an organization designated by the Secretary, swithin 90

davs after the end of each calendar year on—

{1} the number of eligible individuals making

coritribntions into Individual Development Accounts;

SHR 406 TN
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i {2) the amounts contributed into Individual De-
2 velepment Accounts and devosited into payullel ac
3 eounts tor matching fundg;
4 (3) the amounts withdrawn from Individual De-
5 velopment Accounts and pacailel aceounts, and the %
6 " purposes for whiclt such amounts were withdrawn, =
7 (4} the balaness remaining i Individual Devels
3 spment Accounts and parallel accounts; and

f
g {3} such other iformation needed to help the }
10 Secretary, ar an organization designated by the See- i
I retary, monitor the cost and outcomes of the quali- I
12+ fred individuut development account program.
I3 (b) RESPONSIBILITIES OF THE SECRETARY OR DES- !
4= 1GNATED O RGANIZATIO N~ ;
15 + (1) MONITORING PROTOCOL~—XNgt later than |
16 12 months after the date of enactment of this Act, '
17 the Decretary, or an grganization designated hy the
18 Secretary, shall develop and mmplement a protocol
19 angl process to continaally momtor the cost and out-|
20 gomes of the gualified mdividual development uf,:«;
21 count programs established under section 101, |
22 (2) ANNUAL REPORTS.~—I[n ench year after {iz%:!

23 date of enactment of this Act, the Secretary, or ant
i
24 srganization designated by the Secrerarv, shall issue

C SHE 106 TH
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a4 progress report on the status of such qualified in-

dividuul development account programs.

3 ¢ PPROPRIATIONS FOR MONITGRING, —Thure

s suthorized to be appropriated 53,000,000 for the

purposes of monitering qualificd individual develop-

ment account programs established uader section

101, to rentain avatdable wotil expended.

SEC. 108, FUNDS IN PARALLEL ACCOUNTS OF PROGHRAM
PARTICIPANTS DISREGARDED FOR PUR.
POSES OF CERTAIN MEANS-TESTED FEDERAL
PROGRAMS,

Netwithstanding any provision of the Internal Rev-
enug Code of 1986 or the Social Security Act that regnirss
vousideration of 1 or move financial circumstances of an
individual, for the purposes of fetermining eligibiliey to
receive, c}? the amount of unyv assistance or benefit autlor-
et by §11¢l1 provision to be provided to o For the benefit
of such mdividual, the lesser ofe

(1) the sum of all contributions by au eligible
individual {including enruings thereon) o any Indi-
vidual Developrment Account and wmatehing deposits
lﬁaxcie on behail of such individual {including earn-
wngs thereon) v any parallel accouns; or

L (23 $10,000,
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24 2
Ioshall be disregarded for such purpose with respect to any ;

2 period during which the individual participates in a quali-

A

3 i:'te:‘i{"i ndividual development account progran establishe i
4 1.&3‘1%&%:‘ section 1001, ii
s TITLE  1I—-QUALIFIED  INDI- g
6 ~ VIDUAL DEVELOPMENT AC- | 3

7 - COUNT PROGRAM INVEST- | |

| g  MENT CREDITS ?
9 SEC. 201. QUALIFIED INDIVIDUAL DEVELOPMENT AC- i ‘
o COUNT PROGRAM INVESTMENT CREDITS. : f'
Pl {a} IN GENERAL.~Subpart B of part' IV of sub- t ‘
12 chupter A of chapter 1 of the Internal Revenue Code of l E
13 1956 (relating to other credits) is wmended by inserting i ?
14 after seetion 304 the following: ( g
I5 “SEC. 30B. QUALIFIED INDIVIDUAL DEVELOPMENT AG. ' %
16 COUNT PROGEAM INVESTMENT CREDIT. } B i
17 . "la) DETERMINATION OF AMOUNT.—There shall be 1 A :
18 allowed as a credit against the applicable tax for the fax 2 :&

19 able year an amount equal to the qualified individual de-
20 velopment acconnt program investment provided by an eli-
21 gible taxpayer during the tuxable vear under a qualified

22 individual development aceount program established nnder

3
Lad

section 101 of the Savings for Working Families Act.

*HR 4106 18
i
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“(b) APPLICABLE Tax.—For the purposes of this
section, the term “applicable tax’ means the excess (if any)
£ Frmon

{1} the sum of—

“{A) the tay imposed under this chapter
{(other than the taxes imposed under the provi-
sions deseribed v subparagraphs (C) through
(£ of section 26(b)(1)), ping |

“{B) the tax imposed under section 3111,
over
2 the eredifs allowable under subparts B and

D of this part.

“{e) QUALIFIED INDDVIDUAL DEVELOPMENT AC-
COUNT "FROGRaM INVESTMENT —~For purposes of .this
section, tha term ‘quaiified individual development aceount
[}z*z}gz‘zzzzlz investment’ means, with respect 1o a qualified n-
chvidual development account progratn of an sligivle tax-
payer in any taxable vear, an amount equal 0w

“1} i the case of an sligible taxpuyer which is

a qunlified Bnunewd institution, the sum ple—

CSA) the lesser of
“{i} 90 percent of the aggregate
amount of dollar-for-dollar matehes under

such program by such taxpaver under sec-

¢
+HIE 4106 IH
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26
tion 104 of the Savings for Working i*’:tl::i~:
Hos act for such taxable Ve, O
Sl R00.000.000, pius : r
BT the {esser nf—
“{1) 30 pereent of the agerpgate i.'z:-:iztx%

. : g i
pait e meurred wader sueh progeam by

the oligiblo taxpayer during sugh taxabkd
VP ’
Y to provide fnancial edu-

cation courses to Indivicdlual I)m‘eiz:p;
ment Account holders under section

LOZib} of snch Aet, and z

i
'

U to andervrite progran e,
avition deseribed i seetion (6B of
sueh Act)..or |
i) $5,000,000, and

C(2) i the case of an eligible taxpaver which is
nod o gualified Soandal institution, the lessor ofe—
LAY the suan ofe

") 30 percent of the aggregate
amount of such dollav-for-doliar mz;%c[i-zfs
hy such taxpaver for such taxable ;"ﬁszé',

|

T} 50 pervent of the aggregate costs

plus

duscribed - pavagraph (1(B)H paid §r

08 4196 IH
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27
anrred under such program by the efigt
ble Laxpayer during such taxeble year

“B) $53,000,600.

!

) BLIGiBLE TaxpPaviER-—For purposes of this

H

section,’ a taxpaver shall be t:{ms;%{ierez:l an eligible taxpuyer

ifut feast 70 pevesnt of the expenditures by such taxpayer
with re;;pect b oany gqualified ndividual development ae-
sount program for any taxable year are descrtbed in sub-
seetion {e3{1HA)

“leY OTHER DEFINITIONS AND SPEcLL RULES.—

“{1) OTHER DEFINITIONS-For purposes of

this seetion, the terms ‘Individual Deselopment Ac-
o : ST L T SRS O e
cgount’ , ‘gualified individual developoient aceount
program’, and ‘gqualified, financialoinstututon’ have
the meanings given such terms by seeticu 4 of the
Savings for Workings Pamilies Act.

“(Z) UERTSIN RULES MADE APPLICABLE.—
Rules similar. to the rales of paragrap

t

of section 41(E) shall upply for purposes of this sec-

g {1y and (2)

tion. g
“{) REGULATIONS —The Secrstary s prescribe
sieh regulativns as may be necessary or appropriate to
carry out this section, including regulatious providing tor
', P . N . . . .
a recapture of the eredit allowed ander this sectivn i

cases where there 18 n forfeibure under section L) of

JHR 4106 TH
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I the Savings for Workings Families Act in @ subsequent
2 taxable vear-of any amount which was taken into seeoint “
3 determining the amount of such eredit. :
4 Clgd TERMINATION ~This section shall uot apply to ;
5 any taxable year beginning after December 31, 2005.°. I i
6 {h) TraNsFER 70 TRUST Frxps—Tle Seeretary of |
7 the Treasury shall transfer from the general fund of the j: g i
8 United States Treasury o the Federal Old-age and Sar-! 7
9 vivors Insurance Trust Fund, the Federal Disability In- i {
10 sirauee Trost IFand, and the Federal Hospital Tnsurance | :

[T Trust Fund amounts-equivalent to the amount of the re-

12 duction in taxes imposed by section 3111 of the Luternal,
13 Bevenue Code of 1988 by reason of the credit detez’mine,*f.‘i'
14 under section 30B (reluting to the qualified individual de-
15 velopment acconnt program investment credit). Any s.;z;zchf
16 transfer shall be made at the same time that the reduced

17 taxes would have heen deposited in such Trust Funds,

18 (¢} CONPORMING AMEXDMENT.-—The table of see-

t
¥

19 ticns for subpart B of part IV of subelapter A of chapier

20 1 of the Internal Revenue Code of 1986 is amended by i

i g

21 mserting after the item relating to section 30A the fol-

1

22 lowing: :
i
PSeg, 0B Qualiffed lndividal lesdloprent apwomit prograss investaent

gradtt.”, ;

;  *HR 3106 IH
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(} ErreutvE Date~—The amendments made by
this section shall apply to taxable vears beginming after
Degember 31, 2000.

SEC. 202, CRA CREDIT TREATMENT FOR QUALIFIED INDI-
VIDUAL DEVELOPMENT ACCOUNT PROGRAM
INVESTMENTS,

Gualified financial institutions which establish quali-
fied individual development aveount programs wnder sec-
tion 101 shail not receive credit For funding, admuaistra-
tion, and education expenses under any test contained in
regulations for the Community Reinvestiment Act of 1977
for those activities and expenses related to such programs
and taken mto secount for purposes of the tax credit al-
Ived under-section 308 of the Internsl R&?gzzue Code of
1986,

SEC, 203. DESIGNATION OF EARNED INCOME TaX CREDIT
PAYMENTS FOR DEPOSIT TO INDIVIDUAL BE-
VELOPMENT ACCOUNTS.

{a) IN GENERsL.~Section 32 of the Internal Rev-
gnue én{%e of 1088 {relaling to earned income credit) 18
amended by adding at the end the following:

“(0) DESIGNATION OF CREDIT FOR DEPOSIT TO IN-
DIVIDUAL DEVELOPMENT ACCOUNT.—

“(1) Ix gENBRAL—With respect to the rebun

of any ehgble mdividual {as defined n section 4(1)

*HR 4106 TH
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i Cof the Savines for Working Families Act) for the i |
2 taxable vesr of the tax impased hy thix chapter, such ! I
3 inchvidonal may destznate that a specitied  portion {
4 {not less than 817 of any sverpaymest of tax for I
f i
5 such taxable year which s attributable to the credit i ;
6 ol under this section shall be deposited by the
. 7 . Seeretary mnte an Individual Development Acconut f § .
5 {ns defined In section 4(2) of such Act) of such mdi- ! ;
_ 9 viival. The Secretary shall so deposit such portion : ?

10 designated under this paragraph. 2
It “(2) MANNER AND TIME OF DESIGNATION.—A |
: 12 designation under paragraph (1) may be mwade with '
; 13 " pespect to uny tamble year— | . s

14 ‘ H{AY ab the time.of filing the return of the z L ~
i5 ' tux impossd by this chapter for such taxuble

‘ : ,

16 yeur, or .

H “{R) at anv other time {after the time of !

i3 filing the return of the tax imposed by this ‘:

19 chupter for sueh taxable year) speafied m regu- | ', ’

20 fations preseribad hy the Seeretary,

21 % Sncli designation shall be made in such awnuer us l

22 the Secretary preseribes by reguiations. ;

23 “3) PORTION ATTRIBUTARLE TO EARNED IXN-

24 COME TAX CREDIT.—FPor prrposes of paragraph {13 I

23 an overpaviient for auv taxahle year shall be veated

+HE 4106 18
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} 4w atsributatde o the ceedit allowed uneer this see- 1 :

_ P

2 i For sieh basable vear o the estent thal steh ! :

i

3 srerpasinent doed not excged the aredit so allowetl ! g
_ f

4 B4y OVERPAVMENTS  THEXNTED A% Bl | l

* i

5 FUNDED —Eor puposes of this title, any portion of , ;
& an overpavuent of oy designatid under paragraph {
7 (1) shall be treated as betng refunded to the tax- :
| S puver as of the last date preseribed for filing P ro- jl
Y trn of tax dmposed by this chapter {determived ‘!
mw 10 withont vegard to extensions) or, it later, the date !
-‘ [ dhe retung s fied, ;
{2 S(5Y TERMENSTION —This subseetion shall net ;
: i
13 ’;zp;ziy'tu auy taxable venr beginuing atter December
4 31,2005, |
13 (b BrrrRete DarE—The amendment made by

(6 this section shail apply to taxable vears beginning atter

17 Dedombor 31, 2000,
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THE WHITE HOUSE
WASHINGTON
o Som Lt enRlRE
Junc 14, 1998 £ B

MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING - ;

BRUCE REED
SUBIECT: Individual Development Accounts |
\ 3
i

On Wednesday, the Senate Labor subcommittee will mark-up the Human Services
reauthonzation nll. Besides Head Start and LIHEAP reauthorization, the Commitiee is planning to
include a demonstration of Individual Development Accounts. Given your record, wejbcelieve that
you should get out in front on this issuc and we should either endorse the proposal (wuh some
modifications) 02“ propose our own 1DA demonstration. . :»

For many years, you have strongly supported Individual Development Accounts (IDAs) as a
means to butid assets among lower-income Americans, help move people from welfare to work,
expand homeownership opportunity, increase access 1o post-secondary education, and help people
start their own businesses. Indeed, nearly six years age -- in September 1992 -~ you announced your
support for IDAS, saying that they “would encourage poor Ameticans (o set money aside in special
savings accounts that they can use for a home, their education, their training or starting a soall
business.” To that end, your 1994 Welfare Reform proposal inciuded an IDA proposal and the 1996
Welfare Reform law allowed States to use welfare funds to establish IDAs. i

i

Howaever, the Federal govermment has ye! to provide direet funding to create IDAs, This
memo lays out three potential options for the Administration: {1} endorse the Coats-Harkin IDA
demonstration bill; (2) put forward our own Coats-Harkin-ike IDA proposal with a higher price tag;
or {3ypropose a namwzzr 1A demonstration for just home@wnmth :

i
Coats-Harkin IDA Demonstration Bill: ;

Senator Coats and Senator Harkin are the lead sponsors of a bill which would establish a four-
year, $100 miflion 1A demonsiration under which State and local agencies and/or non-profits would
be funded o operate DA programs. The demonstration would be apen to houscholds lltat are either
eligible for welfare (TANF) or have an income level below the EITC phase-out point dnd a net worth
below 310,000, For each doliar deposited into the IDA by a low-income family, the administering
agency would provide a maich of not less than 1:1 and not mora than & 1. Individuals cou%ci make
qualified withdrawals from the IDA for only three purposes: (1) purchase of a first hamc {2} post-
secondary educational expenses, or (3) starting a new business. The Coats-Harkin nll'gives a
preference 1o entitics that are able to attract pledges of subsiantial non-Federsl, especiaily private
sector, funding to serve as a match for the Federal dollars. And to determine whether this
demonstration works, the bifl requires that (here be a rigorous evaluation of the program.

[ —



You should know that the Coats-Harkin bill has the support of a bipartisan group of
Scnators, including Abraham, Lugar, Collins, Moscley-Braun and Wellstone.  On the House side,
the lead sponsors of the companion bl are Tony Hall and Kasich, While therc are no real
substantive problems with the bill, there need to be some elanfications and technical Eezmczi%s,

i

Options:
H

The following aptions would be coupled with two other measures to promote IDAs in the
private sector and at the state and local level: first, we would ask the banking regulators to clarifs y that
banks and thrifts can receive Community Reinvestnient Act credit for IDA programs: and sccohd, a
fetter would be sent from HUD clan{ying that HOME and CDBG funds can be used to establish 1DA
prograns. Io%ddition, because of the need for an offset Lo pay for any of the following options, we
arc investigating whether we could place the IDA program within the Treasury Departiment instead of
at HHS (as the Coats-Harkin bill does) and direct the Community Development Financial Institutions
{CDFI) fimd to set-aside funds {rom its exisiing budget request for FY99 to pay for ilis operalions,

Pros: ]

. Could belp approximately 50,000 Jower-income Americans build assets, w%aicfh isan
important means to get out of the cycle of dependency. I

. While the national homeownership rate is nearly 66 percent, the raie among lowor-income

and disadvantaged Americans is below 50 percent. IDAs would help cxpand
homeownership opportunities to this group of people. IDAs would also help increase acoess
to college and help low-income {amilics start their own businesses.

. Provides another tool to move people from welfare to work.

El

. Enactment of Federal IDA legisiation would complete the community empowerment agenda
3

you laid aut in your 1992 campaign. . |

e e e g D

' Would dovetail well with other housing proposals: Low-Income Housing Tax Credit
expansion will help develop more rental housing units; Welfare-to-Work Housing Vouchers
will help move welfare recipients into prvately owned rental housing; and IDAs will help
these families save 1o become homeowners.

]
{
bt OFf all the options being considered, most likely to be enacted this year. }

%
Cous:
. The Coats-Harkin bill contes with a price tag of $25 million per year. Ono option to pay for

our endorsement could be to place Hs operation within the CDFI Fund and s;iir%mi the Fund 1o
sct-aside $25 million within 1ts FY99 budget request.

‘ : r
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L4 Some believe that Republicans would expand 1DA bill to include K-12 private school
cducation, reopening the same issues raised by Coverdell amendment, but in a less favorabic
context (IDAs help lower-income Americans, while IRAs disproportionately benefit those
with higher incomes).

. This initialive would help only a smali percentage of low-income persons who need help
accumulating wealth. -

. An IDA demonstration may be vulnerable to fraud, ecspecially allowing withdrawals for small
 busincss activitics. '
° i
. Endorsing Coats-Harkin means you will not have put forward your own IDA f)roposal (even

though Coats-Harkin is based largely on the one included in our 1994 welfare proposal).

