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Executive Summary

During the 2007 tax season, the D2D Fund, Inc. PDZnd four Volunteer Income Tax
Assistance (“VITA”) sites conducted a U.S. Savigmd pilot test. From January™®2o March
31°'2007, D2D and its partners offered Series | U.Sirf§m Bonds to 4,841 low and moderate
income (“LMI") tax filers in four cities. This pap@resents the results of this pilot, research and
policy implications and specific recommendationséoction. Key research findings include:

Demand for U. S. Savings Bonds among LMI tax filerss strong, and is driven by high
brand awareness and attractive product features- six percent (6%) of tax filers with
refunds large enough to buy a bond ($50 or mock¥dj and bought a total of 377 bonds
worth $42,800. This compares with a 3.3% takefuRAs for tax clients in another teSt.
Nearly 75% of bond purchasers had heard of bonsisiteéethe fact that the U.S. Treasury
stopped promoting them in 2003.

Bond purchasers, typically single, working parentshbought a significant number of bonds
as gifts for the next generation- using tax filing status “Head of Household” gsraxy for a
single parent, the profile of a bond purchasehnas of a single, working parent with a sizeable
refund. 84% of these purchasers ordered bondsvigted” with others — mostly children or
grandchildren — indicating an interest in secuthmgfinancial futures of their offspring.

Tax filers who bought bonds bought them for thdong term— with a 30 year life, a required
one-year holding period and three-month interesaltg for redemptions before five years,
bonds represembng termsavings. 52% of purchasers surveyed after tlog gdlid they
intended to hold onto the bonds for more than1@syea

Savings Bonds may represent starter or first timeavings for many— more than half (54%)
of purchasers reported no existing money “savadwasted” and 67% of those surveyed after
the pilot said they would have spent the monelgaf/thadn’t bought bonds.

This initial research leaves a number of questwaithy of further study, such as:

Scale -How can savings bonds be offered at scale ovdptigeterm? How can demand seen
during the pilot be replicated? How much is demd&pendent on one-on-one selling by
costly “specialists”? How can bonds be made aviglahd distributed easily and broadly?

Gifting — Why was gifting was so popular? Why might p&sdie willing to save for their
children when they are unwilling or unable to dd@othemselves? Are LMI tax filers as
likely to buy bonds if they cannot do so as gifistheir offspring?

Long-term impact — It is easier to calculate the immediate effdsbad purchase has on an

! See Esther Duflo, Gale, William, Liebman, Jeffréyszag, Peter and Saez, Emmanuel, “Saving In@mntiv
for Low- and Middle-Income Families: Evidence franfrield Experiment with H&R Block”, no. 2005-5
(Retirement Security Project), May 2005. Note his test, clients required at least $300 refundpen IRA
and were drawn from higher income sample.



LMI tax filer than it is to measure the long-termgact. Are first time bond buyers more
likely than non-buyers to purchase bonds in sub=siggears? How will bond buyers’ overall
savings and debt levels change over time, espgwiaén compared with non-buyers?

Bonds as starter product- pilot findings suggest bonds hold special appmatax filers with
little or no savings. Might bonds offered at tawe have a special role to play as starter
products that induce LMI individuals to begin sayor, ultimately, to consider additional
financial products?

There are a number of straightforward, low-cogpstlat could be taken to dramatically increase
the accessibility of U.S. Savings Bonds to allfiters. The Federal Government could unlock the
potential of savings bonds for small savers by:

Tapping tax time —adding a bond purchase optidaxaeturns.

Reinvigorating marketing — coordinating marketimgl g@romotion to complement and support
a tax season bond purchase option.

Tailoring products to the LMI segment — creatingeaplicit emergency redemption policy and
shortening the bond term.

Introduction

Millions of Americans, particularly those living dow or moderate incomes, have little or no
savings. According to the 2004 Survey of ConsuRieances,the mean net worth of families in
the lowest 25 percent of the distribution of nertivas negative$1,400. Studies demonstrate that a
promising strategy to encourage saving by LMI hbotgs is to provide a convenient saving

option during tax preparation, when many receied ttargest lump sum of income in the form of

a tax refund. Unfortunately, considerable obstacles interfeita wffering cost effective savings
vehicles to these households at tax time. Thesw&dles include account fees, high minimums and
credit screening mechanisms such as ChexSystehesxSg@stems is a credit-screening device
which maintains a database of involuntary bank aetolosures. From 2000 to 2005, there were
approximately 30 million checking accounts repdstedbsed for excessive overdrdftin one

test, 26% of LMI tax clients who applied for a says account were denied by ChexSystéms.
Even when low income tax clients have been abate at tax time, they tend to draw their
savings down to zero within a matter of morfths.

Peter Tufano, Harvard Business School Professofaamdier of D2D, and others have argued for
a universal, low-cost savings tool to assist téents’ In “Reinventing Savings Bond§ Tufano
advances several reasons why savings bonds aieufaty well suited for the LMI saver:

2 Recent Changes in U.S. Family Finances: Evideraora fhe 2001 and 2004 Survey of Consumer Finances,
Brian K. Bucks, Arthur B. Kennickell, and Kevin Bloore

% See, for example, Peter, Tufano, Daniel SchneiddrSondra Beverly, August 2005 “Leveraging Tax
Refunds to Encourage Savings”, No. 2005-8, (Ret Security Project),

* See Dennis Campbell, Asis Martinez Jerez and Fettsmo, “Bouncing Out of the Banking System: An
Empirical Analysis of Involuntary Bank Account Closs”

® See Sondra Beverly, Daniel Schneider, and Petianidu“Splitting Tax Refunds and Building Savingst
Empirical Test”, Working Paper, February 2005 18, (online atvww.d2dfund.org/news/research.php

® See, for example, Sondra G. Beverly, Jennifer A@sdennifer L. Romich, David Marzahl, 2002 “Lingi
Tax Refunds and Low-Cost Bank Accounts: Findingsnfthe Extra Credit Savings Program”, Working
Paper No. 277 (Joint Center for Poverty Researbitago, 1l.)

" See Tufano “Leveraging Tax Refunds to Encouragenga.”

8 Peter Tufano and Daniel Schneider, “Reinventingr®s Bonds,” Working Paper, 2005 (available at
http://www.people.hbs.edu/ptufano/).




