SENATE STAFF ANALYSIS AND ECONOMIC IMPACT STATEMENT

(This document is based on the provisions contained in the legislation as of the latest date listed below.)

BILL: CS/SB 350

SPONSOR: Committee on Children and Families, Senator Dawson and others

SUBJECT: Individual Development Accounts
DATE: March 9, 2001 REVISED:
ANALYST STAFF DIRECTOR REFERENCE ACTION

1. Dowds Whiddon CF Favorable/CS
2. CM
3. AGG
4, AP
5.
6.

l. Summary:

CS/SB 350 establishes Individua Development Accounts (IDAS) to engble familiesreceiving
temporary cash assistance to save earned income for the specific purposes of either purchasing a
home, paying for a college or vocationa educeation, or starting abusness. Fundsin the IDAs are
matched with other funding sources and are not considered in determining TANF, food stamps,
or Medicaid benefits. Specificaly, the hill:

Edtablishes individua development accounts to provide families with the opportunity to
accumulate assets to promote education, home ownership, and micro-enterprise
development.

Identifies digible participantsin an IDA program as any family who isfully complying
with the temporary cash assistance program, who is subject to the time limits, and who
has entered into an agreement with an approved fiduciary organization.

Provides that participant contributions into the IDASs can only be made from earned
income.

Stipulates that IDA funds can only be accessed after the family is no longer receiving
cash assstance and only for one of the qualified purposes.

Providesfor fiduciary organizations to serve as intermediaries between the familieswith
the IDAs and the financid inditutions holding the IDAS.
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Providesthat fundsin the IDA areto be disregarded in determining digibility for any
federa or state program.

Thisbill creates ayet unnumbered section of the FHorida Statutes.
Il. Present Situation:

Individua Development Accounts (IDAS) are apolicy tool to enable low-income familiesto
build assets and achieve economic well-being. IDAS are dedicated savings accounts that can only
be used for purchasing afirst home, education or job training expenses, or capitalizing asmall
business.

Section 404(h) of the Persond Responsibility and Work Opportunity Reconciliation Act of 1986
(P.L. 104-193), authorized states to creste IDA accounts for individuas eigible for assistance
under the state’' s Temporary Assistance for Needy Families (TANF) program. The IDA accounts
are designed to enable families to accumulate funds for one of the following qudified purposes:

Postsecondary educational expenses: Tuition, fees, books, supplies, and equipment
required for atendance and course work at an eigible educationd inditution.

First home purchase: Cost of acquiring or constructing aresidence for first time home
buyers.

Business capitdization: Expenditures for the capitalization of a qudified business
pursuant to an approved business plan.

Individuals may only contribute funds to an IDA account that are derived from earned income
which are then matched by or through a qudified entity. The qudified entity can be ether anot-
for-profit organization or a sate or local governmenta agency. States can use TANF funds,
Whdfare-to-Work funds, or non-state or federd dollars to match an individual’s contribution to
the IDA account. The fundsin an IDA account are to be disregarded in determining digibility
for, or the amount of, any assstance in any federal means-tested program, including TANF,
Food Stamps, and Medicaid. Withdrawas from the IDAs must be paid directly to a college or
universty, abank, savings and loan inditution, an individua selling ahome, or a specid account
(if the recipient is starting a business).

Eligible educationd ingtitutions to which postsecondary educational expenses can be paid are as
follows: 1) ingtitutions described in section 481(a)(1) or 1201(a) of the Higher Education Act of
1965, which in Florida are any postsecondary education ingtitutions accredited by an agency
recognized by the Department of Education, with some exceptions; or 2) area vocationa
educational schools as defined in subparagraph (C) or (D) of section 521 (4) of the Carl Perkins
Vocationa and Applied Technology Education Act, which in FHorida are the vocationa
education programs operated by the school districts and community colleges.

Federd welfare policy has historicaly penalized asset acquisition by low-income families by
denying digihility to public assistance for those families with assets in excess of $2,000.
However, IDA savings accounts are intended to encourage savings and increase asset
accumulation with matching funds. IDAS can aso act as an employment incentive and promote
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job retention since they provide the meansto invest in additiond training, skill upgrading,
entrepreneurid avenues of employment, and affordable housing.

Since 1993, 29 states and the Digtrict of Columbia have passed legidation to support IDAs and
elght states have implemented state IDA policy initiatives through adminigrative rule. Thirteen
dates have either planned or implemented the use of TANF funds for match and adminigtration,
and 32 dates have included in their TANF state plan that TANF funds would be used or
congdered for IDA programs.

