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Announcement: Opportunity for Educators

2006 National Institute of

Financial and Economic Literacy
Edgewood College, Madison, Wi

Who Should Attend:

Teachers of personal finance, family and consumer sciences, social studies,
economics, math, business, and others who want to acquire the ability to teach
money management and personal finance.

Superintendents, directors, administrators, and principals of high schools, middle
schools, and grade schools, and other financial counselors and technical college
faculty.

For more information, visit www.wijumpstart.org.

“A recognized best practice for teacher training”

—Financial Literacy and Education Commission
United States Department of the Treasury

NAT IONAL INSTITUTE
of Financial
and EcOnomic Literacy

Everything you need to educate your students about personal finance and money

“HIGHLY RECOMMENDED!
The wealth of up-to-date information and
materials, dynamic speakers and great
networking opportunities at low
cost make it invaluable for both

your professiofaland pérsonal tife:

A
A+
—Audrey Morken

T “‘ River East
s v“" Middlc School™ ™

= lf'~ ﬁm@ Minnesota Lake, MN
s .‘ Li"' ﬁ' .

2006 programs

Travel stipends available
Reduced-rate {

Founding sponsor Site: Edgewood (

Enrollment form (page
E| I'L 11- |'lil|l. ‘H'IFIT'I Gio lo: www.wijumpstarl.org
Foundarion, Inc.

Expanding opporlunities through financial education

Visit the Web site of the Federal Reserve Bank of Chicago at:

swchicago =0rg



Around the Seventh District

lllinois

lllinois State Asset-building Initiatives

As a means to address poverty in the state, the Federal
Reserve Bank of Chicago has facilitated the growing asset
building movement in lllinois, including co-sponsoring
policy conferences with the Sargent Shriver National
Center on Poverty Law and CFED.

The lllinois Asset Building Group (IABG) is a group of
organizations dedicated to helping people build and
preserve financial assets. As a priority, IABG will pursue
state-wide children’s accounts and other asset building
policy initiatives.

For additional information, contact Dory Rand at (312)
368-2007 or Gina Guillemette at (773) 336-6083.

Indiana

Community Groups Fight Foreclosures in Indianapolis’
Center Township

Preventing mortgage foreclosures is the focus of the
new Saving Homes in Center Township Legal Project,

a collaborative community project being launched by
Indiana Legal Services (ILS), the Organization for a New
Eastside (ONE), Momentive, the Southeast Neighborhood
Development Corporation (SEND), the Martindale-
Brightwood Community Development Corporation, and
the United Northwest Area Development Corporation.
The project is designed to help eligible homeowners (not
investors) who are seniors or low-income persons, and
who face the threat of foreclosure, to stay in their homes
or to mitigate financial losses.

Persons seeking legal advice or representation through
the Saving Homes in Center Township Legal Project

are urged to contact the following Project partners:

ILS - (317) 631-9410, x 250; Momentive - (317) 266-
1300; SEND - (317) 634-5079; ONE - (317) 917-8922;
Martindale Brightwood CDC - (317) 924-8042; United
Northwest CDC - (317) 924-0199.

lowa

Altoona, lowa: Site for Business Continuity Center
LightEdge Solutions and LBC Technology plan to
construct a business continuity center in Altoona, which
will withstand most types of disasters and be equipped
with electric power generation, auxiliary communications,
and other free-standing systems. The $10 million facility
will have 30,011 sq. ft. and 288 work stations to allow

contracting businesses a base of operations if their normal
business place is rendered inoperable. The board of the
lowa Department of Economic Development awarded
$100,000 in CEBA (Community Economic Betterment
Account) funds and HQJC (High Quality Job Creation) tax
benefits to the project, which is near the Interstate 80/1st
Avenue interchange in Altoona.

Michigan

Payday Lending Regulation Takes First Step

In November of 2005, Governor Granholm signed into law
the Deferred Presentment Service Transaction Act. Under
the new act, deferred presentment service providers,
which are commonly known as “payday lenders," shall not
engage in the business of providing deferred presentment
service transactions after June 1, 2006, without a license.
License applications will be available on Michigan’s

Office of Financial and Insurance Services’ Web site on
February 1, and payday lenders will have until March 31 to
submit applications.

For more information, check the Department’s Web site at
www.michigan.gov/cis/0,1607,7-154-10555-133330--,00.
html.

Wisconsin

Feasibility Study Report Released

The State Association of Wisconsin Nonprofits Project
recently released its Feasibility Study Report. The Report
concluded that:

“The nonprofit sector is clearly a powerful player in the
state of Wisconsin. The most recent available data on
Wisconsin’s nonprofits illustrates the significant role this
sector plays. . It is time to define a strong collective voice,
develop a collaborative vision and plan of action that
builds on the strengths and effectiveness of Wisconsin
nonprofits as a catalyst for Wisconsin's future.”

To view the complete Feasibility Study Report, visit http://
epic.cuiruwm.edu/NONPROFIT/research/feasibility.

php. To view the results of the nonprofit capacity-building
survey, visit http://epic.cuiruwm.edu/NONPRIOFIT/
research/capacity.php. You can contact the report’s
authors at j.stormer@hotmail.com or fisherhl@uwec.edu.
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Economic Development-

Foreclosure Alternatives:
A Case for Preserving Homeownership

By Desiree Hatcher

Residential foreclosures have become a growing concern
in the lending industry. GMAC-RFC (Residential Funding
Corporation), America’s largest private issuer of mortgage-
backed securities and a leading warehouse lender,
estimates that it loses over $50,000 per foreclosed

home. According to the U.S. Census Bureau'’s statistical
abstracts, the number of nonfarm mortgage loans in
foreclosure at year-end 2003 (the latest year for which
information is available) was over 500,000. This translates
into $25 billion in foreclosure cost for lenders.

Of course, lenders are just one stakeholder in the
foreclosure process. What are the total costs associated
with foreclosing on a home? Who is responsible for paying
these costs? Are there alternatives to the foreclosure
process? And if so, what are the advantages of using
those alternatives?

The Cost of Foreclosure - Who Pays?

The impacts of mortgage foreclosures are widespread and
costly not only for homeowners, but for lenders, servicers,
insurers, cities, and neighborhoods. What follows is a
description of the cost to each of these stakeholders.

Homeowners: Some of foreclosure’s effects on
homeowners are readily apparent, while others are just as
severe but less well known:

M oss of a stable, secure place to live.
M Loss of equity in the property.

W A damaged credit rating. Poor credit resulting from
foreclosure often becomes a barrier to obtaining
rental housing or purchasing another home.