Low minimum & high return — savings bonds may bechased for as little as $25, but
offer a rate of return in line with or exceedingttioffered by certificates of deposit (CDs),
most of which require a substantially higher minimunvestment.

No fees — there are no fees to buy, maintain aaedsavings bonds.

Simple purchase — bond buyers need not complyfmiéimcial institution USA Patriot Act
requirements, which means orders for bonds carcdepéed by tax preparers, at
community based organizations or in other venues.

Universal access — bond buyers are not subjebet€hexSystems, and are therefore open
to any citizen.

Savings bonds also support longer term savingh, tvéir 30 year life and required one-year
holding period. Unlike bank accounts, bonds offief‘out-of-sight and out-of-mind” quality,
because holders receive no monthly statementsrantbatempted to withdraw funds at ATMs.

While the theoretical case for bonds may be conmgglkey questions remain:

Will low-income individuals want bonds at tax tiraed, if they do, in what amount, for
whom and for what purposes?

Will their purchases constitute new savings?

Do bonds support ongoing long term saving?

Can savings bonds be effectively deployed as ap#tg stone” or “entry way” savings
tool for current and future generations of Amergan

To address these questions, D2D undertook two destisg the 2007 tax season. Results of one of
these, a test at Volunteer Income Tax Assistasites are presented below. A second test
undertaken with Harvard Business School and H&REBIBHRB”) was also conducted during the
2007 tax season. lts results, generated throudtRA offices, have been presented in a
preliminary paper and confirm findings of the VIpiot. A summary of findings from this paper
appears in Appendix'f.See Appendix Il for a brief primer on Savings Bsnd

The VITA Savings Bond Pilot Test

D2D offered 4,841 LMI tax clientSat four VITA™ sites the opportunity to purchase Series | U.S.
Savings Bonds in a pilot test. The pilot ran frdamuary 2% to March 31 2007.

In the fall of 2006, D2D issued a Request for Pegphto VITA sites wishing to participate in a
pilot test offering U.S. Savings Bonds to tax refuacipients. VITA sites responding to the RFP
agreed to offer savings bonds to all or nearlyaadiclients during at least the first 45 days @&f th
2007 tax season, and expected to process at @asa8returns. In the RFP memo, D2D

° As per the IRS (www.irs.gov/individuals/articleifi=107626,00.html), “The VITA Program offers frese
help to low- to moderate-income (generally, $39,800 below) people who cannot prepare their own tax
returns. Certified volunteers sponsored by variangsnizations receive training to help prepareditssi
returns in communities across the country.” OwdiVRtax returns were prepared by VITA sites in 2005.
1 The full report “Tax Time Savings: Testing US Sms Bonds at H&R Block Tax Sites” is available on
D2D’s web site at www.d2dfund.org/research.php.

1 This number includes 431 tax filers who particgmhin an Incentive Bond test in Tulsa to test #ietup
rate for bonds offered at a 20% discount (dubbedritive Bonds). See Appendix IV for an explanatién
this experiment.

12 One VITA site (Foodchange, New York) dropped dithe pilot during the middle of the test for reaso
unrelated to the pilot; data from this site is exiddd from all reported results except surveys oflpasers
and non-purchaser attitudes.



guardedly noted, “This may not be easy. It hasoeen tried before. Bonds may have a stodgy
image and, since 2003, their redemption perioddeas increased to one year.”

Tax preparation sites from the following four VITokganizations participated in the pilot:

Baltimore CASH Campaign (Northwest Baltimore / Mamgnin Mall site)
Denver Asset Building Coalition (Five Points site)

Community Action Project of Tulsa County (CAPTCx@ange Center site)
Boston EITC Campaign (Roxbury Resource Center site)

D2D asked each organization to employ a “bond doatdr” who arranged site staff and tax
preparer training, led client marketing efforts,maged operations and collected surveys. While
D2D’s objective was to offer bonds during the péélday period at the start of tax season, sites
differed in the number of days and hours open,dimeen bonds were marketed to clients, and the
volume of clients served. Some sites continueaffer bonds after the 45 day period.

Several parties cooperated to provide essentialezies of the project:

Operations- D2D and HRB worked together to create a bulkc@ssing system to manage
bond orders received from VITA sites. H&R Blockri&aplaced bond orders with the
Bureau of Public Debt. HRB and Block Bank providiedir services free of charge.

Tax Preparer & VITA Staff Training a Texas-based technology provider, Nets to Liadde
(N2L), worked with D2D to create an online compuiased training program to teach tax
preparers and staff at VITA sites about bonds alodl procedures. N2L provided its
services to the sites and D2D free of charge.

Marketing- With help from VITA site staff and bond coordioes, D2D produced
bilingual brochures, posters and leaflets featuari§ave Some of your Refund with U.S.
Savings Bonds” tagline and common visual theme= Awmpendix Il for examples of the
marketing material used at the sites.

In the pilot, “purchaserskere tax clients who orderEdne or more savings bonds. “Non-
purchasers” were those who did not order bondss gioup includes tax clients who may not
have been offered a bond, were unable to buy a bibhelr because their refunds were insufficient
to meet the $50 minimum bond threshold or theyndiuse direct deposit (and therefore could not
“split” a portion of their refund into a savingsrm). The decision to bypass direct deposit means
that 40% of all tax clients in this study were uleaio buy a savings bond. However, it is possible
that the desire to purchase savings bonds promgtedients to use direct deposit. Six percent of
purchasers opted to buy Quick Cash from Westerorghso that they could buy bonds. See
highlight box “The un-banked and savings bondsagi§uick Cash” in the “Findings” section of
this paper for more on Quick Cash and its impadherpilot.

Data Collection

During the TS '07 tax season, all four VITA sites\eyed purchasers and non-purchasers to better

3 To our knowledge, 17 clients did not receive boidsy ordered. The IRS delayed the refunds of five
taxpayers and did not split the refunds of an &mldhl five taxpayers; seven taxpayers’ refunds vedfset

by the Treasury to pay outstanding debts, rendeéhiegefunds insufficient to buy bonds.

*n two sites, these clients could buy a bond by &luying “Quick Cash” from Western Union. QuicksBa
is a pilot product from Western Union designedtéor refund recipients who do not wish to, or arahla to,
receive IRS direct deposits into a bank account.



understand their motivations for purchasing (orpuwrtthasing) bonds, and their general propensity
towards savings. D2D also obtained tax data (TagWisports provided by the VITA sites) for
both purchasers and non-purchasers.