Option 2: Put Forward Qur Own IDA Demonstration with a Higlier Price Ta

Another option would be to put forward our own 1DA demonstration proposal (with a higher
price tag), while acknowledging the proposal from Senators Coats and Harkin. OMB believes that
the largest our own IDA demonstration program could be -- within your FY99 budget'-- 1s $30
million per ycar (or $150 million over five years). This option would allow us to make the small
substantive and technical changes to the Coats-Harkin proposal without having to negotiate with

their staffs. ' |
|
Pros: p ‘
o Same as option 1, but you would have ownership of the proposal. !
Cons: . , {
. Same as{option 1, but the price tag for this'option would be higher and would require a

larger offset. |

L Could upset Harkin and Coats that we are proposing a similar IDA demonstration without
endorsing their proposal. |

Onption 3: Propose More Narrow IDA Demonstration for Only Homeownership ’

Another alternative would be to propose a narrow IDA demonstration which would be
focused solely on homeownership -- the only qualified withdrawal would be for the purchase of a
first home. , !



Pras:

g Focuses message on homeownership and focus attention on the importance of saving for
livmeownership,

. Allays concems of education community that IDAs would be used as vehicle for Coverdelt,
* Costs less than other two options.
Cons:
% ‘
. Some may question why we did not propose allowing post-secondary education as a quali fied

withdrawal from [DAs, given your strong record on expanding access (o college. We would
get the same criticism for not allowing withdrawals for starting a new small business.

i

4

Recantmendations: ) ‘ |
: |

NEC, DPC, OMB, White House Legistative Affairs, OVP, Treasury, HUD, CGA, SBA, and
HHS recommend that you suppert the Coats-Harkin bill with some modifications, There is
unanimous agreement that endorsing Coats-Harkin would be consistent with vour goals of helping
move people from welfare to work, provide educational opportunities, help people buy their own
homes, and help people start their own businesses. [ vou decide to endorse Conts-Harkin, we will
work with their staffs to ensure that the bill is modified 1o address the specific concerns of your
advisors; for example, we want the bill to include a stronger evaluation component 5o tha{ wc have
rigorous svidence on whether this initiative works or not, ._
I

Education is concerned that endorsing an IDA demonstration pow may provide the
Republicans an opportunity to open up the sccounts to K-12 private school education. 'You should
know that Senator Harkin has indicated that he will not support the IDA demonsiration if the
Republicans try to attach a Coverdell-like amendment. Your advisors believe that we should work
with Senator Harkin to obtain a similar pledge from Senator Coats before we endorse the bill. In the
end, we helieve that Senator Coats will provide us this guarantee because he is retiring'and wants to
pass the DA bl '

LEndorse Coats-Harkin Rill (RECOMMENDED)

Put Forward Your Own, Bigger IDA Demonstration Proposal

M L sk R B W R ¢ S —

Prepose Narrow 1DA Demonstration Program Targeted To Homeownership
g i
Discuss Further I

-
N T —
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TO: . Careliyn O'Brien i
Small Business Association i
From: Lyn Hogan C 1 f%Q“
Date: Kovember 12, 19986
Re: ‘Microventerprise and X

Individual Development Accounts ’

Carolyn, I enjoyed meeting you finally in person at Joline
Godfrey’s event. Attached, foyr yvour information, is a discussion
of microenterprise as treated in the new welfars law, including
the relevant pages of the law. Microenterprise is di&cnssed as
business capitalization under Individual DPevelopment nacountg

(1DAs).Phe discussion falls underx section 404 of P.L. 1044193, 9
"The Personal Responsibility and Work Opportunity R&aonciliaticn N
Act of 1996." . &

{

This section of the law discusses the use of grants, referring to
the block grants for temporxary assistance for needy families. The
language allows the use of block grant funds for IDAs established
by individuals eligible for asgistance under the state program.

Undex the law, IDAs may be established by, or on behalf of, an
ingividual to help that individual accumulate funds for a
qualified purpose. The law ailows accumulated IDA funds to hea
used for one or more of the following:

13 Post-secondary educatlion expenses
pA First Home Purchase -
3) Business capitalization {microenterprise)

Business capitalization: Amounts pald from an IDA dirsctly
To a business capitalization account established in a
federally insured financial institution and ra&tri¢t&d to
use polaly for business caplitalization.

This means that those on welfare are now able t¢ save noney to
start up their own small business without the savings going
against their welfare benefits. Furthex, those fundg can be
matched by a gualified entity -~ a nonprofit organization or
state or local government acting in cooperation with a nonprofit
«- for a gualified purpose, again without counting against
" welfare benefits, £
This section of the welfare law is important in that it gives
states the enccuragement and opportunity to help welfare |
recipients use IDAg to fund microenterprise or start-up [
businesses as a8 nethod of moving recipients from welfare o work.
13

1tad zzwﬁﬁgggwtw“disca$a this with you at any time. 1
Got ruce Reed . /LZZZ ‘

Jeremy Ben-Ami’


http:no~pro.fi

f Tk
‘ 4 B
L

4% USC 804,

,,,,,

'," »’N«%’f@mw".-- /

110 STAT. 2124  PUBLIC LAW 164-193--AUG. 22, 1996

“A) Srare~The term State’ means each of the 5p

States of the United States and the District of Columbia, S

B} SECRETARY ~The torm ‘Beerotary means the See.
retary of the Treasury.
*{B} ANNUAL REPORTE.~The Seerotary shall annually report
to the Congress on the status of the Fund

“SEC, 404, USE OF GHANTS, ’

“{a) GEMERAL RULES --Subject to this part, a State to which
a grant ie mede under pection 403 may uge the grant—

1) in any manner that is reasonably calculated te aceom-
lish the purpose of this part, mcludmito provide low income
ouschoelds with assigtance in mucting

ing costs; or
“(2) in any manner that the State was authorized to use

ome henting and eocl- 3

pr o e s A

T T

amounts received under part A or F, as such parts were in ]

effect on September 30, 1995,

“(b) LIMITATION ON USE OF GRANT POR ADMINISTRATIVE _3-

PURPOSES.—

“1) LIMITATION.~~A State to which s grant is made under
aection 403 ahall not expend more than 18 pemntcfthe

t for ndminisirstive

FEpGaed,
{2} EXCEPTION.—Paragraph (1) shall not apply to the use
of a t for information lechuslogy and computerization 3§

for tracking or monitoring required by or tznder this

c} AUTHORITY TO TREAT INTERSTATE IMMlﬁRAN’I‘S UNDER
Rures or Fommer Statg—A State ope rat:ﬁ]g a program funded
under thig may apply 0 a family the rules {including benefit
amounts) of the program funded under thie part of ancther State
if the family has moved to the State from the other State and
has resided in the State for less than 12 monthe,

“{d} AuTHORITY TO USE PORTION OF GRANT FOR OTHER PUR-
FOSES.—

“(1) IN GENERAL~~A State may use not more, thap 30
percent of the amount of any grant wade to the State under
section 403(a) for a fiscal year to carry cut a Biate' program
pursuant to any or all of the follewing provisions of law:

“(A) Title XX of this Act.

“B) The Child Care and Development Block Grant J

Act of 1990,

“(2) LIMITATION ON AMOUNT TRANSFERABLE TO TITLE XX
PROGRAME. —Notwithetanding paragraph (1), not ore than ¥
of the total amount paid to a State under this part for a
fiscal year that iz used to carry out State

tu provisions of law speczﬁe{i in paragra g } may be uae:i

o carg' ot State programs pursusnt to title
*(3} APPLICARLE RULES.—

“A} IN gENERaL—~Except aa provided ip aubpmgr?h .-:

{B} of this paragraph, any smount peid @ a State
this part that is used Lo out a State p pursuant

fo a provisien of law specified in paragraph (1) shall not |

be subject %o the requirementa of this part, but shall be
subject o the requirements that apply to Federal funds
. - provided directly under the (mesaon of law to carry out
the program, and the expenditure of any smount so vsed
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am ‘State’ means sach of the ‘80
stes and the District of Columbia,
3% farm ‘Secretery means the Sec-

The Seere shall Hiyr
of the Funa 1 annually report

et to this part, & State to which
may use the grant

18 reasonsbly caloulated to socom.
% Including to provide low income
+ meeting home heating and cool-

the Siate was authorized to use
i & or F, as such parts were in

¥ GRANT POR ADMINISTRATIVE

: ¢ which a grant is made under
1 more than 15 percent of the
ses.

ph (1) shall not apply to the uge
technology and cemputerization
ering vequired by or under this

NTERSTATE IMMIGRANTS UNDER
e cperating a program funded
mily the rulee (including benefit
mder this part of another State
tate from the other State snd
1 12 months,

ON OF GRANT FOR QOTHER PUR-

&€ may uge ast more than 30
grant made to the State under
't carry out a State program

+

wwing provisions of law:
and Development Block Grant

' TRANSFERABLE 1O TITLE XX
aragraph (1), not more than 14
1 State under this part for a
7 out State rograms pursusnt

n p (1} may be
vantto bty xo oY be used

ol as provided in subparages .h
smount paid to o State nmf:ar '
7 out & State program pursuant

M 4
ied in paragraph (1) shall not

wta of this part, but shall be
; that apply to Federal funds
sion of law o carry out
ture of any amount so used )

*

. part for any fiscal year for the sa of providin

 this part, an

PUBLIC LAW 104-193—AUG. 22, 1996

shall not be considered fo be an expenditure under this
m‘ 3

P *R) EXCEPTION RELATING TG TITLE XX PROGRAMS..

A}l smounta paid to a3 State under this part that are

used to cﬁ out Stete pregrams purseant to title XX

ghall be w only for programe and services to children

ar their families whose income is lsss than 200 percent

of the income official poverty line {ag defined by the Office

of Management and Budget, and revised annuslly in

accordance with gection 8732) of the Omnibus Budget Ree.

- oneilintion Act of 1981} applicable to & family of the size .
involved, .

“e} AUTHORITY T¢ RESERVE CERTAIN AMOUNTS FOR ASSIST-

ANCE.~A State may reserve amounts paid ¢ the State under this

ing, without fiscal

year limitation, assistance under the State program funded under

this Qazt

3 AUTHO! RATE  EMPLOYMENT PLACEMENT

PROGRAM to which a grint ¥ nede UTNla ==

Ty vee the grant to make payments {or provide job placement

vouchers) o State-appreved public and privats job placement agen-

cies provide employment piscement services in it
that i 1 L pl t ices to individuals

whe recelve asgistance under the State program fonded under this

“g} IMPLEMENTATION ©F ELRCtronic BENEFIT TRANSFER
BysteM.—A State to which a grant is made under section 463
is encouraged o implement an electronic benefit transfer sysiem
for pmviding mssigtance under the State program funded under
may use the grant for such purpose.

* SE OF.FUNDS POR INDIVIDUAL DEVELOPMENT ASCGUNTS.
3T} TN GURETAL Zf STAtE B WHI i IYanT T mads under
gection 408 wmay vse the grant to carry ool a program fo
fund individual development aocounts {eg defined in parpgraph
(23 established by individusls zligible for sssistance upder
the State program funded under this part.
“#£91 INDIVIDUAL DEVELOPMENT ACCOUNTS.—

“{Ay BerasLisasent.—Undeor & State program sarried
oat under paregraph (1), an individual developmeni
account may be established by or on behalf of an individual
eligible for assistance under the State program operated
anﬁler this part for the purpsse of enabling the individual
to accumulate funds for a gualified purpose described in
gubparagraph (83 _

“B} UALIFIED  PURPOSE~& gualified purpose
deseribed in this subparsgraph is 1 or maere of s following,
as provided by the qualified entity providing assistance
to the individua! under this scbsection: _

“G) PORTSECONDARY EBUCATIONAL EXPENSES -

Postsecondary educational expenses paid from an

individunl development account direcily to an eligible

educational institution, s

“(i) FIeST HOME PURCHASE ~-Gualified acquisition
cogts with respect to & cg.xa]ified prineipal residencs
fur a qualified first-time homebuyer, if paid from an
individual development account directly to the persons
to whorn the smounts are doe.

110 STAT. 2125
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PUBLIC LAW 104-183--AUG. 22, 1996

(i} BUSINESS CAPITALIZATION «wAmounis pmd § -

from an individual development sccount directly i

o business capilalization account whith ia estabhsheg}

in o foderally insured financisl institution and i

restricied o use solely for gualified business capitalizg.

tion expenses.

) CONTRIBUTIONS TO BE FROM ZARNEDR INCOME...
An individual may only contribute to an individual dovelop.
ment account such amounis as gre derived from carned
insome, as defined in section 81314d¥2) of the Internal Ra\rm
e Code of 1986,

QDA A 7 1) [ ERRlY 454
development ascount
] Wﬁmﬁmﬁwﬁ
TBES GER0 bedman paragmphw}
(3} Rmz}mzmm-»
*(A) TN OENERAL ~-An individual development account
esiabhshed under ihis subscetion ahall be a trust:erented
cg in the United States and funded through
periedic contributions by the establishing individual and
matched by or through 2 qoalified entity for & qualifisd
purpoge (as d in paragraph (2XB)).
“(B} QUALIFIZD ENTITY.~—As used in this subm:mn,
the term ‘qualified entity meangm
“1} 2 not-for-prefit erganization deacribed in ssc-
tiovn 5831{c¥3) of the Internal Revenve Code of 1886
?}%ﬁ exerapt om taxation under soction 501{al of such
8, o1
“Gi3 a State or Tocal government agency ac%;mg
i:i; }mtmn with an organization described
clanse

eatahha‘h such reg

“4} NO REDUCTION IN BENEFITS-Notwithstanding eny
ather provigion of Federal law {other than the Internal Revenue
Code of 1886} that requires consideration of 1 or more financial
circumstances of an individual, for the purpose of determining
eligibility to receive, or the amount of, any assistance or benefit
authorized by wuch law to be rmdﬁé ta or for the besefit
of soch individual, funds {mc:hx dg interest acoruing) in e
ipdividual development account cader iod d

ed for such purpese with respect to any period during
which such individual maintaing or makes conmbtmem into
such an seeount,

this subsection shall ke

“(5) DEPINTTIONS.~-Ag used in this subsection—

“(A) ELIGIBLE EDUCATIGNAL INSTITUTION w’z’he term
‘eligible educational institution’ means the following:

i) An ipgtitution describad in section 431{8}(13
or 1201¢a} of the Higher Education Act of 1965 {20
VS 16880aX1) or 1141}, an guck mections ave in
gffect on the date of the sosctment of this subsection.

“{ii} An area vocational education scheol (as
defined in suhparﬁéah () or (I of section’ BRI{4)
of the Carl D, P2 Veocational and Applied Tech-
nology Education Act (20 US.C, 24?1{£ which in
in any Stste {as defined in section 521{38} of such
Act), as such sections are in effect un the data of
tha enactment of this subsection,

“D) WITHDRAWAL OF mms E&z_,ﬁgm&:ma_ma
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CAPITALIZATION - Amounts  paid
development sccount dircctly o
30p scoount which ir established
ed fpancial institution and ig
* for qualified business capitaliza.

IO BE FROM BARNED INCOME.
atribute to an individual develop.
nis as are derived fram earnod

PUBLIC LAW 104-193—AUG. 22, 1996

“B} PasT-SECONDARY z»:egcmro:w, sxepnsEs.—The
torm post-secondary education CRACE" FRERT S
.pﬂ“(i) tuition and fees required for the enrolloent
ar attendance of s student at an eligible educational
institution, and _ ) )
“(ii} fees, books, suppliss, and equipment required
for courses of imptruction st an eligible educational
ingtitution. o
#(33 QUALIFIED ACQUISITION COSTS~The term ‘guali-

on B11AX2) of the Internal Rove- | isition costs’ means the costs of seguiring, con-

aﬁéicﬁiag igr reconstructing a residence. The {erm includes
? ?UNI)S.E-The Secretary shall apy usual or remsonable setilement, financing, or other
.38 may be necossary to ensure : ta. ‘ z
vidual development account are J dm{‘?( %WFIED BUSINESS ~The term ‘qualified busi-
1 or more of the qualified pur- | ness' means any business that does not coniravene any
sraph (B}, ; law or public policy {as determined by the Secretary).

individual development account
section shell be a truet created
ed States and funded through
‘he estnblishing individual and.
qualified entity for a qualified
Bgraph (2XB).
S B in this subsection,
¢ d

organization degeribed in ser.
iternal Revenive Code of 1986
on under section 501fa} of such

cal gavernment agenx:y acting
W organization deseribed in

NEFITS ~Notwithstanding any
ther than the Internal Revenus
ideration of 1 or more financial
for the purpose of determining
ot of, any assistance or benefit
rovided to or for the benefit
ding interest accruing) in an
under this subsection ghall be

} QUALIFIED BUSINESS CAPITALIZATION EXPENSES,

The term ‘qualified business ¢capitalization expenses’ means
qualified expenditures {92&%26 capitalization of a qualified

oas pursuant Lo aqu plan. _ )
bmi?‘(ﬁ*} QUALIFIED m?rmmmm:—’rhe term ‘qualified
capenditures’ means expenditures included in 8 qualified
plan, including capital, plant,. equipment, working capital,
and in(v;?ntmy Wn;gfé? TIME HOMEBUYER.—

“ UALIFIED T -

@3 1) IN cENERAL~-The term ‘qualified frsttime

hemebuyery means a wligyer {and, if mmrried, the

taxpayer's epouse) swho has no present ownership

interest in a principal residence during the 3-year

period ending on the date of sequisition of the principal

residence to which this subsection applies. ,

“i1) DATE OF ACQUISITION.wm term ‘date of
acquisition’ means the date on which a binding contract
to acquire, sonstruct, or reconstrucet the principal regi
dence to which this subparagraph sppheg is entered
into. ’ \ ‘ ,

“(H} QUALIFIED PLAN.—The term ‘qualified plan’ means
a business plar whiche- T

“(i) i approved by & financial institution, or by

a nonprofit loan fund having demonstrated fiduciary

b respect to any peried during A .

i or makes contributions into i) includes = deseription of services or goode
) . .t to be sold, » markeling plan, and projected fimancial

. this.gubsectionm statements, and e . as s .

NAL INSTITUTION.—The term * iii} may require the ¢ligible individual to obtain

o’ means the following: the ssasistance of an experienced entreprensurial

leseribed in section 48i(a¥1)
r Bducatioh Act of 1965 {26
Ka)), as such sections mre in
enactment of this subseviion,
donal education school {as
Q) or (D) of section 521{4)
‘ocational and Applied Tech-
'{iéil,S,C. 2471(‘5 which is

advisor, . .