In addition to sate leve IDA initiatives, a number of independent IDA programs have been
egtablished in communities. Five community-based IDA programs have been identified in
Foridathusfar:

- The Miami-Dade Passageway to Independence received a Welfare-to-Work competitive
grant to offer IDAsto TANF recipients in public housing. As earningsincrease, so does
the rent. A portion of the rent paid is deposited into an escrow account on behaf of the
recipient and matched with grant funds. When the participant has completed the program,
the escrow and match would be provided to purchase a home.

Both the Catholic Charities of Archdiocese of Miami and the Lutheran Socid Services of
Northeast Floridain Jacksonville are offering their IDA programs to refugees using a
federd grant from the Office of Refugee Resettlement Fund, Department of Hedlth and
Human Services. The Catholic Charities IDA program alows for the purchasing of a
home, an automobile, micro-enterprise expenditures, a computer or education expenses.
The Lutheran Socid Services IDA program is currently limited to purchasing avehicle or
computer.

The Pindlas Opportunity Council uses Community Service Block Grant funds to provide
IDAs to individuas with incomes below 125 percent of the federa poverty level who are
enrolled in their Family Development or SdIf- Sufficiency Program. Funds can be used
for home ownership, mgor home repairs, educationa expenses and small business
expenditures.

The YWCA of Greater Miami-Dade will be implementing its IDA program in March
2001. Funding for the IDA initiative is being provided by the Citigroup Bank. Persons
with ajob and incomes of less than $25,000 per year will be digible to participate.
Permitted uses of the IDA funds are to purchase first homes, return to school and
entrepreneuria expenses.

These independent community-based IDA programs appear to target specific population groups
basad on the funding received. All are relatively new, with only two programs just beginning to
see participants reech their goa of purchasing a vehicle or home with IDA savings. However, for
participants in these IDA programs who apply for other public assistance programs, with
possibly some rare exceptions, their contributions to the account would be considered in
determining their digibility for the assstance and could prevent the receipt of welfare trangition
sarvices, such asfood stamps or Medicaid.

Effect of Proposed Changes:

CS/SB 350 egtablishes Individud Devel opment Accounts (IDAS) to enable families receiving
temporary cash assistance to save earned income for the specific purposes of either purchasing a
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home, paying for a college or vocationd education, or starting abusiness. Fundsin the IDAs are
matched with other funding sources and are not considered in determining TANF, food stamps
or Medicaid benefits.

Specificdly, the bill sets forth the purpose of the act as establishing individua devel opment
accounts to provide families with the opportunity to accumulate assets to promote education,
home ownership, and micro-enterprise development. This act implements the provisons of
404(h) of the Socia Security Act [also 404(h) of the Persond Responsbility and Work
Opportunity Reconciliation Act of 1996], relative to the individual development accounts.

The terms used in the act are defined. “ Individua development account” is defined as an
“account exclusively for the purpose of paying the qudified expenses of an digible individua or
family. The account is funded through periodic contributions by the establishing individua and
matched by or through a qudified entity for a qudified purpose.” With the exception of
“financid inditution,” dl of the terms identified in the bill are ddinegted in federd law. The
definitions set forth closely mirror those provided in federd law. One exception isthe term
“qudified plan,” which includes both *a business plan or aplan to use a business asset
purchased.”

The Department of Children and Family Servicesis directed to amend the Temporary Assstance
for Needy Families gate plan to provide for the individua development accounts as pecified in
this act.

Individuas digible to participate in an IDA program are identified in the bill as any family who
is fully complying with the work requirements of the temporary cash assstance program, who is
subject to the time limits, and who has entered into an agreement with an approved fiduciary
organization. Minimum requirements for the account agreement are ddlineated.

Contributionsinto the IDAS can only be made from earned income. Matching funds may be
contributed from state and federa funds under the control of the regiona workforce boards, from
local agencies, or from private donations for an eigible participant. Eligible participants may be
awarded bonus payments for program compliance. The matching funds and bonus payments are
provided as stipulated in the Strategic plan for workforce development.

Thehill sipulatesthat IDA funds can be accessed after the family is no longer receiving cash
assstance, but only for one of the following qudified purposes.

Postsecondary education expenses paid directly to the educationa ingtitution;
Qudified acquigtion cogs for ahomefor firs time home buyers paid directly to the
persons to whom the payment for the residence is due; or

Qudified business capitdization paid directly to a business capitalization account which
isedablished in afinancid inditution.