In July and August 2007, the simmnducted a follow-up survey by telephone with bond
purchasers. To supplement this effort, HRB comédevith a surveying firm to call bond
purchasers. Together, HRB and the VITA sites caath29% of all bond purchasers (68
purchasers) (“Follow-up Survey”).

Findings

The findings presented here are based on data 4ptid® clients at the four sites who were
offered the opportunity to buy savings bonds. Ttieyot include participants in an Incentive
Bond Experiment, described in Appendix IV, unlgsscifically stated.

Demand for U. S. Savings Bonds
Take-Up Rate — How do Savings Bonds Compare with @¢r Savings Products?

The table below presents take-up from two perspesti The first row shows take-up when
calculated against all clients who were offereddsoand had a federal refund large enough to
purchase one ($50). There were 3,849 clientsisnctitegori. The second row lists take up
when measured against the subset of this groupopteal for direct deposit, but excludes those
clients who used Quick Cash (see highlight box “Gihebanked and savings bonds: using Quick
Cash” later in this section). There were 2,404nt$ién this category. This second take up rate is
important because a meaningful percentage of sliemild not or did not wish to use direct
deposit, a requirement for bond purchase (sinced painchases required IRS Form 8888, which
facilitates multiple direct deposits). Calculatitadce-up rate in these two ways allows us to
separate the appeal of savings bonds from tasfitemfort or discomfort with direct deposit.

SAVINGS BOND TAKE UP
Clients with sufficient refund 6.0%
Clients using Direct Deposit 9.0%

Even using the lower 6.0% take up figure we beli@emand for bonds is robust and exceeds that
for savings products commonly opened or fundedxatitme. For example, IRS data for tax year
2002 show 3.4% of tax filers with Adjusted Grossdmes between $1 and $20,000 who were
eligible to make an Individual Retirement AccouiiR4) contribution did sd® In addition, the 6%
take-up rate compares favorably with a 3.3% takefuRAs for tax clients in another test.

15 Different sites were open for different lengthgiofe during the test and offered bonds to numbétax
clients ranging from 770 (Denver) to 1,711 (Tulskpr one week (1/29-2/3), the Tulsa site ran an€ntive
bond test” described in Appendix IV. During thisripd, 431 clients were offered bonds (with 60 atiog).
The results of this test are not included in regmbteke up rates and profilers of purchasers aalihdes, but
are included in survey data regarding purchasedauotiner attitudes.

16 Of the 4,410 clients that were offered bonds, &@iinot have a sufficient refund, leaving 3,84@uts that
did.

7 Of the 3,849 clients that did have sufficient refu1,445 could not or did not opt for direct deépos

'8 See IRS data table available at http://www.irsigak/irs-soi/02in07ira.xls.

9 See Esther Duflo, Gale, William, Liebman, Jeffr@yszag, Peter and Saez, Emmanuel, “Saving In@mntiv
for Low- and Middle-Income Families: Evidence fraamField Experiment with H&R Block”, no. 2005-5



How many Savings Bonds were purchased?

During the test period, 231 tax clients purchas&d’3avings bonds totaling $42,800. An
additional 60 tax clients purchased “Incentive Befnaffered at the CAPTC site in Tulsa.
Counting the Incentive Bond Experiment, 291 tagrdé purchased 437 bonds worth $54,155
(including $2,565 worth of incentive funds).

SAVINGS BOND TEST RESULTS (DOES NOT INCLUDE INCENTI VE BONDS)
Number of: Clients Purchasing Bonds 231
Individuals for Whom Bonds were Purchased 377
Average Amount Spent on Bonds per Client $ 185
Median Amount Spent on Bonds per Client $ 100
Average Amount Spent on Bonds per Bond Holder 411
Maximum Refund Amount Used to Buy Bonds $1,200

Average Bond Size and Demand for Long Term Savings

The average ($185) and median ($100) bond sizesexay small, as does the average portion of
refunds being allocated to bonds (6%), in lighthaf average refund size ($3,143) and D2D’s prior
experience with pilot tests of split refuridsHowever, savings bonds represiemiger term

savings? an attribute underscored by their product desigrprior refund splitting studies, while
tax clients allocated nearly 50% of their refunaisavings accounts, new savings were almost
entirely depleted within nine montA5.Bond purchasers, in contrast, are committingmeiccess
funds for at least one year, and are acceptinghamfinancial penalty for accessing their savings
any time before five years. When purchasing bdadsthers (377 bonds were bought for or with
others), it seems likely tax clients do not intéméccess the funds for their own use again.
Evidence from the follow-up survey supports thaml. In response to the question “Do you have
something in mind that you would like your childrengrandchildren to use their savings bonds
for, when they cash them in” an overwhelmingly &argimber (77%) of respondents said they had
education-related use in mind — a use that wowddlpde those buying for others from accessing
the bond for their own needs. (See “Saving for gthi®r whom do LMI Tax Clients Buy Savings
Bonds?"later in this section for more information on sasrbonds bought for children and grand-
children)

(Retirement Security Project), May 2005. Note his test, clients required at least a $300 refandpen an
IRA and were drawn from a higher income sample.

2 Seven clients bought 7 bonds after the test pedodiuded, and 8 clients bought 14 bonds at teettsat
dropped out of the test; adding these figures hadrtcentive Test, a total of 306 clients bougts B6nds.
L |n three consecutive pilot tests of split refufitie option to divide a tax refund between a spepdind
saving account) D2D found that clients, on averageed between 45% and 48% of their refunds.

22 3ome readers may consider “long-term savings™méth is held for years or decades rather than a
minimum of one year. For LMI individuals, the aoth believe committing to save for at least orar y&
significantly different than holding fully liquidshort-term savings, hence the label “longer termmsg”

% See Sondra Beverly, Schneider, Daniel, TufanarP2005, February, “Splitting Tax Refunds and
Building Savings: An Empirical Test” Working Papewvailable at www.d2dfund.org/news/research.php).



Follow-up Survey: Purchasers Buy Bonds for the Longerm

Survey results indicate bond purchasers intendve for thdong term When asked “How
long do you plan to hold your savings bonds befaghing them in?” 52% of respondents
said that they would hold them for 10 years or mbreesponse to the question “How long
do you hope your children or grandchildren willdhoin to the savings bonds you bought
them, before cashing them in,” 68% said they hapatitheir children and grandchildren
would hold on to the bonds for 10 years or more.