M Potentially higher costs to replace lost housing.

M Possible tax consequences. For tax purposes,
foreclosure is treated like a sale; any principal
balance and accrued interest forgiven are treated as
income for the former owner. The amount of gain or
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loss is determined just as if the property had been
sold for cash equal to the face amount of the debt.

Private and public lenders: A public lender is any entity
that uses government funding (public funds) to make
loans. This includes cities such as Minneapolis and St.
Paul, that have mortgage lending departments, or any
nonprofit organization that uses government funding

to make mortgage loans. For public lenders, major
foreclosure losses are absorbed by loan servicers and
mortgage insurers.

Insurance protects most private lenders from major
foreclosure losses but does not cover certain types of
expenses — for example, those related to holding and
maintaining the property. A private lender is any entity
not using government funding to make loans, including
banks, credit unions, and thrifts. Greater losses are faced
by private lenders that originate mortgage loans under
their own affordable homeownership programs. These
loans, which do not meet conventional underwriting
criteria, are held in lenders’ portfolios. For the lender,
foreclosure means absorbing the full loss for outstanding
principal, accrued interest, legal fees, costs of holding and
maintaining the property, and real estate broker fees, less
any amount recovered through the sale of the property.

Loan servicers: For loan servicers, the income stream
from servicing fees stops when borrowers halt payments.

Mortgage insurers: The cost of foreclosure for mortgage
insurers is the amounts paid for claims as either insurers in
government mortgage programs (FHA, VA) or insurers of
conventional mortgage loans. The amount of loss equals
the outstanding principal and all the expenses incurred,
less the proceeds from the sale of the house.

Cities: Cities do not incur large direct losses from
foreclosures, but they do suffer significant — and costly

— consequences. Foreclosed properties often deteriorate
and lose value, eventually requiring restoration or
demolition. If a house is beyond repair, the city absorbs the



cost of demolishing it. If the house is vacant, the city also
loses tax revenue. Additional costs include administrative
expenses involved in rehabbing or demolition, health and

building department expenses for property checks, health
and safety violations, and condemnation.

Neighborhoods: Boarded-up houses and empty lots
affect property values and marketability throughout a
neighborhood. Houses in the vicinity of a boarded-up
house can decrease in value. Even beyond the immediate
area, foreclosed properties affect the “comparables” used
in appraisals. Boarded-up properties also increase the
likelihood of vandalism and other criminal activity.

Alternatives to Foreclosure

There are workout options available to lenders to help
borrowers keep their home. However, some lenders do
not inform borrowers that alternatives are available, in part
because not all lenders are fully aware of alternatives to
foreclosure. What follows is an overview of foreclosure
alternatives. It should be noted that these options work
best when the loan is only one or two payments behind.
Borrowers delinquent beyond two payments severely limit
their options.

For Temporary Sethacks

Reinstatement: Accepting the total amount of back
interest and principal owed by a specific date. This option
is often combined with forbearance.

Forbearance: Reducing or suspending payments for a
short period, after which another option is agreed upon

to bring the loan current. A forbearance option is often
combined with a reinstatement, when it is known that the
borrower will have enough money to bring the account
current at a specific time in the future. The money might
come from a bonus, investment, insurance settlement, or a
tax refund.

Repayment Plan: With a repayment plan, the bank
agrees to add, for example, half the amount of the first
missed payment onto each of the next subsequent two
payments. These plans provide some relief for borrowers
with short-term financial problems, such as expensive car
repairs that make it too difficult to pay the mortgage in a
given month.

For Long-term or Permanent Set Backs

Mortgage Modification: If the borrower can make the
payments on the loan, but does not have enough money
to bring the account current or cannot afford the total
amount of the current payment, a change to one or more
of the original loan terms may make the payments more
affordable. The loan terms could be changed in one or
more of the following ways:

M Adding the missed payments to the outstanding
loan balance;

M Changing the interest rate, including making an
adjustable rate into a fixed rate;

M Extending the repayment term.

Short Refinance: Forgive some of the debt and refinance
the rest into a new loan, usually resulting in lower financial
loss to lender than foreclosing.

Claim Advance: If the mortgage is insured, the borrower
may qualify for an interest-free loan from the insurer to
bring the account current. Full repayment of this loan may
be delayed for several years.

For Older Homeowners

Reverse Mortgage: Reverse mortgages allow older
homeowners (with little or no outstanding mortgage debt)
to convert the equity in their homes to cash while retaining
ownership. With a regular mortgage, the borrower makes
monthly payments to the lender. But with a reverse
mortgage, the borrower receives money from the lender
and generally does not have to repay it for as long as they
live in the home. In return, the lender holds some — or all
— of the home's equity. For more information on reverse
mortgages, go to www.ftc.gov.

If Keeping the Home is Not an Option

Sale: If the borrower can no longer afford to repay the
mortgage, the lender agrees to give the borrower (or their
agent) a specific amount of time to find a purchaser and
pay off the total amount owed.

Pre-foreclosure Sale or Short Payoff: If a property’s
net sales proceeds do not cover the loan in full, the lender
may accept less than the full amount owed. Though the
lender takes a loss on the sale, the additional cost of
foreclosing on the property is avoided.

Assumption: Allow a qualified buyer to assume the
mortgage, even if the original loan documents state that it
is non-assumable.

Deed-in-lieu: Agree to allow the borrower to voluntarily
surrender the property and forgive the debt. This option
may not be available if other liens such as judgments of
other creditors, second mortgages, and IRS or state tax
liens exist.

Note: both a short sale and a deed-in-lieu damage the
borrower’s credit rating less than a foreclosure as they
reflect efforts by the borrower to come to terms with the
lender. But the short sale is less damaging than a deed-
in-lieu, because it indicates recognition by the lender
that the event was caused by factors outside of the
borrower’s control.
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Is Foreclosure Prevention Effective?

A national study released July 2004 by Freddie Mac
Deputy Chief Economist Amy Crews Cutts and George
Washington University Professor Richard Green found that
home retention workouts, such as repayment plans and
loan modifications, are very effective at keeping borrowers
in their homes. The study found that repayment plans
lower the probability of home loss by 80 percent among

all borrowers and by 68 percent among low- to moderate-
income borrowers. Repayment plans appear to work well,
regardless of the income level of the homeowner. For
more detailed information, this study can be found at www.
freddiemac.com/corporate/reports.

Is Foreclosure Prevention Cost Effective?