Workforce Florida, Inc. is directed to develop procedures for regional workforce boards to
establish IDA programs. Procedures are also to be established for controlling the withdrawal of
funds for uses other than qudified purposes, including conditions under which an account must
be closed. Workforce Florida, Inc. isthe new public/private not-for-profit organization
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established by the Workforce Innovation Act of 2000 (ch. 2000-165, L.O.F.). It isthe State
Workforce Development Board and State WA GES Program Board combined and is responsible
for dl functions previoudy assigned to these two state boards, aswell as palicy direction and
oversght for the WAGES (non-cash assistance) and workforce functions (s. 445.004, F.S.).

The bill providesfor fiduciary organizations to serve asintermediaries between the families with
the IDAs and the financid indtitutions holding the IDAs. Their respongihilities include marketing
participation, soliciting matching contributions, counsding program participants, and conducting
verification and compliance activities. The fiduciary organization is required to establish a
grievance committee and procedures for consdering any grievance made by an IDA participant
who disputes the determination that funds were withdrawn for uses other than the qudified
purposes. Either regiona workforce boards or other community-based organizations can serve as
fiduciary organizations.

IDA participants are to name a contingent beneficiary at the time the account is established. In
the event of the death of the IDA participant, the IDA may be transferred to the ownership of the
contingent beneficiary.

The hill authorizes financid indtitutions that are approved by the Workforce Florida, Inc. to
edablish individua development accounts. The financid inditutions are to certify that the
establishment of the IDASs are in accordance with the forms, documentation and requirements
prescribed by Workforce Horida, Inc. The bill providesthat fundsin the IDA, including interest
accrued, are to be disregarded in determining eligibility for any federd or state program.

CSSB 350 provides atutory authority for the establishment of an IDA program. Minimum
requirements for the program and its operation are provided. Parameters are established for
creating and operating the accounts. Funding for the match is not specificaly alocated by this
bill. Instead, the bill permits regional workforce boards to use the funds under its control to
provide the match. While IDA programs can be established without legidation, legidation is
required to disregard the fundsin the IDA in determining digibility for federd and state public
assigtance programs. Legidation dso expresdy permits the use of TANF funds for the IDAS.
Many families no longer needing the temporary cash assi stance due to earnings often continue to
need other federal or state supports, such as Medicaid or food stamps, and the savings accrued
could quickly disqudify them from these important trangtion services. Through the
encouragement to save, invest, and build assets provided by the IDA, some families may be
provided with the means to trangition to better paying jobs and greater self sufficiency.

The bill provides an effective date of October 1, 2001.

Constitutional Issues:

A. Municipality/County Mandates Restrictions:
None.

B. Public Records/Open Meetings Issues:

None.
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V.

VI.

C. Trust Funds Restrictions:

None.

Economic Impact and Fiscal Note:

A. Tax/Fee Issues:

None.
Private Sector Impact:

The establishment of IDAS could produce a positive economic impact in severa indudtries,
and through the encouragement to save, invest, and build assets provided by the IDA, some
families may be provided with the means to trangtion to better paying jobs and greater sdif-
aufficiency. Firg, funds will be held in accredited financid ingtitutions. Second, some

former public assistance recipients may be able to create jobs for themsalves and others by
utilizing the IDA to fund business capitdization. Third, some former public assstance
recipients may use the funds to purchase a home, profiting the red estate and construction
indugtry. And findly, some former public ass stance recipients may use the funds to attend
private colleges, universities, and schools.

Government Sector Impact:

The IDA program may be established using current funding and appropriations and may
have abeneficid effect even without a specific dlocation for matching funds. A one-to-one
metch of the first $100 to $500 per account per year would not be extremely expensive. For
example, matching the savingsin 1,000 accounts would cost between $100,000 and
$500,000. The maximum number of accounts crested could be tied to the funding level a
particular regiona workforce board alocates for the program.

Workforce Florida, Inc. reports that the oversight, policy and procedure responsibility
required of Workforce Horida, Inc. in the bill will increase workload, but only minimally.
The additiona workload for Workforce Florida, Inc. and the Agency for Workforce
Innovation staff will not require additional adminigtrative funding. The objectives of the

IDA program, namely education, home ownership and micro-enterprise development, are
srategies fully supported by Workforce Forida, Inc., Agency for Workforce Innovation, the
regiona workforce boards and other partnersin the workforce system. In fact, in arecent
competitive procurement process for “ Step-Up Challenge Scholarship Grants,” the
Workforce Florida, Inc. board provided funding in Wefare-to-Work funds that allowed and
encouraged the use of IDASs as the vehicle for establishing scholarships for current and
former wefare participants.

Technical Deficiencies:

None.
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VII. Related Issues:
None.

VIII. Amendments:
None.

This Senate saff analysis does not reflect the intent or officia position of the bill’ s sponsor or the Horida Senate.