Who Buys Bonds?

To explore the question of “who buys bonds,” D2hed tax return and survey data from
purchasers and non-purchasers. Key differencesgesh®etween the two groups. As the table
below shows, purchasers averaged higher adjustsd grcomes and half a dependent more, but
were slightly younger. More dependents may explanlarger tax refunds, as, depending on
income, dependents allow tax filers to claim adanfgarned Income Credit (“EIC”) and Child Tax
Credit (“CTC").

Purchasers Non-Purchasers
Average: N= 231 4,179
Adjusted Gross Income $ 20,888 $18,105
Number of Dependents 1.3 0.6
Refund Size $ 3,177 $1,373
Age 38.2 40.2

The above table suggests that tax clients with dependents and larger refunds were more likely
to buy bonds.

If one considers a tax client with filing statusé&tl of Household” as a proxy for a single parent,
the profile of a bond purchaser is that of a singlerking parent with a sizeable refund. A higher
proportion of purchasers filed using Filing StatiSHead of Household” than did non-
purchaserd. One can imagine that the larger a tax refundntbee able a refund recipient might
feel to allocate some amount to savings. Giverckbar interest among bond purchasers in
purchasing bonds for their children or dependéntdso makes sense that tax filers with
dependents (a requirement for Head of Householdyfitatus) would have more motivation to buy
bonds. And it may be that when both factors camgether — more funds available for saving and
the presence of children or other family membersvisom to save — that combination drives
purchases.

Who Demands? — New Savers?
Many bond purchasers reported that their investimelmbnds represented their only savings, or a
significant addition to modest holdings. Fifty-fquercent of purchasers said they had money
saved or invested.” Of the remaining forty-sixqaatt, over half (52%) reported less than $1,000
in funds currently saved or invested.

From a public policy perspective it is importanctmnsider whether a savings product stimulates

% The weighted average percentage of bond purchéibegsas “Head of Household” was 69%, compared
to 37% for non-purchasers.



new savings or simply diverts funds that would hlbgen saved elsewhere. In addition to the data
reported above regarding the number of purchasénsw current savings — and, we can
speculate, therefore a low likelihood of savingtpétheir tax refund — purchasers were asked
directly about the effect of the savings bond offertheir savings behavior. As presented in the
table below, more than half reported they wouldehsaved less if they had not bought a bond.

IF YOU HAD NOT BOUGHT A BOND TODAY, WOULD YOU
HAVE SAVED MORE, THE SAME OR LESS OF YOUR TAX

REFUND? N= 293
Would have saved less 53%
Would have saved same amount 29%
Would have saved more 13%
Don’t know / no answer 5%
Total | 100%

Follow-up Survey: Prior Refund Savings Intentions

When asked “If you had not bought savings bondsttileely, what would you have used

that part of your refund for?” in thfellow-up survey, 67% said that they would have spent
(rather than saved) the monegills were by far the most often cited target ofis@ing; other
reasons bond buyers cited frequently were buyimgy$hfor their children and grandchildren|,
making car loan payments, buying clothes and bugimags for themselves

Who Demands? — The Bankable and UnBanked

One can learn something about those who buy bopnderbparing them with those who do not.
Comparing purchasers and a survey of 109 non-psecbathe two groups differed in their
approach to checking and cash transactions butnvere similar regarding existing savings.
Because the non-purchaser sample was drawn fraexatlients who did not buy a bond, it likely
included some who did not pick direct deposit, wesedue a federal refund or whose refund was
less than the $50 necessary to buy a bond.

SAVINGS BOND PURCHASERS & NON-PURCHASERS: COMPARISON OF
BANKING HABITS
Purchasers Non-Purchasers

Used ba_mk and/or credit union to cash most 7506 61%
checks in last 6 months
Used check casher, Wal-Mart or other big storg 6% 14%
to cash most checks in last 6 months
Have savings account 65% 56%
Have any money saved or invested 45% 40%
If money saved or invested, balance $1 to $1,000 % 52 48%

To the extent they cashed checks, bond purchaaléxd on depositories to a greater degree than
non-purchasers. Likewise, non-purchasers were iik@lg than purchasers to use other non bank
institutions to cash checks. In analyzing savihgs, however, differences begin to disappear.



For both groups, less than 50% report monies savatested and, for each group, around 50% of

those reporting savings or investments have basapel®w $1,000. This suggests that, from a

savings perspective, purchasers and non-purchasersore alike than different.

The un-banked and savings bonds: using Quick Cash

The Baltimore and Tulsa sites offered “Quick Cashgilot product from Western Union
designed for tax refund recipients who do not wistor are unable to, receive IRS direct

Some Baltimore and Tulsa clients who wished to lboryds but did not want to use direct
deposit for the balance of their refunds, used RQGiash. This allowed un-banked clients to

bonds using this mechanism is small, it suggeststtbnds — which, on their own, do not
require buyers to have a bank account — appeaségi@ent of un-banked or under-banked
refund recipients.

deposits into a bank account. Quick Cash buystsuict the IRS to direct deposit their refund
to Western Union, where they can pick up their Biimdcash at locations around the country.

buy savings bonds, provided they paid $10 for th&k)Cash service. Fourteen clients or 6%
of purchasers took advantage of this arrangemétfhiile the number of clients that purchased

Supply for U. S. Savings Bonds

In addition to the attractive product features afitis mentioned earlier in this paper (low
minimum & high return, no fees, simple purchase amdersal access), two unique attributes
stand out from the analysis of our results: thgiftihg” quality and strong name recognition.

Saving as a Gift : for whom do LMI tax clients buySavings Bonds?

The pilot design presented taxpayers with the agtidbuy savings bonds for “co-owners” by

S

placing their name and that of a co-owner on pwsetidonds. The results were striking: 73% of

bond purchasers bought bonds for others and 848k lbbbnds bought were purchased with a co-
Purchases

owner, accounting for 82% of the total dollar amiogent on bonds (see table below).
are categorized below into three segments: purchag® bought
1. only for themselves,

2. for themselves and for one or more co-owners,
3. only for co-owners.
1. Self-only| 2. Self and Others 3. Others Only, Total
Purchasers 62 20 149 231
Percent of Purchasels 276 9% 64%
Total Purchasers (Self and Others and Others Only 73%
Bonds 62 56 259 3771
Percent of Bonds 16% 15% 69%
Total Bonds (Self and Others and Others Only 84%
Amount $7,800 $6,625 $28,37p  $42,8
Percent of Amoun 18% 15% 66%
Total Amount (Self and Others and Others Only) 82%

Survey results corroborated the gifting charadiertd savings bonds as well as more extensively

portrayed the gift recipients. As the table bekhews, 72% of bond purchasers stated they



purchased bonds for their children or other famigmbers.

| bought bonds for...(circle all that apply) n= 340"
My kids 59%
Myself 28%

My Grandkids 9%
Other Relatives 4%
Total 100%

Follow-up Survey: for whom did Bond Purchasers BuyBonds?