Do mortgage foreclosure prevention programs save
public and private dollars? In 1995, the Family Housing
Fund undertook an evaluation of the cost-effectiveness
of the Mortgage Foreclosure Prevention Program
(MFPP). MFPP was established in Minneapolis and

St. Paul in 1991 to provide counseling and, in some
cases, financial assistance to help low- and moderate-
income homeowners avert foreclosure. Supported by a
combination of private and public funding, the program is
administered by the Family Housing Fund, and the results
compiled in a database maintained by the Amherst H.
Wilder Foundation's Research Center.

The study focused on data from two participating Twin
Cities agencies: the Northside Residents Redevelopment
Council (NRRC) and the St. Paul Housing Information
Office (HIO). The study covered the period between

July 1991 and March 1995. During this time, over 800
homeowners in the Twin Cities received foreclosure
prevention counseling and/or emergency assistance. Total
expenditures for the program were $1.6 million.

The average cost of foreclosure prevention in this study
was $3,300 ($1.6 million divided by 487 homeowners
who had their mortgage reinstated). The cost of
foreclosure, on the other hand, was many times higher.
The exact amount varies with factors such as interest
rates and their effects on refinancing, the strength or
weakness of the local real estate market, the type of
mortgage insurance (FHA, VA, or private), and whether
the property is sold quickly or abandoned, boarded, or
demolished. In this study, costs were estimated for two
typical scenarios:

M In Scenario 1, a house with an FHA mortgage goes
into foreclosure, becomes vacant and boarded
up, and is eventually acquired by the city, which
rehabilitates it and sells it.

B |n Scenario 2, a house financed with a privately
insured, conventional mortgage goes into

4 Profitwise News and Views m February 2006

foreclosure, is put on the market, and is sold,
recouping some expenses.

The tables below compare the costs of mortgage
foreclosure prevention versus the costs of foreclosure to
stakeholders under the two scenarios.

Foreclosure Foreclosure
Prevention Cost | Cost
Homeowner $7,200
Lender $1,500
Servicer $1,100
FHA-HUD $26,500
City $27,000
Neighbors $10,000
Cou‘nselmg, Financial $3.300
Assistance
Average Cost per $3.300 $73,300
Household

Note: Losses listed in Scenario 1 for lenders, servicers, FHA-
HUD, and the city represent dollar losses directly related to
the foreclosed property, unrecovered rehab subsidies, and lost
tax revenues. They do not include administrative cost, such

as staffing of servicers’ collection departments, public health
inspections and condemnation process, the cost of police
calls, or city staff time spent coordinating rehabilitation work.

Foreclosure Foreclosure Cost
Prevention Cost
Homeowner $7,200
Lender $2,300
Servicer $1,100
Private Mortgage $16,000
Insurer
Cou.nselmg, Financial $3.300
Assistance
Average Cost per $3,300 $26,600
Household

Note: Losses listed in Scenario 2 for lenders, servicers, and
private mortgage insurers represent dollar losses directly
related to the foreclosed property. They do not include
administrative costs, such as paying for collections or
foreclosure staff.

In Scenario 1, the combined losses for all parties were
about $73,300 — over 22 times the average cost of
prevention. In Scenario 2, the combined losses were about
$26,600 — eight times the cost of prevention. These
figures were based on average losses experienced by
typical homeowners served by the foreclosure prevention
program and by lenders, servicers, mortgage insurers, and
neighborhoods. The losses calculated for the city were




at the lower end of the typical range. Losses to lenders
were lower in Scenario 1 than in Scenario 2 because
FHA mortgage insurance provides more comprehensive
coverage than private mortgage insurance.

In addition, the study yielded the following results
regarding the effectiveness of the foreclosure prevention
program:

B Of the 800 homeowners serviced during the review
period, the two agencies helped 487 (60 percent)
homeowners to reinstate their mortgages.

B Of the 487 mortgages reinstated, 432 (89 percent)
were FHA, VA, or privately insured. Averted losses
to the insurers totaled an estimated $9.6 million.

B After two years, 244 (50 percent) of the
homeowners were still current on their mortgages,
dropping the averted losses to an estimated $5.4
million. Still, the savings are more than triple the
program's cost.

Foreclosure prevention is both impactful and cost
effective. The collected losses to the many parties
affected by foreclosure are many times the cost of
working with the homeowners to prevent foreclosure
before it occurs. Furthermore, the benefits of foreclosure
prevention increase for lending institutions, mortgage

insurers and investors, government at all levels, and
homeowners with each home saved.

As indicated previously, workout options work best early
in delinquency. However, many people avoid calling

their lenders when they have money troubles. Most are
embarrassed to discuss money problems with others

or believe that if lenders know they are in trouble, they
will rush to collection or foreclosure. It is to the lender’s
advantage to contact the borrower as soon as delinquency
begins. Borrowers who don't feel comfortable talking with
their lender should immediately contact a HUD-approved
housing counseling agency. A counselor will help assess
the borrower's financial situation and determine what
options are available. A counselor will be familiar with the
various workout arrangements and will know what course
of action makes the most sense for the borrower, based
on their circumstances. In addition, the counselor can call
the lender with the borrower or on the borrower’s behalf
to discuss a workout plan. Also, a counselor will have
information on local services, resources, and programs
that may provide the borrower with additional financial,
legal, medical, or other assistance.

To find out more about HUD-approved housing counseling
agencies and their services, call (800) 569-4287 or go to
www.hud.gov to look at the list of HUD-approved agencies
by state.
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Economic Development -

CFED’s Assets and Opportunity Scorecard
Highlights National Inconsistencies in
Financial Security

By Andrea Levere

Asset building plays an integral role in alleviating poverty
and bolstering financial security for individuals and
families. Assets move families beyond living paycheck to
paycheck and give them tools to plan for the future. But in
order to improve asset building in the future, we first have
to determine where we stand today. To do this, CFED, a
nonprofit organization that works to promote economic
opportunity, has created its most comprehensive tool yet
to measure ownership and financial security, the Assets
and Opportunity Scorecard: Financial Security Across
the States (Scorecard). The recently released Scorecard
provides a detailed picture of how the states are faring in
both performance and policy.

The Scorecard — which can be accessed online at www.
cfed.org/go/scorecard — measures the financial security
of families in the U.S. by looking beyond just income to the
whole picture of building ownership and protecting against
financial setbacks. The Scorecard ranks the 50 states and
the District of Columbia on 31 performance measures

in the areas of financial security, business development,
homeownership, health care, and education.

