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HOUSE BILL No. 4268

February 11, 1999, Introduced by Reps. Martinez, DeHart, Godchaux, Scranton, Jellema,
Quarles, Schauer, Garza, Brater, Bogardus, DeWeese and Baird and referred to the Committee
on Employment Relations, Training and Safety.

A Dbill to permt the establishnent and nai ntenance of indi-
vidual or famly devel opnent accounts; to provide penalties and
remedi es; to provide for certain tax deductions; and to prescribe
the requirenents of and restrictions on individual or famly
devel opnent accounts.

THE PEOPLE OF THE STATE OF MICHIGAN ENACT:

Sec. 1. This act shall be known and may be cited as the
"individual or famly devel opnent account program act".

Sec. 2. As used in this act:

(a) "Account holder" nmeans a person who is the owner of an
i ndividual or famly devel opnent account or the famly if the
account is a famly account.

(b) "Community devel opnent organi zation" or "organization"
means, except as otherw se provided in this subdivision, a

charitabl e organi zati on exenpt fromtaxation under section
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501(c)(3) of the internal revenue code of 1986, that is approved
by the director of the departnent of treasury or his or her des-
ignee to inplenent the individual or famly devel opnent account
program For purposes of adm nistering individual or famly
devel opment accounts established under section 4(2)(c) for
start-up capitalization of a business, "comunity devel opnent
organi zation" neans a mcroenterprise |oan fund or a mcroenter-
pri se devel opment organization.

(c) "Contributor” means a person that nmakes a donation to an
i ndi vidual or fam |y devel opnment account reserve fund and is not
an account hol der.

(d) "Departnent" neans the departnent of treasury.

(e) "Director” nmeans the director of the departnment of
treasury.

(f) "Education expenses" neans tuition and fees required for
the enroll ment or attendance of a student at an eligi bl e educa-
tional institution, and expenses for fees, books, supplies, and
equi pnent required for courses of instruction at an eligible edu-
cational institution.

(g) "Eligible educational institution” nmeans any of the
fol |l ow ng:

(1) Acollege, university, conmunity college, or junior col-
| ege described in section 4, 5, or 6 of article VIII of the state
constitution of 1963 or established under section 7 of article
VIIl of the state constitution of 1963.

(11) An independent nonprofit college or university |ocated

in this state.
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(11m) A state-licensed vocational or technical education
pr ogr am

(1v) A state-licensed proprietary school.

(h) "Federal poverty level" nmeans the nost recent poverty
i ncome gui delines published by the United States departnent of
heal th and human servi ces.

(1) "Financial institution” nmeans a state chartered bank,
savi ngs and | oan association, credit union, or trust conpany; or
a national banking association or federal savings and | oan asso-
ciation or credit union.

(j) "Individual or famly devel opnent account™ or "account"
means a financial instrument established pursuant to section 4.

(k) "I'ndividual or famly devel opment account reserve fund"
or "reserve fund" means a fund created by an approved conmunity
devel opnent organi zation to provide funds pursuant to section
3(2).

() "Progranmt neans the individual or famly devel opnent
account program established in section 3.

Sec. 3. (1) The individual or famly devel opnent account
programis established within the departnent. The program shal
provide eligible individuals and famlies with an opportunity to
establish accounts to be used for education, first-tinme purchase
of a primary residence, or business capitalization as provided in
section 4.

(2) The departnent shall authorize comunity devel opnent

organi zations to adm ni ster the accounts on a not-for-profit
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basis. The departnent shall require that community devel opnent
organi zations that adm ni ster accounts do all of the foll ow ng:

(a) Establish and adm nister 1 or nore reserve funds to pro-
vi de matchi ng funds on behal f of account hol ders pursuant to
i ndi vidual or famly devel opnment account match agreenents.

(b) Develop and inplenent individual or famly devel opnent
account match agreenents to be used with account hol ders that
include at least all of the follow ng:

(1) The purpose for which the account holder's account is
est abl i shed.

(11) The schedule of deposits that the account hol der w |
make to the account.

(1m1) A proposed schedul e of the anpbunt of natching funds
t he account holder will need fromthe community devel opnent
organi zation and the projected date when those matching funds
w Il be provided.