“1) QUALIFIED PRINCIPAL RESIDENCE.—The term ‘quali-
fied principal residence’ means a principsl residence (within
the meaning of section 1034 of the Internal Revenue Code |
of 1986), the -qualificd sequisition costs of which do not
excead 100 porsent of the average area purchase price
applicable to such residence (determined in accordancs with

graphs (2) and {8) of section 143{e) of such Codel

110 8TAT. 2127

»an section 521(33) of such 1) m%ﬁau WELFARE Reciptents rorR Fanpic To Ensums
o Sfluct on the date of THAT Mivor DEPENDENT CHILDREN ATTEND SCHOOL—A State to
ection, whick a grant i8 made under section 403 shall not be prohibited
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110 STAT, 2128
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PUBLIC LAW 104-183—AUG. 22, 1996

from sanctioning a family that includes an aduit who hag receiveg ¥
assistance under any State pro funded vader this part attrih.
utable W funds provided by the Faderal Government or under B
the food stamp program, as defined in section 3(h) of the Food
Btamp Act of 1977, if such adult fails to ensure that the ming
dependent c¢hildren of such adult stiend schoul as required by
the law of the State in which the minor children resids.

¥} REquirsMENT FOR HIGH Scroon DirioMa o8 Equiva. § inte
LENT. A State to which a grant is made under sertion 408 shall 3 ot
not be prohibited from sanctoning s family that ingludes nn ndyl § oblis
whe is clder than ege 20 and younger then age 81 and who hag § Jrivwen
roceived nawistance under any Stale program funded under thiz B
part attributable to funds provided by the Federal Government | ‘Btat
or under the food stamp program, as defined in soction 3(h) of @ . ame
the Food Stamp Act of 1977, if auch adult does not have, ar ia) tneh
not working toward atiaining, a secondary school diplema or its duos,
recognized equivalent unless such adult has beenidotormined inq@  :ivim
the judgment of medical, psychistriz, or other appropriate Elmfea« oo
sionals to lack the requisite capacity to complete: suceesafully 2 3 _
eourse of study that would lead to a secondary schiool diploma @ =392
or its recognized equivalent. . - SO

“QEC, 405, ADMINISTRATIVE FROVISIONS. ' W his

“{a} QUARTERLY.—~The Secretary shall pay each grant payable§
to 8 State under sectivn 403 in quarterly instaliments, subject
£o this seclion. I 3

"{h; NomiFicaTioN—Not later than 3 wonths before the pay- § may
ment of any such quarterly instaliment {0 a State; the Secretary
shall notify the State of the amount of any reduction determined § h
undor scetion 412(a¥X1XB) with reapact to the State. 'S gg:

“¢} COMPUTATION AND CEETIFICATIN OF PAYMENTS TO
STATES . . *SEL

1} CoMmpuTaTioON~The Secretary shoall cetimate the § :
amount ts be paid to each cligible State for oach guarter §

under this part, such estimate to be based on a report filed §

by the State containing an estimate by the State of the total §

asm to be cxpended by the State in the quarter under the §

State program funded under this part and such other informa. §

tien as the Secretary may find necessary, . b

“{2) CERTIFICATION —The Secratary of Heplth and Human'g

Bervices shall certify W the Secretary of the Trea the §

amount estimated under paragraph {1} with reapect to a Siats §

reduced or increased to the extent of any ow ent or undar 3

payment which the Seervtary of Henlth and Human Services 3

determines was made vader this part to the!State for any

g;icr quarter and with respect to which adjustment has not
et made under this paragraph, i

*{d} PAYMENT MeTHOD~—Upon receipt of a certification under gl
subgection (€¥2) with respect to s State, the Secretary of the Treas-§ S
ury shall, through the Piscal Service of the Department of the; )
Treasury and before audit or settlement by the General Accounting@@ - -
{Mifice, pay to the Siate, sl the time or times fixed by the Secretary ¥
of Health and Human Servivces, the amount 5o certified.

“GEC, 406, FEDERAL LOANS FOR STATE WELFARE PAOGRAMS,
“(a} LOAN AUTHORITY.

[
o
b~
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DEPARTMENTOF HEALTH & HUMANSERVIUES Office of the Secretaty

Wastingten, D.C. 20201

February 12, 1997

N
KROTE FOR BRUCE REED &(
ELANA KAG -
M- CO e
FROM: John Mon n ,

i

Per your reguest, attached you will find infoarmation
concerning Individual Development Accounts (IDAs) and other
asset development strategies. The first four items in this
package were proposed by the Corporation for Enterprise
peveloprent, Of particular interest may be 1} the :
description of state activities on p. 2-31 of the paper
entitled ""Building Assets and Economic Independence: IDAs?'!
and 2) examples of State asset strategies in the Appendix A
of the same paper. |

;
Also, as the final item (ACF's chart of TANF Plan i
submissions) shows, the fellowing states have apeﬁifixalzy
ldentified IDAs in their TANFP plan: AZ, CA, CP, DE, IA, M3,
CR, PA, 8C, TN, TX, VA, & WS. {

Attachmant ;



DRAFT

POLICY BRIEF

Building Assets and Economic Independence:
Individual Development Accounts {(IDAs)

Sumimary

Americans of most economic classes are having increasing difficulty climbing the economic

ladder. Fully half of all Americans have no, negligible or negative investable assets just as the
price of entry to the economic mainstream -- the cost of a house, an adequate education or
starting & business — is incregsing. QOut of this economic reality, a new policy tool has emerged
directed to enabling struggling families 1o achieve economic well-being and build assets.

Individual Development Accounts (IDAs) are IR A-like matched savings accounts restricted to use
for post-secondary education and training, business capitalization and home ownership. Already,
16 states have implemented IDA programs in different forms and IDAs provistons were included
in the new federal welfare reform law,

In this issue brief, we examine (1) how by supporiing and encouraging savings, investment, and
asset-building IDAs can help families move forward economically, (2) different ways states have
implemented IDAs, (3} various funding sources that states which start IDA programs can tap, and
(4) several different ways states can implement IDA initiatives.

1

|

Background ! i

In his seminal 1991 book, Assets and the Poor: A New American Welfare Policy, Walshington.
University Professor Michael Sherraden argues that people move forward economically through
savings and investment, not through spending and consumption. Owning assets gives people a
stake in the future -~ a reason 1o save, (o dream, to invest time, effort, and resources in creating a
future for themselves and their children. As Sherraden puts it, “Income may feed peopiﬁ s
stomachs, but assets change their heads.”’ .

The distribution of assets in this country is much more unequal even thas income distribution:
while the top 10% of Americans command 40% of national income, the top 1% control as many
assets as the bottom 80%. The fact that half of all Americans lack significant investable assets is
cause for concern, Asset deficiency places homeownership, entrepreneurship, and higher
education out of the reach of many Americans and in doing so prevents them from advancmg
economically.

§

!
! Michae! Shermaden, Assets ansd ziw Poor: A New American if’e{{m Palicy. Armonk, NY: M.E. Sharpe Inc.
F99,
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Amernican’s low asset levels are not surprising considering the low American household savings
rate (less than 5%), and lack of government support for asset huilding for a sizable segment of the
populace. Whle the US Government subsidizes asset acquisition for the non-poor at & level of
$200 billion annually a1 the Federal level in the form of the home mortgage deduction, preferemial
capital gains, and pension fund exclusions, many Americans lack the resources to take advantage
of these subsidies. At the same time, the government actually has penalized asset scquisition by
the poor by denying eligibility 1o public assistance recipicnts who have exceeded the $1,000 asset
it

While significant, America’s asset deficiencies and inequalities are not irreversible. Several times
in American history, the government has implemented policies which have successfully boosted
asset levels of all Americans, regardless of income. For example, the Homestead Act of the late
19th century provided 160-acre plots to those Americans who agreed to settle and farm the land,
and the 20th century G Bill subsidized college educations and secured home mortgages for
mitlions of World War 1l veterans. Modeled after these programs, IDAs look to broad-based
asset-building a5 a too! for economic growl,

i

i
The Rise of IDAs i

{

[DAs have already generated uoprecedented by partisan support. They are politically feasible in
all states. Jack Kemp and Bill Clinton suppart IDAs. Bili Bradley (D-NJ}, Orrin Hatch (R-UT),
Carol Moseley-8raun (I3-IL), Dan Coats (R-IN), Thad Cochran (R-MS), Spencer Abraham (R-
MI), and Virginia Governor George Allen are also advocates. Even John Kasich (R-OH) who has
led the battle to cut federal spending believes that IDAs are worth state and federal investment,
Recently, the federal government included 1D As in its welfare reform legislation {(see blelow)
Additionally, more Federal fegislation on I3As is imminent. Senate Bill 1212, The Assats for
Independence Act, introduced by Senators Dan Coats (R-IN} and Carol Mnsele}f-araun (D-1L}
would create a $100 million, 50,000 account national IDA demonstration, This provision was
also introduced into the House by John Kasich (R-QH). Due to its broad bi-panisan appeal and
the legislative momentum for IDAs evidenced by the inclusion of IDA provisions in welfare
reform, the Assets for Independence Act has 8 good chance of passing during the next C:&agrcs&
Those states who are running 1DA programs or are planning them will be most likely to receive
federal doflars. {81212 would also provide the same tax treatment of IDA ceﬁmbaiwns that is
now given {o ZRAS 3

!
!
IDA« and Wellare Heform 2

While providing states considerable latitude in determining eligibility standards and benefits for s
most needy citizens, the new welfare reform law also contains strict work participation
requirements and time limits for recipients. The new law directs states to find policies'that help
low-income residents climb the economic ladder. IDAs address this need by helping transition
families from economic dependency to self-sufficiency by providing a mechanism for families to

save, invest, build assets, and create businesses and jobs.
i

r
¥
|
|
i
|
1
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Section 404 (h) of the welfare reform law (H.R. 3734, the Personal Responsibility and Work
Opportunity Reconciliation Act of 1996) authorizes states to set up IDA programs which provide
additional employment incentives, increase job retention, upgrading and creation, and promote
economic independence. Specifically, states are permitted to create community-based IDA
programs with Temporary Assistance for Needy Families (TANF) state block grant funds and can
disregard all money saved by the poor in IDAs in determining their eligibility for ail means-tested
government assistance. The legislation also provides that only eamed income can be saved in
IDAs, designates non-profit, community-based organizations as custodians of IDA accounts, and
permits IDAs to be used for education, homeownership, and business capitalization.

By including IDAs in thewr State Plans (whether or not they choose to fund them with TANF),
states will remove current penalties for savings and investment and create an infrastructure for
future federal investment. In addition, states may also consider broader IDA initiatives which
include the asset-poor majority and encourage savings through (refundable) tax cmdlts to savers
or contributors to accounts, or other mechanisms. With the Federal Home Loan Banks, churches,
foundations, employers and the Federal government all beginning to fund IDAs, states that act
now to set up frameworks for IDAs will be first in line to tap into this funding,

State IDA Initiatives
DA and asset-building initiatives are proliferating across the country:

+ 41 states have received welfare waivers to raise AFDC asset limits, making this among the
most popular state waiver request along with the expansion of earned income digregards,

« 16 states have received waivers to legally recognize IDAs and protect AFDC recipients who
build assets in restricted accounts from losing eligibtlity,

* 9 states have actually enacted some sort of matching program ranging from resﬁméabia tax
credits to emplover contributions to child support pass-throughs.

lown was the first state in the nation to pass IDA legisiation. As part of lows Invests, which
included the lowa Family Investment Program (IFIP), a large welfare reform effort implemented
statewide in 1993, the state passed legislation that created IDAs for towans with income less than
200% poverty. For each dollar saved by low-income Towans participating in IDA programs, the
state provides a refundable tax credit. Participants in the demonstration can use their IDAs for
education, homeownership, or business capitalization. Io total, lowa’s demonstration wiil create
10,000 IDAs and will provide $1 million in matching funds to the IDA savmgs of low-income

i

families by the year 2000. ;

North Carolina, meanwhile, is funding a multi-site IDA demonstration with Cemnmty
Development Block Grant Funds. Meanwhile, other states (Massachusetts, Mississi pp: angd
Oregon) have passed legislation which combines IDAs with wage subsidies, Linder these “Full
Employment Plans,” public benefits (AFDC and Food Stamp payments under previous welfare
guidelines) are *cashed out” to provide wage subsidies to employers hiring welfare recipients.
After 30 days of employment, enmiplovers are required to pay $1 per hour worked into an IDA for
the welfare recipient. The account holder may use the funds in the account to pursue, additional
education, training, or business development. (States have made different determinations as to

¥

Corparation For Enterprise Development i 3
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what IDAs can be used for.} Appendix A (Basic Approaches to Matching Individual |
Development Accounts } provides a full fist of mechanisms that states are using to match IDAs.

{
]
Why States Should Act Now . %

There are a number of reasons states should act now to begin 1o create systems of ZZ}AS Among
the more salient of these reasons:

. Wath the rapid amplementatian of welfare reform, employment, education a:ad job
creation incentives for welfare recipients are at a premium,

«  With new sources of support for IDAs opening up, including possible Federal
demonstration funding, foundation funding, as well as support from employers and
congregations, states and communities that begin crafting initiatives now will be first in
fine 10 leverage support from such sources; -

» There has been sufficient expenmcmatzon that states and communities uunatmg
programs can build on experience, g

{

IDA Options for States

. States contemplating IDA initiatives should concentrate in setting up a framework for private and
community IDA initiatives that can draw out and organize grassroots interest and action,
Additionally, it makes sense to start with welfare reform’s invitation 1o set up an TDA program.
Some options follow:

1. Remove penalties facing welfare recipients whe set up IDAs. The Temporary Assistance
to Needy Famities (TANF) legislation invites states to set up “a program of individual
development sccounts” and provides that savings in such accounts should not affect the eligibility
or grant levels of recipients of any federal benefits program. Thus, once a state specifies an DA
program in the state plan — even in the roughest of terms - eligible welfare recipients may
participate without losing not only TANF, but also Food Stamp, Medicaid and other benefits.
Even if no money is dedicated to matching [DAs, states should include this protection. 'Language
as geners! as “The State shall carry out 8 program for IDAs for individuals eligible for assnstance
consistent with Section 404 () of the TANF legislation,” should be sufficient, :

Additionally, many 1DA programs have reached out to youth participants who have opened
college savings accounts and started businesses. States should disregard savings, assets, and
income of children when determining eligibility of their parents to receive government assistance.

Since IDA savings can only come from earned income, protecting IDA savings acts as an
employment incentive, Even more critically, TDA savings will tend 1o extend job retention: a
primary limit of welfare-to-work programs has been the fact that most employed welfare
recipients return to welfare at sometime as they have no savings to weather illnesses, accidents
and setbacks, nor any means of advancing beyond the sub-poverty entry-level jobr they obtain first,
IDAs provide a buffer against accidents and illnesses; they provide a means {o invest in additional
training and skill upgrading; and they provide hope and a means to economic independence.

Some recipients will even be able to use IDA funds to create jobs for themselves and others.

Corporation For Foterprise Development . ' 4
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Moreover, estabizsfmg a legal structure for IDAs may be all that 5 necessary to catalyze matches
from non-state sources - congregations, employers, foundations and others - who may not

consider contributing.

2. Dedicate some TANF fundiag to match accounts of welfare recipients as an investment
in their economic independence. States which receive an increase in TANF fundiog -- which
most should given the fall in caseloads since the 1994 base year - may want to consider
dedicating a small percentage (5% } of additional funds provided under TANF 1o matching
monies in the IDAs of eligible reciptents. New funds will be scarce, but the real challenge of
TANE i3 to move welfare recipients into enduring employment. Given the evidence that 70% of
employed welfare recipients return 1o the weifare roles, the employment incentive, the tool for
skill and job upgrading, the investment in job creation, ecanomic stabilization, goal orientation
and economic independence that TIDAS provide is significant and deserving of investment,

A match of the first $100-300 per account per year would be quite significant and not extremely
expensive {matching the savings in 1,000 accounts would cost $100,000 to $500,000). The
number of accounts created could be apportioned to the number of r&cipients e:xpected to
transition off welfare. Such & match would feverage not only private savings, but also !
contributions from other sources, public and private. And it would position state and mmmumty
organizations sponsoring 1DA intiatives for Federal and private demonstration monies!

Any such IDA initiative should be structured to meet the requirements of the Federal legislation
(see Appendix B, How (o Structure Individual Development Accourst Legisiarion) 10 maximize
the chances of additional contributions and also to maximize the impacts, Mmagmeai,
monitoting, counseling and enforcerment should be delegated to community organizations willing
to take on the responsibility of insuring IDAs are used as intended. Funds should be held in
licensed financial institutions (notably banks and community development credit unions). An
investment of at least 20% of the match fotal should be made in community institulion operational
Expenses.

3. If the state chooses to convert some of the TANF block grant into a wage/employment
subsidy paid to employers who hire welfare recipicnts, employers could be required to
contribute to the IDAs of their new employers, just as states implementing “Full Employment
Plans” have done. Again, IDAS represent an investment in enduring economic independence that
should reduce recidivism and provide paths to economic upgrading and self sufficiency, Such a
requirement costs the state nothing and should not scare away employers. ?_

While IDAs make sense ax an additional toof for economic independence for welfare recxp:en!e
states may not want ia lintit them to welfare recipionts. Welfare recipients generally compme
enly about 23% of the poor, other people in poverty — working families, men, recipients of
other benefits — indeed, other families near poverly or vulnerable 1o economic changes have
need for and poteniial to use IDAs. The following options relate to developing a more inclusive
IDA system.

4. Legisiate a framework for an inclusive IDA system. Such a system should be patterned on
the framework contained in Federal IDA legislation to open the possibility of accessing such funds
if they materialize - and maximizing chances of success. Sliding scale matches (usually for
households up to 200% poverty) insure that participants at different income levels can accumulate

Corporation For Enterprise Development
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adequate funds to purchase assets. Again, by legislating an IDA framework, states can take
advantage of welfare reform benefits even if no state matching fiinds are provided. |

8, Consider & range of options for matching IDAs - and encouraging others, including
accountholders themselves to invest in IDAs. While some of even the poorest of the poor will
choose to save, the fact is that without matching their savings will not be capable of accumuiatmg
adequate funds to purchase a home or education, or start a small business. By matching all funds
in accounts from any source, states can provide a magnet for other pariners while fimiting their
expasure by placing caps on the annual matches. Among the possible funding sources far the
match that states have used and might consider are:

« Tax incentives to accountholders: These can mclude deductibility of savings in IDAs
from earned income, exemption of earnings in the accounts, and or exemption of funds
withdrawn. These sorts of incentives are particularty usefil and cost-effective for
extending the reach of IDAs to above-poverty accountholders. For low income
accountholders, refundable tax credits, perhaps on 1 sliding scale, Iike lowa has
pioneered are usefil, lowa’s experience suggests however that refundable 1ax credit
rates above 20% are preferable, the governing rules should be kept as szm;;ie: as
pass:ble and some program operating expenses should be provided, :

»  Tax incentives to individual and corporate contributors to the accounts of hi}lders
below the poverty line, as Virginia and Colorado have proposed. In states which
already have a Neighborhood Assistance Tax Credit which provides a credit to
contributors to community based development organizations, the existing legislation
may be used as is, or specifically amended and expanded to cover IDAs of low income
people. States which don’t have such tax credits might want to consider the broader
legislation as a way to increase the support for and impact of such a program.