The Scorecard quantifies various aspects of household
financial health across the states, and grades related state
policies. The data show some alarming discrepancies in
net worth between women and men, minorities and whites,
and even between average residents of different states.

Among the key findings:

W Nearly one in five American households has zero
net worth or is in debt, that is, “owes more than it
owns.” The ratio is one in three for minority-headed
households.

M For every dollar of net worth of a household headed
by a male, female-headed households have less than
40 cents.

B The median Massachusetts household net worth
(the highest of all states) is three times that of
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median households in Arizona, Texas, Georgia, West
Virginia, and a number of other states.

States were graded from A to F on their performance

in building assets. Among the virtues of a highly graded
state is high net worth among a large number of residents,
low levels of asset poverty and bankruptcies, widespread
ownership of small businesses, high homeownership

with a low number of foreclosures, a high percentage of
residents with health insurance, and high test proficiency
from students and advancement into higher education.

The Scorecard also looks at 38 state policies in these
areas (as well as tax policy) that can help or hinder
citizens' efforts to get ahead. Policies are assessed as
either “favorable,” “standard,” or “substandard,” relative to
the policies of the other states.

Among these are policies that address predatory lending
standards, small business investment, first-time homebuyer
assistance, per-pupil spending, and asset-building savings
programs.

The top performers on the Scorecard — those states

that earned an overall A in performance measures and a
favorable rating in policy measures — include Connecticut,
Delaware, Vermont, Maine, Minnesota, and lowa. The
state of lowa is within the Federal Reserve System's
Seventh (Chicago Fed) District. The scores earned by the
remaining states within the Seventh District boundaries

— lllinois, Indiana, Michigan, and Wisconsin — were mixed:

M llinois earned a D, but received a favorable rating for
its asset-building policies;

M Indiana and Michigan earned Cs on overall
performance measures, and also garnered
substandard policy ratings; and

B Wisconsin returned an overall B, as well as a
favorable asset-building policy rating.



Along with the Scorecard, CFED has created a
Scorecard Advocacy Center to encourage state-level
asset-building and ownership advocates to use the
Scorecard as a tool for effecting policy change. CFED
has already incorporated state-level advocacy into the
roll-out of the 2005 Scorecard by working closely with
organizations in the asset-building field. Among these
groups are the Chicago-based Sargent Shriver National
Center on Poverty Law and the Michigan IDA (individual
development account) Partnership.

Asset-building Partnerships

CFED and the Sargent Shriver Center on Poverty Law
recently presented Scorecard findings as part of two asset
building policy briefings, one at the Federal Reserve Bank
of Chicago and another for state legislators in Springfield,
IL. The Shriver Center also plans to use the Scorecard

as a tool to further its work with the newly formed lllinois
Asset Building Group (IABG), of which the Shriver Center
is a co-chair. IABG's mission is to foster financial strength,
economic development, and family and community
stability and well being in lllinois, both today and for future
generations.

CFED’s working relationship with the Shriver Center
predates the Scorecard, as the Shriver Center is also

a partner in the CFED-managed Saving for Education,
Entrepreneurship, and Downpayment (SEED) Policy

and Practice Initiative — a multi-year national initiative to
develop, test, and impel matched savings accounts and
financial education for children and youth. For SEED, the
Shriver Center has partnered with the William M. and
Charles H. Mayo Elementary School in Chicago to deliver
SEED accounts to students in kindergarten through fourth
grade.

Not unlike the Shriver Center, the Michigan IDA
Partnership—a collaboration between the Michigan
Department of Human Services and the Council of
Michigan Foundations—is planning to use the Scorecard to
further its efforts through the newly formed Asset Building
Coalition (ABC) for Michigan. ABC for Michigan will use
the Scorecard to help draw attention to existing policy and
create new policy options with the greatest potential to
help working poor households build assets and become
more financially secure.

Andrea Levere is president of CFED. Established in
1979 as the Corporation for Enterprise Development,
CFED works nationally and internationally to expand
economic opportunity. CFED has offices in Washington,
DC, Durham, NC, and San Francisco, CA.
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Research Review -

Islamic Finance: Meeting Financial Needs
with Faith Based Products

By Shirley Chiu and Robin Newberger

This article explores the demand for and the availability

of financial products for Muslims who adhere to religious
prohibitions against receiving and paying interest. This is
an evolving area of consumer and small business finance,
and the goal of this article is to provide an overview of

the potential market for Islamic finance, to describe the
organizations that currently provide these products, and
to highlight some of the challenges of satisfying both
religious tenets and government regulations. Two facets
of financial products, asset financing, and investments,
are addressed. Furthermore, the article identifies three
types of organizations that offer Islamic financial products
and services: financial entities, nonprofits, and for-profit
ventures that sell models of Islamic finance products and
consulting services to firms.! Drawing largely on interviews
with regulators, practitioners, and experts in the field, we
find that the few financial entities that offer formal Islamic
finance in the United States are often motivated by strong
grassroots demand in their local service areas. These
entities are often charting new territory in terms of product
development and conformity with government regulations.
Regulatory issues have not yet been tested on a large
scale, and decisions as to whether a bank may offer an
Islamic financial product are typically determined on a
case by case basis.

What is Islamic Finance?

Islamic finance is fundamentally different from the
conventional finance model as it is based on a profit

and loss structure (PLS), which requires that a financial
institution invest with a client in order to finance their
needs, rather than lending money to the client. Because

of the inherent risk involved in an investment, the financial
institution is entitled to profit from the financial transaction.

In assuring customers that the structure of the advertised
Islamic finance products are compliant with Islamic law,
financial institutions employ a panel of Islamic scholars,
also known as a Shari’ah board, to analyze and approve
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of the product’s compliance with Shari‘ah, or Islamic law.
If the Shari'ah board approves of the product, it signs a
certificate called a fatwa designating the product Shari'ah
compliant, which also serves to assure customers of the
product’s adherence to Islamic law.

Although Islamic finance is relatively new to the United
States, various interpretations of this concept are widely
practiced in other countries. In Egypt, Indonesia, Malaysia,
Sudan, and the Gulf States, Islamic banking coexists

with conventional banking. In many cases, international
banks have established Islamic finance windows, or
branches of their bank that specifically offer Islamic
finance products and services. In countries such as Iran
and Pakistan, Islamic banks are the only type of financial
institution. Islamic finance is also offered in Europe by

a small number of conventional banks and through the
recently established Islamic Bank of Britain. Over the past
ten years, the global Islamic finance industry has grown
significantly and today has between $200 billion and
$300 billion in assets.?