(c) Develop a process for including account hol ders in deci-
si on maki ng regarding the investnent of noney in their accounts.

(d) Develop a partnership with all account holders with whom
the community organi zation has an individual or famly devel op-
ment account match agreenent to assist the account holder to
effectively utilize the funds avail able through the account and
to offer support services to maxim ze the opportunities provided
by the individual or famly devel opnment account program

(3) Inreviewing the qualifications of community devel opnment
organi zati ons, the departnent shall consider all of the foll ow ng

factors:
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(a) The not-for-profit status of the organization.

(b) The fiscal accountability of the organization.

(c) The ability of the organi zation to provide or raise
nmoney for matching contributions.

(d) The ability of the organi zation to establish and adm n-
ister reserve funds.

(e) The significance and quality of proposed auxiliary
servi ces.

(f) The relationship of proposed auxiliary services to the

goal s of the individual or famly devel opnent account program

Sec. 4. (1) An individual or famly whose househol d i ncone
is less than or equal to 185% of the federal poverty |level for an
individual or for that famly's famly size may establish an
i ndi vidual or fam |y devel opnent account with a financial insti-
tution for the purpose of accumul ating and w t hdrawi ng noney for
qgqual i fi ed expenses.

(2) An account hol der who establishes an account shall enter
into an individual or famly devel opnent account natch agreenent
with a community devel opnent organi zation and shall declare the
pur pose for which the account is established. An account may be
established only to pay qualified expenses as provided in this
subsection. The account hol der may wi t hdraw noney fromthe
account w thout penalty for any of the follow ng qualified
expenses:

(a) Educational expenses for the individual account hol der
or any menber of the famly who is 17 years of age or older if

the account is an account for educational purposes.
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(b) First-time purchase of a primary residence by the
i ndi vi dual account hol der or any menber or nenbers of the famly
if the account is an account for the purchase of a primary
resi dence.

(c) Start-up capitalization of a business for the individual
account hol der or any nmenber of the famly of the account hol der
who is 18 years of age or older if the account is an account for
capitalization of a business.

(3) An account established under this subsection shall be an
account that requires 2 signatures for withdrawals. The 2
required signatures shall be those of the account hol der and an
adm ni strator of the comunity devel opnent organi zation with
whi ch the account hol der has an individual or famly devel opnent
account match agreenent.

(4) Distributions by a community devel opnent organi zati on
shall be made on behal f of an account hol der pursuant to individ-
ual or famly devel opnment account match agreenents at the sane
time that an account hol der withdraws noney to pay qualified
expenses. Distributions by a community devel opnent organi zati on
pursuant to an individual or famly devel opnent account match
agreenment shall not exceed a match of $5.00 for every $1.00 with-
drawn from an account by an account holder to pay expenses for a
pur pose described in section 4(2).

(5) Distributions under subsection (4) shall be made by
check to the order of the account holder and the entity the

account hol der is paying.
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(6) A community devel opnment organi zati on may use not nore
than 5% of the noney in the reserve funds established under this
act to adm nister a program established pursuant to section 3.

(7) A financial institution in which an account has been
establ i shed shall provide that the accounts earn at |east the
mar ket rate of interest.

(8) The maximumtotal of all deposits made into an account
in a tax year that is exenpt fromtaxation for that tax year is
$2,500.00. The total naxi mum bal ance in an account that is
exenpt fromtaxation is $5,000.00. Accurul ated interest earned
on an account is not included for purposes of this subsection.

(9) Deposits to accounts that will cause the total in the
account to exceed the maxi munms under this section shall be
returned to the account hol der.

Sec. 5. (1) Except as provided in subsection (4), if noney
is withdrawn during a tax year froman account by an account
hol der and is not withdrawn pursuant to section 4, all of the
foll ow ng apply:

(a) The first tinme an account hol der w thdraws noney from an
account that is not withdrawn pursuant to section 4, the account
hol der is subject to a penalty of 10% of the anobunt of the wth-
drawal and the anmobunt withdrawn is added into taxable incone in
the year of the w thdrawal pursuant to section 30 of the incone
tax act of 1967, 1967 PA 281, MCL 206. 30.