»  Use of COBG funds, low income housing and home ownership funds, scholarship
fimds, job training funds, and microenterprise programs for IDA matches. In this
context, IDAs are an effective mechanism to deliver asset-building options while at the
same time encouraging savings and investment and building economic literacy.

6. Consider funding evaluation/monitoring efforts to accompany IDA efforts in order to
tract the costs and returns on their investment, This data will allow states to determine the
mpact of IDAs and help create support for additional investments in IDAs. |

7. Censider providing support for community organizations which provide the eéunse{ing,b
education, monitoring and enforcement of IDA programs, Such investments can be modest
{and e:x;zf:cted to draw matches from private and local sources), but represent a pmdfmz
mvestment in the qaai;iy of the IDA program, and will be necessary to allow interested!
community organizations 1o participate,

Carporation Fi or Enterprise Development &
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APPENDIX A 1
H

BASIC APPROACHES TO MATCHING INDIVIDUAL DEVELOPMENT ACi(f{}I}NTS

APPROACH | DESCRIPTION EXAMPLE |

Refimdable Inchividugls receive tax oredif (which may be | Towa provide a refundable t2x credit of 20% for deposits

Individual Tax refunded if it oxceeds fax Hability] for of people below 130% poverty into IDA; percentage

Credit savings doposited in DA, stides t 10% from 150 1 200% poverly,

Tax Exemption of | Pheposits to IDAs do aot cound as tcome for | Virginia i groposing. |

Deswasits in IDA state (A% purposes. :

Tax Exemption for | IDA amounts withdrawn including capital Yirginia is proposing ;

Whithdrawals appreciation, interest and dividends are not !
taxzd npon withdrawal for approved |
purposes, '

Tax Credittn Individuns and corporstions whe eopiributed | Colomdo has proposed; Virginia i3 proposing as an

{Contributors o the | to the IDA of jow inomuoe peopls rective s extension of the existing Neighborhood Assistance

DA of a Low tax crodit {generally SOW} for convibations. | Progrum which shready provides such credita for

. Income Person coatributions 1o neighborhood development efforts.

Requrired Employer who receives wage subsidies for Arizona, Delsware, Massachusetts, Maryland,

Employer Matches | employing welfare recipient is required to Missisgippi, Oregon, and Virginia are using versions of
confribite $1 per hour worked ofter 3 days | Full Employment {wage subsidy] Plan. Massachusatis,
of employment, Mississippi, and Oregon combine both the wage subsidy

. and IDA, '

Child Suppon Pasy | Portion of child suppert pavinent is passed Mitsouni has legisinted,

Through through {f placed in IDA &y children,

Earned Income Statediedernl governments permit BITC lump

Tax Credit Pass srm pavracst fo be deposited in A2

Through without affecting grant elisibility or levels. :

Direct Match State agrees to match deposits {from Direet Genersi Fond 1 matches e g $120 0 DA
whatever source) o fow incomefnsset IDAs savings of fow income people have boen propused in
wp 4o & stated ceiling (e.g,, first $120 in California, Notth Casolina, end clsewhere,
sgvings)

Yoluntary Employers match savings of employses, or Private firns werking with the Counedd for Adult &

Employer Match provide tmining vouchers/fancounts. ) Experientis] Leaming have established 100,000 such

aecoants. .

Drirect Match with | The state matches savings v IDAs with HUD | North Carolins is implementing sn JIDA demonsirtion

CDEG Cominanity Development Block Grant funds. | whish uses CDRG funds to msich A participants’

savings.

Drirect General The: state matches savings in [DAs with Proposed iy Caltfornia and Noyth Carolma.

Fund Matches generad fund revenges. :

Onther The Texns legislature has instructed the Depariment of

Human Services to cncournge private sucior employers
1o provide matches. :

Iowa leverages moiches out of community groups choscn
to adminigter DA refundable tax credits by making
such malches o criterion for awarding the fax credits.

L
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APPENDIX B i
HOW TO STRUCTURE INIDIVIDUAL DEVELOPMENT ACCOUNT LEIGIS}MTION

!
It makes sense to design your state legisiation to meed the requirement of both the welfare reform
Jaw and the likely language of a federally-funded national IDA demonstration, This means;:

«  Should have the three permissible uses of IDAs (education, homeownership, and husmess)
start up as they are broadly defined in the legislation. |
»  Only government entities and 501¢(3) organizations cao act as intermediaries. i

»  Savings sccounts should be set up only at accredited financial institutions.

The current structure of the national IDA demonstration legisiation (81212) states t.hai when

deciding which IDA projects will receive funding, HHS will look at: ;

« Degree to which the project helps low-income peaple achieve self-sufficiency. !

» The ability of the applicant to responsibly administer the project.

»  The ability of the applicant to help low-income people to achieve ecanomic self‘»suf’ﬁmency
through the development of assets.

* The amount of direct funds from non-Federal public sector and private sources that are
formally committed 10 the project,

HHS will give preference to those spplications:

e o T e —

+ dealing with households with children.

+ that provide 8 commitment of non-Federal funds with a proportionally greater amount of
funds committed by private sector sources,

»  that target individuals residing in low-income or high unemployment areas.

+  Additionally, HHS will seek diversity of populations.

Corporation For Enterprise Development



APPENDIX C i

INVESTMENT AND RETURNS ON INDIVIDUAL DEVELOPMENT ACCOUNTS
|

Monies saved in [DAs should be undersicod as investments in the strict sense - as applications of
money today in anticipation of substantially greater returns in future years. Indeed, savings by any
party are immediately leveraged by matching contributions, enlarged by regular interest and
earnings, and ultimately combined with individual energy, talent and leaming into businesses,
skills, employment or housing which, in turn, yield salaries, profits, taxes, savings and social
benefits. The precise magnitude of those returns will depend upon match and interest rates, the
preparation of accountholder/investors, and the quality of the undertaking underwritten by the
IDA. It is possible, however, 10 project the nature of the retums, Based on the IDA model
contained in the proposed Federal demonstration legislation (81212), which we suggest states
follow inn designing their own initiatives, each 1,000 IDAs should generate a total mvcsrmerzt from
all parties of $2.91 milhion:? %
+ 70 businesses ‘;
+ 688 job-years of employment ‘
«  $7.3 million in additional earnings
¢ 60 new and 60 rehabilitated homes
« $2.87 million in savings in community financial institutions
$1.88 million in increased assets of low income families .
117 families off welfare ;
320 additiona! high school and college degrees. i
net returmns of 316 million within a decade.® Annual rates of returns for all investors
exceed 23%.

* * L L ]

i
Moreover, models suggest that all investors will break even within 3 years from their investment.
Of course, in order to be appropriate, the model and the projections needs to be adapted to the

particular IDA program design used.

oo, A Hob——— o ——— —

* Daphne Clones, Robent Fricthran, Brisn Grossmae, and Cicers Wilson, The Return of the Dreans: An
FEconomic Analysis of the Probable Returns On A National Investment iy Individual Devetopment Amm&’
Washington, DC; Cerporation for Enterprise Develepment, c1995, '

3 ibid,
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Additional Information on Individual Development Accmnts
and Asset-Building Strategies |

+ Adams, Deborah Page and Michae! Sherraden, What We Know About the Effects of Asset-Holding, Warking
paper no. 96-1. 8L Louis, MO €SI, 1996 ,

¢ Assets: A Quarterly Updafe for Innovators (newsletter). Washington, DC: CFED. Free,

= (lones, Daphae, Robert Fricdman, Brian Grossman and Cicers Wilson, The Return of the Dream: The
Probable Economic Returns of a National Investment in Individual Development Accounts. Washington, DC:
CFED, 1995, $15.00+383.90 5h. :

s (FED, Universal Savings Acvounts Briefing Book, Washingion, DC.
« CFED, Individual Development Accounts State Sourcebook.  Washington, DC. $27.50 (includes s/h),

« Friedman, Robert E., Boian Grossman and Puchka Sahay, Buiiding Assets: Seif-Employment for, Welfore
Recipients - An Overview of the Results of the Self. Employment Inveziment Demonstration. Wnshmglon
DC: CFED, September 1995, $13.00 {includes s/h), .

* Friedman Robert E., The Safety Net as ¢ Ladder: Tronster Paymenis and Econonic i}ewfopmem
Washington, DC: Councit of State Palicy and Planaing Agencics, 1988,

v

*  Qressman, Brian, Puchka Sahay and Robert Friedman, Desigaing Your Own Individual Development Account
Demonsiration: An Infarmation ond Resource Hondbook for Community-Bosed Organizations,, Revised
Editian. Washington, DC: CFED, 1996 $30.00 (includes /).

*+  Keeley, Kathryn and Chris Weiss, Saviags Groups: A Tool for Community Organtrations, W‘tshmgtﬁn De:
CFED, September 1993, $15.004833. %G ¢/h,

¢ Oliver, Melvin L. and Thomas M. Shapiro, Block Wealth/White Wealth: A New Perspective on Racmf
Ineguality. New York: Roulledge, c19935.

» Rist, Carl and Robert Friedman, Bullding the Lodder: - Strasegies for Economic }mpm&m(?ﬁmxgd
Welfare Reform. Washington, DL CFED, September 1996, :

+  Schweke, Bill, Victoria Lyall and Carl Rist, Jobs By the Poor, For the Poor: Profifes of Community
Innovation. Washington, DC. CFED, September 1996,

¢ Sherraden, Michael. Assets and the Poor: A New American Wellire Polioy, Acmosk, ¥Y: ME. Shazpe
Inc., c1991. Ph, 914-273-1800 Fax: 9142732106, $23.95+484.52 ¢/h,

4+ Sherraden, Michael, JDA Evaluation Handbook, S, Louis, MO: Center for Secial Developmend, 19935

¢  Wider Opportunitics for Waomien, Six Steategies for Family Economic SelfeSufficiency: Great Me}zx Jor
Getting Low-fncome Fomilies Out of Poverty, Washington, BC: Wider Opportunities for Women, (202) 638-
3143, $35.00, E

H

H
*  Available from: Corporation for Enterprise Development, 777 N, Capitol Street, NE, Suite 410,
Washingion DC 20002, Ph; 202.408-9788 Fax: 202-408-9793

CFED requires prepayment by check or money order or writien purchase oeders For ail
orders. Washington, DC residents: Please add 5.75% sales tax,

$

+  Available from: Center for Social Development, Washington University, Campus Box 1196, One

Brovkings Drive, St Louis, MO 63130, Ph: 314.935.7433 Fax: 3!4«935‘8?”
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MODEL IDA LEGISLATION

A BILL

To provide for the establishment of a pilot system of Individual Development
Account (IDA) projects designed to provide individuals and families, especially those
with limited means, an opportunity 10 scoumulate assets, facilitate and mobilize savmgs
promote eaziucazson homeownership and ::zzcmemapmc development.

TITLE

(1) This Act may be cited as (choose one})

8) The {state) Individual Development Account Act
by The {state) Family Savings Initiative

¢} The (state} Assets and Independence Act

d} The (state) Family Development Account Act

FINDINGS, |
!
The State of finds that— |
(1) Americans of most economic classes are having increasing difficulty climbing the
economic ladder. Fully half of all Americans have no, negligible or negative investable
assets just as the price of entry 1o the economic mainstream - the cost of 3 house, an
adequate educsation or starting a business — is increasing,

{2} Economic well-being dozs not come solely from income, spending, and consumption,
but also requires savings, investment, and accumulation of assets, since assets can improve
economic stability, connect people with a viable and hopeful future, stimulate development
of human and other capiial, enable people to focus and specialize, yield personal, and
social dividends, and enhance the welfare of offspring. :
H

{3} There is an urgent need for new means for Americans to navigate the labor market --
to provide incentives and means for employment, upgrading, mobility, and retention.

{4} The household savings rate of the United States lags far behind other industrial,
nations presenting a barrier to economic growth, The state of should develop
;;oi;czes such as individual development accounts, that promote higher rates of pcrsana!
savings and net private domestic investment. <

(5) Inthe current tight fiscal environment, the state of should invest existing
resources in high-yielding initiatives, There is reason to believe that the financial returns,
i

4
i
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including increased income, tax revenue, and decreased welfare cash assistance, of|
individual development accounts will far exceed the cost of investment. !

{6) Tens of thousands of residents continue to live in poverty and receive public
assistance. Poverty is a loss of human resources, an assault on human dignity, and a drain
on social and fiscal resources of the state. Traditional public assistance programs,
concentrating on income and conmmptlon, have rarely been successful in promotmg and
supporting the fransition to economic self-sufficiency.

(7} Income-based welfare policy should be complemented with asset-based welfare
policy, because while income-based policies ensure that consumption needs (including
food, child care, rent clothing, and health care) are met, asset-based policies provide the
means to achieve economic self-sufficiency and, accordingly, to leave public assistance.

PURPOSES %
{1} PURPGSES -- To provide for the establishment IDA projects designed (o

{a) provide individuals and families, especiaily those with limited means, an
, Opportunity to accumulate assets; .
(b) facilitate and mobilize savings;
{¢) promote education, homeownership, and microenterprise development, and
(d) to stabilize families and build communities. |

DEFINITIONS !

(13 INDIVIDUAL DEVELOPMENT ACCOUNT - The term “individual |
development account” means 8 trust created or organized in the United States cxciusweiy
for the purpose of paying the qualified expenses of an eligible individual or family, [DAs
are special accounts simifar to TRAs, They are optional, earnings bearing, subsidized, tax-
benefited accounts that can be used for any of the following qualified uses:
hamwwnersi'up, education, job training, or small business capitalization.

{2} ?'{Z}{}CZARY ORGANIZATION -~ The term "fiduciary organization” means
any nonprofit fundraising organization which is exempt from taxation under section 501
{c) (3) of the Federal IRS Code of 1986. The fiduciary institution will serve as an |
intermediary between individual account holder and financial institutions holding account
funds, Their responsibilities may include marketing participation, soliciting matching
contributions, counseling program participants, and conducting required verification and
compliance activities.

{3) FINANCIAL INSTITUTION -- The term “financial institution” means an
organization authorized to do business under state or federal laws relating to financial

H

Corporation for Enterprise Development ‘ 2
' g
i



o

institutions, and includes a bank, trust company, savings bank, building and ioan ;
association, savings and loan company or association, and credit union, {

(4) ELIGIBLE EDUCATIONAL INSTITUTION- The 1erm “eligible educational
institution’ means the following: ' %
%
*(i) An institution described in section 481{a)(1) or f
1201(a) of the Higher Education Act of 1965 (20 US.C.
1088(a)(1) or 1141(a)), as such sections are in effect
on the date of the enactment of this subsection.

(i1} An area vocational education school (as defined

. in subparagraph {C) or (D) of section 521(4) of the

- Carl D, Perkins Vocationa and Applied Technology
Education Act {20 U.5.C. 2471(4))) which is in any

. Btate (as defined in section 521{33) of such Act}, as
such sections are in effect on the date of the
enactment of this subsection,

(5) POST-SECONDARY EDUCATIONAL EXPENSES- The term “post-
sccondary educational expenses’ means--

"(i) tuition and fees required for the enroliment or ‘

. attendance of 3 student at an eligible educational |

institution, and o |

(i) fees, books, supplies, and equipment required ]

- for courses of instruction at an eligible educational i

institution. g

{(6) QUALIFIED ACQUISITION COSTS- The term “gqualified acquisition costs’
means the costs of acquiring, constructing, or reconstructing a residence. The term
includes any usual or reasonable settiement, financing, or other closing costs. ,

{7} QUALIFIED BUSINESS- The term "qualified business’ means any i}usmess
that does not contravene any law or public policy.

(8) QUALIFIED BUSINESS CAPITALIZATION EXPENSES- The term
‘qualified business capitalization expenses’ means qualzfied expenditures for the
capitalization of a qualified business pursuant to a qualified plan.

L]

{9) QUALIFIED EXPENDITURES- The term “qualified expenditures’ means
expenditures included in 2 qualified plan, including capital, plant, equipment, working
capital, and inventory expenses.

. (10) QUALIFIED FIRST-TIME HOMEBUYER-
'(3) IN GENERAL- The term “qualified first-time
. homebuyer’ means a taxpayer (and, if marned, the

Corporation for Enterprise Development
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taxpayer's spouse) who has no present ownership

interest in a pringipal residence during the 3-year

period ending on the date of acquisition of the

principal residence to which this subsection applies.
(i) DATE OF ACQUISITION~ The term “date of ,
* acquisition’ means the date on which a binding contract :

to acquire, construct, or reconstruct the principal ]
: residence to which this subparsgraph applies is entered '
. 1nto,

{11) QUALIFIED PLAN- The term "qualified plan’ means a business plan which--
*(i) ts approved by a financial institution, orby a 3
nonprofit microenterprise program having demonstrated business expertise,
"(if) includes a description of services or goods to
. be sold, a marketing plan, and projected financial
statements, and
*(iti} may require the eligible individual to obtain |
. the assistance of an experienced entrepreneurial advisor, ;
: |
{12) QUALIFIED PRINCIPAL RESIDENCE- The term "qualified principal
residence’ means a principal residence (within the meaning of section 1034 of the Internal
Revenue Code of 1986), the qualified acqwsstwn costs of which do not exceed i{}i}
percent of the average area purchase price applicable to such residence (determined in
accordance with paragraphs {2} and {3} of section 143(e) of such Code),

(13} FEDERAL POVERTY LEVEL ~ The term 'federal poverty level’ meang the poverty
income guidelines published in the calendar year by the United States Departenent af
Health and Human Services. .

{14) HOUSEHOLD - The term 'household' means the adults related by blood, marriage
or adoption, or who are unrelated but have maintained & stable family relationship together
over & period of time, and individuals under 18 years of age related to the above aduits by
marriage, bloed or adoption, who are living together. Living together refers to domicile
as evidenced by the parties' intent to maintain a home for their family and does not include
& temporary visit.