A fundamental distinction of an Islamic Bank is the lack
of deposit insurance common in conventional banks. The
PLS structure permits receipt of money by depositors
where deposits invested have incurred a profit, but they
must incur losses in situations where deposit investments
incur losses to comply with Shari'ah. Deposit insurance
defeats the purpose of PLS because the depositor does
not incur any risk. This very fundamental aspect of an
Islamic bank runs contrary to the standards of western
banking regulations. In fact, rather than overcome this
hurdle, the Islamic Bank of Britain's Shari'ah board, finding
in the end that this was the only remaining obstacle faced,
allowed for the deposit insurance as long as customers
were made aware that deposit insurance was not Shari'ah
compliant.

The U.S. does not currently have an Islamic bank. Prior
to 1997, no bank in the U.S. offered formally structured



Islamic financing that was both publicly approved by a U.S.
regulatory agency, and approved by a board of Islamic
scholars. In the late 1990s the New York branch of the
United Bank of Kuwait (now closed) paved the way for
financial institutions that currently offer Islamic financial
products. In 1997 and 1999, the Office of the Comptroller
of the Currency issued two interpretive letters permitting
a New York branch of the United Bank of Kuwait to offer
its Islamic home financing products to Muslim customers.
The interpretive letters have since been the premise for
determination by certain regulatory agencies whether an
Islamic finance product is compliant with U.S. banking
regulation and can be offered by a financial institution.

Demand for Islamic Finance Products

The U.S. State Department notes that Islam is one of the
fastest growing religions in the U.S. Most of this growth
is due to immigrants and descendants of immigrants.
Immigrant Muslims are mostly from Iran, Irag, Somalia,
Sudan, Afghanistan, and the former Yugoslavia. In the
past few decades, the number of Pakistani and Indian
Muslims living in the U.S. has also grown significantly.
More recently, the number of Muslims from Indonesia and
Malaysia has been increasing.

These demographic trends are useful for estimating

the demand for Islamic finance in the U.S. According to
the U.S. State Department, there is no official count of
Muslims in the United States. The analysis here draws on
data from a number of sources, including the American
Religious Identification Survey by the City University of
New York; the Department of Homeland Security; the
U.S. Census Bureau's Current Population Survey, March
Supplement; and the U.S. State Department. The Current
Population Survey (CPS) shows 2.1 million people in the
U.S. who emigrated from countries where Islam is the
dominant religion or are children of such emigrants.® This
value is close to the 2.2 million Muslims identified by the
American Religious Identification Survey.* Some leaders of
the Islamic community put the number of Muslims living
in the U.S. as high as 9 million. According to data from
the Department of Homeland Security, Muslims made

up about 4 percent of new immigrants in 1990 and 7
percent of new immigrants in 2000, representing about
72,000 new arrivals that year. Between 1995 and 2003,
the percentage of immigrants in the United States who
came from a country where Islam was the majority religion
increased from 10 percent to 14 percent.

In addition to immigrants and their descendent children,
nonimmigrant Muslims are comprised mostly of African
Americans and are estimated to make up more than one
quarter of the U.S. Muslim population.®

Another factor in estimating potential demand is degree
of religious observance. Experts identify three distinct
levels of observance in the Muslim community. The first

level comprises the most observant Muslims who do not
use conventional financing. This group represents the core
market for Islamic financing arrangements. The second
level currently uses conventional financing, but might
switch to Islamic financing if it were available. This group
often consists of U.S.-born children of immigrants, rather
than the immigrant parents themselves. The final level
comprises the least observant Muslims, who currently use
conventional financing, and would likely continue to use it
even if a religiously compliant alternative were available.

Although mosque affiliation does not necessarily imply a
demand for Islamic finance, financial institutions assume
that mosque attendees would form the basis of their
Islamic market and have concentrated their outreach
efforts on this population. Several surveys collect
information on membership at mosques to provide a
greater understanding of the Muslim presence in the U.S.°
In 2001, there were 1,368 mosques in the U.S. The states
with the greatest number by rank were California, New
York, New Jersey, Michigan, Pennsylvania, Texas, Ohio,
lllinois, and Florida. Between 1986 and 2001, California,
New York, New Jersey, Michigan, and Pennsylvania
experienced the greatest growth in the number of
mosques. Of the 2.2 million self-identified Muslims living in
the United States, 62 percent are members of a mosque.
Between 1990 and 2001, the number of self-identifying
Muslims increased by 50 percent.

Another way to think about demand for financial products
is in terms of the socio-demographic status of Muslims

in the United States. National data sets show that
immigrants from predominantly Muslim countries, and
the children of these immigrants, have relatively high
levels of education and income. An estimated 46 percent
of Muslims have at least a college degree, compared
with 23 percent and 25 percent of all immigrants and
natives, respectively. Similarly, Muslim immigrants and
their descendents have median incomes closer to natives
than to those of immigrants overall. So too, the Muslim
population has the highest proportion of young adults
under the age of 30 as compared to any other religious

group.
Islamic Financial Transactions

U.S. financial institutions that offer Islamic finance
products typically offer Murabaha, ljara, and Musharaka
financing for purchasing homes, cars, and small
businesses. In a typical Murabaha transaction, the
financial institution acts as an agent and purchases a
good requested by a customer; the financial institution,
in turn, sells the good to the customer at the acquisition
cost plus the profit over a stated period of installments.
If the customer defaults, they are only liable to the
financial institution for the contracted sale price. The key
requirement of Murabaha is that the financial institution
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must own the good before transferring it to the customer.
The financial institution justifies its profit based on the risk
it assumes from buying the asset.

The ljara is a leasing agreement where the financial
institution purchases an asset and leases it to the
customer. The financial institution, or a subsidiary of the
financial institution, owns the asset throughout the lease
period and the customer pays the financial institution

a rental fee each month during the leasing period. The
customer may purchase the asset in its entirety either
during or at the end of the lease period, but is not required
to do so. The typical /jara asset financing models offered
in the U.S. are lease-to-own in nature. Until the buyout is
consummated, the investor is the owner of the asset and
is responsible for any taxes and risks associated with the
ownership.

The Musharaka is a declining balance or shared equity
purchase. Typically, the financial institution provides a
percentage of the capital needed by its customer in a
business undertaking, with the understanding that the
financial institution and customer will proportionately
share in profits and losses in accordance with a formula
agreed upon before the transaction is consummated.