(b) The second tinme an account hol der wi thdraws noney from
an account that is not withdrawn pursuant to section 4, all of
the foll ow ng apply:
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(1) The account holder is subject to a penalty of 10% of the
anount of the w thdrawal .

(11) The amount withdrawn is added into taxable inconme pur-
suant to section 30 of the income tax act of 1967, 1967 PA 281,
MCL 206. 30.

(11m) No noney deposited into an account by the account
hol der after the date of a withdrawal under this subdivision is
exenpt fromtaxation under the incone tax act of 1967, 1967 PA
281, MCL 206.1 to 206.532.

(2) Penalties charged under subsection (1) shall be paid
fromthe account if there are sufficient funds in the account and
shal | be deposited into the community devel opnent account reserve
fund of the community devel opnent organi zation with which the
account hol der has an individual or famly devel opnment account
mat ch agr eenent.

(3) If an account hol der w thdraws noney under subsection
(1) (b), the noney that is withdrawn and all noney remaining in
the account after the withdrawal shall be included in incone in
the tax year in which the withdrawal is made.

(4) Money withdrawn by an account hol der from an account for
any of the follow ng purposes is not subject to the penalties
provi ded under subsections (1) and (3):

(a) To prevent the account holder from being evicted from
his or her hone.

(b) To pay nedical expenses of the account hol der or the
account holder's famly that are not covered by any health

benefit pl an.
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(5) An account holder shall name at | east 1 contingent
beneficiary at the tinme the account is established and nay change
beneficiaries at any tine. |f an account hol der dies, the
account shall be transferred to a contingent beneficiary. |If the
named beneficiary is deceased or otherw se cannot accept the
transfer, the noney shall be transferred to the estate of the
beneficiary.

Sec. 6. (1) Money deposited in or withdrawn from an indi-
vidual or fam |y devel opnent account by an account hol der to pay
qualified expenses is exenpt fromtaxation under the incone tax
act of 1967, 1967 PA 281, MCL 206.1 to 206.532.

(2) Interest earned on a fam |y devel opnent account is
exenpt fromtaxation pursuant to the incone tax act of 1967, 1967
PA 281, MCL 206.1 to 206. 532.

(3) An entity subject to the single business tax inposed by
t he single business tax act, 1975 PA 228, MCL 208.1 to 208. 145,
may claima deduction equal to the contributions nade to the
reserve fund of a community devel opnent organi zati on agai nst the
tax i nposed by the single business tax act, 1975 PA 228, ML
208.1 to 208. 145.

(4) An individual who is not an account hol der and who is
subject to the tax inposed by the incone tax act of 1967, 1967 PA
281, MCL 206.1 to 206.532, may claima deduction equal to the
contributions nmade to the reserve fund of a conmmunity devel opnent
organi zati on agai nst the tax inposed by the incone tax act of
1967, 1967 PA 281, MCL 206.1 to 206. 532.
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(5) The adm nistrator of a comrunity devel opnment
organi zation that admnisters 1 or nore reserve funds, with the
cooperation of the participating financial institutions, shal
submt the names of contributors and the total anmount that each
contributor contributes to an individual or famly devel opnent
account reserve fund for each tax year to the departnent. The
director shall determ ne the date by which the information shal
be submtted to the departnment by the adm nistrator of the conmu-
nity devel opnent organization.

(6) Each account hol der shall provide the community devel op-
ment organi zation with which he or she has an individual or
fam |y devel opnent account match agreenent copies of all bank
statenents issued relating to that account hol der's account. At
the end of the tax year, the community devel opment organi zation
shal |l give the account holder a letter on the organization's |et-
terhead that states the total anmount, based on deposits, wth-
drawal s, addbacks, and any di sall owed deposits nmade in the tax
year, that the account holder may claimas a deduction under sec-
tion 30 of the incone tax act of 1967, 1967 PA 281, MCL 206. 30.

Sec. 7. This act takes effect January 1, 1999.

Enacting section 1. This act does not take effect unless

all of the followng bills of the 90th Legislature are enacted
into | aw

(a) Senate Bill No. or House Bill No. _ (request
no. 00735' 99).

(b) Senate Bill No. or House Bill No. _ (request

no. 01157' 99).
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