(15) NET WORTH - The term 'net worth' means the amount equal to the aggregate
market value of all assets that are owned in whole or in part by any member ofa |
household, minus the obligations or debts of any member of the household,

|
!
i
PROGRAM ?

{1} NUMBER OF ACCOUNTS - For the year period beginning January 1, 1957,
and ending December 31, , the total number of 1DAs shall be inuted to

b
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:
accounts to (your state) residents whose household income does not exceed
200% of the federal poverty level (another opt:on which may better reflect reg;onaf
differences in cost of living, is 80% of the area’s median household income). Not more

than sceounts shall be established during the first calendar year of the period.

¥

INDIVIDUAL CONTRIBUTIONS

{1y CONTRIBUTIONS TO BE FROM EARNED INCOME- An individual may tmiy
contribute to an individual development account such amounts as are derived from earned
income. Tax return reports of earned income shall be used to verify compliance. I

(2) LIMIT ON FUNDS ACCUMULATED IN AN IDA - The total amount of any
individual development account (savings, matches, and interest) may not exceed twenty
thousand dollars. |
PERMISSIBLE USES

(1} PERMISSIBLE USES - Individual Development Accounts may be used for an:,f of
iiw following three uses.

(1) POSTSECONDARY EDUCATIONAL EXPENSES-
Postsecondary educational expenses paid from an
. individual development account directly to an eligible
~ educational institution,
"(2) FIRST HOME PURCHASE- Qualified scquasition
costs with respect to a qualified principal residence
for a qualified first-time homebuyer, if paid from an
individual development account directly to the persons
to whom the amounts are due.
‘(3) BUSINESS CAPITALIZATION- Amounts paid from an
- individual development account divectly to 3 business
capitalization account which is established in a
federally insured financial institution and 1s
 restricted to use selely for qualified business
- expenses consistent with approved business plan.

-

[
|

' t

{2) WITHDRAWAL PROCEDURES - The state shall establish such regulations as may
be necessary to ensure that funds held in an individual development account are not,
withdrawn except fer I or more of the qualified purposes {permissible uses) descnbed
above,

ELIGIBLE INDIVIDUALS

{1} INCOME LIMIT - The incoms of the houschold of the account holder does not
exceed 200% of the federal poverty level (or alfernatively 80% of the area honsehold
median income).

i

§
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{2) AGREEMENT WITH FIDUCIARY ORGANIZATION -~ The individual or family
has entered into an individual develop account.agreement with a certified fiduciary
organization or comununity based organization, (this assumes that the fiduciary -
orgamzaticm and the community based organization are not one and the same. Another
passibility, is that a fiduciary organization will enter into a contract with mthw
organization to provide certain IDA services}.

(3) NET WORTH LIMIT — The net worth of the household does not exceed $20,000
{disregarding home equity). l

H
i

FIDUCIARY ORGANIZATIONS

{1} FIDUCIARY ORGANIZATIONS -- Locally-based orgamizations ("ﬁducaary
organizations™) are 501 (¢} (3) organizations that serve as intermediaries between
individual aceount holders and financial institutions holding accounts. Their
responsibilities may include marketing participation, soliciting matching contributions,
counseling program participaats, and conducting verification and complance a{:ti\I.fities.

{2) COMPETITIVE PROCESS -- Locaily-based organizations will enterinto a i

competitive process for the right to become fiduciary organization for a portion of the
accounts that would be authorized initially. Organizations' proposals would be

evaluated and participation rights awarded on the basis of such items as their ;

() ability to market the program to potential account holders and potential matc%iing fund

contributors;

(b} ability to provide safe and secure investments for individua! accounts;

{¢) overall sdminisirative capacity, including the certifications or verifications required to

assure compliance with eligibility requirements, authorized uses of the accounts matching

contributions by individuals or businesses, and penalties for unauthorized distributions;

{d} z:a;zacity 1o provide financial counseling and other related service to potential

participants; and

{e} links 10 other activities designed 1o increase the independence of individuals and

families through home ownership, enhance education and training, and small business

development,

(3} PROGRAM AUTHORITY- If the State approves an application to fund an IDA
project under this section, the State shall, not later than __ months afler !
the date of the enactment of this Act, authorize the a;spizcant to conduct the project for
___project years in accordance with the approved application and this section.

(4) GRANT AUTHORITY- For each IDA program approved under this section, the State
shall make a grant to the qualified entity (fiduciary organization) authorized to conduct the
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project on the first day of the project year in an amount not to exceed § . !I
(5) SELECTION OF PARTICIPANTS - From among the individuals eligible for
assistance under the IDA program, each qualified entity graniee (selected fiduciary
organization} shall seledt the individuals (or families) whom the fiduciary organization
deems 10 be best suited to receive such assistance, l

PENALTIES !

{1} PENALTIES FOR NONAPPROVED WITHDRAWALS -- If the fiduciary
organization receives evidence that moneys withdrawn from IDAs are withdiawn under
fulse pretenses and are used for purposes other than for the appraved purposes indicated
at the time of the withdrawsl, the fiduciary organization should make arrangements with
the financial institution to impose a___% penalty on the moneys withdrawn or loss of
matches and may, at its discretion, close the account.

{2} TAXATION OF NONAPPROVED WITHDRAWALS - Any withdrawal for.
purposes other than the permissible uses, or withdrawn for purposes other than for the
approved purpose indicated at the time of the withdrawal are subject to taxation. -;

{3} RESOLUTION OF DISPUTES. The fiduciary organization shall establish a |
grievance committee and a procedure 1o hear, review, and decide in writing any grievance
made by an IDA account holder who disputes a decision of the operating ergamzatmn that
a withdrawal is subject to penalty.

3

(4) INDIVIDUALS UNABLE TO COMPLETE THE PROJECT- The State
shall establish such regulations as are necessary, including prohibiting eligibifity for further
assistance under an IDA project conducted under this section, to ensure compliance with
this section if an individual participating in the IDA project moves from the comunity in
which the project is conducted or is otherwise unable to continue participating in the
project.

INCLUSION IN WELFARE REFORM PLAN

{1} USE OF TANF FUNDS - The IDA program has been created in accordance
with all provisions in section 404 (h) of HR 3734, the Personal Responsibility and Work
Qpportunity Reconciliation Act of 1996, State Temporary Assistance for Needy Families
(TANF) funds may be used to match account holders contributions 10 their IDAs as
provided in section 404 (h).

(a) Matches of up to $500 per year in the account of TANF eligible mdmduai will
be provided on a 11 basis through those fiduciary organtzations/community based !
organizations selected to run IDA programs.

{b) TANF funds may also be used to provide operating expenses to those
fiduciary organizations/community based organtzations selected to run IDA programs.

|

1
!
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{2} NO REDUCTION IN BENEFITS « As provided in section 404 (h) (4) of HR 3734,
the Personal Responsibility and Work Opportunity Reconciliation Act of 1996 -
Notwathstanding any other provision of Federal law (other than the Internal Revenue Code
of 1986) that requires consideration of | or more financial circumstances of an individual,
for the purpose of determining eligibifity to receive, or the amount of, any 2 assistance or
benefit authorized by such law to be provided to or for the benefit of such individual,
funds (including interest accruing) in an individual development account under this

subsection shall be disregarded for such purpose with respect to any period duning which
such individual maintains or makes contributions into such an account.

.
H
N
¢

H

MATCHES
(1) STATE MATCHES -- Payment by the state of a match on the amounts of up te
3 per calendar year on deposits in an [DA. The state match shall be based on the

individual or Famitlies income level.

{a} For an account holder with 2 household income which is less than or equal to liO(}% of
the federal poverty level, one doflar for each dollar saved,

{b} For an 2ccount holder with a household income which is greater than 100% of the
federal poverty level but less than 150% of the federal poverty level, .5 doflars for each
dollar saved.

(¢) For an account holdea‘ with a houschold income which s greater than or equal to

150% of the federal poverty level, but less than or equal te 200% of the federal poverty
Jevel, .25 dollars for each dollar saved. ;
{2) STATE MATCH LIMIT -~ Not more than § in state match should be
deposited mto any IDA in a given year, .

{3} MATCHING FUNDS - Selected fiduciary organizations may receive no more than
$ in matching funds in any given vear,

S - b

SAVINGS REFUND -
(1) STATE SAVINGS REFUND -- Payment by the state of a savings refund on the
amountsofupto 3 per calendar year that an account holder deposits in an TDA.

The state savings refund shall be the indicated percentage of the amount deposited:

{a} For zn account holder with a household income which is less than or equal to 100% of
the federal poverty level, (30% - 100%).

{b) For an account holder with a household income which is greaier than 100% of t}ue
federal poverty level but less than 150% of the federal poverty level, (25%-75%). |

H

H

¥
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{¢} For an account holder with a household income which is greater than or equal to
150% of the federal poverty level, but less than or equal to 200% of the federal poverty
level, (25%). i

(2) STATE SAVINGS REFUND LIMIT -- Not more than in state éavings
refund should be deposited into any IDA in a given year, )

¥

TAX EXEMPTION

{1) STATE TAX EXEMPTION -- All money contributed into an individual development
account (including state and private matches, individual savings, and interest earned) are
not subject to state fax. {or perhaps ....not subject to state tax until withdrawn).

TAX CREDIT

{1y TAX CREDIT FOR PRIVATE CONTRIBUTORS -- Individuals, orgasizations, or
businesses contributing matching funds for TAs will receive a tax credit equal t6:50% of
the amount contributed. i

(2} CONTRIBUTIONS MADE THROUGH FIDUCIARY ORGANIZATION -
Individuals, organizations, and businesses seeking the tax credit can contribute a matching
share to designated individuals or contribute to 8 fiduciary organization (501 (¢} (3)
organization that is adminisirating an IDA program} and perniit it to allocate the ﬁmds to
all it participants on a proportionate basis, y

|

ADMINISTRATION/EVALUATION/INFORMATION/REPORTING

(1) LOCAL CONTROL OVER IDA PROGRAMS -- Each qualified entity grantes
(selected fiduciary organization) running an IDA program shall have sole authority over
the administration of the project. The state may prescribe only such regulations with
respect to demonstration projects under this section as are necessary to ensure compliance
with the approved applications.

¥

(2} PROGRAM REP{}RTING ~ Each IDA program shall report {at least annually) the
number of accounts, the amount of savings and maiches for each account, the uses of the
zecount, and the number of businesses, homes, and educations purchased, as well as such
other information as may be required for the state to responsibly operate the program,

(3) STATE REPORTING -- The state shall prepare 2 written report annually regarding
the implementation of and recommendations concerning the state IDA program. Sad
report shall be transmitted to the general assembly on or before 1 of each year
commencing in 1997, ;
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{3y ADMINISTRATION COSTS - Selected ﬁdﬁc;ary organizazzons may receive no
more than $  tocover admimstrative costs in any given vear,

APPROPRIATION l

{1} STATE APPROPRIATION -~ To effectively implement and manage the IDA
program, the state of will appropniate $ million per year. ;

(2) TANF FUNDS ~- The state will provide (up to §% (3 )} of TANF grant for
support of the IDA program. Of these funds x%, y%, and 226 may be used respectively,
for matches, program operation adnunistrative costs, and svalustion/reporting expenses.

(3) TAX CREDITS - The state will provide no more than § i tax credits for
private individuals, businesses, and organizations contributing funds to TDA programs.

i
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Building Assets -- Savings/dsset Development

|
What are Individual Development Accounts?

Individual Development Accounts are dedicated savings accounts, similar in structure to Iittiividua}
Retirement Accounts (TRAs), that can only be used for purchasing a first home, education or job training
expenses, or capitalizing a small business. They are managed by coramunity organizations and accounts
are held at local financial institutions. Contribastions for Jower income participants are matched using both
private and public sources. Additionally, all participants receive economic fiteracy training that shows
them how to clean up their credit, set up a budgeting and savings schedule, teaches them ii’;e bastcs of
money management and participate in the new global economy. g

Current income maintenance policy raises people to the poverty line, leaving them only one sickness, one
accident, or one divorce away from poverly. While providing food, shelter and clothes to low-income

families is imperative, this aid alone will not produce viable escapes from poverty. Washington University
Professor Michael Sherraden notes, "Income may feed people’s stomachs, but assets changa their heads.”

Sherraden, who mtméuoed the concept of IDAs in his serninal 1951 book, Assets and the Poor explains
that the distribution of assets in this country is much less equal even than income ézsmhulmn While the
top 10% of Americans command 40% of national income, the top 1% control 90% of assets. Fully
one-third of American households have no or negative investable assets; nore than half have zzeg!rgxb!e
amounts, Natianal policy reinforces asset me:;uatuy The federal government subsidizes asset acquisition
for the non-poor by over $200 billion annually in the form of home mortgage deductions, prefcremial
capital gains, and pension fund exclusions. Meanwhile, the federal governunent penalizes asset acquisition
by the poor by denying eligibility to welfare recipients who exceed the $1,000 asset limitation from
gequiring the piece of business machinery that could enable them to create their own job, oF save for their
or their children's college education, or purchasing a first home.

Owning assets gives people a stake in the future - & reason to save, 1o dream, to invest time, effort, and
resources in creating a future for themselves and their children, Sherraden pinpoints nine effects of
asset-building. Assets ]I

¥
Improve houschold stability, :
Psychologically connect people with a viable, hopefil future.
Stimulate development of other assets, including human capital.
Enable people to focus and specialize.
Provide a foundation for risk-taking,
Increase personal efficacy.
Increase social influence.
Increase political participation.
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. |
* Enhance the welfare of offspring, |

!

IDAs address the deficiencies of the current system by retuming to the asset-based pa}ﬁ};ies responsible
for America's greatest peniods of economic growth and prosperity. Our long history of asset-buddmg
policies includes the Homestead Act of the 19th Ceniury and the GI Bill of the 20th Century. The former

provided land on the frontier 1o stimulate ecopomic growth. The latter subsidized mi!ege tuition for war
veterans, who in tum, drove our post-war economic expansion.

;
i
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How IDAs Work ' |

Toni Davis, a 21.year-old African-American mother of three, fled from Atlanta to Zﬁdianabclis 10 escape
an abusive husband, Shaken by physical abuse and lacking both a high school education and marketable
job skills, Toni seemed destined to fall through the cracks of our welfare system. Two years later, after
opening an Individual Development Account (IDA), Toni has transformed ber life and is brimming with
confidence and optimism about the fisture, Already having earned her GED and completed a year of
college, she will soon have saved enough money to purchase her first home. She atiributes her success to
the opportunity and hope that IDAs provided her, *I saw [the IDA] as my way out -- not to have to go
back into the [battered women's] shelter., It made me want to go out there and do things."

J
IDAs are a potent 100! used by community organizations throughout the United States, IDA
demonstrations are underway at several sites nationwide, stimulating participants' savings rates, building
their assets, and connecting these individuals to the economic mainstream. Currently, most of the
demonstrations are funded by private foundations. Ideally, in the futuse, YD As will be funded by a
combination of private and public sources. The following four-siep process documents how an IDA
participant, like Toni Diavis, moves through a typical IDA demonstration.

Step 1 -- Introduction and Orientation

Toni enrolis in Eastside Community Investment’s (an Indianapolis-based community development
corporation) BASTA program shortly after her arrival in Indianapolis. BASTA provides transitionai
housing and counseling for battered women. While in the BASTA program, ECI staff tell Tom sbout
Individual Development Accounts and recommend that she attend an [DA orientation session,

Participants itt ECI's various existing programs {including BASTA, Home Ownership, YouthBuild, and
Microenterprise) attend ECI's IDA Orientation Session, The orientation explaing the importance of
asset-building, how IDAs work, introduces participants to various asset-building options, demonstrates
how assets transform hives, stresses the importance of continued savings, and demonstrates how savings
can compound and accumulate over a lifetime. ECI also invites graduates of its IDA program and current
IDA participants to their orientation to explain what IDAs have meant to them. |

|
Step 2 -- Opening Accounts .
After attending the odentation Tont and several other ECI program participants decide to open Individual
Development Accounts. Toni opens an IDA savings account at ECI's local credit union where she
deposits money every month (or tore often, if she 5o chooses). Pertodically, ECI contributes matching
funds for each dollar Toni saves into & separate parallel account, At the same time, ECI's IDA
management information system tracks how much each participant has saved, how much in matching

]

I
VUGS 211 PM



Sitpiaemew tma comvefedhowaork. mi hnp;ifiw&m.mvcfodfhawwhhm]

202

_ funds they have esrned, and the interest they have accumulated. Tani receives monthly banking

statements from ECI showing her current levels of savings, matching contributions, and interest in her
1DA account. ]

Step 3 -- Credit Counseling, Budgeting, Economic Literacgg and

Training ‘ :

Shortly after she enrolis in the l’iCi IDA program, Toni meets with ECI staff to dmiﬁp an asset
acguisition plan. During the first step in this process, ECl conducts a review of Toni's credit, where if
necessary, they will help her develop a plan to esta blish or clean up her credit. Second, staff discusses
income and consumption patterns of Toni's household.and works with her to develop a savings schedule
based on how much her household can z2fford to save each month,

Toni then attends mandatory economic fiteracy sessions where she follows a curdeulum specifically
designed to teach the vital concepts nocessary for success in today's economy {such as banking, investing
and money management skills). Eastside Community Investments has collaborated with the Purdue
University Cooperative Extension Service to create an economic literacy curriculum entitled, "Making
Your Money Work." This five-gession curricalum includes lessons on money management, getting the
most from your money, understanding and managing credit, money plans, and recordkeepmg, in addition
to individual meﬁtmgs and homework for each IDA participant, f

Tont receives specific training in the area of homeownership, the asset for which she will use her DA
(those who wish to use their IDAs to start their own business must complete nﬁmterpnsc training).
ﬁddltmnaiiy, during the asset accumulation process, ECI provides Toni one-on-one counseling when she
has questions concerning ﬁzzancia.l management and on how the IDA program works, Many IDA
pamczpants also form weekly or bi-weekly support groups where they discuss IDAs with fellow
participants and with "graduates" of the IDA program.

Step 4 -- Withdrawal, Purchasing Assets, and Beyond
After Toni has accumulated adequate funds in her account (savings + matches + interest) to purchase the
asset of her choice, and has completed both economic literacy training and counseling in the specific asset
area in which she will use her IDA, she is ready to make 2 withdrawal. Ton fills out withdrawal forms
which state the asset she wishes to purchase (a first home) and the asset vendor, and ECI reviews her
request to check the legitimacy of the asset vendor. After approving Toni's withdrawal reguest, ECI
writes a check (from the matching funds Toni has sccumulated 1o the asset vendor, and at the same time
Toni writes a check (from her IDA savings account) to that asset vendor, . :

After Toni uses her IDA funds to purchase 2 bome, she continues to save for her own and her family's
future (but without matches).