In the case of home financing, the homebuyer makes
monthly payments to the investor such that each month
less of the total payment goes toward the actual use of
the property and more toward building the buyer’s equity.
The Musharaka is a legally binding contract to form a
partnership to buy the property. That agreement allows
the homebuyer exclusive use of the whole property and
extracts a morally binding promise from the buyer to
purchase the property from the investor in the future.

A much less common method of Islamic finance in the
United States is the Mudaraba. The Mudaraba is an
agreement between an investor and an agent, where the
investor provides capital for the project and the agent
invests the funds according to the investors’ instructions.
The investor provides the capital, entrusting the agent for
his expertise and experience. Profits from the investment
are shared between the two parties at a predetermined
ratio, and losses are borne by the investor.

Islamic Finance Providers in the United States

A small number of entities formally offer Islamic financing
products in the United States. Other banks might
customize loan products for Muslim customers on an as-
needed basis, but do not offer a formal Islamic finance
product and book these transactions as traditional

loans. We identify seven institutions below that currently
advertise formal Islamic finance products and two for-
profit organizations that offer models of Shari‘ah products
to entities.”
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LARIBA and Guidance are finance houses — institutions
that offer asset financing, but cannot hold deposits.
Established in 1987 by business people who believe in
Shari'ah compliant financing, LARIBA is the oldest of the
organizations listed in Table 1, and is currently owned by
members of the American Islamic community. It is based
in Pasadena, California, and licensed to sell its Shari'ah
financing products in 49 states. LARIBA offers a lease-to-
purchase model with terms up to 30 years, or a variation
of the /jara model to finance homes, automobiles, and
medical clinics and equipment. LARIBA also offers leasing
with declining equity for construction of single-family
homes and finances small business and trade.

Guidance Financial Group also has origins in the Muslim
community and has been offering products since April
2002. Guidance is based in Virginia, and currently
licensed to sell its products in 18 states. The organization
offers home financing through its declining balance
co-ownership program, or a variation of the Musharaka. In
addition to offering home financing products, Guidance is
currently looking to securitize its home financing contracts
so that they are Shari'ah compliant for purchase by Islamic
investors.

Devon Bank in Chicago and University Bank in Ann Arbor,
Michigan are privately owned community banks. Their
involvement in Islamic finance has developed largely as

a result of their locations in multi-ethnic neighborhoods
with high concentrations of Muslims. Devon Bank offers
its products both inside and outside of lllinois. It offers
Islamic home, construction, and small business financing.
Home financing is offered through either the Murabaha or
ljara model. Devon Bank offers commercial Murabaha and
ljara transactions for real estate acquisitions to business
customers.

University Bank started offering Islamic finance products
in July 2003 when brokers and real estate agents made
them aware of this niche market. In an effort to expand
its Islamic home finance business nationwide, University
Bank in December 2005 created a subsidiary, University
Islamic Financial Corporation, to focus solely on selling
its line of Islamic home finance products, profit sharing
deposit accounts, and shares of Islamic mutual funds.
University Islamic Financial Corporation uses home
financing and deposit product patents from SHAPE
Financial Corp. It currently offers the /jara home-lease
financing model and interest-free deposit accounts. The
money from these deposit accounts is invested in the
bank’s /jara home financing contracts, and in return, the
deposits receive a net yield calculated from profit-sharing
in the home-lease financing products.

HSBC, the only large bank offering Islamic home
financing and other Shari’ah-compliant products in the
United States, focuses its Islamic finance activity in




Tahle 1: Islamic Finance Providers

Name of institution Location

Type of institution

Islamic financial products offered

LARIBA Finance House | Pasadena, CA

Finance house

Home, auto, and business
financing

SHAPE Financial Corp. | West Falls Church, VA

Guidance Financial Reston, VA Finance house Home financing

Group

Devon Bank Chicago, IL Bank Home and business
financing

University Bank Ann Arbor, Ml Bank Interest-free deposit
accounts, home financing

HSBC New York, NY Bank Home financing, interest-free
checking accounts, credit/
debit card

Neighborhood Minneapolis/St. Paul, MN | Nonprofit Small business financing and

Development Center training

World Relief Nashville, TN Nonprofit Small business financing

For-profit wholesaler/
consultant

Home financing, savings
accounts, and consulting
services

Reba Free Minneapolis/St. Paul, MN

For-profit wholesaler/
consultant

Small business financing
models, and consulting
services

the state of New York. Since 1996, HSBC has offered
Islamic finance products and services in offices in its
global Islamic services division overseas in the UK, Saudi
Arabia, Malaysia, Bangladesh, Indonesia, Singapore, and
Brunei. In the United States, HSBC offers Shari’ah home
financing, deposit accounts, and credit cards. HSBC
utilizes an /jara lease-to-own home finance model. The
deposits from interest-free deposit accounts are invested
as capital for the Shari'ah-compliant home financing
products. The specified percentage of the profit collected
from the home financing models is then distributed at a
specific rate across the deposit accounts. The money in
the interest-free accounts is segregated from investment
in “interest-based” funds.

Home financing is the most important source of business
for each of these institutions. Each tends to serve
socioeconomically diverse customer bases, although some
recognize particularly strong growth potential among
Muslims in professional occupations.

In contrast, the Neighborhood Development Center

and World Relief are nonprofit, small-volume lenders
that offer Islamic small business financing mainly to
Somali refugees in Minneapolis/St. Paul, Minnesota, and
Nashville, Tennessee, respectively. While these states do
not have large Muslim populations overall, the nonprofit

organizations serve communities with large concentrations

of Muslim refugees.

Since 2001, the Neighborhood Development Center
(NDC) has partnered with Reba Free, an organization
which develops Shari'ah approved Islamic financing
products, to finance small business entrepreneurs. Most
of the NDC's customers are Muslim, particularly Somali
refugees, but the program is open to anyone who is
looking for an alternative method of financing. NDC offers
a buy/sell agreement, which is very similar to that of a
traditional Murabaha agreement, where NDC purchases
the asset and resells it to the client at a predetermined
profit rate. NDC also offers a royalties agreement that
is similar to the traditional Musharaka agreement, in that
both the client and the NDC put a certain percentage of

capital towards the asset.

World Relief offers micro-financing to Nashville refugees
with small businesses. Funding comes from the Office of
Refugee Resettlement in the U.S. Department of Health
and Human Services. In addition to offering Islamic
business financing through a Murabaha model, World
Relief also provides technical assistance and training.

In addition to these entities, SHAPE Financial Corp. and
Reba Free are for profit ventures founded by experts
in Islamic finance that supply pre-designed Shari'ah-
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approved products and consultations to financial
institutions. SHAPE offers asset financing and deposit
account products to institutions in the United States,
Canada, Singapore, and Lebanon. Reba Free offers small
business finance products and consulting services within
the Minneapolis/St. Paul, Minnesota metropolitan area.