When asked the question “For whom did you buy anggvbond?” in théollow-up survey,
“children or stepchildren” and “grandchildren oetgrandchildren” comprised 74% of
responses. Further, when asked “If you purchagagsbonds next tax season, for which
people are you likely to buy them?”, “children ¢echildren” and “grandchildren or step-
grandchildren” comprised 71% of responses.

Brand Recognition

One possible reason for the relative ease with lwtzsix preparers and bond coordinators were able
to promote savings bonds was the high level ottixt recognition of U.S. Savings Bond name.
More than seventy-three percent of bond purchasetsa sample of non-purchasers reported that
they had heard of U.S. Savings Bonds before cotaitige tax site. This high brand recognition
occu;zréad despite the fact that savings bonds havbaen promoted publicly for the last four

years:

Interpreting the Findings

Several interpretations can be drawn from the figdiof this first-year test:

1) Demand for savings bonds in the LMI market is gjratriven by high brand awareness
and product features that expand accessibilByx percent of eligible tax filers who were
offered the chance to buy a bond did so. More & of LMI bond purchasers had
heard of US Savings Bonds even though marketirgpoéis ceased in 2003. The low
minimum ($50) required to buy bonds, and the flaat they can be opened without
screening procedures like ChexSystems increasdsigraccessibility to LMI tax clients.
In addition, other attributes, such as a bond'gui‘gifting” quality have strong appeal.

2) Bond purchases by LMI tax filers could generatesgarttive annual savingdf 6% of the
roughly 54 million tax refund recipients with adjed gross incomes under $30,000 chose
to buy bond$! an additional 3.2 million bond purchasers wouldteated annually.
Assuming the pilot’s average bond expenditure per éf $185 an additional

% Note that the number of responses (n=340) exdhedsumber of respondents (n=300) because some
buyers purchased bonds for more than one recifeemt for themselveand for their children).

% See Tufano, “Reinventing Savings Bonds”, page 2.

2" per IRS data from the 2004 tax season (availatllaeat: http://www.irs.gov/pub/irs-soi/04in33adsx

-10 -



$600,000,000 of savings could be generated each $avey and tax return data suggest
the majority of this would beewsavings. For instance, 53% of bond purchasetsdsta
they would have saved less of their refund if thedoption had not been available.

3) The large number of bond purchases for children gashdchildren suggests a strong
interest among bond buyers to save for their cbitds futures A high percentage of bond
purchasers (typically single, working parents) duugpnds for their children and
grandchildren. In surveys, a majority of thesechasers expressed the hope that their
children or grandchildren will hold the bonds utiiéy reach key life milestones, such as
enrollment in or graduation from colléde As a constant and important presence in most
parents’ lives, children may provide an on-goingiwaiion to consider recurring bond
purchases, especially at tax time. There is petddr this parental behavior, embodied
in asset-building programs for children such asCh#éd Trust Fund (“CTF”) in the United
Kingdom, and SEED (Saving for Education, Entrepuesieip and Downpayment)
Children’s Savings Account demonstration in the?)S.

Topics for Further Research

While the pilot test answered several basic questsurrounding savings bonds, it also revealed
that much remains to be learned about the fullmg@kof bonds as a tax time saving instrument
for low-income individuals. Questions worthy ofther study include:

Why did such a high percentage of tax clients chaoduy savings bonds with co-owners?
Can the co-ownership option be leveraged to furdrerourage saving for LMl Households?

Eighty-four percent of bonds in the pilot were bbugith co-owners, presumably as gifts to
the purchasers’ children, grandchildren and/or stélaren. Yet, it is not clear why gifting
was so popular. To capitalize on the appeal dhgibbonds as gifts, key questions must be
explored. Why might parents be willing to savetfwir children when they are unable or
unwilling to do so for themselves? Is this behagdorm of “mental accounting” whereby a
parent can “lock up” money in a child’'s name agratsgy to decrease the likelihood she will
spend it? Are LMI tax filers as likely to buy bandr save if they cannot do so as gifts for
their offspring? Are there implications for howrgls might be marketed to LMI individuals?

What is the long-term impact of U.S. Savings Bamdthe LMI tax filers who buy them?

Although the immediate impact of a bond purchasésholders’ personal savings is easily
calculated, the longer term effects are unclearowding how long bonds are held before
redemption, the events that trigger redemptionfand/hat redeemed funds are used would
shed light on the long term impact of bond purchaseany. Are year one bond buyers more

% |n response to the question “What is your (andrpouse’s) most important reason for saving?" 26%
tax payers surveyed said “Children/family” and 26&td “Education”.

2 The CTF is a long-term savings and investmentwaaicfor children launched by the UK government in
2005. In “The Case for Child Accounts” (page 18§ Aspen Institute’s Initiative on Financial Setyri
notes that: “Awareness of the Child Trust Fundasphigh and parents are interested in making
contributions: 77% expect to make additional cdmiiibns and 38% expect to make regular contribst{amn
a median value of £24 per month). Since the intetidn of the CTF, 32% of accounts are receivirguhar
contributions, mainly made by parents.” For moreCarF visitwww. Childtrustfund.gov.uk SEED is a
policy, practice, and research initiative desigteetest the efficacy of and inform policy for a ioal
system of asset-building accounts for childrenymath. SEED operations began in Fall 2003, and the
initiative is proposed to end in 2015. For moreS&ED visitwww.cfed.org/SEED
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inclined to buy bonds in the future? How will bomolders’ overall savings and debt levels
change over time when compared to those who dbuobonds? To explore these questions,
researchers will need to track and study bond @sefs and holders (including buyer’s
children) in a longitudinal study.

Can savings bonds serve as a starter or “gatewaygdoict?