Home | About CFED | What's New? | Publications

Corporation for Enterprise Development, National Gffice, 777 North Capitol, NE, Suite 410,
_ Washington DC 20002 '
Email: cfed@cfed org, Phone: (202) 408-9788, Fax; (202) 408-9793 |
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Savings/Asset Development — Individual Developmeni Accounts

Myth # 1. The poor are unable to save,
Reality: Poor people throughout the country are already saving,
and IDAs are providing a mechanism to increase savings rates.

El

Se?en Myths and Realities About I.IiAs
|

The promise and success of Individual Development Accounts have alrez;dy begun to
dispel commonly held myths concerning IDAs, savings and community development.
Seven of thf: most prevalent myths are listed below along with the realities that disprove

them. |

|

i
Poor people do save -- even when saving means having less for food, clothing, and housing. Tens
of thousands of low-income Americans have opened accounts at Community Development Credit
Unions throughout the country. Currently 60% of accounts in these credit unions are opened by
those with family income levels below $10,000. Additionally, there is s growing movement among
public housing residents to form savings clubs, pooling $2, $3, $4 per month so that the group will
have access 1o 3 small (though growing) pool of money for loans in case of an emergency.

Why the sacrifice? Because this is the price of stability -- a buffer against the certain, if
unpredictable, illness or accident that will otherwise throw the family into disarray. And because
saving is the price of hope, savings offer the huxury of imagining a future better than the present,
justifying, planning, and preparing for that future, and enabling an individual to invest in that Rature.
Additionally, low savings rates are a threat not only to the poor, but to this wealthy nation as a
whole, undermining our ability to make needed mvestments in businesses, education, and
infrastructure that will determine our fisture economic well-being.

;

i

Myth # 2: 1DAs are a giveaway. |
Reality: IDAs are an investment in America’s future.

The IDA program invests government and private dollars in proportion to the savings of the poor
and w&rkmg poor account holders, Just as the government provides incentives for asset-building
investments in businesses, homes, and retirement savings for the non-poor, 1DAs provzde a vehicle
for the poor to build assets.

1268 4111 PM
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Furthermore, specific financial and social returns accrue to government, private sector, and society
as investors in IDAs. [DAs produce homeownership, businesses, and increased earnings dug to new
education diplomas for account holders. In addition, IDAs produce new jobs, businesses, more
home-building, decreased income maintenance expenditures, and an increased tax base for tax
payers. In fact, 8 recent return on investment study by the Corporation for Enterprise Development
{CFED)} estimates that, based on the best data available, if the federal government were to run an
DA demonstration, for every dollar invested in IDAs, the federal government would earn $2.71,
state and local governments would earn $4.79, and individuals would eam $10.05, IDAs should be
assessed in the same way other investments are assessed -- by the returns they generate,
%
Myth # 3. Savings in IDAs will not grow large enough to allow low-income people to accumulate
assets, 3 '

i
Reality: IDAs are structured to provide participants sufficient
funds to pay for the downpayment on a first home, tuition to a
public college, or start-up costs for a small business.
1DA proposals enable Americans with very limited income to accumulate a few thousand dollars
over two to three years, if they save a small percentage of their earned income every month.
Powerful evidence exists that surprisingly low amounts of savings produce the hopefulness, future
orientation, initiative taking, and planning that are theorized. Savings of $2,500 to 35,000 are
enough to pay the downpayment and closing costs on an average priced affordable home ($40,000

to $65,000), annual tition at 8 public college or technical school, or the sza:ﬁ-wp costs for a small
busisiess.

Myth # 4: IDAs are untested and will not work. i
Reality: IDA demonstrations are currently operational at several
community-based organizations in the country. Asset-based
interventions have already proven to be extraordmarlly
successful.

IDAs and asset-building poicies have already achieved considerable success. i ;
The IDA program of Eastside Community Investments in Indianapolis (ECI) has es%ahizsbed over
100 IDAs.

Homeownership programs for low income families, such as the NeighborWorks program of the
Neighborhood Reinvestment Corporation and the Community Centered Banking pmgram of the
Huntington Bank, have helped 5,000 low-income familics purchase homes with an average default
rate of 1.25%. -

Business owners in the Self-Employment Investment Demonstration (SEID), a five-state
microenterprise demonstration project comprised entirely of AFDC recipients, saw their reliance on
AFDC as a primary source of income decrease 65%, and their reliance on food stamps as a
secondary source of income decrease 62% from their time of entry in the program. At the same
time, SEID business owners sccumulated an average of $4,867 in net business assets and $8,738 in
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gross personal assets. ‘ -'

Myth # 5. IDAs will only enlarge the welfare system.
Reality: IDAs will transform the welfare system by creating an
investment system which provides low-income individuals long
term, lasting escapes from poverty.

i
H

IDAs used for home purchases would have the effect of reducing AFDXC cash payments and direct
housing subsidy payments because mortgage programs for low income families require one 1o two
years of consistent employment. The opportunity for homeownership would be & powerful
incentive for welfare recipients to find and keep &l time jobs, Business IDAs wauld provide an
apportunity for welfare reciptents to create their own jobs through sel f‘wempiaymeflt tn
microenterprises. Education 1D As would assist recipients to purchase the training and skills needed
to command high wage employment and permanently leave the welfare system,

Myth # 6: IDAs will create a large government bureaucracy and become yet another 2&?‘g§§t for welfare
fraud. ;

Reality: IDA demonstrations are run through community
organizations and accredited financial institutions which have
built in safeguards against abuse and only allow accou nt funds to
be released for permissible assetvbased uses.

!
Government will have a limited role in state or national supported IDA demonstrations. Currently,
2z few community-based organizations (CBOs) are running IDA demonstrations using the same
basic framework that will be applied in a federal demonstration, Community-based organizations
are the ideal defivery mechanism for 1DAs due to their ¢lose contact with low-income chents and
their understanding of low-income communities,

IDA participants will open accounts at aceredited financial institutions, Community organizations
will be charged with informing and monitoring participant withdrawals. Account holders will not
have direct access to cash from the account, Withdrawals must be in accordance with specific
provisions that result in direct payments to the educational institution, morigage company, of

busingss ﬁquigjment supplier. CBOs will also ensure that asset vendors are legitimate.
i

Myth # 7: The Federal and state governments can not afford IDAs. i
Reahty To compete in the global economy, America must invest

in building the assets of low-income people and communities.

}
!

Unless we invest in the sbility of low-income people and communiticg, and indeed the economy as
a whole, to acquire skills and increase productivity, build businesses and jobs, and establish stable
homes and communities, the likelihood is that needs will continug 16 grow while the resources 1o
meet them, both publicly and privately, will only diminish. It is not a question of whether we can
afford IDAgs, but rather whether we can afford not to have them,

3
i
!
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Fer the first Ume, Congress kas passed
fegistation on Individua! Development
Acoounis (IDAg). The landmark weifare
reforim bill passed by Congresy and signed
by the President includes provizions that
aliow s1azes 1o create community-based
IDA programs with state block grant funds
and that disregard all monsy saved by the
poor in IDAs from affecing their
eligibility for goverament assistance,

Professor Michael Sherraden of
Washington University, who introduced
i IDA concept five vears ago, hailed the
IDA provisions as producing “far and
away the most important policy changes
singe we started this work.”

Sherraden explains the significance of the
IDA language, “The pelicy precedents are
botd and sweeping. {1} asset building is
aow on an even footing with income
wansfer as ¢ policy option, and {2} through
IDAs, asses Limits are vistually abolished
in means-fested transfers.” He further
notes that with current AFDC
expenditures totaling $12 billion, state
black grants could translale into teas of
miliions of doflars for IDAs withant
reducing mainionance Support.

The 534 provisions were introduced by
Senator Dan Coats (R-IN} who is also co-
sponsor with Sen. Carol Moseley-Braun
{0-1L) of 51212, the Assets and
{odependenge Agt, which woald create a

ASSETS

A QUARTERLY UI’DATE FOR INN OVATORS

IDAs Part of New Welfare Reform Law |

50,0600 account, $160 million national IDA
demonstration. Houge budget cosumitiee
chairman Johs Kasich (R-OH), who
introdssced the Assets and independence
Art in the House, played a pivetal roll in
steering the welfare reform DA Janguage
through the confarence committss,

In several respects. the IDA amendment
mirrers $1212—it provides that only
carngd come oan be saved in IDAs,
designates non-prefit, community-based
crganizations a5 custodians of [DA
soonnts, and permits IDAS 1o be used for
education, homeownership, and business
capitalization. It does not, however,
pravide additional federal funding for
MAs,

To utilize the IDA provisions, which are
one of the few specific initiatives endorsed
in the legisiation, states would have 10
incinde IEXAS in their state plans.
Community groups eagss (o launck IDA
initiatives including weifare recipienss
should begis sducating state officials on
the wisdom of inchuding IDA provisions in
their plan. States need not utitize block
grant fonds to matel: 1DAs in order to
diseggard [DA savings

By crealing sa infrastructure for 1D As and
stimulating momentum for asset
development, ihe welfare seform bill is an
tmpactant step in pavisg the way for
passage of broader 1A Iegislation pext

session, Already, Senstor Conts has
corumined to re-introduee S1212 in the

next Congress, and is incréasingly ;
eptimistic that it witl pass. é
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Call Your Senators and ask them to co-sponsor the Asscts and Independence Act (81212} This legistation would authorize 8
federally-funded 50,000 account, $100 millien DA Demeonstration Program, Scaators interested in co-sponsoring the bifl should
cait Vince Ventimighia io Senator Dan Coars (R-IN) office a1 (202) 224-1133,

s 21 8

Under the new federal welfare law, sates most submit 3 State Plan to yeceive their Tomparary Ass:staﬁae for Necdy Families
{TANF} Block Grant. Community groups should coniact their state legistators and government officials to urge them to include
1D Ay in their State Plans whick will net only allew states to take advantage of the asset accumulation disregard, but albss create

an infrastructure for IDAs with the option of funding tiem with TANF grants.
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1

[Landmark Priva

The Corporation for Enterpeise Developmen {CFEB} and the Center for Socigl
Development {CSD) of Washington University ars in the advaneed plansing stages of the
first large scale wst of the efficacy of Individual Development Accounts ag 4 rovte (o
economic independence for low-income Americans.

The privately-funded Downpayments on the American Dream i’eiicy Demanstralion
{DAD) will establish ai Izast 2,000 IDAs in low-income communities scross the coumsy.
Up to ten community-based organizations (and their states) will be selected throngh 1
Competitive process o mount local initiatives ustng different bat comparable desigus,
Maost of theos initiatives will be small {100 accounts), but a8 lenst two will test the
comiunity tmpact of larger scale demonsirations by £stablishing 500 accounts or more.

UFED wit! conrdinate the demonsiration by raising gnd managing fands, conducting the
selection of participating organizations, comvening semi-ansual meetings of
demonstration participants, providing teehinical assistance, and speartieading state and
federal policy deveiopment and media outreach. The Center for Social Development
{{°509) of Washington University will conduct an extensive sevén-part evaluation which
will examine implemeniation, poal attainment, savings behavigr, household putcomes,
COmMINITY SUICOMES, rewun on investment, and policy and program implications using a
variety of evaluation methodologies.

As currently envisicoed, DA will span 3 seven vear period beginning with one vear of
planning and setaup, four vesws of speration, and two venrs of past grogram: follow-up. In
total # will leverape $11 million 18 resources over that period, with $4.3 million aliocaied
for the accounts of fow income Americans {of which 51 miliion is their own savings), 52
% e ntillion covering the operating and waining vosts inturred by participating comrssnity-
¥ m’""““ «g"‘ £35S based organizations, $2.3 million 0 cover the organization, techaical assistance, policy
*nge ! ' advocacy, and public education, and $1.73 million for evaluation. CFED plans 10 sead
A out & request for proposals for DAD in fall 1996

For more information, contoct: Brion Grossaunn at CFED, 777 North Capitol 53, NE,
Suite 476, Washington, DC 20002, Tel. # (202} 4089788, Foax % (202) 408.8793.

IDAs Surface in Presidential ?Sampaigns

| Less than four years ago, then presidential candidate Rill Clinton
f | advecated for the creation of Individual Development Accoants for low-
228 income Americans, and as President included these savings accounts in
his first welfare reform: proposal. As the 1996 Presidential campaign gets
M into full swing, IDAs under various names have st only come to the
atention of tie President, bul alse Republican candidate Bob Dole, and former Colorads
Governor Dick Lammn, ap unsuceessiul third party candidase, i
To develop his economic plan, Dale convened an advisary proup of six conservative :
economints including Nobel laureate Gary Becker of the University of Chicago. and 2 !
former head of the President’s Courcil of Economic Advisors, Martin Feldstein of f
1
|
!

e N T

wrr ex;zzgncﬁng

e e oo 1 e v W=

Harvard University, fn a May 13, 1996 preliminary advisery memo, leaked 1o the ¥ail
Streer Journal, these economists recommend that Dele’s economis platform inchude
consideration of “prrsonal sacurity savings accounts”™ and “dirsct federal contributions ©
maick the savings of low-income psopie™ Dole’s econdmic plan includes several
provisians i¢ enceurages savings and productive investment thau gl: it fails to level the
playing fid,

Lamm, who unsuccesshully bid for the nosination of Rass Perot’s Refoon Party, has
pmposed the creation of a “National Thult Plan™ which would evezhau] sacial security,
moving the system from & pay-ag-vou-go struciure to 2 fuily-ﬁmded system of
individually owned and privately invested Personal Thift Accounts. Lamum’s proposal
algo calls for the government 1o match the saviags of low-income workers,

i



A new project coordinated by Washington
DC-hased Wider Opportunitics for Women
[WOWS will provide resources and
technical assistance (o conutunity-based
activists and stales on §ix sirategies thas
promote seif-sufficiency for Iow.income
families including Individual Development
Accoumts and microeneérprise
development. {The other sirategics are
adopting 2 sew self-suffliciency standard,
argeing hipher wage employment sectors,
integrating literacy progyams with
occupational skills and family suppon
prograsms, and improving the access of
Jow-income wanen fo nontraditiona)
employvimeat,)

Cindy Mamag, Exccutive Dirgetor of
WOW explains tsat the proiect, a joint
verture with the Corporation for Enterprise
Development, the Ms, Foundgtion for
Womea, and the National Economic
Deveiopmerst Law Center, responds to the
“disappramace of many of the federal
{egisiative provisions that had supported a
devetopiment agenda for law<income
families,”

~Collectively, we decided that the changes
requirgd acw vision and creative
solutions,” moies Marang, I was time to
roll up gur sleeves and congider a new
approach.” Key project activities will

i inchude the development of a resource book
on Whe six stratezies, legisiative analyses of
fedgral welfare and workforCe devglopment
bills, funding and technical assistanca to
jotal activist groups o achisve policy
inpiementation of the six srategies, snd
sechnicnl assistance {0 other stales
interested it adopting the six strategies.

Fijol wark in the projest will be dope in the
Diginiet of Cohunbia and California. Other
targeted siates include: Georgia,
Pennsyivania, North Carcling, Illinois,
Minaesofa, Texas, Montana, xnd Gregon,

To find out more about the Froject or to
see how you can prrticipate, contact!
{indy Marane or Sandra Van Fossen ai
WO, 815 15th Street, NW, Suite 916,
Washington, [0 003,

Tel ¥ 202-038-3143

Fax £ 202-638-48835. .

‘National News

" findings:

While tens of thousands with low- to moderate-incomes have meved into homes in the
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Survey Finds Lack of Downpayment
Biggest Obstacle to Homeownership

*annie Mag's 1996 National Housing Survey raveals

- Americans of al} income groups believe homeownership
is central to their achieving the American Dream. Most
motably, 52% of Americans surveved cited not having
enough money for a downpayment as an ebstack o
hameowsnership, The survery also reveals tw for low- 1o
moderate-income renters, owning their own home is the
\, most important goal in their Hives. Other noleworthy

i
® §3% of Amcricans believe homeownership snakes 2 beuer
home Life Tor children than does renting,

o 43% of Americans feel homeownership is within reach for
people 25 1o 29, compared to 35% four years ago.

* 63% feed finding « qualified buyer for & howe i very/aidy
casy, campareid ta 45% in 1992
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past four years, horneownership remaing glusive 10 g large mzmbcr of low-intame :
Americans. Seventy-six pareest of lew- to moderate-income rcr{zm report $hat they yent

becauss of their clroumstances, not as & mansy of chpice,

une 1996 brought the deaths of

Congressman Bill Emcersog, g Missoun
Republican, and justne Peiersen,
Managing Disctor of the 5t Leuss
Reinvesument Corporation. Both made
important contributions 1o asset building
policy and community development.