Islamic Investment Products

Another set of institutions that offer financial products

for Muslims in the U.S. is asset management companies.
The main companies are Assad Asset Management, Allied
Asset Advisors, and Saturna Capital's Amana Income and
Amana Growth funds.

Most have their own Shari'ah board that oversees the
portfolio to ensure compliance. Compliance relates both to
a purification standard that ensures money is not invested
in non-Shari'ah compliant businesses, and to a speculative
uncertainty standard that ensures the fund is not using
financial derivatives or debt products. Globally, 95 percent
of investment funds perform their own investment
research with their own Shari’ah boards. In the U.S., as an
alternative to conducting their own investment research,
investors and fund managers can purchase a license to
the Dow Jones Islamic Index (DJII), an Islamic equity
benchmark index comprised of companies that have
already been Shari’ah approved. The DJIl screens out non-
Shari’ah businesses, which include producers of alcohol-
and pork-related products, providers of conventional
financing (banks, insurance, etc.), and providers of
entertainment services.® The DJII then evaluates financial
risk by excluding remaining companies with unacceptable
financial ratios.

To date, demand for Islamic investment products in the
U.S. has been small compared to that for home financing.
The U.S. Islamic investment market is estimated to be
$112 million.® While that number is only a fraction of
the total assets of all mutual funds, U.S. based Islamic
investment firms have recorded strong annual growth
since their creation in the late 1990s. An often cited
reason for the smaller demand in the U.S. is that the
investment portfolios of Islamic investments focus on
returns for the short run, which results in portfolios
more liquid and volatile than the conventional long-term
retirement portfolios typical of this group. The main
challenges to the Islamic investment industry include a
lack of understanding by investors as to the particular
function of Shari'ah funds, high fees, and limited
distribution channels.

Debt Investment Products on the Horizon

Within the last four years, tradable Islamic bonds or sukuk,
have made their way into investment portfolios and mutual
funds, particularly outside of the U.S. Governments in
Bahrain and Malaysia spearheaded sovereign project
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financing with Shari'ah-compliant transactions and
securitized these contracts in the form of sukuk. To date,
the primary issuers of sukuk are government sovereigns
or sub-sovereigns, mainly Malaysia, Bahrain, Qatar, Dubai,
Germany (Region of Saxony), and Pakistan, as well as

a small number of corporate entities and the Islamic
Development Bank, an international financial institution.
Sukuks are the fastest growing form of Islamic financing
worldwide. In the last two years alone, the global sukuk
market amassed about $5 billion. Fifty percent or more
of sukuk investors are in the Middle and Far East, while
another 30 to 40 percent are in Europe. The largest
investors are mostly nonbank financial institutions and
private investors. In the United States, investments in the
sukuk market have been limited but growing. Because it is
the only type of bond product that is Shari'ah-compliant,
investors are hard pressed to relinquish sukuk, resulting in
little liquidity in the overall sukuk market.

Challenges Facing the Industry

Organizations that offer Islamic finance in the United
States face two principal challenges. One is offering
products that conform not only to Islamic religious
doctrine, but also to state and federal regulation. For
example, the National Bank Act of 1864 prohibits banks
from the purchase, holding of legal title, or possession of
real estate to secure any debts to it for a period exceeding
five years. This would seem to prohibit many Islamic home
finance products. However, in two interpretive letters,
Numbers 806 and 867, the Office of the Comptroller of
the Currency (OCC) concluded that particular versions

of ljara and Murabaha transactions can be considered
exceptions to the prohibitions of the National Bank Act

if they meet the standards for functional equivalence to
conventional asset financing. The specific standards that
must be satisfied are that: 1) the underwriting standard
used in these models must incur the same risks as that
of a conventional loan; 2) the risk incurred by the bank

if a customer defaults on payments must be the same

as that of a conventional loan; and 3) the risk from the
bank’s holding of legal title to the property must be the
same as that of a bank providing a conventional loan. In
their application of these standards to United Bank of
Kuwait's /jara and Murabaha models, the OCC determined
that the risks incurred by the bank in offering these
models are equivalent to those of a conventional loan.
The OCC specified that the standards set forth in the
two interpretive letters, including the detailed structure of
the particular /jara and Murabaha models, must be strictly
observed in order to receive approval. At this time, no other
agency rulings have been made.

The second challenge involves the added costs of
offering products that have little precedent in the United
States. Some of these costs stem from research required
to develop new methods of financing; designing and




producing new financial documents to accompany the
products; consultations with religious and regulatory
experts; and the training of staff in different home
purchase procedures. Additionally, banks face the “typical”
initial set-up costs related to financial transactions,
regulatory capital, and compliance costs from offering
new products. Islamic small business products offered
by nonprofit institutions tend to generate lower costs
than home financing products because they raise fewer
regulatory issues. Often the additional costs associated
with Islamic finance are passed on to the Islamic banking
customer.

The treatment of certain real estate transactions within
individual states can also result in higher costs of Islamic
finance products. For example, a bank in New York that
offered a regulatory and Shari'ah-approved /jara model
found that its lease to purchase nature resulted in double
real estate transfer taxes under the New York real

estate code — once during the initial transfer from the
original seller to the bank, and again when the property
is transferred to the lessee at the end of the lease term.
However, this double-taxation does not occur with the
Murabaha when there is both a transfer and acquisition of
property during the same transaction.

A further cost relates to limited opportunities for selling
Islamic financial products in the secondary market. To
date, three of the institutions that formally offer Islamic
finance products have sold their specialized “mortgages”
to Freddie Mac. Fannie Mae is looking to establish a
similar program by creating standardized documentation
for financial institutions that are looking to sell Islamic
home finance transactions in a secondary market. In order
for Freddie Mac and Fannie Mae to give their appraisal to
financial institutions, the transactions must fall within the
scope of their charter and meet the standard requirements
of qualified conventional loans.

Opportunities for selling assets to private secondary
market purchasers in the U.S. are few. According to
bankers, traditional bondholders are unfamiliar with the
underlying structure and risks of these transactions. Some
of the purveyors of Islamic finance have sought to build
more complex financial products that would be marketable
to Islamic investors domestically and internationally.
Guidance Financial Group’s motivation to enter the Islamic
finance market was to be the first in the industry to

build financial instruments from Islamic home financing
contracts that would allow Islamic investors to invest in
mortgage-backed securities. Meanwhile, religious experts
are still debating whether all models of Islamic financing
can be sold on the secondary market. Shari’ah law permits
a bank to sell a note only if it represents an interest in

the property by the bank. At present, only the /jara model
is structured this way. The approval of such products

by religious authorities is likely to affect their appeal to
Islamic investors.