Findings from the pilot suggest bonds hold speapgieal to first time savers and those with
modest existing savings. This observation raisegbssibility that bonds offered to LMI tax
clients could play a special role as a “starterirsgs product — a tool that appeals particularly
to those who wish to begin saving, and/or to thebe have typically avoided mainstream
financial products and services. Consumers whaosaspicious of for-profit institutions may
be willing to buy a government issued bond wheny th@uld not consider a traditional
savings, checking or Individual Retirement AccoyfiRA”). Repeat bond buyers may
gradually accumulate enough savings to meet themmuim balance requirements of other
long-term saving options (e.g., investment accqub®® plans or IRAs). Further research
could help determine if LMI bond purchasers wishata can successfully transition to other
savings products, or if bond purchasers who hageiqusly used alternative financial service
providers are more likely to consider mainstreand aften lower-cost, financial transaction
products.

Do public assistance program asset limits discoeragvings bond purchases?

Many LMI individuals, especially parents, use palalssistance programs to help provide for
themselves or their children — or believe they megd to do so at some point in the future.

Eligibility for these programs often requires thaplicants have total financial assets under a
defined limit. While these eligibility tests argénded to target public support only to those
who are genuinely in need, they also create aasitive to save. For policies to encourage
saving among LMI individuals to be effective, resbas needed about the extent to which
these asset limits discourage saving. Anecdotdkace suggests asset limits cause at least
some LMI individuals to reject saving, and breedatimosphere of uncertainty around products
or programs designed to encourage saving.

How might savings bonds be offered at scale oweldhg-term?

To the extent bonds hold promise as a tax-timenggimistrument, a key consideration is how
VITA sites and other tax preparers can make theailabte to LMI clients. Three areas must be
explored to answer this question:

Demand- how can an appetite for savings bonds be fasigigely? The pilot demonstrated
that clients will buy bonds when approached onewa-by a trained VITA staff person; but

can this demand be replicated through lower cosinmisuch as a broad-based marketing
campaign?

Supply-how can bonds be made available easily and widBIg® and its partners set up an
elaborate processing mechanism in order to offadbdo tax clients. To broaden bond
availability, a simple, low-cost way to offer bonalstax time is needed. Systems that simulate,
to the degree possible, a ready supply of bontisxd@tme can help predict policy changes that
could create such a supply — a bond purchase ofatidaderal tax refunds, for instance —

would impact bonds sales.
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Distribution— how can bonds be distributed efficiently? Howportant is active “selling”

Tax Preparer Survey
Philosophical support for savings at tax time.

A survey of 41 tax preparers conducted during flot puggests that philosophically, at
least, volunteer tax preparers support savingxdinee: 72% of those surveyed “agreed
or strongly agreed” that the tax preparation preées good opportunity to talk with
clients about their financial future, 100% thoutifdt it was a good idea to encourage tax
refund recipients to save a portion of their refand 94% thought it was appropriate tg
discuss savings with clients.

Does a saving offer depend on the inclination adigjment of the tax preparer?

22% of tax preparers surveyed said they did n&rdfbnds because they were not

convinced bonds are a good option for most clights did not understand them well
enough to present them to clients, thought it wagheir place to offer savings options o
clients or they grew tired of clients turning dotine offer. 17% of tax preparers surveyed
said they did not offer bonds because they hadleowmembering to do so.

by specialists (e.g., “bond coordinators”) verselging on tax preparers to offer bonds?
Questions to study include how to effectively matesrand train tax preparers to promote
saving generally, and bonds specifically, at teaetiand how to ensure bond ordering is easy
for both tax preparers and clients.

Recommendations

Several steps could be taken to help realize thengial of US Savings Bonds as a long-term
savings tool for low and moderate income familiesluding:

Improve access to bonds at tax tisby integrating a bond buying option into the fiting
process, bonds would be offered to all federakédxnd recipients at least once a year.

o Offer bonds as a tax refund option — in the 1966®Acans could use their federal tax
refunds to buy savings bonds by checking a bosheim Form 1040A, as shown in
Appendix V. Re-introducing this option and comhbinit with the new split refunds
capability would allow refund recipients to useaatpf the funds due them to buy bonds.
As noted elsewher®conceptually it is straightforward for the Depagtmhof the
Treasury, which oversees both the Internal Rev&aureice and the Bureau of Public
Debt, to facilitate this process internally.

o Ensure co-ownership at tax time — if the optiobuy bonds with a tax refund is re-
introduced, allowance should be made for refunigpreats to buy bonds with co-owner(s).
The experience of this tax season test demonsttaiekMI tax filers strongly favor the
ability to save for loved ones. A tax time bondgtase option must preserve this unique
bond feature in order to attract the most saveid savings, possible.

0 Revive retail marketing of savings bonds — bondseritly enjoy high consumer

30 See Peter Tufano, April 2007, “Just Keep My Morgtt 1 The Potential for a Refund Driven Savings
Bond Program (available online at www.d2dfund.oegye/research.php).
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recognition, nevertheless such brand awarenesgassywith this generation, given that
the bond marketing budget for the Bureau of Pubkbt was eliminated in 2003. Even a
modest revival of advertising and promotion cowdtpimore prospective buyers learn
about an inherently attractive savings productmatketing campaign would also be a
logical complement to re-introducing an option tybbonds with one’s tax refund.

Tailor bonds for low-income saversas attractive as standard Series | Bonds wdoato
income tax filers in this study, a handful of mimoodifications could make them even more
appealing to small, often first-time savers.

o Allow holders of Individual Taxpayer Identificatiddumbers (ITINS) to buy bonds — the
requirement that bond holders have a Social Sgdutitnber could be updated to include
ITINs, as the tax consequences of bond redempé#arbe reported via either number.

o Clarify and expand the emergency redemption pelibyr many low-income families,
long-term saving is a risky undertaking, as illdjfinds will not be available when a crisis
hits. At present, the Bureau of Public Debt’s pplior emergency bond redemptions is
unclear and unpublicized. The BPD should clarifgd @ublish the circumstances under
which emergency redemption before one year is Esibie, as well as consider expanding
the policy to cover easily documented events sggblaloss, medical disability and death
of an immediate family memb@r A clarified policy should be publicized so that
prospective bond buyers can read and considefdtdoenaking a purchase decision.

o0 Shorten the term on savings bonds to six monthige-years ago savings bonds were
offered with six month terms. In January 2003,BlRD extended the minimum offering
term to one year for bonds bought on or after Fafyrd, 2003. While long term savings is
important, a shorter term redemption option maycedhe risk of buying a bond and
therefore increase bond sales to LMI buyers. Euntlore, the high percentage of gifting
as well as purchaser feedback suggests that nesitarested in longer term savings.