Rep. Emersen, 3s the ranking momber of
the House Select Commiies on Hunger,
co-sponsored with Rep. Toay Hall (-
OH} the first federal legisiation catiing for
an [[3A demonstration in 1991 This bill,
in severa! different versions, bas remained
influsntial in Washuagion, President
Clinton inchuded 2 in his 1994 welfare
reform proposals, and Senators Dan Coats
{R-1N) and Carol Moseley-Braun (D-1L)
have re-introdeced it in the current
Congress. Mr. Emerson, a conservative,
was a faithful supporter of andi-huager
and catmunity development legisiation,

He exemplified g constructive, bipartisan

fegisiative stvie tsat was highly regarded
among his colleagues.
S

Justine Pelersen was o1 of the mation’s
pathi-bresking organizers in comumunity
reinvestment, Working for ACORN in
the 19808 and early 19905, she nepotiated
mare than five hundred million doliars in
Iending packages for low-incone and
minonity homeownership, Ms. Petersen
was justifiably proud that these loans had
extrgordinariiy low defiel rates. To
protect against defauit she pipneered tie
use of an eserow Savings account with
rognthly deposits  be used o case of
family emergensy, In her position wiih
the $1. Louis Reinvestuent Corporation,
Ms. Potersen designed a plan 10 expand
this savings mechanisn: {a create
individual developmeant accounts, She
was loved and cheérished by ihousands of
8t. Louisans whose familics and :
communities benefited from her work, :
* w Michael Sherraden |
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Community development eredit uaion’s
{CDCL's) 60 vear history of
PrOMOLing SAVIRES aMORE the poorest
comsmunitizs in America is strong proof
ihat the poor can and do save, First
formed in the 1930s in Afrcan-Amesican
cesnmmunities {primarify in the South) tha
were denied access o credit and financial
services by other financial ingtitutions,
CHCUs provided savings faciliics and
ioans to i Jow-income members,
Historically, {DCUs have gathered a
iarge majority of their assels, in the forn
of member savings, from the low.income
comnunitics that they sorve,

The National Federation of Community
Developmesni Credis Unions (INFCDCLD
eeports that as of December 31, 19935,
there were 127 COCUs in their
membarship patienwide which had an
average of 1,352 savers per institution
(for a totad of 17],104 savers). These
CDCUs served nearly four savers for
every horrowee, At e end of {9935, there
wis over $250 million in savings a1

4 ABSETS: A Quarterly Update For Iuncvators

| National News

CDCUs with aaly 9% of alf CDCU assets
coming i the form of non-member
deposits} from outside of the sommaunitics
ihat they serve. While the average
savings balance of CDCY savers was
more than $1,200, the median family
income for COCU members was $19.000.
The performance of CDCUs clearly
demunstrates that low-income familics
¢an save significant amounts,

In recent years, CDCUs have expanded
the range of producis and sevvices that
they offer 1 now include mongage and
smadt business loans, checking accounts,
and ATM access. At the samie Ume, their
central mission {6 promste thrifl in fow.
income communities has remained
constant throughout their 604 years in
exisience,

Given their experience with saving and
low-income cormmunitizs, and thieir status
3 insured depositories, CDCUs are now
embraciag Individual Developiment
Accounis. Already, two CDCUs (Near
Eastside Community Federal Credit

August 3398

The Poor Do Save, CDCU's 60 Year History Attests

Union in Indianapolis, Indiann and
SCICAP Credit Union in Leon, Jowa) are
participating in 1DA programs, Several
other CDCUs are already actively
developing initiatives, Moreover. the
NFCLHCH hias received funding from the
Chatles Stewart Mott Foundation and the
New York Community Trust to develop a
broad program for CRCUs seeking 1o offer
H2As to NFCDCU members.

For more information contack
Maorgan Sandguist, NFCDCU,
130 Wall Swreer. 16th Flope.
Azw York, AT 10003
Fel# 212) BOP-1850
Fax e {112) 8093274,

<

New IDA Legislation in the House ; >

n May 16, Congressmen Watts {R-OiC}

and Talent (R-MD) introduced HR.
3487, Saving Our Children: The American
Community Renewal Act of 1996, The

of 100 renewal communities {and the
repealing of existing cmpowerment rone
iepistation}.

In addition o receiving special (ax benefits,
and targeted federal assistance, thess
renewal communities would be anthorized
w eslablish Family Drevelopment Accounts
{FDA} for community residents. EITC
recipients Hiving in a rencwal commusnity
would be able to put a portion of their credit
into a savings account that wosld reveive 2
federal match. All withdrawals from FDAs
would be tax frex for the purchase of 5
home, post sesondary education, or creation
of a small busiocss, Contributons to FDAs
would be limited to $2,008 in unmatched
incoine for 4 one year period and the federal

centerpiece of the legislation is the creation -

match wonld be funded througls Sovial
Service Biook Grant (S5BG).

On Fune 25, Congressman John Kasich (R-
Q) and Senator Dan Coats {R-IN) jointly

isunched phase 1 of e Project for Amencan

Renewal—a compreheasive legislative
package aimed at reinventing foderal
programs targeted 10 poor Cominaniaes and
individuais in poverty, Kasich has reently
gained notoriery for hig leadesship in the
battie to Cut federal spending. His gupport of
IDAs indicaies that even the most figcally

conservitive congressional members
recognize the lnpartance of assel-
building to the U.S, ecanomy.

The omnibus bills (H.R. 3718 aad
£.1904; package the 18 Wills previousiy
imroduced ia the Senate by Coats into
one bili—iacluding the IDA
Demonstration autherized at $100
million over four yesrs. While the
legislative package is unlikely (0 pass
during this congressiongl session,
Senator Conis has expressed his
comsmitanent 10 pursuing the Praject for
American Renewal in thic 1031k
Congress,

For more information on the progress
of FAs in Congress, conlaet
Afison Feighan at
Robert A, ;Rapam Associnlas,

60 Pennsyhwemin Ave., N, Seite R34
Wastsington, DC 20004,

Tel # (202 393-321%

Fax # (202) 383.3034.

N
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hie Federal Home Loan Basks of

Pittsburgh and Indianapolis have
inwroduced programs that match the
savings of tow-lo-modersie income
famitics toward dewnpayment sad closing
coxts on a first home. Thess two programs
cotee o the heels of matched savings
psrograms mntrctuced by the FHLBanks of
New York and Seate during the past
sear.

The FHLBNY issued rules for izg
maiching swvings program in July 1998
and aanounced the program (o its
custoaner base that November, It altready
boasts 126 farsilies currently in the
savings process and ancther 160 who
have signed up. 1t has commilted §2
maiian to is program for 1996, Beattle
approved s program in February 1996,
While each FHLD has its own maich raie,
match cag, and annual budget, e four
programs Lisve several commen eléments,
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In each program, eligible families {with
incomes legs than §0% of the area
median} open savings acoonnts with a
FHLB member financial institution {¢.8.
savings banks, cemmercial bank, savings
and foans), The families then atiend 3
mandalory homegwnership connseling
course and make monthiy deposiis to their
dedicated savings accounts. Upen
completion of the homeownership
counseiing course and a minimam 10
menth savings penod {indianapolis does
not require 3 savings period), tie
families” savings are matched by the
FHLB.

Here is how the programs differ:

v  FHLE of Mew York: Maiches
savings st 3: e (Ohree detlars
match for sach dotlar saved) up to
$£5,008. Asnsual spprapriation of $1
mithion. {(For 1996, New York hus
mezged 115 1996 and 1997 funding}

»  FHLE of Seattle: Maiches savings at
128 raz up i 33,000, Arpual
appropriation of $1 mitlion,

» FHLB of Piusburgh: Maiches
savings based on income fevel up (¢
$3.000. Houssholds with incomes at

!

or befow 30 percent of sres median
receive wp te 3:1 macch, from 31 to
65% of area median recelve up 4o 2
2.1 mawch mte, and from 66 10 80%
of ares median receive up o a Lo
maich. Annus appropriation of 31
miltion, !

»  FHLB of Indianapoiis; katches
savings a¢ 2 1 save up to $4.000.
Annugl zzppro;xrzano;z of $5058.000.

Addigonally. FHLRanks of Atianta and
Topeka are now desveloping matehing
savings programs. Details have not yet
been refeased.

The FELBanks of Chicage and Des
Maines are alse operating programs o
assist potential 1ow~inceme homeowners.
These programs, with §1 smillion anneal
appraprigtions and masdatory
homeownership counseling provisions, do
a0l requirs maiched savings,

Far more Information on the matched
savings concept, comtact
Paul Herowx at the Federal Home Loan
Bank of New York,
7 World Trade Center, Fioor 22,
New York New York: 10048,
Tel & 72000 340-2300.

i federal assigtance typically is sot available s the nation’s pooer.”

sunded in 1990, the Tufts University Center on Hanger,

Poverty and Nutrition Policy is a powerful ally for reformation
of federat and state faws which inhibit gsset acounnyiation for the
posr. The Center’s mission is te advance public polioy choices
which redoce hunger and poverty, and endiance the devefopment
of ang productive capacities of Asnerican farilies and children.
It conducts research on asset-building ameng low-income
Americans snd on stale assel-buiiding policiss.

# has recently released two studies on assets. “Assel
Development Among America’s Poor” gxamings trends in te
digtribution of income and wealth among the poor and aon-paor,
The Center’s most recent study, “Econoric Security Among

America’s Poor,” tracks the impact of siate welfare waivers on
asset acebmalation, The Disector of the Tufts Center, 1. Lasyy
Brows, noles that whifle, histoncally, federal policies “hawe
helped millions of Americans to develop “assels’...

Tufts Center Is An Asset

states”™

FT T MR b

TSR R R TR

He explaing that in response to federg] asset Bnitations for the
pose, “35 states have changed their welfare policies in a nuassive
form of experimeniation.... This document pives readers a
szzzmuaa of the most poszzz\re aspecis ﬁf‘&]l'&i is being tried by

i

Joha Cook and Laurn Sharman, anihors of the waiver study, driw
an unpublished muterial provided by the U1.S. Depantmest of

Health and Human Services on 38 welfare refortn waivers they

thiz fonn of

have approved and 21 walver requests thee are stll pending.
Tihey conclude that "State waiver provisions approved by DHMS
“ean have an impact on recipients’ incowne fevels, {heir
accumulation of physical or financial assets, and their
developinent of human capiial.”

To obtain o copy of “Asset Development Amo&g Ameriza’s
Poor™ or “Economic Security Among ﬁmenm s Poor. " contact:
Center on Hunger, Poverty and Nutrition Pz}f:cy, Tufty Universiiy,
AMedford MA D2155 Tel# (617i627-3950 Fax # (§17]627-3020.
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Sinct January of this year, a working
group made up of representatives from
compunity-based organizations, staie
government, community develepment
financial institations, and public housing
authoritics, as well as advocates for the -
poor, womes and minority economic

North Carolina

session that calls for & $200.006 appropriation
from the General Fand 1o the Departiment of
Commercs to be um as matching funds fora
305-account IDA demonstation for Work First
participants, Additionally, the working groug
hag deafted a “Work First IDA Proposal” ¢that
1 will present 1o the state’s Department of

development, have boen meeting o bring
Individual Development Accoants to North Carolina, The
working group has focused on faunching three DA Initiatives,

Homeownership IDAs

Tle working group s convinced the North Carolina Department
of Commeree’s Division of Community Assistance {DLA)Y 16 set
aside $250,000 of its “community empowerment” funds for 1967
for an IDA homeownership demonstration wargeting working
famities who are on the cusp of buying 4 bome, The
demonstration calls for the establishmeny of 138 1DA scoounts
ever & two-year pericd at three sitss, withs 2l mawch rate and 2
1 $2.000 match ceiting. At cach site, the demonstration will be

1 implomenied by a CDC or nonprefit parser that has an existing
elisntels of loner-income residents and some past experience
working with CDBG and/or homeownership programs,

Welfare Reform: Seif-Sufficiency IDAs

The working group has also helped draft legisiaion submitted
with bi-parntisan co-spongorstip during the curyent legislative

Human Resouress, the agency responsibie for
implementing Work First. This proposal seeks format inclusion
of IDIAs a8 part of Work First and calls for a budget of $500.000
for matching flnds, administrative expenses. and training
expenses for a 300-account demonstraion in four sies over three
years.

Microemierprisc IDAg
Finally, & microenterprise subgommiites of the working group has
drafizd a propoesal for an [DA demenstration (hat would focus on
HDAs a5 a 100] in the start-up and growih of microenterprises by
the poor and working poor. The working group will present this
proposal 16 the Depanment of Commerce’s Finance Center which
already uses Small Clties CIEBG funds 1o support the
development of microeniamprises. ;
For more information on 1DAs in Nor%iz Caroling, comtagt Carl
Rist at CFED South, 1829 East Frankiin Stress,
Suite 12804, Chapel FilE KO 27514
Tel # (919} 9675308
Fax# 91%) 96?4?;344.

Tennessee Passes IDA Legislation

eginning in August 1985, the Tennesses

Network for Comssunity Economic
Development (TNCED) drafied and advocated
for legislation 1w support the establishment of
an IDA pilot program in Tennessee. This
draft, which was introduced in the 1996

2 bome. to secure & post-secondary
edusasion for themselves or their ehiidren.
oF {0 st o expand g business venlure. A
waiver request. which is curremly pending
a1 the office of The 17.8. Secretary for Healilt
and Huinan Services, and expegied (o be

First Legistation whicl passed the Tennessee Legisiature is April
1996 and was signed inte faw by Tennessee Governor Sundguist.

The purpose of the law is (¢ create an oppontunity for AFDE
recipients 0 build assets a8 2 rransition o selfsufficiency. Six
urbasn and six rural communities in Tennegsee, two in each of the
grand divisions of the state, will pariicipate in the demonstration
project.

tn the selected communities, AFDC recipignts may deposit up to
$5.000-in a special savings account designated for the purchase of

legisiative session as Senate Bill 2983 approvesd before the Tennessee initiative’s
spousored by Senstor Harper, and House Bill Te nNESs See proposed Septcmbc: 1996 stant date, will
2841 sponsored by Rapresantatives Prnutt, disregard all DA savings when Lompuiing
Langster, Browr:. and Brooks, was incorporated into the Families AFDC and Food Stamp eligibitity.

Although the Jaw 15 directed 10 AFDC recipients, IDA groups
will be comprised of 2 wide cross section of fow- to moderate:
income individuals. Currently, TNCED is contacting private
secior seuroes fo abtain matcking funds for svings.

For morg information, cortact Mickele Flynn, Tennessec
Network for Community Ecoriomic Development,
B3 Box 23133 Nazheille TN 37044,

Tel # (6153 3534341
Faxs @815) 236-9836.

Wﬁ_ﬂ
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DC Groups Plan Group IDA Model

riil pow, IDA programs have been

hosted exclusively by the most
comprehensive and innovative community-
pasesd organizations nationally (such as
Eastsids Comenunity Investments in
Indianapolis, Women's Scif-Employment
Proiect in Chicage, and ADVOCAP in Fond
#u Lac, Wiscensin). While clients of snalier
and less advanced community-based
argasizatians also need o build their assets
10 achieve selfusufficiency, small community
orgardzations ofien lack the resources 10 ran
their own [DA programs. Now, several
Washington, DU community basad
erganizations have joined forces toplan g
coilaborative IDA program that will allow
stalier specialized community-based
organizations io offer IDAs 1o their clients.

Renaing a stand-alone DA program
reguires commitment on the pant of the
bost prganization. It requires 5 sizable
piece of the executive director’s time, a
fundraising commitowat, 4 relationship

Community News«

WSI:!——’ l:;::mmmﬁds
IEDo.AN FPrrograrm

it

i Women’s Self-Employment Proiect’s

[DA program is now sever monihs old
and its more than 30 participants—all
AFB recipients and business pwners—
have saved over 34,000, WSEP is oroud
anpounce that all participants are
succerding in meeting their savings goal.
WEEP has extended the eamilment pericd
and expects up 1o 30 additional enroilees
this summer.

WESEP has alrcady seen an intrease in
confidence and hope awang the IDA
account holders. For example. Arinez
Gilyard, owner of a day care center and
among the first © join the A program,
has aiready transitoned off of public
assistance: “Through my panticipation in
the [DA program 'we leamed that 1 cannot
go from chieck to cheek. J need savings asa
cushion singe ['m the sole breadwinner of
my family of thyze children, The DA
program has encouraged me 10 save more
than the migimwn. § have a sense of pride
wlitst 1 ges my monthly bank ststements,
because they show that 1 am progressing.”

Panicipants afso avtend bi-monthiy AMoney
and Assess economic education sessions,
Recent sassions have focused on the global
economy, consumerism, and the distnbution

of wealth in the United Sistes. The
sEegions are followed by an informal
agtworking hasnch,

For more information, sontact Sherri
Moses at the Women s Self-Emplovment
Project, 20 N. Clark Stree:,

Suite 700, Chicago, 1L 60662,

Fel § {312) 606-8257
Fox ¥ (312) 606-9243,

with 2 Binancial institution, the
development of an coonomis Hitcracy
currtculum, on-going icchnical
assislance, homenwnership and
microsnierprise training mechanisme,
and she creation of 3 managenent
infonmation system. By combining forces
i a group [DA initiative, participating
DG nrganizations hope {0 share many of
these responsibilities.

The [3C groups {whith inctude
comsnunity development corporations,
transitional housing organizaions, and
microenizrprise groups) kave already
held three planning meetings 1o design z
¢city-wade initiative. Originally convened
at mectings sponsored by the Morish
Fund, the DC groups are lookiag into
which fmctions of an H2A program
should be sharcd by the soliaborative
{such as fundraisiog) and which shouid
be housed at gach-participating
organization {such 3s one-on-one
counseiing). Together, they are alse
warking 10 develop langunge for a city-
wide waiver tor federal asset
accmnulation limitations for AFDC
recipienis. !

For more information, conmtacs:
Brien Grogsman at CFED
777 North {opitol Street, NE, Suite 410
Washington, D 20002,
Tel # (262} 468.0788
Fax ¥ {203 408-9793.

[ Y

PR

WSEP DA participants open bank accounts

PO EY PRROMELE SRONS, VISR LS SHOTOGRAPHY
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ADVOCAP Launches IDA Pro;ect

Aupust 1996

ADVOCAP, 8 comsnunity
action agency in Fond du
Lac, Wisconsin reports that
fifty families from iy three
county service area are now
in the prooess of opening up
ID A acoounts.

¥ DA participants 4o reeeive
ing plarning and budgeling
guidance from their case
A managers. Ting Pater, Pro-
ject Coordinator of ADVO-
CAF's IDA program ex-
plains: Vsince familics wers recruited
from ADVOCAP programs iike Head
Stars and the Home Cwaership Program,
they atready stant off with a worker with
whom they have an estabiished relation-

ship with, This easss apprehensions fami-
lies have abont discussing how they spend
their money and make developing a savipgs
plan easier. In fact, many families ware
aiready working with their ¢ase managers
ou budgeting issues.”

As of the end of May, 25 families had
apened accounts with pardcipaiing banks,
Al the beginning of eack momnd, banking
representatives send ADVOCAP copiss of
participants’ accoun! statements. ADVO-
CAP uses the bank statesignts to produce
monthly 1A statements that show families
how much they have saved and generated
in IDA march and spent on assets, After
only twe moutls, families have saved
$1.534, vislding $6.135 in matched IDA
dollars. One family, involved in ADVO-

CAP's Busmess Developruent Program,

has already purchased three pisces of

squipmens to use og future work orders,
i

Dusing (he next phase of ADVOCAF's
IDA program participants will agtend
eeonomic literacy wotkshops struchured
to crhiance their financial management
skills, !