Conclusion

Islamic finance is thriving at a small, local level, where
interest from Muslim communities has prompted financial
institutions to offer products that comply with state and
federal regulations, as well as with Shari’ah law. In efforts
to expand their customer base, many of these financial
institutions are also licensed to offer Shari'ah-compliant
home financing in states outside of that which they are
located. As a result, religiously observant Muslim families
who previously thought they were unable to purchase

a home are now able to become homeowners. Islamic
finance is sometimes better understood by banks and
finance houses that have developed and marketed

the Islamic finance products than by regulators whose
approval they need. However, regulatory agencies are
interested in building their knowledge in this area. For
example, the U.S. Treasury currently hosts an in-house
Islamic scholar, so that its staff can better understand
the issues as part of an international effort to design a
regulatory framework for Islamic finance.

Although the Islamic finance industry has grown in the
U.S., there are many questions that remain unanswered.
One question is the scope of national demand for Islamic
finance. This may be a less pressing concern for individual
banks that are responding to abundant demand in specific
areas. Another question for financial institutions is how
strictly Islamic finance products have to adhere to Shari’ah
principles before a Muslim individual will become a new
customer or switch from conventional to Islamic finance
products. Islamic scholars would argue that even the most
Shari'ah-compliant products in the United States have
their limitations. This raises the concern for U.S. financial
institutions to determine to what extent their customer
base is religiously conservative before deciding to proceed
with creating Shari’ah-compliant products. Finally, a key
issue for regulators involves understanding the risks
associated with Islamic finance products. Currently,

both banks and their regulators assess risk according to
the “functional equivalent” standard established by the
OCC. Federal and state regulatory agencies have stated
their intention to hold regional discussions with financial
institutions aimed at developing regulatory standards that
take into account the institutional and systemic risks of
Islamic financial products.
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Notes

1 Financial entities denotes primarily those entities that sell
products for personal financing.

2 Under Secretary of the Treasury John B. Taylor's keynote
address at the Forum on Islamic Finance at Harvard University,
May 8, 2004.

3 In the CPS data, we define Muslims as those who were
born in a country where Islam is the major religion or have a
parent from such a country. These countries are defined as
those where more than 50 percent of the people are Muslim
according to the CIA World Fact Book.

4 The American Religious Identification Survey asks Americans
to identify their religious affiliation. It finds between 2.2 million
and 2.8 million Muslims in the United States, including African—

American Muslims.

5 Council on American-Islamic Relations (CAIR).

6 City University of New York, American Religious Identification
Survey; Hartford Seminary’s Hartford Institute for Religious
Research, as reported by the U.S. State Department.

7 Information is collected from interviews with officers of each
of these organizations and from each of the organization’s
financial literature.

8 Tobacco manufacturers and defense and weapons makers,
although not strictly forbidden for investment under Islamic law,
are also excluded from the index.

9 Conversation with Monem A. Salem, Director of Islamic
Investing, Saturna Capital, March 19, 2005.
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Economic Development-

First Accounts: A U.S. Treasury Department Program to Expand Access to

Financial Institutions

Program Study by the Center for Impact Research, the University of Chicago
Graduate School of Business, the Genter for Economic Progress, and ShoreBank

By David Marzahl, 0.S. Owen, Steve Neumann, and Joshua Harriman

Introduction

In 2002, there were almost 56 million individuals in

the U.S. who did not have either a savings or checking
account at a bank or other traditional financial institution.!
Additionally, over 83 percent of families without a bank
account earn under $25,000.2 These families often use
alternative financial services, including check cashing,
payday loans, refund anticipation loans, and others, that
provide convenience at high cost. A 2004 report estimated
that these alternative financial services handled 280
million transactions, generating $78 billion in fee revenue.®
As a result, “unbanked” low-income workers who can least
afford to pay more for basic services often do. They pay to
cash checks, are subject to higher interest rates on credit,
and pay higher fees and interest rates for consumer loans,
auto loans, and home mortgages.* This article describes
First Accounts, a program designed to provide better
financial alternatives for the “unbanked,” and highlights
some insights from research on the Chicago-based First
Accounts program.

The First Accounts Model — Introducing Banking
Services to the “Unbanked”

The First Accounts program was an initiative of the U.S.
Department of Treasury to expand access to traditional
financial institutions for the “unbanked.” The program
partnered community organizations with financial
institutions to provide low- or no-cost checking and
savings accounts. A key element of First Accounts was a
commitment to financial education.

From 2002 through 2004, the Chicago-based Center

for Economic Progress (the Center) was one of fifteen
community organizations nationwide to participate in First
Accounts. The Center increased economic opportunities
for low-income families, children, and individuals by
improving access to public, private, and nonprofit programs
and services. It was in this spirit that the Center led the

Chicago First Accounts program. The Center partnered
with Volunteer Accounting Service Team of Michigan
and the Consumer Federation of America to implement
the program in Detroit as well. First Accounts helped
previously “unbanked” consumers open 1,428 bank
accounts in Chicago and Detroit, exceeding the initial
program target of 1,000 new accounts.

In Chicago, the Center partnered in First Accounts with
ShoreBank to provide checking and savings accounts
with no monthly fees or minimum balances. Community
organizations provided the Center access to over 1,470
previously “unbanked” participants who attended a total
of 183 financial education workshops as an entry point to
the program. The curricula, developed with the National
Consumer Law Center, focused on using accounts
effectively, personal budgeting and financial goal setting.

The Center also used free tax preparation services
provided by its Tax Counseling Project as another channel
to First Accounts. Participants were able to immediately
open a savings account and use it for fast direct deposit
of their income tax refund, sometimes avoiding more
than $100 in check cashing fees. Roughly 26 percent

of First Accounts were opened this way. These accounts
were opened with deposits significantly higher than the
remaining 74 percent of accounts opened by participants
who had attended financial education workshops.

Total First Accounts program opening deposits were
approximately $657,000.

Studies show the importance of financial literacy in
making sound financial decisions.® For example, the 2002
American Dream Demonstration (ADD) project, which
evaluated 14 individual development accounts programs,
revealed that financial education had a very significant
impact on the savings rates of program participants, and
that the higher education participants received (up to eight
hours), the better their savings rate.® A 