0 Preserve the option to buy paper bonds — in tloe WIITA site staff reported that many
clients liked receiving a paper bond — a physicahifiestation of their savings —
particularly when they wished to give a bond a#ta @he online alternative purchase
method (via the Treasury Direct web site), degpstefficiency advantage, adds a level of
complexity and unfamiliarity to the purchase practs many prospective low-income
bond holders. For bond redemptions, it requiresitnd holder to have a bank account.
In addition, many LMI tax filers still face a “digil divide,” a fundamental obstacle to
opening and managing a Treasury Direct accourgdeings bonds.

Consider purchase incentives in savings bond pelitydings from the pilot suggest
incentives can spur sales of savings bonds atrtee just as tax deductions and credits spur
IRA sales and contributions. One can imagine aiapseries of U.S. Savings Bonds funded
exclusively through tax refunds, offered only tierfs with incomes below a certain ceiling
(perhaps those eligible for the EITC), made avielaia Form 8888 and issued at a discount.
This product might serve as a bridge for tax filel® do not yet have a tax burden and
therefore could not benefit from the variety ofeadsuilding financial products given
preferential tax treatment. These bonds could affleigh rate of return that remained
effectively tax free as long as any funds redeemwe@ rolled into an eligible asset building
account, such as a 529 college savings accounttbrIRA. (Already, interest can be tax free
on savings bonds that are used for education pespoSuch a program would be

31 34% of purchasers surveyed during the tax seasidntisat “U.S. Savings Bonds would be better if you
could cash them in any time for emergencies (jab,ldisability)”
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administratively simple, benefiting from the takrfy process as a means to determine
eligibility for the subsidy. The machinery is ifape (or can be adopted from IRAs, for
example), but certain issues would need to be addds such as the need to ensure that funds
invested in bonds would ultimately be used to pasehor save for a predetermined asset.

The Future: Legislation and Further Innovation

The 2007 savings bond pilot test produced somdirgaiesults. In 2008, D2D expanded its
efforts to offer savings bonds at tax time in oreexplore research questions raised in this paper
and to help more LMI tax filers save. Ultimatdiywever, projects D2D and its partners sponsor
cannot realize the potential of savings bondslyfalpitalizing on the promise of savings bonds
will require changes at the state and Federal leRelcent developments demonstrate growing
interest in savings bonds at the policy level:

Federal legislatior in August, 2007, Senators Hillary Rodham ClinDaNY) and
Gordon H. Smith (R-OR) introduced the New Saverst. Ahe bill includes a series of
innovative proposals to help increase the perssaahgs rate, which has been negative
for the past two years and is at its lowest leiretesthe Great Depression. The Act calls
specifically for encouraging saving at tax time king savings bond purchases possible
through the tax return filing process, and incrdasarketing and promotion of U.S.
Savings Bond¥

State legislation — a bill introduced by Assemblgmier Eng of the California
Legislature, the Refund to Savings Act (AB 1693ppgmses amending the state income tax
form to allow filers to purchase U.S. Savings Bondth a portion of their California state
tax refund®®

Local government — on a pilot basis, beginningdd&the City of San Francisco is
offering recipients of its Working Families Cre¢about twelve thousand low-income
families in 2007) the option to take their bengfithe form of a savings bond rather than a
paper check or direct deposit.

The fact that legislation advancing savings borgda aniversal, accessible savings option has so
quickly emerged at both the state and federal Iewgtests the benefits of bonds are easily
understood and D2D’s timing in advancing a bondcgagenda is fortuitous. Advocates of long-
term economic stability and independence for waykamilies have long sought the key to unlock
the savings potential of tax season. While muctkwemains to be done, bonds appear to hold
tremendous promise as a tool to advance the asitdinly concept and move millions of hard
working families — and the nation as a whole —etds lasting economic security.
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Appendix I: HRB Savings Bond Pilot Summary Results

During the 2007 tax season, D2D founder and HarBaisiness School professor Peter Tufano
collaborated with H&R Block to study a U.S. Saviigmnds (Series 1) offering at 27 H&R Block
tax preparation offices and 4 control offices. 29, €lients with federal refunds greater than $500
received a scripted offer to purchase US SavingsiB0220 (or 5.9%) of these clients chose to
purchase bonds spending an average of $228 eaafeaachting tax time savings of $50,60.

Among the key preliminary learnings of this piltady:

Commercial tax preparation clients exhibited siigaifit demand for U.S. Savings Bonds
at tax time. In particular, low-to-moderate incoth#l) households and clients with
little or no savings demonstrated an interestxrtitae savings with bonds.

o Compared to H&R Block clients who were not offetedhds, purchasers had
lower adjusted gross income (AGI), higher tax refamounts, a greater number
of dependents, and were more likely to file as hefdtbusehold.

o0 Approximately 40% of bond buyers reported that thagt no savings or
investments when surveyed during the study. Ofahldso reported savings,
approximately 22% reported total savings and imaests of $1,000 or less.

Unlike many other savings vehicles, bounds maydgghbt on behalf of others. This
feature appealed to clients in this study, with@tv0% of purchasers buying savings
bonds for others. In focus groups and surveys, H&dtk Tax Professionals (“Tax
Pros”) indicated that clients seemed to resporzbtal discussions focused on saving for
children and grandchildren, and, more specificalyying for children’s education.

In all H&R Block offices, two savings products wexreailable to clients: (1) a 5% APR
savings account, “Easy Savings,” and (2) an IRAlpod, “Easy IRA.” Tax clients in the
research study bought savings bond at a highethatethey purchased these other
products; in addition, bond buyers bought Easy@&gs/and Easy IRA accounts at a
higher rate than tax clients who did not buy bonds.

Preliminary analyses indicate that offices whictedd bonds (“treatment offices”)
reported higher total tax time savings by cliehemntoffices not offing bonds (“control
offices”). Through data gathered from surveysathiireatment and control offices,
researchers are positing a “bond offer effect” higsulted in a higher rate of tax time
saving among clients in offices selling bonds.