For mpre information on ADVOCAP s
134 program, contact. Ting Fotter ot
ADVOCAP, PG Box 1108, Fond du

Lag, W1 53936-1108,

’fe! # f414) 9207760

Faxﬂ (4145 9227214,

w1 the past $ix months, Eastside

Community Investmens” (ECI
individual and Home Owiniership
Development Accounts (HODAs) have
grown considerably in several regards. In
addition to significant account activity, 18
participants pradusted from ECs first
“economic litoracy” course taught by Purdoe
University Extension trainers. Fhe graduates
are participants in ECI's Basta and Homne
Ownership programs, and five of them will
becorme trainers for subseguent economie
Hiteracy training for BCI panticipants.

Several graduates who spoke at the

eomencemen ceresony expressed that, due

to the ceonomic Bieracy classes, they now have a greater sense
of controt over chivices they can make ia their lives and
knowledge of different ways (o prioritize and organize spending
and invesument, (radunstes also expressed intgres? in fearning
about investment opportanities that would enhance their
financinl wealth in the ong term. Purduc University faculty are
cursenily working with ECT staff to write an sconomic Hieracy
corricnlum that explicitly teaches income management (Savings
and investnent) strategies that build wealth,

Through March of this year, 140 panticipants in ECI programs
tave IDAs or HODAS in their names at the Mear Eastside
Community Federal Credit Union. One-thind of these
individuals are contributing their own savings that are being
matehed 9:1 with fureds granted 16 ECl by the Joyee Foundasion.

@QA&?@mmgmmwm&@mmfmﬁxw

Fifteen IDAs have been pued o leverage o
subseguent asset—three for home ownership.
four for education, and eight for small business
investrments. At feat two residents s ECl's
Ohig Street Townhomes expect 10 use their
HODA 1o purchass homes by the fath

i

1A aad HODA activity viries across BECE
programs that offer these investment ipols.
two of the programs, Special Needs Houshig and
Basta, approximately two-thirds of the
participants saved tmoney in thelr accousts
thirough March 1996, In the Micro¢nterprise
program, a1} of the participanis have saved the
maxirswn eligible for mateh {$75}). Nearly one-
third of e YouthBuild students. and fust over
H¥ of Fast Track studenis, have savecf in theiy D As. Sevend
participants have also opencd savings accounts for theiy children
who they report deposit money regularly,

¥

ECH is encouraped by the jump in activiry aod levsl of
conversaton betwveen siaff and partdeipan(s during the past year
since BCI instituted changes that better coordinate staff-staff and
staff-participants retationships, |
! r
For more information on ECI s FDA pragrom, contacl:
Gina Davis. Eastside Community Investmenis, Inc.
26 Nopth Arsenat Avenue, lndionapolis, IN 46301
Tel % 7377) 637-7300
Fax# (317} 633"??8!\

+
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IDA Development

Over ihe nost fow yews,
practitioners and pelicymakers at

will continus to create prototypes o1 2
national investment system based on

sceounts, The quality of those
prototypes is dependent on IRnoVaISrs
having ready and continuing azeess to the experience, lessons,
and {deas of their counterpans. Te promote the most rapid
learning and exchange possitle, the Corporation for Enterprise
Development, in conjunction with the Center for Social
Development, will soon introduce 3 formal Jearning network for
practitioners and policymakers interested in forwarding
Individual Development Acconnts.

Members of DA MNet will receive:

*  Annually updated design mamual for conymanity DA
programs, Designing Your Own Individun! Development
Aecoant Demansiration, which presents key design
principles and describes the components of existing A
initiatives in detail.

o Annually updated Stafe Individual Development Account
Sourcebook, which describes key design questians for state
DA initistives and provides model legistation,

the copumunity, siate, and federal levels

funded, dedicated individual invastment

Thg Federal Individuai Development Account Manusi,
which describes federn! funding sources, IDA programs, and
pending legistation, '

- i
The Individual Developmant Account Evatuation Hondbook
and moritonng packet, which contains model surveys.
monitoring tools, and facus-group protocots,
Assets: A Yuarteslye Updoie for Jnéavawrs agwslelter,

The Cutting Edge: Insovarions Jor Practitioners, a series of
practical updates on new wcimaqucs for increasing the
effectiveness of IDA initasives.

The centerpiece of DA Net will be i1s interactivs leaming
activities which will include: i

The developmens of a series of on-line Infernst forums where
practitioners and policymakers wilt consider key design
issues, share their experiences, and discuss chalizoges
confronting theas.

i
Preferential {nvitnions 1o conferences aod workshaps on
selected 1A 1opics,

There will be an anbual! membership fee for IDA Net 1o defray
some of Lhe direct costs of materials, and praclitonsr patuicipants
will be asked 1o provide semi-annual rracking opdates. An IDA
Net mombership application will appeay in the next issue of
Agsets. !

t

Nine Suggestions For Communicating the IDA Message

4,

inoe the beginning of this wear, the Corporation For

Enterprise Development, with the finangial suppor of the
Joyee Foundation, has worked with communications experts ©
better talior the 134 message fo the American public,
Mitienium Communications and the public relations firm of
Bennett, Perts, and Blumenthal conducted focus groups of
Democrals and Republicans and through their research have
yielded 2 series of insights to help guide IDA advocates in the
transmission of our megease. Among the findings: .

1. Emphasize the sutcomes of IDAs, especially
homeownership, but also businesy genseation and education.
Present IDAS as a tool thit gasbles families to achieve the
American Drream, .

2. Emphasize [DAs" bi-partisan support. Their advocacy by
those on all poinis of the political spectrum signal tmt IDAS
are unigue and feasible. Moresver, individuals are more
iikely to support IAs if they know that the politicians they
support are IDA advocates,

3. Emphasize that f7As help build communities, Cornunity-
based institations, who will manage IDA progmms, have
broad public support. Additionally, savings deposits into
community financial instiutions will build the financial
strength of those communities. [ucreased homeownership
and business emreprencurship make commusitics stronger,

m

Emphasize that H)As expand individuals’ controd over their
sconomic futures, [DAs arg not a government program,
rather a policy that helps people belp themseives. HAs are
patterned afler powerful and suecessful savings inidatives
{401k} and TRA slans). |

. Emphasize the savings component of IDAs. Americans

scengnize e ponance of savings to individunls and the
econsiny as 5 whole.

. Emplasize how 13As promote mclﬁszan of the poor in the

ecoamny. Both Domwoceats and ﬁepubllcaas recogaize that
penalties for asses building and earning income di scoutage
positive beliavior and are countcr;}méuctm

. Educate the public about the capacmes of low-income people.

The pudlic does not recognize that poor people save. stan
businesses. buy homes, and pursue lugber education, Explain
trow IDAS ik savings 1o economic literacy training.

. Use terms which appeal 1o vour andience. “Family Savings

Accounts,” or “Children’s Savings écx:ouuts fesonate weil
with shest Americans,

. Emphasize the vaiversality and inclasiveness of the long-onn

goad for IDAs——an accour in everyone’s packet. A universal
savings and investment systen will provide all Assericass a
new and powerful ook fo mavigate tiat nurbusient glokal
marketplace. l
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Black Wealth

: Melvin L. Oliver & Thomas M. Shapiro

tis almost impessible to read Black WeolthWhite Wealth: A
ew Perspeciive on Rocial Inequaliny by Metvin L. Oliver (e
new director of sati-poaverty programs for the Ford Foundation)
and Thomas M. Shapire and ever again consider racial incquality
without reference 16 s55els.

The book collects and preseats the best and most comprrehengive
data on patierns of wealth (net worth) and net financial assets
{wealth ininus home and mitomobile equity which are not
gerenaily available for investment). Among the more stunning
findings:

« In 1988, while the madinn income for Black Amerigans vas
$13.630 compared 10 $23.834 for Whites, the median net
worth was oaly 33,500 for Blacks versus $43,800 for Whites,
and the median oot fnancial asseis for Black Amenicins was
30 versus $6.99% for Whites.

»  Differences in edocation, cceupation. and demographics
account far less than s thisd of the assets differentizl, Race
alone accounts for 50%% of differentials in invome betwesn
Blacks and Whites, 71% of the differential in net wonrh. and
1% of the differsntials in net financial assels. Put ancther
way, the asset cost of being born black in America is $43.143
in mean net worth and $25.794 in mean net financia] asscts,

«  Almost ene-third (31%) of American households have no o
negative finanglal assets, including over 60% of Biack
Americans, $3% of Hispanics, and 62% of single parent
ousaholds,

Just over half of a1l Americans (55%) have sufficient set financial
assets o tide them gver more than three months without a job;
only 21, 1% of Black Americans, 27.53% of Hispanics, 33% of
Americans under 35 vears of age. and 21% of single parent

%: Diferances
it Stk hal

Sontyiting

I

Income Net %iorth Net Einanaia
Differential; Differential; Assets Differentiah
$5.855 ) S5, 143 326,754

Research

Book Review :

White Wealth

]
hoasehelds do.

But the major contribution of Black Wealih/White Wealth is not
docunsentation of the disparities, but the understanding of what
thiey mean and how they cams o heot

The burdon of our giaim is to demonsemie not sisply the
taken-for-granted assumption that wealth reveals “more”
ineguality.... Mors imporntantly we show that wealth uncovers
3 quakitatively different patiemn of inequality an crucial
fromts,... Tt s our argument that weahh reveals o particular
aciwerk of social relations and a set of social Circumstances
that convey a uniqus consteliation of meanings pertinent o
race in America, This perspective significanily adds to our
understanding of public policy issues related to racial
inequality: a1t the same time 3t aids us in developing bener
policies in the fuure, f

Indesd, Oliver and Shapirc explain in prest desadi and with
precise analysis, the history of roeially discriminatory asset
policies that have brought us 1o this juncture. They demonstrate
how at svery tumn in ihe history of our country, Black Americans
were denied opporiusnities for byilding essets being supplicd (0
thelr white fellow-countryines; e denial of the enefits of the
Homestead Act after the Chvil War the dispogsession of
Reconstruction and Jim Crow, the cconomic detour of restricied
markets; the imgact of acoupational segregation: the way the
Federal Home Administration foreciosed homeownership to
Blacks throagh racial govenants and other weehnigues at the very
time i created suborbia and the affordable home morngage for
Whites: through (o comemporary asset discrisninationn |
moegage iending, tax, and welfnre poticy. They provide an
analytic framework for assessing policies, detailing the
“racialization of policy.” the "economic detour.” and asset
bolding patterns as the “sediinentation of past discrimination.”

in demonstrating the effectiveness and impact of past.
dissriminatory asset poticies, Oliver and Shapiro alse suggest the
potential of future, inclusive asset-building policies, “{Qjur
anafysis olearly sugpests (e need for massive redistaibunicnal
polivies in order to reforge the Tinks between achizevement,
reward, social equality, and democracy.” Understanding the vast
impact of past asset palicies should enable us 1o craft the Kind of
asset policies that cohere 1o the requisites of the current econsmy
and advance social and econommic squity and vitality, Oliver and
Shapirg eadorse individual development acoounts as a prime
strategy for accomplishing this goal, while anderscoring the o
to address specific racial agser insqualities and discrimination
fiead on, In this sense, Block Wealih/White Wealth is evidence of
possibility as well as o call to agtion, The call is an ambitious
one, but there are few callings bigher tan "to reforge the links
between achigvement, reward. social gquality, and democtacy.”

-Beh Fricdmas

August 1996
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Research

March 12, 1996—In the introductory sddress to open ths
International Symposium on Social Security in the 215t Century
in Mexico City, Mexioo, Washington University Professor
Michaet Sherraden outlined world wide trends in social security
ardd presented 4 picture oftbc tikely shape of social security in
the 2 [st centyry,

Sherraden explains his thesis: “As information

technology reshapes economic arganization, we
will live troupgh major—and often chaotic—
social changes. Thess will, in turn, dramatically
reshape social security policy,” Sherraden notes |
that “in the United States in 1885, almost no one §
could have ireagined that a hundred years here
in 1996, less than two percent of the labar force
would be employed in agricuitare. . Just as the
agricultural eva gave way o the industrial era, the
industnal era is now giving way 1o e information zra.”

Shereaden reviews 20th century social secarity policy and
concludes that the “basic idea of domestic policy {was] to have
an industrial sconomy that is productive eaough 0 that it can be
taxed to provide for income for groups who do not receive
sufficient income from the markst economy... As the economy
and sacial conditions changs, income-based social policy is less
and less functional o the warld we Bve in”

Sherraden argues that industrial &1z sssumptions that mass
society can be sustained in'low skill employment that is stable
over the ong 1arm are no jonger valld, At the bousehold Tevel,
20th contury assumptions were that most people will have g
Tong-terin job, and social security policy would supplement the
ingome from this job,

The 2ist century reality, acoording to Sherraden, is that as
defined beaefit social insurance systeans comoe ander increasing
fiscal pressure, they will be augmented and ofien replaced by
defined contribution systems. “Indeed, by the middle of the
twenty first century, | wonld anticipae that social insurance witl
ao longer be the dominant pillar in sogial security policy i most
countries. It will have been replaced by capitat accomnts., In
the (wenty-first contury, we will not think exclusively in 1ereas
of social protections at the expense of econoiny growth, We wilt
instead think of socisl protestions and economic growth,” In
fact, many countries, including Singapore. Malavsia, and Chile
have already shified social security polisy toward large-scake
individund assel-based accounts.

According 1o Sherraden. a successfnl social security policy in
the 2Est century will integrate social policy with economic
poticy and provide full funding (mther than pay-ss-you-go).
Individual and universal capital accounts esiablished at birth
would become (he dominant domestic policy instrument They

‘Social Secrity in the 21st Century

Sherraden Addresses International Symposium on Social éecwfz‘y

wounld be fully vested and fully portable (intemational agrecments
would make acoounts portable across national borders), providing
# range of investment options (managed by the privaiz sector).
While mandatory work-reiated contributions would be the sain
funding source, the state would work w ith the nonprofit and ;
private sectors to provide subsidies for the non-poor. ;

Sherraden envisions a f‘z:t’n:rr:= where thie boundary
between social and econumic policy largely
3 disappears at the household fevel, whers families
can ke their som policy decisions. Capital
accounts would beconse the driving force of state
social policy: “These capim! acononts would be
J used not only for retirement seconty, but also for
7 housing, education, health ¢are, insurance,
Hvesiments, and orher domestic purposes.”
I
For a copy of “Social Security in the' st Century, ” contaet:
The Center for Soctal Developmeni
Hashington University, Campus Box 1196,
e Brookings Drive, St. Lowis, M0 63130,
Tel. % {314) 933-7433.

|

|

| Resources

Attention IDA Practitieners i

If you are planning an IDA demonstration and have sot yet ;
contacted either the Corporation for Enterprise Development or
the Center for Social Development, we vrge you to cafl Brian :
Grossman at CFED (2023089788}, or Karens Edwards 2t C8SD
(314-935-7473) as soon as possible.

L I '

i
Exploring Asset-Buildingon the Internet |

Beth the Center for Sectal Development and Easiside Comnnunity
Investinents have howepsges on the Imemer dedicoted {6 assct
hoilding. To access these try: l

Center for Social Development
bitpAwww gwbssw.owust] eduimcst/
*  Comtains rescarch working papers o agset-building. IDA
evaluation materials. 2

Eastside Community Investinents, inc.
hupdhwvennorglennseb2/2122 19aum
« ., Contains information on ECT's asset-building programs.

H
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3

{{DA Provisions Included in New Welfare Reform Law .

Eo The new weifare reform bill p;zssc:d by Congress contains language that will allow DA a5 a permissible use of block gram
© funds and will disregard savings in Individual Development Accounts from ligibility considerations for government
; assistance,

3

‘New Privately F unded IDA Demonstration Will Leverage $11 million

io The privately- ﬁmded Boawngaymenis on the Amencan Dream Policy Demongiration (DAD) will establish at Teast 2,000 IDAs
I in low-ncome cormmunities acrass the country,

iFKLBs Budget 351.5 Million for Matched Homeownership Savings Programs in 1996

% &  The Federal Home Loan Banks of Pittsbargh and Indianapolis have introduced programs simidar to those already in place at
it New York and Seattle FHLBs which match the savings of low-to-moderaie incoase families toward downpayment and
i closingcosisona fir;st home,

Also in this issue: | IDA Programs Flaaned in Tennessee and North Carolina
F - B Groups Examine Group IDA Concept
: . Update on Community IDA Initiatives
' IDAS Included o State Organizing Project for Scif«Sufﬁcicncv Strategies
" IDAs in the 1996 Presidential Campaign
Zmermmg Findings trom a National Survey on Homeownership
Intmd:zcmg the IDA Learning Neiwork
' ' Book Review of “Black/White Wealth”
Sm:rrxdm on Social Smmty in the 21st C{:murg
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Time Frazme For Napronpiisnes Foaployreeal Individual for Benefits Other
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. State Wairers (Mooths) {(Moaths) Activitics Raquiresments Cetnpoment Plen Cap Tier Vialencs }f Allcns Options
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adulte it Life Skilts, Job {cartified) Participation by
Ruccived: 01721247 pot sbie ta Saarch/Job . Noncustodial
locate job, Placenmit, Job Parents; _ . .
4 Ruterdion, Work . B I I B - T Convicted Drug
) sdditional . oo | Expervienen'OJT, c. - o T Felons are Not
T — = | winihe pay- Vecatianal $kills Eligibles
after- Training, Indiridus]
. | performanes . Ratentton/Baslc Development
Skilla Training Accounts
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Time fienctione For Screm

Time Frame For Nascomplisncs Employment Individual for Benefits Other
Retain Limit Work Major Work With Work Sabaidy Rowpenudbitity |  Fumsily 2 Dotrestic te Sclecied
State Walvers (Montha) {(Mootha) Activition | Rexpulr L Comprnant Plas Cap Tier Viclcacs 3/ Allens Options
VIRGINIA Al 24 oot of 60 | 32 for CWEP | Unauheidized, Full Family Yoo Y
Sudultived Sanction
Recehvad: 1170696 Privato/Public,

(certifled) Diversion
Recelved: 11726196 Search, CWEP,

Footnotem
. 1/ Shading indicates plan determined complete by DEHS.

yIneh\iuSututhduﬂiﬁedM(hc&leﬂiﬂmhrdmﬂk.vhlmu-ﬂu&autbﬂdﬁu‘wﬂﬁbﬂh&uﬂl‘mﬁﬁuh&#m . " B
. R . -

¥ For indiridoals who hare moved from amother stais and have lived in Florida for ks than 12 mooths, Lhe time Emit for tenporary amistsnce shall be the shorter of Lhe tine mitations {n the two states, and months in which n-ilu;um
reccived tn any state shall count towards the 48-mwooth cumulativa benefit Hmit. Otherwise, new residents are trested the sama e older residents.
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