34 «purchasers” or “buyers” are clients who placededer to have bonds purchased on their behalf by
H&R Block.
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Appendix Il: US Savings Bonds - a brief primer

U.S. Savings Bonds are a low-risk savings instrurbanked by the full faith and credit of the
U.S. government. They were first issued in 1776n@nce the Revolutionary War. Since then,
often during war time, U.S. Savings Bonds have tsedh to raise public debt. The Treasury
Department issued Liberty Bonds to raise moneynguvi/orld War | and again to finance World
War Il, appealing to Americans’ sense of patrioti€aring both, World Wars | and Il, bonds
were marketed extensively by the Federal GovernifgentWar Bonds’ during World War I1)
and priced so they were affordable to “small sdvdise promotion of bonds continued through
peacetime. U.S. Savings Bonds are an attractiiagsoption for American families today, but
the government stopped actively promoting them0o32

D2D chose to offer Series | Bonds (“I Bonds”) fbetpilot test rather than more common Series
EE Bonds because | Bonds are simpler to explagotential purchasers and because they paid a
higher rate of interest during the 2007 tax seasdonds are purchased at face value and accrue
interest monthly much like savings accounts antificattes of deposit. They are compounded
semi-annually. In early 2007 they yielded 4.52%rata adjusted every six months by the
Treasury” | Bonds pay interest for up to 30 years, genghnot be redeemed prior to one
year® and if redeemed prior to 5 years, are subjectremlamption penalty equal to the amount of
the preceding three months’ interest. Paper | Barah be purchased for $50 or in
denominations of $75, $100, $200, $500, $1,000%&10l00, and most banks will redeem them,
making them highly portable. In the pilot, taxecits were offered the opportunity to purchase |
Bonds in their own names, or in their own namesthatof one or more “co-owners.” The latter
option was intended to allow tax clients to buy é®for others, presumably as gifts. Co-owners
had full rights to redeem the bond without the paser’s permission or participation. The co-
ownership option proved to be important, as anwkieiming majority of bond buyers took
advantage of this feature.

Although better known than | bonds, D2D chose aaiffer Series EE bonds. Series EE bonds
earn a fixed rate and are purchaae80% of their face value (for example, a $100bBEd costs
$50) with a guaranty to reach face value in 20s@&aSeries EE Bonds held less than 20 years
are redeemed at the value of principal and acantecest, which will generally be less than face
value®®. D2D chose | Bonds because, being more like sawdiegounts in structure (i.e., fixed
principle amount), they seemed easier to explathcampare with competing savings products.

% Interest payments are composed of a fixed portioich remains the same throughout the life of the
bond (1.4% for bonds issued in early 2007) andatédei portion based on inflation during the precgdiix
months as measured by the Consumer Price Index.

% Treasury rules allow for bond redemptions prioote year in the event of emergencies, as detedmine
by the Secretary of the Treasury; in practice, pi@s/ision seems only to apply to major, wide-sgrea
disasters (for example, hurricane Katrina) andemoérgencies individuals experience (e.g., job loss,
disability, etc.).

37 An annual interest rate of 3.47% will double tladue of a bond in 20 years.

3 For more on both types of Savings Bonds,vee®v. Treasurydirect.gav
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Appendix Il : Marketing material examples

Buy a Savings Bond with
some of your refund

Purchase Savings Bonds
L5 Sowings Bonds 4.5% infarest Bt

AT the Tax Site  aswms i

“1 used part of my refund
1o buy a savings bond Ior

You decide what to save .
and what to spend! ! Uise some of your tax refond to purchase ULS. Sawings Bends —

Its free, fast, easy and sensible. Ask your tax preparer!
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Appendix IV: Savings Bonds as an Asset Building Tde- The Tulsa Incentive
Savings Bond Experiment

U.S. Savings Bonds offered at tax time appear tarbienportant tool for long-term saving,
especially for small savers. With their apparesgyarity with LMI tax clients, one cannot help
wonder if they might have more potential. In parar, could bonds form the core of a low cost,
scalable asset buildimgogramfor low and moderate-income families?

Sherraden and Beverly have identified six institoél variables which form the basis of an asset
building program: access, information, incentivasilitation, expectations and limits. Savings
bonds offered by tax preparers provide a usefulistppoint for addressing several of these
variables: access, information and perhaps fatdita In addition, arguably “expectations” can
be fostered by marketing material and tax pregam@mpting. However, on two points —
incentives and limits — savings bonds as curraedgligned, even when offered at tax time, fall
short of being a full asset building program.

On the question of incentives, D2D and CAPTC tehtad tax clients would respond to an offer
of a subsidized savings bond rate of return. Hawld/ take-up rates be influenced if savings
bonds were offered at a discount? How much morddie invested? For one week, D2D and
CAPTC offered U.S. Series | Bonds to tax clienta 20% discount (with a $60 subsidy limit per
client). Thus, a tax client could use $80 of thefund to purchase a $100 savings bond — an
effective year one return of 30.75%.

The bonds were marketed as “20% off” and the respeoras strong as shown below. To
compare, in 2005 sixty H&R Block St. Louis metrdfam offices offered the company’s Express
IRA product with a 20% incentive matéfi. Seen below, take up rates for bonds were roughly
50% higher than for IRAs, and takers for bondslead than half the average Adjusted Gross
Income. The two studies differ in many ways, bt ¢bntrast in take up rate and taker income
level suggests that savings bonds resonate strentijiythe LMI tax client segment.

20% Tax Time Savings Incentive - Comparison of Samgs Bonds & IRAs
Bonds w/ Incentivel IRAs w/ match
Take Up — Clients with Sufficient Refund 15.2% 9.6%
Take Up — Clients using Direct Deposit 18.1% -
Adjusted Gross Income $ 20,704 $ 44,789
Minimum Required Investment $ 50 $ 300

39 Michael Sherraden, Schreiner, Beverly, Sondra;dine, Institutions, and Saving Performance in
Individual Development Accounts”, Economic DevelagarhQuarterly, Vol. 17 No.1, February 2003.

“0 Esther Duflo, Gale, William, Liebman, Jeffrey, @ag, Peter, Saez, Emmanuel, “Saving Incentives for
Low- and Middle-Income Families: Evidence from alBiExperiment with H&R Block”, no 2005- 5
(Retirement Security Project), May 2005.
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Appendix V: Example of a 1962 Form 1040A with the ption to buy a U. S. Savings
Bond
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